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December 29, 2016
SENT VIA E-TARIFF FILING

Kimberly D. Bose

Secretary

Federal Energy Regulatory Commission
888 First Street, NE

Washington, DC 20426

Re: GridLiance West Transco LLC
Docket No. ER17-__ -000

Dear Secretary Bose:

Pursuant to sections 205 and 219 of the Federal Power Act (FPA)," Part 35 of the Federal Energy
Regulatory Commission (Commission or FERC) regulations,? and Order No. 679,% GridLiance West Transco LLC
(GridLiance West) hereby submits this request for: (1) acceptance of the Transmission Owner Tariff of GridLiance
West (TO Tariff), which includes a formula rate template (Formula Rate Template) and implementation protocols
(Protocols) (together, Formula Rate) designed to calculate and recover GridLiance West's annual transmission
revenue requirement (ATRR) associated with GridLiance West's acquisition of the High Voltage Transmission
System (HVTS) currently owned by Valley Electric Transmission Association, LLC (VETA) and future projects; and
(2) approval for GridLiance West to use certain incentive rate treatments regularly granted to similarly situated
utilities. In particular, GridLiance West seeks authorization pursuant to sections 205 and 219 of the FPA to (1) apply
a return-on-equity (ROE) incentive of 50 basis points (bps) in recognition of GridLiance West's joining the California
Independent System Operator Corporation (CAISO) as a Participating Transmission Owner (PTO) following its
acquisition of the HVTS (Transaction); (2) utilize a regulatory asset for certain costs that have been or will be incurred
to start-up and introduce GridLiance West's business model in the CAISO region (Start-Up Regulatory Asset); and
(3) include in rate base100% Construction Work In Progress (CWIP) for the Bob Tap project, described further below.

GridLiance West respectfully requests that the Commission accept for filing its Formula Rate and approve
its requested incentives no later than February 28, 2017 to accommodate closing of the Transaction as soon as
practicable, currently planned for March 1, 2017. GridLiance West requests the formula rate to become effective
upon the date of transfer of the assets to GridLiance West at closing.* GridLiance West submits that its proposed
Formula Rate and requested incentives, as demonstrated by this transmittal letter and the attached testimonies and
exhibits, are just and reasonable, and should be accepted without suspension or hearing.

1 16U.S.C. §§ 824d, 824s.
2 18 C.F.R. Part 35 (2016).

3 Promoting Transmission Investment through Pricing Reform, Order No. 679, FERC Stats. & Regs. { 31,222 (2006) (Order
No. 679), order on reh’g, Order No. 679-A, FERC Stats. & Regs. {31,236 (2006) (Order No. 679-A), order on reh’g, 119
FERC {61,062 (2007); see also, Promoting Transmission Investment through Pricing Reform, 141 FERC 1 61,129 (2012)
(“2012 Policy Statement”).

4 GridLiance West notes that, per the terms of the Asset Purchase Agreement, the HVTS cannot be transferred to GridLiance
West until the Commission accepts CAISO’s amendment to the Transmission Control Agreement (TCA), approving
GridLiance West as a PTO eligible to collect rates under the CAISO Tariff. CAISO made this filing on December 28, 2016 in
Docket No. ER17-694-000. Additional conditions include approval of GridLiance West's applications under FPA sections
203 and 204, filed December 16, 2016 in Docket Nos. EC17-49-000 and ES17-9-000, respectively.
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I.  INTRODUCTION

GridLiance West and its sister transmission companies operating in other regions are subsidiaries of
GridLiance Holdco, LP (GridLiance).® GridLiance and its subsidiaries were formed to partner with municipally owned
electric utilities, joint action agencies, and electric cooperatives (together, Public Power) to solve transmission issues,
optimize Public Power systems, and help manage costs on these systems to the benefit of Public Power and the
broader transmission grid. GridLiance West in particular was formed to acquire and optimize VETA’s HVTS,
otherwise seek to partner with Public Power on transmission issues throughout CAISO, and to compete for needed
projects in CAISO’s Order No. 10008 Competitive Solicitation Process.” GridLiance is the nation’s only competitive
transmission-only utility (transco) focused on working with Public Power entities to create tailored solutions for each
entity’s transmission needs and optimize their transmission systems. Its acquisition of VETA’s HVTS is its first
strategic step toward its broader goal of developing the HVTS and rolling out its business model in CAISO. With
respect to VETA’s HVTS, GridLiance West will contract for certain services with Valley Electric Association, Inc.
(VEA), VETA’s non-profit electric cooperative parent that formed VETA to hold its CAISO-controlled transmission
assets. On a long-term basis, VEA will operate, maintain, and manage the HVTS, which will help ensure that the
relationships and experience of the VEA staff will continue to benefit the customers served by the HVTS.® Through
its acquisition of VETA’s HVTS and planned development activities, GridLiance West will work to solve critical
constraint issues that may hinder the ability of renewable energy resources to deliver power to the grid, enhance
reliability in the region, and provide competitive benefits to ratepayers.

On November 22, 2016, GridLiance West entered into an Asset Purchase Agreement with VETA to
purchase the entire VETA HVTS, currently under the functional control of CAISO. As described in the FPA section
203 application filed on December 16, 2016 (203 Application),® GridLiance West expects that the Transaction will
provide substantial economic, public policy, and reliability benefits to the region. With its sole focus on development--
optimizing existing assets and developing new transmission projects—GridLiance West is well-positioned to identify,
advocate for, and invest in transmission infrastructure. The Commission has previously recognized the benefits of
the transco model, specifically in the case, as here, of a transco (Startrans 10, LLC) acquiring high voltage
transmission entitlements from a Public Power entity (City of Vernon), finding that “the for-profit nature of the
transmission-only business model provides more incentive to increase infrastructure development.”® In the case of
GridLiance West, these benefits include: (1) increased regional reliability from focused development in the region; (2)
public policy benefits from projects that will solve constraints that currently limit the delivery of renewable energy
resources; and (3) increased competition in the region. Transcos like GridLiance West, particularly in CAISO, have

5 The corporate structure of the GridLiance entities is described further below in section IIl.A.

6 Transmission Planning and Cost Allocation by Transmission Owning and Operating Public Utilities, Order No. 1000, FERC
Stats. & Regs. 31,323 (2011), order on reh’g, Order No. 1000-A, 139 FERC {61,132 (2012), order on reh’g, Order No.
1000-B, 141 FERC {61,044 (2012), aff'd sub nom. S.C. Pub. Serv. Auth. v. FERC, 762 F.3d 41 (D.C. Cir. 2014).

7 California Independent System Operator Corporation/CAISO eTariff, 24.5.1, Competitive Solicitation Process, 5.0.0 (2016).
The Competitive Solicitation Process is CAISO’s process for awarding regionally cost-allocated transmission projects.

8 For reference, a copy of the Transmission Operator, Operation and Maintenance Agreement between GridLiance West
Transco LLC and Valley Electric Association, Inc., which provides for these services, is included as Appendix | to this filing.
Because VEA is the service provider under this Agreement and is not subject to Commission jurisdiction under section 205
of the FPA, GridLiance West is not filing the Agreement with the Commission for approval.

9 Application for Authorization to Acquire Transmission Facilities Pursuant to Section 203 of GridLiance West Transco LLC,
Docket No. EC17-49 (filed December 16, 2016).

10 See, e.g., Startrans 10, L.L.C., 122 FERC {61,306, at P 28 (2008), order on rehearing, 130 FERC {61,209 (2010); order
on rehearing, 133 FERC {61,154 (2010). See also Midcontinent Indep. Sys. Operator, Inc., 150 FERC {61,252 (2015).

3



delivered on the expectation of proactive development.!" Several such entities have been awarded large competitive
projects in the region and have driven the realization of policy goals envisioned when the Commission encouraged
the transco model in Order No. 679, and broadened the scope of transco competition under Order No. 1000.

Exhibit GWT-600 attached hereto is an affidavit from Thomas Husted, Chief Executive Officer of VEA,
detailing how the Transaction will both provide broad benefits to the grid and discrete benefits to VEA's customers,
and explaining VEA's desire to monetize the value of the HVTS so that it can use the revenue from the sale in order
to redeploy capital toward retail customer needs, such as retail electric service and building out its broadband and
fiber optic network. On November 14, 2016, VEA's membership approved the sale of the HVTS to GridLiance West
as supported by the required 2/3 membership vote in favor of the transaction. Mr. Husted emphasizes how
GridLiance West is better situated to focus its resources on broader transmission grid development. Put simply,
GridLiance West allows VEA and CAISO transmission customers to reap the competitive benefits inherent to the
transco model, while simultaneously allowing VEA to use the revenue from the sale for other high priority projects
needed to serve its members, including for communications and retail-side improvements on its system.’? Despite
the clear benefits of the transaction, GridLiance West will not seek to recover any offsetting acquisition premium in
rate base.”® Finally, GridLiance West has structured the Transaction in a way that will allow GridLiance West to
maintain a reasonable capital structure for ratemaking purposes at all times. !

Il.  SUMMARY OF REQUESTED ACTIONS

A. Formula Rate

GridLiance West requests that the Commission accept for filing its Formula Rate, to become effective upon
the latter of GridLiance West's acquisition of VETA's HVTS and the date on which the Commission makes effective
CAISQO’s proposed Transmission Control Agreement (TCA) amendment, making GridLiance West a PTO. The
Formula Rate includes a cost of service Formula Rate Template and Implementation Protocols that have been
modeled after formula rate templates and protocols recently accepted by the Commission for other CAISO entities, s
and is similar to that of GridLiance West's sister transco that operates in the Southwest Power Pool, Inc. (SPP)
region, South Central MCN LLC (SCMCN).'® The Formula Rate will be used by GridLiance West to determine its
ATRR to be received under the CAISO Tariff,"” and is designed to be incorporated as Appendix Il of the TO Tariff.
In addition, GridLiance West requests that the Commission accept the charges reflected in its populated Formula
Rate Template, which comprises GridLiance West's initial projected cost of service, subject to true-up pursuant to the
procedures set forth in the proposed Protocols.

" Seee.g., DesertLink, LLC, 156 FERC /61,118, at P 9 (2016); NextEra Energy Transmission West, LLC, 154 FERC |
61,009 (2016) (NEET West); DCR Transmission, LLC, 153 FERC 61,295 (2015); MidAmerican Transco Cent. Cal.
Transco, LLC (MidAmerican California), 147 FERC 61,179 (2014).

12 See Ex. GWT-600, Husted Affidavit, at pp. 2-3.
13 See Ex. GWT-100, Rahill Testimony, at p. 9.
4 Id. at pp. 10-11.

5 See, e.g. NEET West, 154 FERC { 61,009.

16 South Central MCN LLC, 153 FERC {61,099 (2015) (South Central), order on reh’g, 154 FERC {61,271 (2016) (South
Central Rehearing).

7" California Independent System Operator Corporation/CAISO eTariff, Fifth Replacement FERC Electric Tariff,

4



B. Incentive Rate Treatments

GridLiance West requests that the Commission approve the following incentive rate treatments consistent
with sections 205 and 219 of the FPA, Order No. 679, and Commission precedent:

1. Utilize the Start-Up Regulatory Asset, until GridLiance West has a total rate base of $100 million,
for all prudently incurred, non-capitalized: (i) costs to start up its business, including all pre-
commercial and formation costs; (i) costs incurred by GridLiance West to introduce its Public-
Power focused business model in CAISO; and (iii) indirect costs allocated to GridLiance West;

2. Apply a ROE incentive of 50 basis points in recognition of GridLiance West's participation in
CAISO as a PTO following its acquisition of VETA’s HVTS; and

3. Include in rate base 100% CWIP for its assumption of the obligation to build the “Bob Tap” project.

.  DESCRIPTION OF GRIDLIANCE WEST AND RELATED ENTITIES

A. GridLiance West Transco LLC and Sister Companies

GridLiance West is a Delaware limited liability company and a wholly-owned subsidiary of GridLiance West
Holdings LLC (GridLiance West Holdco) which is, in turn, owned by GridLiance. Upon acquiring the HVTS assets,
GridLiance West will operate as a public utility and PTO' in the CAISO region.

GridLiance additionally owns two subsidiary holding companies: GridLiance Heartland LLC and GridLiance
Texas Holdings LLC. GridLiance Heartland, in turn, owns Midcontinent MCN LLC (MMCN), SCMCN, and
Mid-Atlantic MCN LLC (MAMCN), each Delaware limited liability companies, which are or will operate as public
utilities and transmission owning members of the Midcontinent Independent System Operator, Inc. (MISO), SPP, and
PJM Interconnection, L.L.C. (PJM), respectively. GridLiance Texas Transco, LLC (GTT) is a Delaware limited liability
company and a wholly-owned subsidiary of GridLiance Texas Holdings, LLC. GTT will operate as a public utility, as
the term is defined by Texas statute,'® and transmission owning member of the Electric Reliability Council of Texas,
Inc. (ERCOT). These sister transcos to GridLiance West have the same business model; they are actively seeking
new transmission opportunities and engaged in negotiations with potential Public Power partners to acquire, jointly
develop, and optimize Public Power assets in their respective RTOs.

GridLiance is managed by its general partner is GridLiance GP, LLC, a Delaware limited liability company.
Except for a small amount of management equity, the vast majority of limited partnership interests in GridLiance are
held by Blackstone Power & Natural Resources Holdco, L.P. (Blackstone P&NR Holdco), an equity investment
vehicle controlled by The Blackstone Group, L.P. (collectively Blackstone). GridLiance Management, LLC, a
centralized service company that employs all of the executives and staff providing services to the GridLiance
companies, has entered into a management services agreement with each of the GridLiance transmission
companies, including GridLiance West.20

As noted, GridLiance is the nation’s only competitive transco focused on collaborating and transacting with
Public Power entities. Through its subsidiary transcos formed to operate in each RTO, GridLiance will plan, develop,
own, and operate transmission assets with Public Power and work to identify tailored solutions depending on each

8 Pursuant to CAISO’s Tariff, a PTO owns transmission assets that qualify for inclusion in CAISO, and has signed the TCA to
transfer those assets to CAISO’s operational control. California Independent System Operator Corporation/CAISO Rate
Schedules, CAISO and TO's, Transmission Control Agreement (2.0.0).

9 Public Utility Regulatory Act, Title 2, Texas Util. Code § 11.004 (2011).

2 See Appendix H, Management Services Agreement.



entity’s needs. GridLiance’s mission is to provide its Public Power partners with improved reliability and service to
their customers through streamlined transmission development and planning, whether through 100 percent
acquisition of the assets, joint development and planning arrangements, or some combination of these
arrangements. For example, in this case, there is an acquisition with continued involvement by the seller in
operation, maintenance, and potentially future joint development activities.2! Thus, these flexible arrangements may
sometimes take the form of outright acquisitions of an entity’s assets, and in other cases, there may be opportunities
for Public Power to jointly own and develop transmission projects.

B. Blackstone

With the exception of a small interest owned by management of the company, GridLiance’s shares are
owned exclusively by Blackstone Power and Natural Resources, LP (Blackstone Power), whose limited partners are
Blackstone Capital Partners VI, LP (BCP V), and Blackstone Energy Partners II, LP (BEP II). Blackstone Power is
controlled by its general partner Blackstone Power & Natural Resources Holdco G.P., LLC (Blackstone Power
Holdco). Each of Blackstone Power, Blackstone Power Holdco, BCP VI and BEP Il are affiliates of the Blackstone
Group L.P. (Blackstone). Blackstone is one of the world’s leading investment firms with an extensive track record of
successful private equity investments. The Blackstone Group was founded in 1985 and has been publicly listed
since 2007. Current assets under management total approximately $361 billion. Since Blackstone’s first private
equity fund was raised in 1987, its global BCP/BCOM/BEP funds have committed approximately $53 billion of capital
in 214 portfolio companies with a total enterprise value of over $370 billion through September 30, 2016. Blackstone
is an active investor in virtually every sector of the energy industry, having committed approximately $11.5 billion of
equity to energy investments across a broad range of geographies, and having sponsored approximately $30 billion
of successful greenfield and brownfield energy projects around the world. As a portfolio company of Blackstone,
GridLiance has ample access to capital to compete for and complete transmission investments in the RTO regions
through its subsidiary transmission companies, including GridLiance West.

IV.  CONTENTS OF THE FILING

In addition to this filing letter, which provides support for the approvals requested herein, this filing consists
of the following:

Appendix A: GridLiance West TO Tariff, Formula Rate Template, and Protocols?

Appendix B: Direct Testimony of Edward Rahill, Chief Executive Officer of GridLiance West Transco
LLC (Rahill Testimony, Exhibit GWT-100)

Appendix C: Direct Testimony and Exhibits of Alan C. Heintz, Vice President, Brown, Williams,
Moorhead & Quinn, Inc.
Exhibit GWT-200: Direct Testimony of Alan C. Heintz (Heintz Testimony)
Exhibit GWT-201: Testimony Experience of Alan C. Heintz
Exhibit GWT-202: GridLiance West Unpopulated Formula Rate Template
Exhibit GWT-203: GridLiance West Populated Formula Rate Template

Appendix D: Direct Testimony and Exhibits of Dr. Michael J. Vilbert, Principal of The Brattle Group
Exhibit GWT-300: Direct Testimony of Dr. Michael J. Vilbert (Vilbert Testimony)

21 See Appendix |, Transmission Operator, Operation and Maintenance Agreement between GridLiance West Transco LLC
and Valley Electric Association, Inc., for the agreement governing the terms and conditions of VEA’s continued operations
and maintenance responsibilities with respect to the HVTS.

22 The Formula Rate is also being submitted in eTariff format for the GridLiance West eTariff Database.
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Exhibit GWT-301: Résumé of Dr. Michael J. Vilbert
Exhibit GWT-302: The FERC Methodology-Sample Selection and DCF Model
Exhibit GWT-303: Tables for the Testimony of Dr. Michael J. Vilbert

Appendix E: Direct Testimony of Jeffrey M. Bishop, Chief Financial Officer of GridLiance West Transco
LLC (Bishop Testimony, Exhibit GWT-400)

Appendix F: Direct Testimony of Noman L. Williams, Chief Operating Officer of GridLiance West
Transco LLC (Williams Testimony, Exhibit GWT-500)

Appendix G: Affidavit of Thomas Husted, Chief Executive Officer of Valley Electric Association, Inc.,
included in the GridLiance West 203 Application (Husted Affidavit, Exhibit GWT-600)

Appendix H: Management Services Agreement and Joinder Agreements

Appendix [: Transmission Operator, Operation and Maintenance Agreement between GridLiance
West Transco LLC and Valley Electric Association, Inc.

Appendix J: Attestation required by 18 C.F.R. § 35.13(d)(6) (2016)

V. PROPOSED FORMULA RATE

A. TO Tariff

GridLiance West's TO Tariff is based upon and consistent with the tariffs of other PTOs, with modifications
to reflect GridLiance West's particular circumstances.2 The TO Tariff sets forth the rates, terms, and conditions for
providing service on the HVTS and any future transmission facilities owned by GridLiance West.

The TO Tariff contains the following key provisions. In a departure from VEA'’s current TO Tariff, section 1
states that GridLiance West is a Non-Load-Serving PTO and has no end-use customers. Section 2 provides that the
TO Tariff is effective as of the effective date and shall continue to be effective so long as GridLiance West is a party
to the TCA. Section 3 contains definitions, and section 4 states that transmission service shall be provided only to
Eligible Customers.

Section 5 describes the charges and rates, and states that the applicable Access Charges are provided in
the CAISO Tariff. Section 5.3 states that the Transmission Revenue Requirements of all CAISO PTOs will be used
to develop the Access Charges set forth in the CAISO Tariff. GridLiance West's ATRR will be determined in
accordance with the Formula Rate Template proposed herein and included in Appendix Il of the TO Tariff. Section
5.5 requires GridLiance West to maintain a Transmission Revenue Balancing Account with an annual Transmission
Revenue Balancing Account Adjustment (TRBAA), as such terms are defined in Section 3, that will ensure that all
Transmission Revenue Credits and adjustments for any over- or under-recovery of its ATRR flow through to
transmission customers.2

2 See, e.g., NEET West, 154 FERC 1 61,009; MidAmerican Cal., 147 FERC ] 61,179; Citizen Sunrise Transmission LLC, 138
FERC 161,129 (2012); Trans Bay Cable, LLC, 130 FERC {61,028 (2010); Startrans /0, L.L.C., 122 FERC  61,306;
Trans-Elect NTD Path 15, LLC, 117 FERC {61,214 (2006), reh’g denied, 119 FERC [ 61,093 (2007).

24 Consistent with other CAISO PTOs, GridLiance West will submit a yearly filing with the Commission with the current
Transmission Revenue Balancing Account Adjustment and provide that information to CAISO. GridLiance West has
coordinated with VEA to seamlessly transfer the TRBAA, as explained in more detail in VEA’s annual filing submitted
December 28, 2016 in Docket No. ER17-693-000.



Section 6 states that if any Ancillary Services are required, GridLiance West will not provide such services
directly to the transmission customer, and the transmission customer will acquire such services in accordance with
the CAISO Tariff. Section 7 sets forth the billing and payment obligations.

Section 8 (Obligation to Interconnect or Construct Transmission Expansions and Facility Upgrades), Section
9 (Expansion Process), and Section 10 (Interconnection Process) relate to requests to interconnect with or expand
transmission facilities owned by GridLiance West. The remaining terms and conditions of the TO Tariff set forth
billing and payment obligations and other provisions found commonly in TO Tariffs.

B. Formula Rate

GridLiance West proposes to use a forward-looking formula rate to recover its costs of providing service.
GridLiance West's formula rate has two parts. The first part is the cost-of-service Formula Rate Template that
underlies the ATRR calculation. The second part is the Protocols. Both are included as appendices of the TO Tariff
to determine the ATRR for GridLiance West and are supported by GridLiance West witness Mr. Alan Heintz. 2 The
Commission has observed that “formula rates can provide certainty of recovery that is conducive to large
transmission expansion programs” and the Commission “encourage[s] public utilities to explore the benefits of filing
transmission-related formula rates.”2 The Formula Rate Template and Protocols are just and reasonable and
should be accepted for filing.

1. The Formula Rate Template

As discussed in the testimony of Mr. Heintz, the forward-looking Formula Rate Template is similar to those
approved by the Commission for other non-incumbent transmission developers in CAISO.27 It is consistent with
Commission-approved ratemaking methodologies and contains sufficient specificity to operate without discretion in
its implementation. It is, furthermore, populated with GridLiance West's initial projected cost of service, which will be
subject to true-up pursuant to the procedures set forth in the proposed Protocols discussed below.

To calculate its ATRR, GridLiance West will forecast the values that will populate the Formula Rate
Template at the beginning of each rate year, which is effective beginning on January 1 through December 31, and
like other accepted templates, these forecasted values are subject to a true-up mechanism, which ensures that
customers are protected from any over-recovery of costs. The Formula Rate Template uses 13-month average plant
balances in determining the rate base upon which the return and the income-tax components of the annual net
revenue requirement are calculated.

As Mr. Heintz also explains, for service each rate year, the average rate base balance and annual expenses
are forecasted by October 1 preceding the rate year.22 The rate in effect for the rate year is calculated pursuant to
the formula using this forecast. Then, on or before June 1, the actual average rate base and annual expenses are
computed for the previous rate year. The difference between the ATRR forecast and the actual ATRR, positive or
negative, is computed, with interest as described below, and is used to adjust the rate for the subsequent rate year.
This ensures that neither the customers nor the transmission owner are harmed if the projected ATRR differs from
the actual ATRR. As Mr. Heintz further explains, the effect of any concession on GridLiance West's ATRR is taken

%5 See Ex. GWT-200, Heintz Testimony at pp. 7-11.
% QOrder No. 679, FERC Regs. & Stats. 31,222 at P 386 (citations omitted).

27 See Ex. GWT-200, Heintz Testimony at pp. 8-9. The proposed formula is very similar to the formula approved by the
Commission in NEET West and MidAmerican California.

28 See Ex. GWT-200, Heintz Testimony at p.5.



into account in determining the ATRR as part of the annual forecasting and true-up process, which ensures that
customers receive the benefits of any discount.?®

The Formula Rate Template provides for the recovery of a return on rate base, taxes other than income
taxes, depreciation and amortization expense, operation and maintenance expense, and administrative and general
expense, less any revenue credits.®0 For transmission and general plant balances, land held for future use, materials
and supplies, and prepayments, the Formula Rate Template uses the average of 13-monthly balances, whereas for
accumulated deferred income taxes, the Formula Rate Template uses the average of beginning and end of year
balances.?!

GridLiance West will be a pass-through entity for income tax purposes, and will not directly pay income
taxes on its earnings. Accordingly, for ratemaking purposes, GridLiance West will be treated as a corporation and its
Formula Rate Template provides for an income tax allowance.®? This is consistent with Commission policy.3
GridLiance West will maintain its books of account based on the Commission’s Uniform System of Accounts as if it
were a taxable corporation, including income tax accounting requirements. Accordingly, GridLiance West will record
income taxes in its separate books of account even though taxes will be paid by the appropriate taxpaying entity.3

The stated rate inputs for Post-Retirement Benefits Other Than Pensions (PBOP) in GridLiance West's
formula will derive from the PBOP rates for GridLiance West and its affiliates. This amount shall be zero until
GridLiance West files support for a rate in a subsequent docket. Other stated values in the Formula Rate Template
include depreciation rates and ROE. These values may only be changed pursuant to a FPA Section 205 filing.

The Formula Rate Template is developed to accommodate the recovery of incentives that the Commission
grants pursuant to this application as well as any the Commission may grant at a later date.®> Mr. Heintz explains the
mechanics of the proposed Start-Up Regulatory Asset within the formula rate. If GridLiance West seeks Commission
approval for other incentives in the future, incentive placeholders will enable the Formula Rate Template to calculate
those incentives without the need for another filing by GridLiance West to add a line item in the formula rate for the
approved incentive.3 In this way, the Formula Rate Template contains a placeholder for future CWIP incentives,
which GridLiance West will utilize if it files a FPA section 205 application and receives Commission approval to
collect CWIP for a specific project. Mr. Heintz's testimony explains the Formula Rate Template in further detail.%”

2 |d. at pp. 4-5.
0 d. atp.8.

3 Id. at pp. 11-12.
2 |d. at pp. 9-10.

3 See Green Power Express LP, 127 FERC {61,031 at P 110 (2009), reh’g and clarification denied, 135 FERC { 61,141
(2011).

% d

% See, e.g., Green Power Express, 127 FERC § 61,031 at P 104; Tallgrass Transmission, LLC, 125 FERC 1 61,248 at P 93
(2008).

%  See Ex. GWT-200, Heintz Testimony at pp. 15-16.
3 Id. atp. 16.



2. Implementation Protocols

The Protocols for populating and updating the Formula Rate Template are transparent, are consistent with
the Commission’s latest guidance on protocols for forward-looking formula rates, and will provide GridLiance West's
customers with sufficient information and procedural safeguards to facilitate annual review of the inputs to the
Formula Rate Template.

The Protocols are tailored to CAISO, and are materially similar to others accepted by the Commission.*
Based on the Commission’s instruction to other entities with forward-looking formula rates,*® GridLiance West's
Protocols satisfy the Commission’s concerns with respect to: (i) scope of participation in GridLiance West's
information-exchange process; (i) the transparency of the information exchange; and (iii) the ability of interested
parties to challenge GridLiance West's implementation of the Formula Rate Template as a result of the information
exchange.

The Protocols govern the specific procedures for notice, requests for information, and review and
challenges related to GridLiance West's formula rate, including its projected cost of service and calculation of its net
revenue requirement, and subsequent true-up. The Protocols include information exchange procedures enabling
interested parties to review all costs flowed through the Formula Rate Template and supporting data, as well as
challenge procedures that are fully compliant with Commission standards. Mr. Heintz's testimony explains the
Protocols in greater detail.#' The Protocols satisfy the Commission’s requirements for forward-looking formula rate
protocols, and should be determined to be just and reasonable. The Protocols also conform to requirements in
recent Commission orders to commit to include descriptions and justifications for the methodology used to allocate
costs among GridLiance West and its affiliates.*

3. Base ROE

The ROE in the Formula Rate Template reflects a proposed base ROE of 10.4% and a 50 bp adder for RTO
participation, for a total ROE of 10.9%. The base ROE requested by GridLiance West is fully supported by the
analysis and testimony of Dr. Michael Vilbert. Dr. Vilbert's evaluation considers the Commission’s most recent
guidance and policy objectives, including the guidance provided in Opinion No. 531 and Opinion No. 551.43 Dr.

8 See Ex.GWT-200, Heintz Testimony at p. 17 (citing NEET West and MidAmerican California); see The Empire Dist. Elec.
Co., 148 FERC 161,030, at P 6 (2014) (directing utility to file revisions to its formula rate protocols pursuant to investigation
orders); see also FERC, Staff's Guidance on Formula Rate Update (July 17, 2014), available at
http://www.ferc.gov/industries/electric/indus-act/oatt-reform/staff-guidance.pdf.

3% Seee.g. NEET West, 154 FERC ] 61,009; MidAmerican Transco, 147 FERC §61,179. GridLiance West has also
incorporated the Commission’s latest guidance regarding protocol requirements, including a commitment to provide affiliate
cost allocation data during its annual update. See infra, n.38 and accompanying text.

40 See, e.9., The Empire Dist. Elec. Co., 148 FERC 61,030 at P 6 (directing Empire to file revisions to its formula rate
protocols to conform to the requirements of the MISO Investigation Order).

41 See Ex. GWT-200, Heintz Testimony at p. 17.

42 PJM Interconnection, L.L.C., 155 FERC {61,097 at P 127 (2016) (Northeast Transmission Development). The
Commission has initiated section 206 proceedings against several transcos to incorporate this necessary language. See
e.g. Transource Wisc., LLC, 155 FERC 161,302 (2016); Xcel Energy Transmission Dev. Co., LLC, 155 FERC {61,301
(2016).

43 Coakley v. Bangor-Hydro Elec. Co., Opinion No. 531, 147 FERC {] 61,234, order on paper hearing, Opinion No. 531-A, 149
FERC {61,032 (2014), reh’g denied, Opinion No. 531-B, 150 FERC {61,165 (2015), appeals docketed, Emera Me. v.
FERC, No. 15-1118 (D.C. Cir. Apr. 30, 2015), Braintree Elec. Light Dep’t v. FERC, No. 15-1119 (D.C. Cir. May 1, 2015),
Mass. v. FERC, No. 15-1121 (D.C. Cir. May 1, 2015); Ass’n of Bus. Advocating Tariff Equality Coal. v. Midcontinent Indep.
Sys. Operator, Inc., Opinion No. 551, 156 FERC ] 61,234 (2016) (Opinion No. 551).
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Vilbert's analysis examines GridLiance West's cost of equity by examining current capital market conditions and
applying the Commission’s two-step discounted cash flow (DCF) methodology to estimate the current cost of equity
for a proxy group of other electric utilities with comparable investment risks as adopted in Opinion No. 531. Using
this two-step methodology, Dr. Vilbert identifies a range of reasonable returns of 6.09% to 11.02%, and a midpoint of
the upper half of the range of reasonableness of 9.79%. Dr. Vilbert provides an independent review of the cost of
equity for GridLiance West, and concludes that a base ROE of 10.4% is just and reasonable and will allow
GridLiance West to attract needed capital on reasonable terms.4

Dr. Vilbert's evaluation considers the Commission’s most recent guidance and policy objectives, including
the guidance provided in Opinion No. 531 in utilizing an ROE above the midpoint of the zone of reasonableness.*
Dr. Vilbert also evaluates the cost of equity for GridLiance West using the risk premium approach. In Opinion No.
531, the Commission found alternative benchmark methodologies informative in the two-step DCF analysis.“¢ Dr.
Vilbert explains that the anomalous capital market conditions that prompted the Commission to approve an ROE
within the top half of the DCF zone in Opinion No. 531 persist, and that the alternative benchmarks demonstrate that
the 9.79% midpoint value resulting from the two-step DCF method is below investors’ required return.

Consistent with Order No. 531, Dr. Vilbert also examines the levels of state-authorized ROEs for intrastate
distribution facilities. Considering the need to meet the Hope*” and Bluefield* standard, the persistence of
anomalies in the capital markets, and the results of alternative methods for determining cost of equity, Dr. Vilbert's
analysis supports an applicable range of reasonableness ranging from 6.09% to 11.02% and a base ROE of 10.4%.4

4. Depreciation Rates and Cost of Debt

Consistent with Commission precedent, the Formula Rate Template includes stated depreciation rates for
transmission and general plant. As a new entity with no assets yet in service, GridLiance West lacks an operating
history upon which to perform a depreciation study. In such instances, the Commission has found that it is
appropriate to use the depreciation rates based on facilities that are a good proxy for the transmission facilities that
an entity is likely to own in the future.

In this case, GridLiance West's proposed depreciation rates are set forth in Attachment 7 to the Formula
Rate, and are based on the rates approved by the Commission in Xcel Energy Transmission Development Co. LLC
(XETD).% These depreciation rates are incorporated into the Formula Rate.>" GridLiance West, like other start-up
entities, has no direct historical data to perform a depreciation study.52

GridLiance West's long-term debt rate applicable to its formula rate is currently calculated as its actual debt
rate, as further describe in the testimony of Mr. Bishop. This rate is based on debt GridLiance West has taken on to
fund the acquisition of the HVTS. As part of the transaction, GridLiance West will issue debt to an affiliate of VEA’s

44 See Ex. GWT-300, Vilbert Testimony at pp.31-34.

45 Coakley v. Bangor-Hydro Elec. Co., Opinion No. 531, 147 FERC /61,234.

46 See Opinion No. 531, 147 FERC 61,234 at P 146.

47 Fed. Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591 (1944).

48 Bluefield Waterworks & Improvement Co. v. Pub. Ser. Comm’n of W. Va., 262 U.S. 679 (1923).
49 See Ex. No. GWT-300, Vilbert Testimony at p. 50

5 Xcel Energy Transmission Dev. Co. LLC, 149 FERC 61,181 (2014) (XETD).

5 See Ex. GWT-400, Bishop Testimony at pp. 24-25; Ex. GWT-200, Heintz Testimony at p13.

52 XETD, 149 FERC 1161,181; Transource Wisc., 155 FERC { 61,302.
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lender in the amount of VEA’s loan balances for the debt VEA issued in order to fund development of the HVTS.%
As described in the testimony of Dr. Vilbert, this debt rate is relatively higher than that which may be generally
available to GridLiance West in the marketplace at this time. However, the debt that GridLiance West will have on its
books was a critical component of the Transaction: VEA needed to dispose of the debt it had taken on to build the
HVTS, which it did solely to meet its member-customer’s reliability needs. The time at which the debt was issued, as
well as the increments in which it was issued, contributed to produce a debt rate for VEA that is higher than that
which would have been available to VEA in the marketplace today. Furthermore, refinancing the debt is untenable,
as it would trigger a $16 - $30 million pre-payment penalty established in VEA's loan agreements.> Put simply—the
pre-payment penalty would overwhelm any savings that might result from refinancing at market rates. The debt rate
that GridLiance will take on constitutes its actual debt rate and should be approved as reasonable, especially as it is
the debt rate currently applied to the debt applicable to these same facilities.

5. Capital Structure

Consistent with Commission precedent approving identical capital structures for other transcos, GridLiance
West seeks to implement an actual capital structure of 60 percent equity, 40 percent debt. Per longstanding
precedent, the Commission has stated that it will use a company’s actual capital structure if the company “(1) issues
its own debt without guarantees; (2) has its own bond rating; and (3) has a capital structure within the range of capital
structures approved by the Commission.”> Here, GridLiance West satisfies each of the Commission’s conditions
with the exception of the second, having its own bond rating, which GridLiance West does not have yet simply
because it is a start-up entity and its purchase of VETA’s HVTS will provide it with its very first operational assets.
However, GridLiance West will be able to have, and intends to secure, its own credit rating in due course.

Unless requested, “the Commission has never capped the capital structures used for ratemaking at a
particular numerical value[.]"*® In certain “extreme circumstances,” the Commission will “impute” a capital structure
based on the parent or a proxy group where such a substitution is deemed to more accurately reflect the financial risk
of the company.®” In this case, doing either would be unnecessary and would, moreover, reduce the accuracy of
GridLiance West's rate. GridLiance West issues its own debt without parental guarantees, and has a capital
structure within the range approved by the Commission. Further, it intends to secure a credit rating in due course,
and the Commission has considered the criterion met where the criteria were pending.5® Finally, similar to the
transcos under ITC Holding Corporation, GridLiance West will use a target capital structure of 60 percent equity / 40
percent debt, which it will manage through debt and through equity infusions from its parent company. Commission
precedent confirms that such a framework is a regularly utilized and common structure for transcos.?

5 See Application Under Section 204 of the Federal Power Act for Authorization to Issue Securities of GridLiance West
Transco LLC, Docket No. ES17-9-000 (filed December 16, 2016).

% See Ex. GWT-400, Bishop Testimony at p. 5.

% Ass’n of Bus. Advocating Tariff Equality Coal. v. Midwest Indep. Sys. Operator, Inc. , 149 FERC 1 61,049 at P 190 (2014)
(ABATE 1), order on reh’g, 156 FERC § 61,060 (2016) (ABATE Il) (citing /ITC Holdings Corp. v. Interstate Power and Light,
121 FERC 161,229, at P 49 (2007)).

% Xcel Energy Sw. Transmission Co. LLC, 149 FERC 61,182 at P 25 (2014) (XEST).
5 Tenn. Gas Pipeline Co., L.L.C., 143 FERC {61,196 at P 201 (2013).

% |TC Holdings Corp., 121 FERC {61,229 at P 49 (approving use of actual capital structure, because “ITC Midwest will issue
its own debt, and we expect it to have its own bond rating, as do International Transmission and METC.”) (emphasis
added).

% Id.; see Northeast Transmission Development, 155 FERC § 61,097 at P 52.
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GridLiance West, therefore, requests that the Commission approve the use of its actual capital structure,
which GridLiance West will target to be 60 percent equity / 40 percent debt, as deemed reasonable by sound
precedent.

VI.  REQUESTED INCENTIVE RATE TREATMENTS

A. RTO Participation Adder

Consistent with section 219(c) of the FPA, Order No. 679, and Commission precedent, GridLiance West
requests authorization to apply a 50 bps adder to its base ROE for RTO participation. The Commission determined
in Order No. 679 that it will approve ROE adders “for public utilities that join and/or continue to be a member of an
ISO, RTO, or other Commission-approved Transmission Organization.”® The Commission has determined that the
‘basis for the incentive is a recognition of the benefits that flow from membership in such organizations and the fact
[that] continuing membership is generally voluntary.”" The RTO Participation Adder continues to provide an
important incentive for newly established transmission developers to participate in an RTO,52 and the Commission
has repeatedly rejected requests to eliminate the continued application of the 50 bps adder for RTO participation.83

As described in Mr. Rahill’s testimony, and pursuant to its obligations under the Transmission Control
Agreement as a PTO, GridLiance West will keep the HVTS under CAISO’s functional control, and transfer to
CAISQ'’s functional control transmission assets it acquires or constructs, whenever eligible, and will recover the costs
of the assets from CAISO customers through the inclusion of GridLiance West's formula rate in the CAISO Tariff.54
Accordingly, consistent with Order No. 679 and Commission precedent, the Commission should authorize GridLiance
West's proposal to use the RTO Participation Adder, subject to the resulting ROE being within the zone of
reasonableness.

B. Authorization to Record Certain Costs in a Start-Up Requlatory Asset

As discussed further below, GridLiance West seeks authorization to create a Start-Up Regulatory Asset to
record its costs to establish and develop its business model, including pre-commercial and formation costs, until it
obtains $100 million in rate base assets, at which time GridLiance West will seek approval via section 205 of the FPA
to amortize the costs over a period of future years. GridLiance West already has incurred certain pre-commercial
and formation costs, and will continue to record costs that are start-up in nature as it further develops and
implements its Public Power-focused model throughout CAISO. Ultimately, these costs will benefit future customers.
GridLiance West's proposal to accrue these costs to a regulatory asset and amortize them over a period of future
years, e.g., 10 years, facilitates GridLiance West's unique business model, accurately capturing costs that are start-
up in nature, and ensures intergenerational equity among GridLiance West's early and future customers. It is,
moreover, consistent with regulatory asset treatment previously approved by the Commission. Therefore, GridLiance
West's proposal is just and reasonable and should be accepted by the Commission.

60 Order No. 679, FERC Stats. & Regs. {31,222 at P 326; Order No. 679-A, FERC Stats. & Regs. 31,236 at P 86.

61 Order No. 679, FERC Stats. & Regs. 131,222 at P 331; see also ABATE I, 149 FERC 61,049 at P 200 (“Accordingly, we
find the continuation of ITC Transmission’s RTO participation incentive is just and reasonable based on substantial
economic and reliability benefits to consumers whose utilities are RTO members.”).

62 The Commission has consistently granted requests to use the RTO Participation Adder by non-incumbent competitive
developers. See, e.g., South Central, 153 FERC {61,099, at P 50;NEET West, 154 FERC {61,009 at P 39; Midwest
Power Transmission Ark., LLC, 152 FERC /61,210 at P 24 (2015); Transource Kan., LLC, 151 961,010 at P 46 (2015).

83 Pac. Gas & Elec. Co., 144 FERC {61,227 at P 20 (2013), ABATE I, 149 FERC {61,049 at P 200; ABATE II, 156 FERC {
61,060 at P 41.

64 See Ex. GWT-100, Rahill Testimony at pp. 6-8.

13



1. Proposed Regulatory Asset Treatment

Pursuant to section 205 of the FPA, GridLiance West requests authorization to establish a Start-Up
Regulatory Asset that will be used to record certain non-capitalized costs related to the formation of GridLiance West
and its efforts to further establish its Public Power-focused business model throughout CAISO. If approved,
GridLiance West would continue to record the specified costs in the Start-Up Regulatory Asset until its assets in rate
base exceed $100 million. After attaining that rate base threshold, GridLiance West would file a new application
under section 205 of the FPA to recover and amortize the specific costs accrued to the Start-Up Regulatory Asset,
along with a proposed amortization period. In that proceeding, the Commission and interested stakeholders would
have the opportunity to review and address the prudency of such costs and the justness and reasonableness of the
amortization period. Although the balance of the proposed regulatory asset cannot be predicted with certainty,
GridLiance West estimates it will consist of between $10 to $15 million in deferred expenses.s

In particular, GridLiance West proposes to book the following costs to the Start-Up Regulatory Asset: all pre-
commercial and formation costs, all expenses incurred to further develop its unique business model within CAISO,
including identifying and negotiating future Public Power partnerships and development opportunities, some of which
may include transaction costs relating to acquisitions of partners’ existing assets, and 100% of its allocation of
indirect costs (Deferred Costs).¢ For example, the type of costs accrued will cover a range of functional activities
such as legal and consulting, engineering and planning, regulatory and RTO participation, administrative expenses,
travel, and costs to support GridLiance West's participation in CAISO’s transmission planning and competitive
solicitation processes.5” The cost of administering, operating, and maintaining GridLiance West's transmission
assets once the transaction is closed would not be deferred and would instead be recovered through rates in the
relevant rate year, as they reflect the cost of providing transmission service. For instance, GridLiance West's internal
and external operations and maintenance costs, the costs of planning needed transmission upgrades, the cost of
generator interconnection activities, the office space where GridLiance West's staff will be based, and any legal and
regulatory work related to GridLiance West's assets would be recovered through current rates.8

To ensure the Deferred Costs are accurately identified, GridLiance West will utilize a time and cost tracking
processes to distinguish between resources spent administering, operating, and maintaining its assets, and
resources spent introducing its Public Power-focused business model in CAISO.8 Internal employees who perform
work for GridLiance West will be required to submit time sheets that identify the amount of their time spent
administering, operating, and maintaining GridLiance West's transmission assets, and development of the business
model within CAISO. External resources will be instructed to separately invoice work by matters specific,
distinguishing between existing assets and development of GridLiance West's business model. Detailed information
regarding the breakdown of costs recovered through rates and deferred to the Start-Up Regulatory Asset will be
included in GridLiance West's annual update and informational filing pursuant to Section 9 of the proposed
Protocols.”

GridLiance West would defer 100% of its allocation of indirect costs from ManageCo and GridLiance to the
Start-Up Regulatory Asset. While direct costs can be appropriately allocated between work on existing assets on the

65 See Ex. GWT-400, Bishop Testimony at p.12.

66 GridLiance’s affiliate cost allocation methodology is described below in section VII.B.
67 See Ex. GWT-400, Bishop Testimony at p.12.

68 Id. at pp. 18-24.

69 Id. atp.7.

70 Id.
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one hand and future development on the other, such a division would be arbitrary if attempted for indirect costs. This
is because indirect costs, by their nature, support all activities and the operation of the business as a whole; they do
not directly benefit one activity over another. After GridLiance West's rate base assets exceed $100 million, it will
seek Commission authorization pursuant to a new section 205 filing to amortize the costs included in the Start-Up
Regulatory Asset through its formula rate over a reasonable period, e.g., 10 years. In that filing, GridLiance West will
establish that the costs included in the regulatory asset are costs that would otherwise have been eligible to expense
in the period incurred, but were deferred consistent with the authorization requested herein, and will provide support
for the amortization period it will request at the time it seeks to collect.™

In addition, GridLiance West requests permission to accrue monthly carrying charges, compounded
semi-annually, on the Start-Up Regulatory Asset balance beginning on the effective date of the Commission’s
approval of this incentive until the regulatory asset is included in rate base.”? As Mr. Heintz explains, GridLiance
West commits to a carrying charge at its weighted average cost of capital, and the carrying charges would be
compounded no more than twice per year.”

2. Regulatory Asset Benefits

The proposed regulatory asset will facilitate GridLiance West’s unique business model and the benefits that
flow from it, while ensuring that early customers do not effectively subsidize benefits that will inure to future
customers as well. GridLiance West's proposal is also consistent with Commission precedent. The proposed Start-
Up Regulatory Asset should, therefore, be approved by the Commission.

The Commission approved the use of the regulatory asset incentive by GridLiance West's sister transco,
SCMCN.™ Absent a mechanism allowing for future recovery, the large expense involved in starting a new
transmission company would initially not be recoverable, and then following commercial operation in SPP where
there are rate zones, the expense would impose an undue burden on the initial group of customers, which would be
significantly smaller than after anticipated expansion into multiple rate zones through additional acquisitions and
construction of new facilities. The Commission acknowledged the difficulty facing start-up transmission companies.
Importantly, in approving deferral of start-up costs in a regulatory asset, the Commission found that SCMCN'’s
requested regulatory asset would “protect[] [SCMCN]'s initial rate base from bearing a disproportionate burden of its
start-up costs.””® The Start-Up Regulatory Asset requested by GridLiance West is similarly needed to protect initial
ratepayers from bearing a disproportionate responsibility for certain expenses incurred by GridLiance West that will
benefit both current and future customers.”

Commission precedent supports the proposed regulatory asset treatment with respect to the Deferred Costs
GridLiance West incurred prior to having an effective rate, as such costs supported activities, namely GridLiance
West's start-up, that will ultimately benefit consumers and be eligible for inclusion in GridLiance West's rate. The
Commission’s regulations permit regulatory asset treatment for costs that cannot be recovered in currently effective

" See, e.g., Midwest Power Transmission Ark., 152 FERC 61,210 at P 18; Transource Kan., 151 FERC 61,010 at P 21.

2 See Transource Kan., 151 FERC § 61,010 at P 20; XEST, 149 FERC {61,182 at P 34; RITELine lll., LLC, 137 FERC |
61,039 at P 96 (2011) (citing Green Power Express LP, 127 FERC § 61,031 at P 60); Pioneer Transmission, LLC, 126
FERC 161,281 at P 84 (2009)).

3 See Ex. GWT-200, Heintz Testimony at p. 10.

74 South Central, 153 FERC 61,009 at P 24.

5 South Central Rehearing Order, 154 FERC {61,271 at P 30.
6 See Ex. GWT-400, Bishop Testimony at p. 22.
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rates, but are likely to be recoverable in future rates.”” As the Commission has found in prior cases, regulatory asset
treatment for pre-commercial and formation costs is an appropriate rate-making tool because it mitigates risks
associated with formation of a new transmission company, thereby benefiting consumers who are better served by
new business models and developments.”® The Commission has also recognized that the ability to recover pre-
commercial costs, and the ability to book such costs into a regulatory asset before they can be recovered as current
expenses, also provides up-front regulatory certainty, improves cash flow during construction, improves coverage
ratios used by agencies to determine credit quality, and reduces interest expense.’™

Authorizing GridLiance West to also record a portion of the future costs it incurs or is allocated in the
Start-Up Regulatory Asset is both necessary and appropriate for the unique business model of GridLiance. In Order
No. 679, the Commission sought to encourage transcos, noting the benefits of such a model:

By eliminating competition for capital between generation and transmission functions and
thereby maintaining a singular focus on transmission investment, the Transco model
responds more rapidly and precisely to market signals indicating when and where
transmission investment is needed. We agree that [tJranscos have no incentive to
maintain congestion in order to protect their owned generation. Moreover, [tJranscos’ for-
profit nature, combined with a transmission-only business model, enhances asset
management and access to capital markets and provides greater incentives to develop
innovative services. By virtue of their stand-alone nature, [t]ranscos also provide non-
discriminatory access to all grid users.”0

In short, the Commission recognized transcos “are appropriate structures for investment in infrastructure and
accomplishment of the objectives” of FPA section 219.81

GridLiance is unique—even among transcos—in how it seeks to accomplish those objectives. First,
GridLiance West and its sister transcos are true start-up entities. Unlike more established transcos, such as
International Transmission Company and American Transmission Company, GridLiance West was not formed with
hundreds-of-millions or billions of dollars in existing rate base assets.®? To the contrary, GridLiance West is building
its asset base from the ground up.8 Second, GridLiance West is distinct from the various transcos formed in the
wake of Order No. 1000, which typically incur a limited share of their parent utility’s costs to bid on opportunities to

T 18.C.F.R. § 367.1823(b); see also PJM Interconnection, L.L.C., 109 FERC {61,012 at PP 53-54 (2004), rehearing denied
in part, 110 FERC 9§ 61,234 (2005), petition for review dismissed sub nom., Va. State Corp. Comm'n v. FERC, 468 F.3d 845
(D.C. Cir. 2006); Midwest Indep. Transmission Sys. Operator, Inc., 103 FERC [ 61,205 at P 22 (2003).

8 XEST, 149 FERC {61,182 at PP 33-35; Transource Mo., LLC, 141 FERC 61,075 at PP 56-59 (2012); Atl. Grid
Operations LLC, 135 FERC {61,144 at PP 101-107 (2011); see also PJM Interconnection, L.L.C., 109 FERC {61,012 at P
50 ([T]he development of new businesses allows the potential for commercial benefits. However, the initial development
and determination of how the businesses will operate usually requires considerable costs that must be incurred before
actual business operations commence.”).

" See 2012 Policy Statement, 141 FERC {61,129 at P 13.
8  Order No. 679, FERC Stats. & Regs. 31,222 at P 224.
81 d. at P 228.

8 FERC Form No. 1 Annual Report of Major Electric Utilities, Licensees, and Others, American Transmission Company (filed
December 31, 2001); FERC Form No. 1 Annual Report of Major Electric Utilities, Licensees, and Others, International
Transmission Company (filed December 31, 2001).

8 See Ex. GWT-400, Bishop Testimony at pp. 8-9.
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build discrete transmission assets in a particular RTO.8 While GridLiance West will be positioned to participate in
CAISO’s competitive transmission process, its business model is predominantly focused on partnering with Public
Power entities, who often are unrepresented in regional transmission planning processes, to improve reliability and
service for their customers.85 Thus, unlike virtually all other transcos established to date, GridLiance West, currently
with relatively limited assets, will be an ongoing enterprise in CAISO seeking to help accomplish the objectives of
FPA section 219.%

These considerations dictate the manner in which GridLiance has developed its corporate infrastructure and
resources, which are necessary to compete effectively with established investor-owned utilities and to fulfill its vision
of a Public Power-focused transco.8” Most recent transcos merely utilize resources that are already in place and
would otherwise be dedicated to serving the customers of an established investor-owned utility.28 As a result, they
often incur a relatively small share of costs that are recovered from customers served by an established portfolio of
rate base assets. In contrast, because GridLiance West is a true start-up, engineering, financial, legal and regulatory
experts, in addition to necessary support systems, all must be obtained (and paid for) up front and long before
GridLiance West and its sister transcos develop or acquire a single transmission facility, let alone an effective
transmission rate is put in place.8® These corporate resources must be sufficiently robust to compete with more
established utilities—backed by billions of dollars in assets—throughout the transmission market, including
competing in the regional competitive development processes. Moreover, because GridLiance West is a start-up
entity, its asset portfolio will grow only as opportunities arise, and the requisite corporate resources will not
necessarily be scaled at the same level as either a transco originally formed with a mature rate base or an
established investor-owned utility or its competitive affiliate.

These considerations additionally bring into focus the purposes of deferring the specified costs incurred by
GridLiance West for a limited time after its formula rate becomes effective: accurately identifying the level of start-up
costs and ensuring intergenerational equity.®" While GridLiance West has developed significant human and system
resources necessary to meaningfully compete in the marketplace, these type of costs will continue to be incurred
after the rate becomes effective.2 Without deferral, the regulatory asset will not include all reasonable start-up costs.
In addition, these costs have been and will be incurred in part so that GridLiance West can implement its business
model, which will serve future customers.® Without the proposed deferral, GridLiance West's initial CAISO
customers would bear disproportionate responsibility for resources that have been developed for the purpose of
serving not only current, but also future customers.® Moreover, given GridLiance West's Public Power-focused

8 .

8  See Ex. GWT-100, Rahill Testimony at 6.

8  See Ex. GWT-400, Bishop Testimony at pp. 8-9.
8 Id.at9.

8 d at8.

8 Id. at 8-9.

% Longstanding tariff rules typically reserve to incumbent transmission owners the right to construct certain projects, and while
the scope of projects subject to competition in CAISO is broader than other regions, the opportunities to develop new
transmission facilities are nevertheless limited.

9 See Ex. GWT-400, Bishop Testimony at p. 10.
%2 |d.at p.20.

9 Id. atp. 22.

“
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business model, at least some future customers will likely be served by lower-voltage assets that are not subject to
postage stamp pricing, in contrast to the HVTS assets that GridLiance West is currently acquiring.%

The $100 million threshold and multi-year amortization features of GridLiance West's proposed Start-Up
Regulatory Asset reasonably address these concerns. As noted above, GridLiance West proposes to recover only
the cost of administering, operating, and maintaining its CAISO assets through rates, and to defer costs incurred for
the purpose of forming the company and introducing its Public Power-focused business model in the CAISO region
until its total assets surpass $100 million.% Unlike a transco created to develop a discrete asset, GridLiance West
anticipates it will still incur start-up-type costs to establish its business model in the CAISO region even after
acquiring the HVTS. Once an asset level of $100 million is reached, GridLiance will cease recording costs to the
Start-Up Regulatory Asset, and propose to amortize its Deferred Costs over a reasonable period of time, e.g., ten
years.¥” The allocation underlying the proposed deferral is also just and reasonable because it appropriately
distinguishes between costs incurred for the purpose of providing current transmission service, and costs incurred for
the benefit of both current and future customers.®® Once the appropriate level of start-up costs are determined, they
will be amortized over a future period to help ensure that those costs are equitably shared by GridLiance West's
initial customers and the additional customers that benefit from GridLiance West's business model as its operations
expand in the future.®® Accordingly, customers that are served by GridLiance West's assets in future years, including
assets that will be acquired or developed during that period of time, will assume a proportionate share of financial
responsibility for the benefits of the GridLiance business model. This furthers bedrock policy that costs should be
borne by the customers that benefit."® Ciritically, all interested parties will have access to detailed information
regarding the proposed regulatory asset, which will be provided in GridLiance West's annual update and
informational filing, pursuant to its Protocols.

The Commission has authorized similar regulatory assets proposed by other transcos in the past, further
illustrating that GridLiance West's proposal is not only just and reasonable, but consistent with Commission policy
and precedent. In 2009, ITC Great Plains, LLC (ITC Great Plains)'0' entered into agreements to purchase two
substations from an incumbent utility in the SPP Region.'92 Both substations were already in service and under the
operational control of SPP, and ITC Great Plains accordingly proposed a formula rate to recover the revenue
requirement associated with those facilities. That filing also included a suite of proposed regulatory assets. First,
ITC Great Plains asked the Commission to approve “the creation of . . . the ‘Start-Up and Development Regulatory
Asset,’ to which start-up and development costs incurred prior to the date that ITC Great Plains’ formula rate is made

% d.atp. 10.
% d.

7 d.

% d.atp.8.

99 Deferring recovery of start-up costs until a transco has $100 million in assets and then recovering them over a multi-year
period, e.g., 10 years, is consistent with Commission precedent. ITC Great Plains, LLC, 126 FERC {61,223 at PP 71-76
(2009).

100 See Ex. GWT-400, Bishop Testimony at p. 22.

101 At the time, ITC Great Plains was an indirect subsidiary of ITC Holdings, which also owned other public utility transcos, such
as International Transmission Company, Michigan Electric Transmission Company, LLC, and ITC Midwest LLC. ITC Great
Plains, LLC Application for Approval of Formula Rate and Incentives, Docket No. ER09-548, at 1 (filed Jan. 15, 2009)
(ITCGP Formula Rate Filing).
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effective can be recorded.”% ITC Great Plains witness, Fred Stibor, explained that the “Start-Up and Development
Regulatory Asset” would include, among other things, costs relating to obtaining necessary state and federal
regulatory approvals and “education and outreach to stakeholders on ITC Great Plains’ efforts to bring the
independent transmission company business model to the SPP region.”"% Second, ITC Great Plains requested
authorization to establish project-specific regulatory assets for certain pre-construction costs after the date that its
formula rate became effective including, among other things, obtaining the necessary regulatory approvals, technical
analyses, as well as stakeholder education and outreach.'% The costs that GridLiance West proposes to defer are
similar to many of those approved for ITC Great Plains both before and after its formula rate took effect and should
similarly be eligible for regulatory asset treatment.

The fact that GridLiance West proposes to incur costs associated with stakeholder education and outreach
related to introducing its Public Power-focused business model in the CAISO region after its formula rate takes effect
offers no legitimate basis for distinguishing between ITC Great Plains and GridLiance West. The Commission has
previously approved start-up transcos to defer recovery and amortize over time certain costs associated with
introducing their unique business models in new territories.'% In light of that precedent, the question of when those
costs are incurred—before or immediately after a transco establishes an effective formula rate—should be
inconsequential, provided that the proposed costs legitimately seek to advance Commission policy.

The timing of GridLiance West's request is instead merely another derivative of its being a true start-up
transco. As noted above, the process of building an independent transmission company from the ground up requires
GridLiance to seize upon opportunities as they present themselves, which are not always predictable. In this case,
GridLiance West will acquire its initial assets after being selected through a competitive process initiated by VEA in
the summer of 2016. Before that time, GridLiance had only performed preliminary analysis of the western markets
and had not dedicated material resources to introducing its business model in the CAISO region. Acquisition of
VETA’s HVTS assets was indeed the impetus for the inception of GridLiance West. As a result, GridLiance West has
not yet had any opportunity to introduce its Public Power-focused business model in the CAISO region.

Approval would also level the playing field with incumbents who are able to recover the same types of cost
in their rates that are already in effect. The relative amount of costs an incumbent may incur to work on future
development opportunities is small when compared to typical revenue requirement levels, and thus easily rolled into
rates without creating a noticeable impact. GridLiance West has a substantially smaller rate base and revenue
requirement. If the Commission supports GridLiance West's deferral of its costs to further develop its business
model within CAISO, it would appropriately signal that the new transco entrants are not limited to making major
acquisitions or bidding for RTO-identified projects in Order No. 1000 process solicitations, for which the Commission
has approved similar start-up regulatory assets numerous times.

In sum, the Commission should approve the requested Start-Up Regulatory Asset for the reasons discussed
above. The proposed regulatory asset is necessary to facilitate GridLiance West's Public Power-focused business
model while ensuring intergenerational equity among its early customers and customers served by its assets in years
to come. Approval would also level the playing field with incumbents who are able to recover the same types of cost
in their rates, and signal that the new transco entrants are not limited to making major acquisitions or bidding for
RTO-identified projects in Order No. 1000 process solicitations. Finally, customers remain fully protected because

103 |TCGP Formula Rate Filing at 13.

104 |ITC Great Plains, LLC, Direct Testimony of Fred G. Stibor at 5:17-20 (filed Jan. 15, 2009).

105 |TCGP Formula Rate Filing at 21 (emphasis added); ITC Great Plains, LLC, Direct Testimony of Fred G. Stibor at 9:15-21.
106 See, e.g., ITC Great Plains, LLC, 126 FERC { 61,223; South Central, 153 FERC 61,099 at P 24.
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recovery of the deferred costs is subject to Commission approval in a subsequent section 205 proceeding, where the
prudence and reasonableness of costs must be demonstrated before they can be recovered.

C. 100% CWIP for the Bob Tap Project

Consistent with section 219(c), Order No. 679, and Commission precedent, GridLiance West seeks
authorization to include 100% of CWIP in rate base with regard to its assumption of the obligation to build the 230 kV
Bob Tap project. In Order No. 679, the Commission established a policy that allows utilities to include, where
appropriate, 100% of prudently incurred, transmission-related CWIP in rate base.'?” As affirmed in the Transmission
Incentives Policy Statement, the CWIP incentive serves as a useful tool to ease the financial pressures associated
with transmission development by providing up-front regulatory certainty, rate stability, and improved cash flow,
which in turn can result in higher credit ratings and lower capital costs. 108

GridLiance West commits that it has in place the appropriate accounting procedures and internal controls to
ensure that any CWIP included in rate base during the development and construction of the Bob Tap project is
collected and accounted for in accordance with Commission precedent.’® Section 7 of GridLiance West's Protocols
states that its annual report filed with the Commission will demonstrate, for each project under construction, that an
allowance for funds used during construction is only applied to the CWIP balance that is not included in rate base.

1. FPA Section 219 Requirements

Order No. 679 requires that a request to obtain incentive rate treatment for transmission investment satisfy
the requirements of FPA section 219; i.e., the applicant must demonstrate that the facilities for which it seeks
incentives either ensure reliability or reduce the cost of delivered power by reducing transmission congestion. 0

The Bob Tap transmission line is a needed infrastructure project that will ensure reliability by providing a
critical physical interconnection between the HVTS and the remainder of the CAISO region, thereby satisfying this
requirement of Order No. 679."" The HVTS and the lower-voltage facilities owned by VEA are currently connected
to the CAISO system by existing contract rights across the Western Area Power Administration — Desert Southwest
Region’s Mead substation.'? The Bob Tap project will reinforce that interconnection by providing a new CAISO-
controlled link between the HVTS and Southern California Edison Company’s Eldorado substation.''3 CAISO indeed
recognized the importance of the Bob Tap project to system reliability as early as 2011, when CAISO first filed the
Transition Agreement governing the terms under which VEA first became a CAISO PTO. The Transition Agreement
required VEA to complete Bob Tap project as soon as possible as a condition of becoming a PTO." In that filing,
CAISO described the Bob Tap Project as being “essential to ensure the [VEA] system is reliable and that CAISO

107 Order No. 679, FERC Stats. & Regs. 31,222 at PP 29, 117.

108 Transmission Incentives Policy Statement, 141 FERC {61,129, at P 12 (2012).
109 See Ex. GWT-400, Bishop Testimony at pp. 15-17.

10 18 C.F.R. § 35.35(i) (2016).

" See Ex. GWT-500, Williams Testimony at p. 3.

"2 California Independent System Operator Corporation Filing of Transition Agreement - Original Rate Schedule No. 70, p. 19,
Docket No. ER12-84-000, 3 (filed Oct. 14, 2011); California Independent System Operator Corporation/CAISO Rate
Schedules; Transition Agreement, CAISO - Valley Electric, Section 4.1.1 (2.0.0),.

13 See Ex. GWT-500, Williams Testimony at p. 7.

"4 California Independent System Operator Corporation, Application, Docket No. ER12-84-000, at 13 (filed Oct. 14, 2011)
(Filing of Transition Agreement — Original Rate Schedule No. 70).

20



market participants are provided the full benefit of access to the [VEA] system following the transition.”"*® In
connection with its acquisition of the HVTS, GridLiance West assumes VEA'’s obligation to build the Bob Tap Project,
which is modeled in the CAISO 2015-2016 ISO Transmission Plan. 16

This new physical interconnection is key to development of renewables in the VEA service territory and
surrounding region, including a solar project with a signed power sales agreement with a California utility that is
relying on the Bob Tap project interconnection.!” In addition, a number of active requests for renewable generation
to interconnect with the HVTS are pending in the CAISO interconnection queue, '8 and the Bob Tap project will
provide direct physical access to market for that generation.

2. Order No. 679 Nexus

An applicant seeking an Order No. 679 incentive must further show that there is a nexus between the
incentive sought and the investment being made. In evaluating whether an applicant has satisfied the required nexus
test, the Commission will examine how any requested incentives address the risks and challenges faced by the
project, and will consider whether the incentives requested are tailored to such risks."® This is a fact-specific inquiry
that the Commission considers whether the test has been satisfied on a case-by-case basis.

With regard to CWIP, the Commission has stated that “[g]iven the long lead time required to construct new
transmission, and the associated cash flow difficulties faced by many entities wishing to invest in new transmission,
the Final Rule provides that, where appropriate, the Commission will allow for the recovery of 100 percent of CWIP in
rate base.”'? As noted above, the CWIP incentive is intended to facilitate rate stability, improved cash flow, and
access to credit for applicants with eligible projects.

Approving CWIP for this project will satisfy the nexus requirement of Order No. 679, improving cash flow
and GridLiance West's access to credit. Specifically, the CWIP incentive is needed here as the Bob Tap project will
require GridLiance West to spend a significant amount of money during the pre-construction and construction
phases, and the cost and time needed to complete the Bob Tap project will strain GridLiance West's cash flow,
placing upward pressure on its ability to finance construction.'?! As established in Mr. Bishop'’s testimony, GridLiance
West is a true start-up entity that will begin operations and earning a return on a limited asset base consisting only of
the HVTS."22 Due to the limited scale of GridLiance West's initial assets, the cost of developing the Bob Tap project
represents a large undertaking for a company at GridLiance West's size and stage of development.'? The projected
cost of Bob Tap amounts to what would be approximately 27% of GridLiance West's rate base at the close of the
Transaction, with costs of nearly $2 million to be incurred immediately during 2017, and the majority of costs
projected to be incurred shortly thereafter in 2018.24 Absent authorization to recover CWIP in rate base, GridLiance

"5 Jd. atp. 13.
116 CAISO 2015-2016 Transmission Plan, section 2.8.
"7 See Ex. GWT-500, Williams Testimony at p. 4.

118 See CAISO Resource Interconnection Management System, Reporting-Generation Projects Report available at
https://rimspub.caiso.com/rims5/logon.do.

"9 Order No. 679, FERC Stats. & Regs. ] 31,222, P 26; 18 C.F.R § 35.35(d) (2016).
120 QOrder No. 679, FERC Stats. & Regs. 31,222 at P 29.

121 See Ex. GWT-400, Bishop Testimony at p. 13.
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West would be unable recover the cost of the Bob Tap project until it goes into service, which is projected to occur in
mid-2019.125 With an annualized return of about $7.48 million per year, Bob Tap alone would represent costs equal
to approximately three years’ worth of GridLiance West’s return.™® This drain on cash flows could limit GridLiance
West's ability to carry out other beneficial activities in CAISO, such as collaborating with Public Power partners, 2
and participating in CAISO’s Order No. 1000 competitive development processes. 128

Further, as Mr. Williams notes in his testimony, the Bob Tap project is a significantly more complex and risky
undertaking than projects of a similar size.'® In particular, coordination with an unusually high number of utilities,
organizations, and agencies will be required. At a minimum, GridLiance West will need to coordinate with among six
organizations (Southern California Edison, Western Area Power Administration, Los Angeles Department of Water
and Power, CAISO, Boulder City, the Bureau of Land Management), plus each of these involved parties’
contractors.’® The Bob Tap project also requires the crossing of several high-voltage and extra-high-voltage
alternating current transmission lines (e.g., 230-kV and 500-kV), including a high-voltage direct current transmission
line. These line-crossings affect regional reliability, and insufficient coordination among the involved entities could
cause significant project delays completely out of GridLiance West's control. Though GridLiance West has taken
proactive steps to begin coordination, and is committed to placing the Bob Tap project in service in mid-2019, there
are a number of project-specific factors that create risks that GridLiance West can reduce but not eliminate. Indeed,
as late as Fall 2016, Southern California Edison informed VEA that the interconnection to its system would not occur
until 2020 or 2021. In short, the number of factors beyond GridLiance West's control underscores the potential for
the project to be delayed, which would in turn delay GridLiance West's ability to include its investment in rate base.
Unless GridLiance West's request is approved, its ability to recover any costs associated with its significant
investment in Bob Tap may be delayed for quite some time, thereby adversely affecting its cash flow, ability to
access credit, and ability to participate actively in other projects. 3!

The Commission has granted the CWIP incentive under similar circumstances to those explained here. The
Commission recently granted GridLiance West's sister transco SCMCN authorization to include 100 percent CWIP in
rate base for the North Liberal—\Walkemeyer 115 kV transformer project (Walkemeyer Project) if SCMCN were the
successful bidder.™2 GridLiance West seeks the CWIP incentive for Bob Tap for the same reasons as SCMCN did
for the Walkemeyer project. The Walkemeyer Project was projected to be very similar in size and scope to Bob
Tap.'3 As company witness Edward Rahill testified in that proceeding, SPP projected that the cost for the

125 |d.
126 |q.

127 As noted above, GridLiance West proposes to defer recovery of costs that are, among other things, associated with its
efforts to introduce its Public Power-focused business model in CAISO. Such costs must nevertheless be incurred and paid
for.

128 While GridLiance West proposes to recover the cost of participating in CAISO’s competitive development processes through
rates, like an incumbent utility, recovery of costs not accurately projected in GridLiance West's annual update will lag two
years.

129 See Ex. GWT-500, Williams Testimony at p. 5.
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competitive upgrade portion of the Walkemeyer Project was about $16.8 million.”* SPP had also specified that the
project was needed by June 1,2019.%%5 The Bob Tap project is expected to cost approximately $6 million more than
the Walkemeyer Project estimate, and Bob Tap also has a similarly long lead time with a projected in-service date in
mid-2019."% These factors would cause the same delay for including the project in rate base that the Commission
recognized in granting SCMCN CWIP for its potential construction of the Walkemeyer Project.

Given GridLiance West's unique business model and its lack of business history, credit history, debt
repayment history, or other sources of cash flow, inclusion of 100% of CWIP in rate base will ease financial
pressures, reduce project costs, help manage project-specific risks, and allow GridLiance West to fulfill its primary
purpose: bringing needed development to the CAISO region.’s” As the Commission has long recognized, inclusion of
CWIP in rate base “balance[s] the need for companies to recover carrying costs in a timely manner with the
Commission’s cost responsibility principle, while reducing the rate impacts of new transmission projects on
customers.”® Accordingly, consistent with Order No. 679 and Commission precedent, the Commission should
authorize GridLiance West to include 100% CWIP in rate base with regard to its assumption of the obligation to build
the 230 kV Bob Tap project.

VI.  ACCOUNTING

A. Accounting Treatment

GridLiance West's Chief Financial Officer, Mr. Jeffrey M. Bishop, provides an overview of GridLiance West's
general accounting in support of GridLiance West’'s Formula Rate, including support for the accounting treatment
related to the Regulatory Asset incentive.™® GridLiance West uses the accrual method of accounting as required by
the Commission and U.S. Generally Accepted Accounting Principles to record revenues and expenses. These
revenues and expenses are and will be recorded in accounts prescribed by the Commission’s Uniform System of
Accounts.

Upon issuance of an order by the Commission authorizing creation of the Start-Up Regulatory Asset, such
costs will be removed from expense accounts and will be recorded in GridLiance West’s books in Account 182.3,
Other Regulatory Assets, as a regulatory asset for future recovery on GridLiance West's balance sheet.'® Once the
regulatory asset is recorded, GridLiance West will accrue monthly carrying costs, compounded semi-annually,
applying a weighted average cost of capital rate to any amount tracked in the proposed regulatory asset.'*! As noted
above, the regulatory asset will be amortized over a reasonable period, e.g., ten years, in Account 566,
Miscellaneous Transmission Expenses. 42

134 Application for Acceptance of Transmission Rate Formula and Approval of Transmission Rate Incentives of South Central
MCN LLC, Docket No. ER15-2594, Ex. SCM-100, p 24 (filed September 1, 2015) (citing SPP Request for Proposal, RFP #
SPP-RFP-000001, May 5, 2015).

135 SPP Request for Proposal, RFP # SPP-RFP-000001, May 5, 2015.
136 See Ex. GWT-400, Bishop Testimony at pp. 15-16.
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138 See, e.g., Boston Edison Co., 109 FERC {61,300 at P 31 (2004).
139 See Ex. GWT-400, Bishop Testimony, at pp. 14-15.
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Mr. Bishop notes that the accounting procedures GridLiance West implements to ensure that customers will
not be charged for capitalized AFUDC'® where CWIP associated with an authorized project is included in rate base,
and describes how GridLiance West will comply with the specific accounting treatments FERC has required for
CWIP.

B. Affiliate Cost Allocation

As further explained below, all direct costs incurred by GridLiance due to start-up business activity in CAISO
have been and will be tracked, and assigned to GridLiance West.'* Direct expenses incurred for GridLiance West
may be paid for (i) directly by GridLiance West, or (i) by an upstream holding company or centralized service
company (ManageCo), and directly assigned to GridLiance West." Indirect expenses will be incurred and paid for
by an upstream holding company or by ManageCo, and will be allocated to GridLiance West and other affiliates. 4
Indirect costs were also allocated to GridLiance West during the 2016 calendar year, when GridLiance West's start-
up activity in CAISO significantly advanced. GridLiance West will not be assigned or allocated any costs from a
sister transco.'#

1. Direct Costs

“Direct costs” for a GridLiance transco are those incurred directly for the benefit of the applicable transco.
Examples of direct costs are those incurred to develop a transmission project in the applicable RTO/ISO or to make a
regulatory filing on behalf of that transco.'* GridLiance assigns all direct costs, both internal and external, directly to
the benefiting transco. Each GridLiance transco operates in a different RTO/ISO region of the country. As such, the
direct costs attributable to each GridLiance transco, including GridLiance West, are and will be tracked, and readily
identifiable by RTO/ISO and associated region.

For internal costs, GridLiance utilizes an employee time management system. ManageCo is the legal entity
that employs all employees and pays all employee-related costs. All GridLiance employees submit time entry sheets
on a monthly basis that identify time spent by RTO, and time spent on general matters or indirect activities. Based
on these time sheets, " internal employee costs are directly assigned or allocated as appropriate. For external
vendor costs, GridLiance uses billing mechanisms to track the costs and the transco beneficiary or beneficiaries of
such work. Outside legal services, contractors and third party consultants that GridLiance engages are instructed to
track and charge their time based on the actual time spent on matters for each transco, and to charge for indirect or
general corporate services separately.

2. Indirect Costs

“Indirect costs” are those for which no direct beneficiary is identifiable. These are overhead-type costs and
others which would be incurred regardless of the number of GridLiance transco(s) that may exists, and include
expenses incurred by ManageCo in connection with common use assets used to serve the transcos as the
centralized service company. The type of allocator for indirect costs will not be decided on a case-by-case basis.
Rather, GridLiance will derive indirect cost allocation percentages based on combined internal and external direct

143 “AFUDC” stands for “Allowance for Funds Used During Construction.”
144 See Ex. GWT-400, Bishop Testimony at p 18.
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costs, i.e. direct charges committed to each transco with the exception of capital spend. More specifically, again with
the exception of capital spend, GridLiance will calculate the percentage each transco’s direct costs comprise of total
direct costs incurred for the relevant period, and allocate indirect costs to each transco based on its calculated
percentage. GridLiance refers to this process of indirect cost allocation as the “Direct Charge” method. The direct
costs of GridLiance West's ERCOT affiliate, GTT, will not be considered in calculating the direct cost percentages
when the indirect costs to be allocated were caused by the Commission’s jurisdiction over the remaining GridLiance
transcos. %0

GridLiance will calculate its Direct Charge percentages based on data that includes external costs because
it utilizes external resources to perform functions that traditional utilities often perform in-house. GridLiance is and
will continue scaling up its work force and hiring employees for each transco as is prudent over time but it is
necessary to capture GridLiance’s engagement of external resources to accurately identify and assign costs based
on where and to what extent GridLiance is focusing its efforts during this time.'®" Using both internal labor and
external expenditures recognizes the substantial reliance GridLiance has placed on contract labor and will continue
to use going forward to avoid amassing large overhead expenses that would make it less competitive.

Allocations prior to 2017 are based on each transco’s proportionate share of total direct costs in the relevant
allocation month. GridLiance is able to utilize actual cost inputs for each allocation month prior to 2017 by manually
adjusting its book entries, a process necessitated by its decision, described below, to revise its affiliate cost allocation
process. Effective January 1, 2017, Direct Charge percentages will be calculated quarterly based on cost data from
the immediately preceding quarter. The quarterly lag is necessitated prospectively to enable GridLiance to close its
monthly books and records in a timely manner. Basing the quarterly allocations for indirect costs on the direct charge
percentages from the immediately preceding quarter results in a reasonable approximation of costs because it is
expected that there will be little quarterly variation in indirect expense levels and direct charge percentages. Thus,
utilizing cost data from the immediately preceding quarter closely approximates an allocation that would be based on
direct charge percentages for the allocation quarter itself and enables GridLiance to achieve administrative efficiency.

3. Examples

For example, Table 1 hypothetically illustrates each transco’s percentage of direct charges in the relevant
period, and its corresponding allocation of indirect costs, assuming that none of the relevant indirect costs were
incurred solely because of the Commission’s jurisdiction.

Table 1
Transco Direct Charge Percentage Allocated Indirect Cost
Percentage

SCMCN 30% 30%
MMCN 25% 25%
GTT 15% 15%
MAMCN 10% 10%
GridLiance West 20% 20%
Total 100% 100%

150 Because GTT operates wholly within ERCOT, indirect costs incurred solely due to the Commission’s jurisdiction should not
and will not be allocated in any part to GTT. Conversely, costs that are incurred solely due to the Public Utility Commission
of Texas’ jurisdiction over GTT should not and will not be allocated in any part to the GridLiance transcos, like GridLiance
West, that are subject to the Commission’s jurisdiction. Rather, those costs are and will be assigned directly to GTT.

151 See Ex. GWT-400, Bishop Testimony at p. 20.
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Table 2 hypothetically illustrates the allocation of costs caused solely by the Commission’s jurisdiction.
Costs that are caused solely by the Public Utility Commission of Texas’s jurisdiction over GTT will be directly
assigned to GTT.

Table 2
Transco Direct Charge Percentage Allocated Indirect Cost
Percentage

SCMCN 35% 35%
MMCN 30% 30%
GTT 0% 0%

MAMCN 15% 15%
GridLiance West 20% 20%
Total 100% 100%

The Direct Charge cost allocation methodology will result in just and reasonable rates because it is tailored
to recognize the current growth stage of GridLiance West and the other GridLiance transcos, and will proportionately
allocate indirect costs based on where time and effort is being expended directly by transco.!2

4. Derivation of the Direct Charge Method

GridLiance West's sister transco, SCMCN, submitted a cost allocation policy on compliance in Docket No.
ER15-2594 that, while similar, differs in certain material ways from the Direct Charge method.'®® In particular, the
method set forth by SCMCN calculated percentages for the allocation of indirect costs based on internal direct labor
with the single exception of legal and regulatory start-up expenses that were allocated on a 50/50 basis between
SCMCN and MMCN.** SCMCN and MMCN operate in the first two RTOs where GridLiance directed its competitive
market entry efforts (SPP and MISQ).1%

Over the course of the past year, as GridLiance’s business has evolved, certain weaknesses in the
allocation method set forth by SCMCN have become apparent. First, SCMCN's prior methodology did not take into
account the use of substantial external resources in calculating the direct costs GridLiance incurred in each RTO.
Second, the earlier method’s hard split of legal and regulatory expenses between two GridLiance transcos did not
enable GridLiance to account for the material expansion of its efforts into other RTOs, including CAISO, PJM, and
ERCOT. As such, after further review of the cost allocation policy submitted in Docket No. ER15-2594, and in light of
the manner in which its business model in each RTO is developing, GridLiance determined that its earlier policy is
not the most effective approach based on cost causation, and if not changed, would disproportionately distribute
costs to only some of GridLiance’s subsidiaries to the disproportionate benefit of others. 1%

GridLiance is addressing these earlier infirmities with the Direct Charge method because it is more
consistent with the principles of cost causation and beneficiary pays. GridLiance has not, however, conducted any
internal or external audit of the costs allocated to the GridLiance transcos thus far.15
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5. Justness and Reasonableness

The Direct Charge method of allocating costs and GridLiance’s implementation thereof is just and
reasonable. The allocation method closely follows cost causation during GridLiance’s initial phase of starting up its
business across multiple large RTOs. GridLiance West and its sister transcos are all start-up entities, with models of
working with potential Public Power partners to address system reliability, and develop and co-own transmission
throughout large RTO footprints. Presently, this business model is advancing faster in some RTOs than others, and
the opportunity to purchase or develop assets and begin utility operations has materialized in only some RTOs to
date.1%® Efforts to enter and expand across other RTOs, however, is ongoing, and some GridLiance transcos are
incurring more direct costs, reflecting a larger proportion of external and internal resources directed toward certain
RTOs, than assets or revenues may reflect.

In contrast, a methodology based on other indicators, such as each transco’s asset base or revenues, may
disproportionately skew the costs allocated to customers in some RTOs. Each transco is at an individual stage of
development, and some have not yet obtained their first assets. A methodology based on other factors could
inaccurately skew the costs to be allocated almost entirely to RTOs where opportunities to own transmission assets
materialized quickly, despite GridLiance’s dedication of resources to regions in which the relevant transco does not
yet own transmission assets or earn revenues. Therefore, allocating indirect costs in accordance with how
GridLiance is actually expending its direct resources by RTO, including using internal and external resources to
operate existing assets, most closely follows cost causation at this time.

6. Application to All GridLiance Transcos

If found acceptable by the Commission, GridLiance intends to apply the Direct Charge method consistently
among its subsidiary transcos. Each GridLiance transco will file to reflect the Direct Charge cost allocation policy as
accepted by the Commission, including SCMCN. MMCN and MAMCN will each include the request as part of initial
formula rate filings pursuant to section 205 of the FPA; SCMCN will file to update its already approved formula rate,
which is not yet effective in SPP. 159

Like it has for GridLiance West, GridLiance has begun allocating indirect costs under the Direct Charge
method to SCMCN, MMCN, MAMCN, and GTT, beginning with the time at which GridLiance’s efforts to develop its
business model in each RTO became material.’® For SCMCN and MMCN, those efforts were material as of 2014,
when GridLiance was founded.'' GridLiance materially expanded its efforts in PJM in 2015, and in ERCOT and
CAISO in different months in 2016.162 GridLiance has assigned and will continue to assign all direct costs, internal
and external, to each transco as direct costs are incurred for each over time, including charging direct costs to the
transco prior to the time when GridLiance first began allocating indirect costs to the transco. 63

Initiating the allocation of indirect costs at the time when start-up efforts in each transco becomes material is
just and reasonable because it applies cost-causation principles. Further, because GridLiance does not yet have an

158 Id.

159 The formula approved by the Commission in ER15-2594 is not currently in use, as SCMCN does not yet own transmission
eligible for collection under the formula in SPP. Under the agreement filed in docket no. ER16-505,GridLiance West
provides Wholesale Distribution Service to Tri-County Electric Cooperative, Inc., through a Wholesale Distribution Service
Agreement. See South Central MCN LLC, 154 FERC [ 61,090 (2016).

180 See Ex. GWT-400, Bishop Testimony at p. 24.
161 Id.
162 |q.
163 ld
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effective transmission formula rate in any RTO, it can adjust its bookkeeping entries to initiate indirect cost allocation
in accordance with the Direct Charge method for MAMCN in PJM in 2015, and GridLiance West in CAISO and GTT
in ERCOT in 2016, as appropriate.'® If and when GridLiance creates a new transco in another RTO and begins
material efforts to develop its business model in the new region, such new transco would begin receiving its
allocation of indirect cost based on the Direct Charge method at that time. 65

7. Updates

GridLiance recognizes that, while the Direct Charge method reflects cost-causation principles and results in
reasonable allocations of indirect costs at this stage of its business development, there may be other methods that
more appropriately reflect cost drivers in the future when GridLiance’s transcos transition from start-up to established
operations. At such later time, it may become appropriate to modify GridLiance’s indirect cost allocation method,
including by adding assets and revenues as relevant allocation factors.'® The timing and degree of asset and
revenue growth, which cannot be precisely predicted, will be material to assessing such a transition. GridLiance will
continue to monitor the allocations of costs and propose fitting adjustments to its affiliate cost allocation method as
necessary to reflect the changes in fact and circumstance. GridLiance commits to reviewing its methodology
annually, and to providing its rationale for maintaining its existing method or transitioning to any new method in the
context of its annual update (see “Implementation” below).6”

8. Implementation

In compliance with Commission precedent, GridLiance West's Protocols (section 3) require GridLiance West
to provide a detailed description in its annual updates of the methodologies used to allocate and directly assign costs
between GridLiance West and its affiliates by service category or function, and the magnitude of such costs that have
been allocated.'®® GridLiance West will include in its annual updates a detailed description of GridLiance West's
direct assignment for direct costs, the allocation method of indirect costs, as well as the amount of each that have
been assigned or allocated. As explained herein, GridLiance West intends to utilize the Direct Charge method to
allocate indirect costs for the foreseeable future, but will review the ongoing reasonableness of that method each
year.'69

Further, because the direct costs incurred for each GridLiance transco may vary quarter to quarter, the
percentages used for allocating indirect costs under the Direct Charge method will be provided.

9. FERC Accounts

With respect to contract costs, i.e., those costs from third parties pursuant to agreements entered into
between GridLiance West and a third party, GridLiance West will record these costs directly to its ledger. With
respect to specific FERC accounts that are and likely will be utilized, the testimony of Jeff Bishop provides a high
level, non-exhaustive list of accounts GridLiance West expects to use and an explanation as to how such accounts
have been or likely will be utilized in allocating costs under this policy.'”

164 As noted above, SCMCN began incurring costs in SPP and MMCN began incurring costs in MISO in 2014 and in that year
the more granular method of allocation remains just and reasonable.

165 See Ex. GWT-400, Bishop Testimony at p. 25.

166 g

167 Id.

168 See Northeast Transmission Development, 155 FERC {61,097 at P 127.
189 See Ex. GWT-400, Bishop Testimony at p. 25.

170 See Ex. GWT-400, Bishop Testimony at p. 26.
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The Commission permits recovery by transcos of the costs categories noted above through rates, as long
as the transco describes a reasonable allocation of such costs incurred by parent or holding companies and affiliated
service or management companies. '’

10. Non-power goods and services

Though GridLiance West does not currently engage in sales of non-power goods and services to
market-regulated power-sales affiliates, GridLiance West commits to adhere to the requirements under section
35.44(b) of the Commission’s regulations to the extent they are applicable. However, as an entity devoted solely to
the development and ownership of transmission facilities that will collect its revenues through the RTOs, GridLiance
West has no plans to engage in such activities.

11. Management Services Agreement

Attached as Appendix H to this filing, GridLiance West has provided its Management Services Agreement
executed by ManageCo and the GridLiance transcos including GridLiance West. While the agreement does not
describe the allocation methodology for indirect costs, i.e., based on the percentage allocation of direct costs, as
discussed above, the agreement does provide that ManageCo must maintain supporting documentation in
connection with the services it provides, and requires that each transco cost will be determined pursuant to a
methodology that takes into account all direct and indirect costs in relation to the Services provided, whether through
the direct assignment of costs or through a reasonable cost allocation process.”'2 This section of the agreement
was purposefully drafted to accommodate any future change in cost allocation methodology that the GridLiance
companies employ to fairly allocate costs as the company grows, as described above. GridLiance West and its
affiliates do not have any other cost allocation manuals or other internal documents that govern the allocation of
costs.

To the extent that the Commission needs further detail or information to properly evaluate the affiliate cost
allocation methodology, GridLiance West commits to provide such information on compliance as directed by the
Commission. The Commission has previously requested such further information on compliance rather than through
a deficiency letter.'”3 If the Commission requires further information, GridLiance West respectfully requests that the
Commission take such an approach here.

Vil.  ADVANCED TECHNOLOGY STATEMENT

Order No. 679, under which GridLiance West requests the RTO Participation Adder and 100% CWIP
incentives, requires the submission of a technology statement that describes the advanced technologies considered
and an explanation if advanced technologies are not to be employed. GridLiance West respectfully requests a
waiver of this requirement. While GridLiance West expects that it will utilize the most current technologies available
in the development of any project it is awarded, it is premature at this time to identify particular advanced
technologies that might be used. Thus, good cause exists to grant this waiver.

171 See Transource Wisc., 155 FERC [ 61,302.
172 See Appendix H, Section 3.1.

173 NEET West, 154 FERC 161,009 at P 104; Transource Kan., 151 FERC 61,010 at P 49; South Central, 153 FERC |
61099 at P 84.
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IX. ~ CORRESPONDENCE AND COMMUNICATIONS

All communication and correspondence with respect to this Application should be served upon the following

individuals:

N. Beth Emery,

Sarah N. Galioto

Conor B. Ward,

GridLiance West Transco, LLC
2 N. LaSalle Street, Suite 420
Chicago, IL 60602
Telephone: 312-283-5200
Facsimile: 312-283-5199
bemery@gridliance.com
sgalioto@gridliance.com
cward@gridliance.com

William D. DeGrandis

Stephen J. Snyder

Jenna L. McGrath

Paul Hastings LLP

875 15th St. N.W.

Washington, DC 20005
Telephone: (202) 551-1720
billdegrandis@paulhastings.com
stephensnyder@paulhastings.com
jennamcgrath@paulhastings.com

GridLiance West respectfully requests that the individuals identified above be placed on the Commission’s
official service list in this proceeding and be designated for service pursuant to Rule 2010.174

X.  CONCLUSION

For the reasons set forth above, GridLiance West requests that the Commission accept for filing the
proposed GridLiance West TO Tariff filed herewith no later than February 28, 2017 and grant the request for
incentive rate treatments, effective the latter of either March 1, 2017, or the date that CAISO’s proposed amendment

to the TCA becomes effective.

Respectfully submitted,

N. Beth Emery

Sarah N. Galioto

Conor B. Ward

GridLiance West Transco LLC
2 N. LaSalle Street, Suite 420
Chicago, IL 60602
Telephone: 312-283-5200
Facsimile: 312-283-5199
bemery@gridliance.com
sgalioto@gridliance.com
cward@gridliance.com

Dated: December 29, 2016

74 18 C.F.R. § 385.2010 (2016).

William DeGrandis
William D. DeGrandis

Stephen J. Snyder
Jenna L. McGrath

Paul Hastings LLP
875 15th St. N.W.
Washington, DC 20005
Telephone: (202) 551-1700
Facsimile: (202) 551-0418
billdegrandis@paulhastings.com
stephensnyder@paulhastings.com
jennamcgrath@paulhastings.com

Counsel for GridLiance West Transco LLC
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GridLiance West Transco LLC

Transmission Owner Tariff

Preamble. The Participating TO’s revenue requirements and applicable rates and
charges for transmission access over the ISO Controlled Grid and the terms and
conditions for transmission expansion and interconnection are set forth in this TO Tariff
and the 1SO Tariff. For purposes of this TO Tariff and the ISO Tariff, GridLiance West
Transco LLC (“GridLiance West”) is a Non-Load-Serving Participating TO and has no
End-Use Customers.

1.1  Transmission Access for Participating TOs. Participating TOs are able to
participate in the 1ISO and utilize the entire ISO Controlled Grid to serve their
End-Use Customers. The applicable High Voltage Access Charges and
Transition Charges shall be paid by Participating TOs to the ISO pursuant to the
ISO Tariff. If a Participating TO utilizes the Low Voltage Transmission Facilities
of another Participating TO, the Participating TO shall also pay the Low Voltage
Access Charge of the other Participating TO.

1.2 Transmission Access for Wheeling Customers. Wheeling allows Scheduling
Coordinators to deliver Energy through or out of the ISO Controlled Grid to serve
a load located outside the transmission or Distribution System of a Participating
TO. Wheeling Access Charges shall be paid by Scheduling Coordinators to the
ISO pursuant to the ISO Tariff.

1.3 Transmission Access for End-Users. End-Users receive transmission service
over the ISO Controlled Grid through the Participating TO to whose transmission
or distribution facilities the End-User is directly connected. Charges to End-Users
for access to the ISO Controlled Grid shall be paid to the applicable Participating
TO to whose transmission or distribution facilities the End-User is directly
connected.

Effective Date. This TO Tariff is effective on the date on which it is accepted for filing
by FERC, and shall continue to be effective, as amended from time to time, so long as
GridLiance West is a party to the Transmission Control Agreement.

2.1  Termination. This TO Tariff may be terminated by GridLiance West upon such
advance notice and with such authorization as FERC may require.

TO Definitions. Certain capitalized terms used in this TO Tariff shall have the meanings
set out below unless otherwise stated or the context otherwise requires. Capitalized terms
used in this TO Tariff and not defined below shall have the meanings set out in the ISO
Tariff as it may be amended from time to time.

3.1  Access Charge. A charge paid by all UDCs, MSSs, and, in certain cases,
Scheduling Coordinators delivering Energy to Gross Load, as set forth in
Section 26.1 of the ISO Tariff. The Access Charge includes the High Voltage
Access Charge and the Low Voltage Access Charge, as applicable.



3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

3.10

3.11

3.12

AGC. Generation equipment that automatically responds to signals from the
ISO’s EMS control in real time to control the power output of electric generators
within a prescribed area in response to a change in system frequency, tieline
loading, or the relation of these to each other, so as to maintain the target system
frequency and/or the established interchange with other areas within the
predetermined limits.

Ancillary Services. Regulation, Spinning Reserve, Non-Spinning Reserve,
Voltage Support and Black Start together with such other interconnected
operation services as the 1ISO may develop in cooperation with Market
Participants to support the transmission of Energy from generation resources to
Loads while maintaining reliable operation of the 1SO Controlled Grid in
accordance with Good Utility Practice.

Applicable Reliability Criteria. The Reliability Standards and reliability criteria
established by NERC and WECC, and Local Reliability Criteria, as amended
from time to time, including any requirement of the Nuclear Regulatory
Commission.

Available Transfer Capacity. The available capacity of a given transmission
path, in MW after allocation of rights associated with Existing Contracts and
Transmission Ownership Rights, to that path’s Operating Transfer Capability
established consistent with 1ISO and WECC transmission capacity rating
guidelines, as further described in Appendix L to the ISO Tariff.

Base Transmission Revenue Requirement. The Transmission Revenue
Requirement which does not reflect amounts for the TRBAA.

Black Start. The procedure by which a Generating Unit self-starts without an
external source of electricity, thereby restoring power to the ISO Controlled Grid
following system or local area blackouts.

Business Day. Monday through Friday, excluding federal holidays and the day
after Thanksgiving Day.

[Reserved].

Completed Application Date. The date on which a party submits an
Interconnection Application that satisfies the requirements of a Completed
Interconnection Application.

Completed Interconnection Application. An Interconnection Application that
satisfies all of the information and other requirements of Section 10.3 of this TO
Tariff and, if applicable, the information requirements as specified by the ISO and
posted on the ISO Home Page.

Congestion. A characteristic of the transmission system produced by a binding
Constraint to the optimum economic dispatch to meet Demand such that the LMP,



3.13

3.14

3.15
3.16

3.17

3.18

3.19
3.20

3.21

exclusive of Marginal Cost of Losses, at different Locations of the transmission
system is not equal.

Congestion Management. The alleviation of Congestion in accordance with
applicable 1SO Protocols and Good Utility Practice.

Converted Rights. Those transmission service rights determined in accordance
with Section 4.3.1.6 of the 1ISO Tariff.

CPUC. The California Public Utilities Commission or its successor.

Demand. The rates at which Energy is delivered to Load and Scheduling Points
by Generation, transmission or distribution facilities. It is the product of voltage
and the in-phase component of alternating current measured in units of watts or
standard multiples therefore, e.g. 1000 W = 1 kW, 1000 kW= 1 MW, etc.

Direct Assignment Facilities. Facilities or portions of facilities that are owned
by the Participating TO necessary to physically and electrically interconnect a
particular party requesting interconnection under this TO Tariff to the ISO
Controlled Grid at the point of interconnection. Direct Assignment Facilities shall
be specified in the Interconnection Agreement that governs Interconnection
service to such party and shall be subject to FERC approval.

Dispatch. The operating control of an integrated electric system to: i) assign
specific Generation Units and other sources of supply to effect the supply to meet
the relevant area Demand taken as Load rises or falls; ii) control operations and
maintenance of high voltage lines, substations, and equipment, including
administration of safety procedures; iii) operate Interconnections; iv) manage
Energy transactions with other interconnected Control Areas; and v) curtail
Demand.

Distribution System. The distribution assets of a TO, UDC, or MSS.

Eligible Customer. (i) Any utility (including any Participating TO, Market
Participant or power marketer), Federal power marketing agency, or any person
generating Energy for sale or resale; Energy sold or produced by such entity may
be Energy produced in the United States, Canada or Mexico; however, such entity
is not eligible for transmission service that would be prohibited by FPA

section 212(h)(2); and (ii) any retail customer taking unbundled transmission
service pursuant to a state retail access program or pursuant to a voluntary offer of
unbundled retail transmissions service by the Participating TO.

Encumbrance. A legal restriction or covenant binding on the Participating TO
that affects the operation of any transmission lines or associated facilities and
which the 1SO needs to take into account in exercising Operational Control over
such transmission lines or associated facilities if the Participating TO is not to risk
incurring significant liability. Encumbrances shall include Existing Contracts and
may include: (1) other local restrictions or covenants meeting the definition of



3.22

3.23

3.24

3.25

3.26

3.27

3.28

3.29

3.30

Encumbrance and arising under other arrangements entered into before the 1ISO
Operations Date, if any; and (2) legal restrictions or covenants meeting the
definition of Encumbrance and arising under a contract or other arrangement
entered into after the ISO Operations Date.

End-Use Customer or End-User. A purchaser of electric power that purchases
such power to satisfy a Load directly connected to the ISO Controlled Grid or to a
Distribution System and who does not resell the power.

Energy. The electrical energy produced, flowing, or supplied by Generation,
transmission, or distribution facilities, being the integral with respect to time of
the instantaneous power, measured in units of watt-hours or standard multiples
thereof. E.g. 1000 Wh =1 kW, 1000 kWh = 1 MWHh, etc.

Entitlement. The right of a Participating TO obtained through contract or other
means to use another entity’s transmission facilities for the transmission of
Energy.

Existing Contracts. Those transmission service agreements or other contracts
which grant transmission service rights in existence on the ISO Operations Date
(including any contracts entered into pursuant to such contracts) as may be
amended in accordance with their terms or by agreement between the parties
thereto from time to time.

Existing Rights. Those transmission service rights defined in Section 16.1 of the
ISO Tariff.

Expedited Interconnection Agreement. A contract between a party which has
submitted a Request for Expedited Interconnection Procedures and the
Participating TO under which the Participating TO agrees to process, on an
expedited basis, the Completed Interconnection Application of such party and
which sets forth the terms, conditions, and cost responsibilities for such
Interconnection.

Facilities Study Agreement. An agreement between a Participating TO and
either a party requesting Interconnection to the 1SO Controlled Grid, Market
Participants, Project Sponsor, or identified principal beneficiaries pursuant to
which the party requesting such Interconnection, Market Participant, Project
Sponsor or identified principal beneficiaries agrees to reimburse the Participating
TO for the cost of performing or reviewing a Facilities Study.

Facility or Facilities Study. An engineering study conducted to determine
required modifications to the Participating TO’s transmission system, including
the estimated cost and scheduled completion date for such modifications, that will
be required to provide needed services.

FERC. The Federal Energy Regulatory Commission, or its successor.



3.31

3.32

3.33

3.34

3.35

3.36

3.37

FPA. The Federal Power Act, 16 U.S.C. 88 791a et seq., as it may be amended
from time to time.

Generating Unit. An individual electric generator and its associated plant and
apparatus whose electrical output is capable of being separately identified and
metered or a Physical Scheduling Plant, that, in either case, is: (a) located within
the ISO Control Area; (b) connected to the ISO Controlled Grid, either directly or
via interconnected transmission or distribution facilities; and (c) that is capable of
producing and delivering net Energy (Energy in excess of a generation stations’
internal power requirements).

Generation. Energy delivered from a Generating Unit.

Good Utility Practice. Any of the practices, methods, and acts engaged in or
approved by a significant portion of the electric utility industry during the relevant
time period, or any of the practices, methods, and acts which, in the exercise of
reasonable judgment in light of the facts known at the time the decision was
made, could have been expected to accomplish the desired result at a reasonable
cost consistent with good business practices, reliability, safety, and expedition.

Gross Load. For purposes of calculating the transmission Access Charge, Gross
Load is all Energy (adjusted for distribution losses) delivered for the supply of
End-Use Customer Loads directly connected to the transmission facilities or
directly connected to the Distribution System of a Utility Distribution Company
or MSS Operator located in a PTO Service Territory. Gross Load shall exclude
(1) Load with respect to which the Wheeling Access Charge is payable, (2) Load
that is exempt from the Access Charge pursuant to Section 4.1, Appendix | of the
ISO Tariff, and the portion of the load of an individual retail customer of a Utility
Distribution Company, Small Utility Distribution Company or MSS Operator that
is served by a Generating Unit that: (a) is located on the customer’s site or
provides service to the customer’s site through over-the-fence arrangements as
authorized by section 218 of the California Public Utilities Code; (b) is a
qualifying small power production facility or qualifying cogeneration facility, as
those terms are defined in the FERC’s regulations implementing section 201 of
the Public Utility Regulatory Policies Act of 1978; and (c) secures Standby
Service from the Participating TO under terms approved by a Local Regulatory
Authority or FERC, as applicable, or can be curtailed concurrently with an Outage
of the Generating Unit serving the Load. Gross Load forecasts consistent with
filed Transmission Revenue Requirements will be provided by each Participating
TO to the I1SO.

High Voltage Access Charge. A component of the Access Charge determined
by the ISO under Section 26.1 of the ISO Tariff.

High Voltage Transmission Facility. A transmission facility under the
Operational Control of the ISO that is owned by the Participating TO or to which
the Participating TO has an Entitlement that may be associated with a Converted



3.38

3.39

3.40

341

3.42

3.43

3.44

3.45

3.46

Right, which operates at a voltage at or above 200 kilovolts, and supporting
facilities, and the costs of which are not directly assigned to one or more specific
customers.

High Voltage Transmission Revenue Requirement. The portion of the
Participating TO’s TRR associated with and allocable to the Participating TO’s
High Voltage Transmission Facilities and Rights associated with High Voltage
Transmission Facilities.

High Voltage Utility-Specific Rate. The Participating TO’s High Voltage
Transmission Revenue Requirement divided by the Participating TO’s forecast of
its Gross Load.

High Voltage Wheeling Access Charge. The Wheeling Access Charge assessed
by the ISO associated with the recovery of the Participating TO’s High Voltage
Transmission Revenue Requirement in accordance with Section 26.1 of the ISO
Tariff.

Independent System Operator (“ISO”). The California Independent System
Operator Corporation, a state chartered, nonprofit corporation that controls the
transmission facilities of all Participating TOs and dispatches certain Generating
Units and Loads.

ISO ADR Procedures. The procedures for resolution of disputes or differences
set out in Section 13 of the ISO Tariff, as amended from time to time.

ISO Controlled Grid. The system of transmission lines and associated facilities
of the Participating TOs that have been placed under the ISO’s Operational
Control.

ISO Protocols. The rules, protocols, procedures and standards promulgated by
the ISO (as amended from time to time) to be complied with by the ISO
Scheduling Coordinators, Participating TOs and all other Market Participants in
relation to the operation of the ISO Controlled Grid and the participation in the
markets for Energy and Ancillary Services in accordance with the ISO Tariff.

ISO Tariff. The California Independent System Operator Agreement and Tariff,
dated November 1, 2013, as it may be modified from time to time.

Interconnection. Transmission facilities, other than additions or replacements to
existing facilities that: (i) connect one system to another system where the
facilities emerge from one and only one substation of the two systems and are
functionally separate from the 1SO Controlled Grid facilities such that the
facilities are, or can be, operated and planned as a single facility; (ii) are identified
as retail transmission lines pursuant to contract; or (iii) produce Generation at a
single point on the ISO Controlled Grid; provided that such interconnection does
not include facilities that, if not owned by the Participating TO, would result in a



3.47

3.48

3.49

3.50

3.51

3.52

3.53

3.54

3.55

3.56

3.57

reduction in the ISO’s Operational Control of the Participating TO’s portion of
the 1ISO Controlled Grid.

Interconnection Agreement. A contract between a party requesting
Interconnection and the Participating TO that owns the transmission facility with
which the requesting party wishes to interconnect.

Interconnection Application. An application that requests Interconnection to the
ISO Controlled Grid.

Interest. Interest shall be calculated in accordance with the methodology
specified for interest on refunds in the regulations of FERC at 18 C.F.R. §
35.19(a)(2)(iii) (2014). Interest on delinquent amounts shall be calculated from
the due date of the bill to the date of payment. When payments are made by mail,
bills shall be considered as having been paid on the date of receipt.

Load. An end-use device of an End-Use Customer that consumes power. Load
should not be confused with Demand, which is the measure of power that a Load
receives or requires.

Local Publicly Owned Electric Utility. A municipality or municipal corporation
operating as a public utility furnishing electric service, a municipal district
furnishing electric services, or a joint powers authority that includes one or more
of these agencies and that owns Generation or transmission facilities, or furnishes
electric services over its own or its members’ electric Distribution System.

Local Regulatory Authority. The state or local governmental authority
responsible for the regulation or oversight of a utility.

Local Reliability Criteria. Reliability criteria established by the ISO, unique to
the transmission systems of each of the Participating TOs, as they may be updated
from time to time.

Low Voltage Access Charge. The Access Charge applicable under Section 26.1
of the ISO Tariff to recover the Low Voltage Transmission Revenue Requirement
of the Participating TO.

Low Voltage Transmission Revenue Requirement. The portion of the
Participating TO’s TRR associated with and allocable to the Participating TO’s
Low Voltage Transmission Facilities and Converted Rights associated with Low
Voltage Transmission Facilities.

Low Voltage Wheeling Access Charge. The Wheeling Access Charge
associated with the recovery of the Participating TO’s Low Voltage Transmission
Revenue Requirement in accordance with Section 26.1 of the 1SO Tariff.

Market Participant. An entity, including a Scheduling Coordinator, who
participates in the Energy marketplace through the buying, selling, transmission,



3.58

3.59

3.60
3.61

3.62

3.63

3.64

3.65

3.66

3.67

or distribution of Energy or Ancillary Services into, out of, or through the ISO
Controlled Grid.

Metered Subsystem (“MSS”). A geographically contiguous system, located
within a single zone which has been operating as an electric utility for a number
of years prior to the ISO Operations Date as a municipal utility, water district,
irrigation district, state agency or federal power marketing authority subsumed
within the ISO Balancing Authority Area and encompassed by ISO certified
revenue quality meters at each interface point with the ISO Controlled Grid and
ISO-certified revenue quality meters on all Generating Units or, if aggregated,
each individual resource and Participating Load internal to the system, which is
operated in accordance with an MSS agreement described in Section 4.9.1 of the
ISO Tariff.

GridLiance West Transco LLC (“GridLiance West”). The Delaware limited
liability company that is the Participating TO under this TO Tariff.

NERC. The North American Electric Reliability Corporation or its successor.

New Participating TO. A Participating TO that is not an Original Participating
TO.

Non-Load-Serving Participating TO. A Participating TO that does not serve
Load.

Non-Participating TO. A TO that is not a party to the TCA or, for the purpose
of Section 16.1 of the ISO Tariff, the holder of transmission service rights under
an Existing Contract that is not a Participating TO.

Non-Spinning Reserve. The portion of off-line generating capacity that is
capable of being synchronized and ramping to a specified load in ten minutes (or
load that is capable of being interrupted in ten minutes) and that is capable of
running (or being interrupted) for at least two hours.

Operational Control. The rights of the ISO under the Transmission Control
Agreement and the ISO Tariff to direct Participating TOs how to operate their
transmission lines and facilities and other electric plant affecting the reliability of
those lines and facilities for the purpose of affording comparable
nondiscriminatory transmission access and meeting Applicable Reliability
Criteria.

Original Participating TO. A Participating TO that was a Participating TO as of
January 1, 2000. The Original Participating TOs are Pacific Gas and Electric
Company (“PG&E”), Southern California Edison Company, and San Diego Gas
& Electric Company.

Participating TO (“PTO”). A party to the TCA whose application under
Section 2.2 of the TCA has been accepted and who has placed its transmission



3.68

3.69

3.70

3.71

3.72

3.73

assets and/or Entitlements under the ISO’s Operational Control in accordance
with the TCA. A PTO may be an Original Participating TO or a New
Participating TO. For the purposes of this Tariff, the Participating TO is
GridLiance West.

Participation Agreement. An agreement between a Participating TO and a
Project Sponsor that specifies the terms and conditions under which the
Participating TO will construct a transmission addition or upgrade on behalf of
the Project Sponsor.

Physical Scheduling Plant. A group of two or more related Generating Units
each of which is individually capable of producing Energy, but which either by
physical necessity or operational design must be operated as if they were a single
Generating Unit and any Generating Unit or Units containing related multiple
generating components which meet one or more of the following criteria:

(i) multiple generating components are related by a common flow of fuel which
cannot be interrupted without substantial loss of efficiency of the combined
output of all components; (ii) the Energy production from one component
necessarily causes Energy production from other components; (iii) the operational
arrangement of related multiple generating components determines the overall
physical efficiency of the combined output of all components; (iv) the level of
coordination required to schedule individual generating components would cause
the ISO to incur scheduling costs far in excess of the benefits of having scheduled
such individual components separately; or (v) metered output is available only for
the combined output of related multiple generation components and separate
generating component metering is either impractical or economically inefficient.

Projects. (1) Bob Tap, a transmission interconnection tie between the planned
Bob switchyard and Southern California Edison’s El Dorado substation, included
as reliability-driven network upgrade no. 19 in CAISO’s 2015-2016 1SO
Transmission Plan (p. 291, Table 5.5-1); and (2) any other future transmission
facilities developed and owned by GridLiance West within CAISO.

Project Proponent. A Market Participant or group of Market Participants that
(i) advocates a transmission addition or upgrade; (ii) is unwilling to pay the full
cost of the proposed transmission addition or upgrade, and thus is not a Project
Sponsor; and (iii) initiates proceedings under the ISO & DR Procedures to
determine the need for the proposed transmission addition or upgrade.

Project Sponsor. A Market Participant or group of Market Participants or a
Participating TO that proposes the construction of a transmission addition or
upgrade in accordance with Section 24 of the ISO Tariff.

Regional Transmission Group (“RTG”). A voluntary organization approved by
FERC and composed of transmission owners, transmission users, and other
entities, organized to efficiently coordinate the planning, expansion, and use of
transmission on a regional and inter-regional basis.



3.74

3.75
3.76

3.77

3.78

3.79

3.80

Regulation. The service provided either by Generating Units certified by the ISO
as equipped and capable of responding to the ISO’s direct digital control

(AGC) signals, or by System Resources that have been certified by the ISO as
capable of delivering such service to the ISO Balancing Authority Area, in an
upward and downward direction to match, on a Real Time basis, Demand and
resources, consistent with established NERC and WSCC reliability standards,
including any requirements of the Nuclear Regulatory Commission. Regulation is
used to control the Power output of electric generators within a prescribed area in
response to a change in system frequency, tieline loading, or the relation of these
to each other so as to maintain the target system frequency and/or the established
interchange with other Balancing Authority Areas within the predetermined
Regulation Limits. Regulation includes both the increase of output by a
Generating unit or System Resource (Regulation Up) and the decrease in output
by a Generating unit or System Resource (Regulation Down). Regulation Up and
Regulation Down are distinct capacity products, with separately stated
requirements and ASMPs in each Settlement Period.

Regulatory Authority. In the case of GridLiance West, the FERC.

Reliability Criteria. Pre-established criteria that are to be followed in order to
maintain desired performance of the ISO Controlled Grid under contingency or
steady state conditions.

Reliability Upgrade. The transmission facilities other than Direct Assignment
Facilities beyond the first point of Interconnection necessary to interconnect a
New Facility or wholesale Load safely and reliably to the ISO Controlled Grid,
which would not have been necessary but for the Interconnection of a New
Facility or wholesale Load, including network upgrades necessary to remedy
short circuit or stability problems resulting from the Interconnection of the new
Facility or wholesale Load to the ISO Controlled Grid. Reliability Upgrades also
include, consistent with WSCC practice, the facilities necessary to mitigate any
adverse impact a New Facility’s or wholesale Load’s Interconnection may have
on a path’s WSCC path rating. Reliability Upgrades shall be specified in the
Interconnection Agreement that governs Interconnection service and shall be
subject to FERC approval.

Requests for Expedited Interconnection Procedures. A written request by
which an applicant for Interconnection can request expedited processing of its
Interconnection Application.

Scheduling Coordinator. An entity certified by the ISO for the purpose of
undertaking the functions specified in Section 4.5 of the ISO Tariff.

Scheduling Point. A location at which the 1SO Controlled Grid or a transmission
facility owned by a Transmission Ownership Right holder is connected, by a
group of transmission paths for which a physical, non-simultaneous transmission
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3.81

3.82

3.83

3.84

3.85
3.86

3.87

3.88

3.89

3.90

capacity rating has been established for Congestion Management, to transmission
facilities that are outside the ISO’s Operational Control.

Spinning Reserve. The portion of unloaded synchronized generating capacity,
that is immediately responsive to system frequency and that is capable of being
loaded in ten minutes, and that is capable of running for at least two hours.

System Impact Study. An engineering study conducted to determine whether a
request for Interconnection to the ISO Controlled Grid would require new
transmission additions, upgrades, or other mitigation measures.

System Impact Study Agreement. An agreement between a Participating TO
and an entity that has requested Interconnection to the Participating TO’s
transmission system pursuant to which the entity requesting Interconnection
agrees to reimburse the Participating TO for the cost of performing or reviewing a
System Impact Study.

TO Tariff. This Transmission Owner Tariff, as it may be amended or
superseded.

[Reserved].

Transmission Control Agreement (“TCA”). The agreement between the ISO
and Participating TOs establishing the terms and conditions under which TOs will
become Participating TOs and how the ISO and each Participating TO will
discharge its respective duties and responsibilities, as may be modified from time
to time.

Transmission Owner (“TO”). An entity owning transmission facilities or
having firm contractual rights to use transmission facilities.

Transmission Revenue Balancing Account Adjustment (“TRBAA”). A
mechanism established by the Participating TO which will ensure that all
Transmission Revenue Credits and other credits specified in Sections 6 and 8 of
Appendix F, Schedule 3 of the ISO Tariff, flow through to ISO Tariff and TO
Tariff transmission customers.

Transmission Revenue Credit. The proceeds received from the ISO (other than
for the recovery of the Participating TO’s High Voltage and Low Voltage
Transmission Revenue Requirement through the High Voltage and Low Voltage
Transmission Access Charges) and charges imposed by the ISO that are received
and paid by the Participating TO in its role as Participating TO, as defined in the
ISO Tariff.

Transmission Revenue Requirement (“TRR”). The total annual authorized
revenue requirement associated with transmission facilities and Entitlements
turned over to the Operational Control of the ISO by the Participating TO. The
costs of any transmission facility turned over to the Operational Control of the
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ISO shall be fully included in the Participating TO’s TRR. The TRR includes the
costs of transmission facilities and Entitlements and deducts Transmission
Revenue Credits and is shown in Appendix |.

3.91 Transmission System Rights (“TSRs”). TSRs represent GridLiance West’s
exclusive transmission entitlement on the Projects. GridLiance West, as the
holder of the TSR, is entitled to all associated rights as are available under the
ISO Tariff and Protocols. The use of this definition does not limit GridLiance
West from seeking any additional revenues or rights that are authorized by FERC
due to a beneficial increase in the 1ISO controlled grid capacity resulting from the
Projects.

3.92 Uncontrollable Force. Any act of God, labor disturbance, act of the public
enemy, war, insurrection, riot, fire, storm, flood, earthquake, explosion, any
curtailment, order, regulation or restriction imposed by governmental, military or
lawfully established civilian authorities or any other cause beyond the reasonable
control of the 1ISO or Market Participant, as the case may be, which could not be
avoided through the exercise of Good Utility Practice.

3.93 Utility Distribution Company (“UDC”). An entity that owns a Distribution
System for the delivery of Energy to and from the ISO Controlled Grid, and/or
that provides regulated retail electric service to End-Users.

3.94 Voltage Support. Services provided by Generating Units or other equipment
such- as shunt capacitors, static vat compensators, or synchronous condensers that
are required to maintain established grid voltage criteria. This service is required
under normal or system emergency conditions.

3.95 Western Electricity Coordinating Council (“WECC”). The Western
Electricity Coordinating Counsel or its successor.

3.96  Wheeling Access Charge. The charge assessed by the 1SO that is paid by a
Scheduling Coordinator for Wheeling in accordance with Section 26.1.4.1 of the
ISO Tariff. Wheeling Access Charges shall not apply for Wheeling under a
bundled non-economy Energy coordination agreement of a Participating TO
executed prior to July 9, 1996. The Wheeling Access Charge consists of a High
Voltage Wheeling Access Charge and, if applicable, a Low Voltage Wheeling
Access Charge.

3.97 Wheeling Out. Except for Existing Rights exercised under an Existing Contract
in accordance with Section 16.1 of the ISO Tariff, the use of the ISO Controlled
Grid for the transmission of Energy from a Generating Unit located within the
ISO Controlled Grid to serve a Load located outside the transmission and
Distribution System of a Participating TO.

3.98 Wheeling Through. Except for Existing Rights exercised under an Existing
Contract in accordance with Section 16.1 of the ISO Tariff, the use of the ISO
Controlled Grid for the transmission of Energy from a resource located outside
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the ISO Controlled Grid to serve a Load located outside the transmission and
Distribution System of a Participating TO.

3.99  Wheeling. Wheeling Out or Wheeling Through.

3.100 Wholesale Customer. A person wishing to purchase Energy and Ancillary
Services at a Bulk Supply Point or a Scheduling Point for resale.

Eligibility. Transmission service over a Participating TO’s system shall be provided
only to Eligible Customers.

Access Charges and Transmission Rates. The applicable Access Charges are provided
in the I1SO Tariff.

51 Low Voltage Access Charge. The Low Voltage Access Charge shall be
determined in accordance with the ISO Tariff. As GridLiance West is a Non-
Load-Serving Participant TO, the ISO shall charge for and collect the Low
Voltage Access Charge on GridLiance West’s behalf pursuant to Section 26.1 and
Appendix F, Schedule 3, Section 13 of the ISO Tariff from the Participating TO
to whose facilities GridLiance West’s Low Voltage Transmission Facilities are
directly connected. The rate for GridLiance West’s Low Voltage Access Charge
shall be GridLiance West’s Low Voltage Transmission Revenue Requirement
divided by the forecasted Gross Load of the Participating TO that is the Low
Voltage Access Charge customer. The Low Voltage Access Charge customer
shall pay the ISO a Low Voltage Access Charge equal to the product of
GridLiance West’s Low Voltage Access Charge rate and the actual Gross Load of
the Participating TO that is the Low Voltage Access Charge Customer.

5.2  Wheeling Access Charge. The Wheeling Access Charge shall be determined in
accordance with the ISO Tariff. The Wheeling Access Charge assessed by the
ISO consists of a High Voltage Wheeling Access Charge and, if applicable, a
Low Voltage Wheeling Access Charge. The High Voltage Wheeling Access
Charge is set forth in the ISO Tariff.

5.3  Transmission Revenue Requirement. As set forth in the 1ISO Tariff, the
Transmission Revenue Requirement for each Participating TO is used to develop
the Access Charges set forth in the 1ISO Tariff and is used by the 1SO to calculate
the disbursement of Wheeling revenues among Participating TOs. Wheeling
revenues are disbursed by the 1SO to Participating TOs pursuant to
Section 26.1.4.3 of the ISO Tariff. GridLiance West’s TRR is set forth in
Appendix I.

5.4  Transmission System Rights. GridLiance West owns the TSRs with respect to
the Projects.

5.5  Transmission Revenue Balancing Account Adjustment. The Participating TO
shall maintain a Transmission Revenue Balancing Account with an annual
TRBAA that will ensure that all Transmission Revenue Credits and adjustments
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for any over-or under-recovery of its annual Transmission Revenue Requirement,
if any, specified in Sections 6, 8 and 13 of Appendix F, Schedule 3 of the ISO
Tariff, flow through to transmission customers. The TRBAA used to calculate the
High Voltage Revenue Requirement shall include other adjustments specified in
Appendix F, Schedule 3, Sections 6, 8 and 13 of the ISO Tariff.

The TRBAA shall be equal to:
TRBAA=Cr+Cf +1
Where:

Cr = The principal balance in the Transmission Revenue Balancing
Account (“TRBA’) recorded in FERC Account No. 254 as of

September 30 of the year prior to commencement of the January billing
cycle. This balance represents the unamortized balance in the TRBA from
the previous period and the difference in the amount of revenues or
expenditures from Transmission Revenue Credits and any over- or under-
recovery of its annual Transmission Revenue Requirement and the amount
of such revenues or expenditures that has been refunded to or collected
from customers through operation of the TRBAA;

Cf = The forecast of Transmission Revenue Credits, if any, for the
following calendar year;

| = The interest balance for the TRBA, which shall be calculated using the
interest rate pursuant to Section 35.19(a) of FERC’s regulations under the
Federal Power Act (18 CFR Section 35.19(a)). Interest shall be calculated
based on the average TRBA principal balance each month, compounded
quarterly; and

The GridLiance West TRBAA, calculated in accordance with the 1SO Tariff and
approved by the FERC, is stated in Appendix I.

Ancillary Services - Applicability and Charges. Ancillary Services are needed to
maintain reliability within the 1ISO Controlled Grid. If any Ancillary Services are
required, GridLiance West will not provide such services directly to the transmission
customer and the transmission customer will be required to meet any such requirement in
accordance with the ISO Tariff.

Billing and Payment.

7.1  The ISO, in accordance with the 1ISO Tariff, shall pay the Participating TO,
among other things, all applicable Access Charge revenues and Wheeling
revenues in connection with its CAISO-controlled transmission facilities.
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7.2

Users of GridLiance West’s High and Low Voltage Transmission Facilities and
Entitlements placed under the ISO’s Operational Control shall pay to the ISO all
applicable charges in accordance with the 1ISO Tariff.

Obligation to Interconnect or Construct Transmission Expansions and Facility
Upgrades.

8.1

Participating TO Obligation to Interconnect. The Participating TO shall, at the
request of a third party, interconnect its system to the wholesale generation or
Load of such third party, or modify an existing wholesale Interconnection.
Interconnections under this TO Tariff shall be available to entities eligible to
request Interconnection consistent with the provisions of Section 210(a) of the
FPA. The procedures for Interconnection of wholesale generation to the ISO
Controlled Grid shall be governed by the 1SO Tariff.

8.1.1 Interconnection to Transmission System. Interconnection must be
consistent with Good Utility Practice, in conformance with all Applicable
Reliability Criteria, all applicable statutes, regulations, and ISO reliability
criteria for the ISO Controlled Grid. The Participating TO will not
accommodate the Interconnection if doing so would impair systems
reliability, or would otherwise impair the ability of the Participating TO to
honor its Encumbrances existing as of the time an entity submits its
Interconnection Application. The Participating TO shall identify any such
adverse effect on its Encumbrances in the System Impact Study performed
pursuant to Section 10.7. To the extent the Participating TO determines
that the Interconnection will have an adverse effect on Encumbrances, the
party requesting Interconnection shall mitigate such adverse effect.

8.1.2 Costs Associated with Interconnection. Each party requesting
Interconnection shall pay the costs of planning, installing, owning,
operating, and maintaining any Direct Assignment Facilities and, if
applicable, any Reliability Upgrades required to provide the requested
Interconnection. In addition, such party shall implement all existing
operating procedures necessary to safely and reliability interconnect such
party’s generation or wholesale load to the facilities of the Participating
TO and to ensure the ISO Controlled Grid’s conformance with the ISO
Grid Planning Criteria, and shall bear all costs of implementing such
operating procedures. Any additional costs associated with
accommodating the Interconnection shall be allocated in accordance with
the cost responsibility methodology set forth in the ISO Tariff for
transmission expansions or upgrades.

8.1.3 Interconnection Agreement. Pursuant to Section 10.4, 10.7.1, or 10.9.1,
a party requesting an Interconnection shall request in writing that the
Participating TO tender to such part an Interconnection Agreement that
will be filed with FERC, or the Local Regulatory Authority, in the case of
a Local Publicly Owned Electric Utility. The Interconnection Agreement
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8.14

will include, without limitation, cost responsibilities and payment
provisions for any engineering, equipment, and construction, ownership,
operation and maintenance costs for any Direct Assignment Facilities, any
Reliability Upgrades, any Delivery Upgrades, if applicable, and for any
other mitigation measures. For an Interconnection request to remain a
Completed Interconnection Application, the party requesting the
Interconnection shall execute the Interconnection Agreement and return it
to the Participating TO within thirty (30) Business Days of receipt.
Alternatively, if an Eligible Customer requesting the Interconnection
requests the Participating TO to file an unexecuted Interconnection
Agreement and commits to abide by the terms, conditions, and cost
assignments determined to be just and reasonable under the ISO ADR
Procedures, including any determination by FERC or on appeal of a FERC
determination in accordance with that process, the Participating TO shall
promptly file an unexecuted Interconnection Agreement. Provided,
however, that if the ISO ADR Procedures concerns whether the requesting
entity is an Eligible Customer, the Participating TO shall not be obligated
to file an unexecuted interconnection Agreement or commence
construction of the Interconnection facilities or incur other costs under the
Interconnection Agreement until a final order determining the just and
reasonable rates, terms, and conditions for such Interconnection
Agreement has been issued by the applicable court or regulatory authority.
The Interconnection Agreement will set forth a payment schedule that
enables the Participating TO to recover its costs. If the applicant elects not
to execute the Interconnection Agreement and does not request the
Participating TO to file an unexecuted Interconnection Agreement, its
Completed Interconnection Agreement shall be deemed withdrawn, and
the applicant shall reimburse to the Participating TO all costs reasonably
incurred in processing the application not covered by any System Impact
Study Agreement or Facilities Study Agreement. To maintain its queue
position, the applicant must timely comply with the Interconnection
requirements of Section 5.76 of the ISO Tariff and Sections 8.1 and 10 of
this TO Tariff. If the applicant fails to timely comply with such
Interconnection requirements, such applicant shall pay the reasonable
costs of revising the System Impact Studies for other applicants that have
established a new queue position due to the applicant either withdrawing
its Interconnection Application or because its queue position has been
modified pursuant to the queuing provisions in Section 25 of the ISO
Tariff.

Due Diligence to Construct. The Participating TO shall use due
diligence to construct, within a reasonable time, any Direct Assignment
Facilities and any Reliability Upgrades that it is obligated to construct
pursuant to this TO Tariff and Section 24 of the ISO Tariff. The
Participating TO’s obligation to build will be subject to: (1) its ability,
after making a good faith effort, to obtain any necessary approvals and
property rights under applicable federal, state, and local laws; (2) the
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8.2

8.3

presence of a cost recovery mechanism with cost responsibility assigned to
accordance with the ISO Tariff or applicable FERC precedent; and (3) a
signed Interconnection Agreement or a signed Expedited Interconnection
Agreement, or, by mutual agreement of the parties, FERC acceptance for
filing of an unexecuted Interconnection Agreement.

8.1.5 Energization. The Participating TO shall not be obligated to energize,
nor shall the applicant or wholesale load be entitled to have its
interconnection to the ISO Controlled Grid energized, unless and until an
Interconnection Agreement has been executed, or filed at FERC pursuant
to Section 8.1.3, and become effective and such applicant or wholesale
load has demonstrated to the ISO’s reasonable satisfaction that it has
complied with all of the requirements of the 1ISO Tariff and the
requirements of this TO Tariff.

8.1.6 Coordination with 1SO on Interconnection Requests. The Participating
TO shall coordinate with the ISO, pursuant to the provisions of the TCA,
in developing interconnection standards and guidelines for processing
interconnection request under this TO Tariff.

Participating TO Obligation to Construct Transmission Expansions or
Facility Upgrades. The Participating TO shall be obligated to:

(1) perform System Impact or Facility Studies where the Project Sponsor or the
ISO agrees to pay the study cost and specifies the project objectives to be
achieved, and (2) build transmission additions and facility upgrades where the
Participating TO is obligated to construct or expand facilities in accordance with
and subject to the limitations under Section 24 of the ISO Tariff” and this TO
Tariff.

8.2.1 Obligation to Construct. A Participating TO shall not be obligated to
construct or expand transmission facilities or system upgrades unless and
until the conditions stated in Section 9.2.1 hereof have been satisfied.

Request for FERC Deference Regarding Need Determination. It is intended
that FERC grant substantial deference to the factual determinations of the 1SO,
(including the ISO’s ADR Procedures), the CPUC, WECC, or RTG coordinated
planning processes as to the need for or construction of a facility, the need for full
cost recovery, end the allocation of costs.

9. Expansion Process.

9.1

Determination of Facilities. A Participating TO shall perform a Facilities Study
in accordance with the Section where (1) the Participating TO is obligated to
construct or expand facilities in accordance with Section 24 of the ISO Tariff and
this TO Tariff; (2) a Market Participant agrees to pay the costs of the Facilities
Study and specifies the project objectives to be achieved in terms of increase
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capacity or reduce congestion; or (3) the Participating TO is required to perform a
Facilities Study pursuant to the ISO Tariff.

9.11

9.12

Payment of Facilities Study’s Cost.

9.1.1.1 Market Participant to Pay for Facilities Study. Where a Market
Participant requests a Facilities Study and the need for the
transmission addition or upgrade has not been established in
accordance with the procedures established herein and the ISO
Tariff, the Market Participant shall pay the cost of the Facilities
Study.

9.1.1.2 Project Sponsor or Project Proponent to Pay for Facility
Study. Where the facilities to be added or upgraded have been
determined to be needed in accordance with the procedures
established herein, the Project Sponsor, Project Proponent, or the
ISO requesting the study shall pay in advance the reasonable cost
of the Facilities Study. When the Participating TO is the Project
Sponsor in accordance with the 1ISO Tariff, the costs of the
Facilities Study shall be recovered through its Access Charges and
transmission rates.

9.1.1.3 Principal Beneficiaries to Pay for Facilities Study. Where the
facilities to be added or upgraded have been determined to be
needed and the principal beneficiaries have been identified by the
ISO or ISO ADR Procedures in accordance with the 1ISO Tariff the
Project Sponsor and the identified principal beneficiaries shall pay
the reasonable cost of the Facilities Study, in such proportions as
may be agreed, or, failing agreement, as determined in accordance
with the ISO ADR Procedures.

Payment Procedure. Where a Facilities Study is being conducted
pursuant to this TO Tariff, the Participating TO shall, within thirty days of
the receipt of all reasonably required information, tender to the Market
Participant, Project Sponsor, Project Proponent, ISO, or identified
principal beneficiaries, as the case may be, a Facilities Study Agreement
that defines the scope, content, assumptions, and terms of reference for
such study, the estimated time required to complete it, and such other
provisions as the parties may reasonably require and pursuant to which
such Market Participant, Project Sponsor, Project Proponent, the 1SO, or
identified principal beneficiaries agree to reimburse the Participating TO
the reasonable cost of performing the required Facilities Study. If the
Market Participant, Project Sponsor, Project Proponent, the ISO, or
identified principal beneficiaries, as the case may be, agree to the terms of
the Facilities Study Agreement, they shall execute the Facilities Study
Agreement and return it to the Participating TO within ten Business Days.
Alternatively, if the Market Participant, Project Sponsor, Project
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Proponent, the ISO, or identified principal beneficiaries, as the case may
be, request the Participating TO to proceed with the Facilities Study and
commit to abide by the terms, conditions, and cost assignments ultimately
determined under the ISO ADR Procedures, including any determination
by FERC or appeal of a FERC determination in accordance with that
process, the Participating TO shall promptly proceed with the Facilities
Study, and the parties shall submit the disputed terms for resolution under
the ISO’s ADR Procedures.

9.1.3 Facilities Study Procedures. Upon receipt of an executed Facilities
Study Agreement or alternative request to proceed as provided for in
Section 9.1.2, a copy of which has been provided to the ISO by the party
requesting the Facilities Study, the Participating TO will use due diligence
to complete the required Facilities Study within a sixty (60) day period. If
the Participating TO is unable to complete the Facilities Study in the
allotted time period, the Participating TO shall notify the Market
Participant and provide an estimate of the time needed to reach a final
determination along with an explanation of the reasons that additional time
is required to complete the study. If additional time is required, the
Participating TO will use best efforts to complete the study
within 10 months, provided adequate information is provided by all the
parties.

9.2  Obligation to Build.

9.2.1 Due Diligence to Construct. Subject to Section 9.3.3 of this TO Tariff,
the Participating TO shall use due diligence to construct, within a
reasonable time, additions or upgrades to its transmission system that it is
obligated to construct pursuant to the ISO Tariff and this TO Tariff.
Alternatively, if a Market Participant requests the Participating TO to file
an unexecuted Participation Agreement and commits to abide by the
terms, conditions, and cost assignments determined to be just and
reasonable under the ISO ADR Procedures, including any determination
by FERC or on appeal of a FERC determination in accordance with that
process, the Participating TO shall promptly file an unexecuted
Participation Agreement. Provided, however, that if the ISO ADR
Procedures concerns whether the requesting entity is an Eligible
Customer, the Participating TO shall not be obligated to file an unexecuted
Participation Agreement or alternatively, if a Market Participant requests
the Participating TO to file an unexecuted Participation Agreement and
commits to abide by the terms, conditions, and cost assignments
determined to be just and reasonable under the ISO ADR Procedures,
including any determination by FERC or on appeal of a FERC
determination in accordance with that process, the Participating TO shall
promptly file an unexecuted Participation Agreement. Provided, however,
that if the ISO ADR Procedures concerns whether the requesting entity is
an Eligible Customer, the Participating TO shall not be obligated to file an
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9.2.2

unexecuted Participation Agreement, commence construction of the
additions or upgrades or incur other costs under the Participation
Agreement until a final order determining the just and reasonable rates,
terms, and conditions for such Participation Agreement has been issued by
the applicable court or regulatory authority. The Participating TO’s
obligation to build will be subject to: 1) its ability, after making a good
faith effort, to obtain the necessary approvals and property rights under
applicable federal, state, and local laws; 2) the presence of a cost recovery
mechanism with cost responsibility assigned in accordance with the ISO
Tariff; and 3) a signed Participation Agreement. The Participating TO
will not construct or expand its existing or planned transmission system, if
doing so would impair system reliability as determined through systems
analysis based on the Applicable Reliability Criteria.

Delay in Construction or Expansion. If any event occurs that will
materially affect the time for completion of new facilities, or the ability to
complete them, the Participating TO shall promptly notify: (1) the Project
Sponsor with regard to facilities determined to be needed; (2) the Parties
to the Participation Agreement with regard to facilities determined to be
needed pursuant to the ISO Tariff where principal beneficiaries were
identified; and (3) the ISO. In such circumstances, the Participating TO
shall, within thirty days of notifying such Project Sponsor, Parties to the
Participation Agreement, and the 1SO of such delays, convene a technical
meeting with such Project Sponsor, Parties to the Participation Agreement,
and the 1SO to discuss the circumstances which have arisen and evaluate
any options available. The Participating TO also shall make available to
such Project Sponsor, Parties to the Participation Agreement, and the I1SO,
as the case may be, studies and work papers related to the cause and extent
of the delay and the Participating TO’s ability to complete the new
facilities, including all information that is in the possession of the
Participating TO that is circumstances which have arisen and evaluate any
options available. The Participating TO also shall make available to such
Project Sponsor, Parties to the Participation Agreement, and the ISO, as
the case may be, studies and work papers related to the cause and extent of
the delay and the Participating TO’s ability to complete the new facilities,
including all information that is in the possession of the Participating TO
that is reasonably needed to evaluate the alternatives.

9.2.2.1 Alternatives to the Original Facility Additions. If the review
process of Section 9.2.2 determines that one or more alternatives
exist to the originally planned construction project, the
Participating TO shall present such alternatives for consideration to
the Project Sponsor, Parties to the Participation Agreement, and
the 1SO, as the case may be. If upon review of any alternatives,
such Project Sponsor, the ISO, or Parties to the Participation
Agreement wish to evaluate or to proceed with one of the
alternative additions or upgrades, such Project Sponsor, the 1SO, or
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9.3

Parties to the Participation Agreement may request that the
Participating TO prepare a revised Facility Study pursuant to
Sections 9.1.1, 9.1.2, and 9.1.3 of this TO Tariff. In the event the
Participating TO concludes that no reasonable alternative exists to
the originally planned addition or upgrade and the Project Sponsor
or Parties to the Participation Agreement or the ISO disagree, the
dispute shall be resolved pursuant to the ISO ADR Procedure.

9.2.2.2 Refund Obligation for Unfinished Facility Additions. If the
Participating TO and the Project Sponsor, the 1SO, or Parties to the
Participation Agreement, as the case may be, mutually agree that
no other reasonable alternatives exist, the obligation to construct
the requested additions or upgrades shall terminate and any deposit
not yet applied toward the expended project costs shall be returned
with interest pursuant to FERC Regulation 35.19(a)(2)(iii).
However, the Project Sponsor and any identified principal
beneficiaries, as the case may be, shall be responsible for all costs
prudently incurred by the Participating TO through the time the
construction was suspended.

Provisions Relating to Transmission Construction on the System of Other
TOs.

9.3.1 Responsibility for Third Party Additions. A Participating TO shall not
be responsible for making arrangements for any engineering, permitting,
and construction of transmission or distribution facilities on the system(s)
of any other entity or for obtaining any regulatory approval for such
facilities. The Participating TO will undertake reasonable efforts through
the coordinated planning process to assist in making such arrangements,
including, without limitation, providing any information or data required
by such other electric system pursuant to Good Utility Practice.

9.3.2 Coordination of Third-Party System Additions. Where transmission
additions or upgrades being built pursuant to the 1SO Tariff require
additions or upgrades on other systems, to the extent consistent with
Section 9.3.3 of this TO Tariff, the Participating TO shall coordinate
construction on its own system with the construction required by others.
The Participating TO, after consultation with the I1SO, the Project Sponsor,
and Parties to the Participation Agreement, as the case may be, may defer
construction if the new transmission facilities on another system cannot be
completed in a timely manner. The Participating TO shall notify such
Project Sponsor, Parties to the Participation Agreement, and the ISO, in
writing of the basis for any decision to defer construction and the specific
problems which must be resolved before it will initiate or resume
construction of the new facilities. Within forty Business Days of receiving
written notification by the Participating TO of its intent to defer
construction pursuant to this section, such Project Sponsor, Parties to the
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10.

Participation Agreement, or the ISO may challenge the decision in
accordance with the ISO ADR Procedure.

Interconnection Process.

10.1

10.2

10.3

Applicability. All requests for Interconnection directly to the ISO Controlled
Grid from parties eligible to request such Interconnection consistent with
Section 210(a) of the FPA shall be processed pursuant to the provisions of this
Section 10. All requests for Interconnection of wholesale generation directly to
the ISO Controlled Grid shall be processed pursuant to the provisions of the ISO
Tariff.

Applications. Except as provided in Section 10.1, a party requesting
Interconnection shall submit a written Interconnection Application which
provides the information required in Section 10.3 to the Participating TO and
shall send a copy of the application to the ISO. The Participating TO shall
timestamp the application to establish study priority.

Interconnection Application. An Interconnection Application shall provide all
the information listed in 18 CFR § 2.20, including, but not limited to, the
following: (i) the identity, address, telephone number, and facsimile number of
the entity requesting Interconnection; (ii) the Interconnection point(s) to the ISO
Controlled Grid contemplated by the applicant; (iii) the resultant (or new)
maximum amount of Interconnection capacity contemplated by the applicant;
(iv) the proposed date for energizing the Interconnection and the term of the
Interconnection service, and (v) such other information as the Participating TO
reasonably required to process the application. In addition to the information
specified above, the following information may also be provided in order to
properly evaluate system conditions: (vi) If the applicant is a wholesale load, the
electrical location of the source of the power (if known) to be transmitted
pursuant to applicant’s request for Interconnection. If the source of the power is
not known, a system purchase will be assumed. If the location of the load is not
known, a system sale will be assumed; and, in addition, if an applicant proposes
to perform or cause a third party to perform any required System Impact Study or
any required Facilities Study, it shall so indicate in its Interconnection
Application. The results of any study or studies performed by an applicant must
be approved by both the ISO and the Participating TO. Within ten (10) Business
Days after receipt of an Interconnection Application, the Participating TO and the
ISO if applicable shall determine whether the application is complete
(“Completed Interconnection Agreement”). Whenever possible, the participating
TO will attempt to remedy deficiencies in the Interconnection Application
through informal communications with the applicant. If such efforts are
unsuccessful, the Participating TO shall return the Interconnection Application to
the applicant. The Participating TO will treat the information in the
Interconnection Agreement, including the applicant’s identity, as confidential at
the request of the applicant except to the extent that disclosure of the information
is required by this TO Tariff, by regulatory or judicial order, for reliability
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10.4

10.5

purposes pursuant to Good Utility Practice, or pursuant to RTG or 1ISO
transmission information sharing agreements. The Participating TO shall treat
this information consistent with the standards of conduct contained in Part 37 of
FERC’s regulations.

10.3.1 Amendment to Completed Interconnection Application. An applicant
shall only be limited to amending its Completed Interconnection
Application once. Such amendment shall occur on or before ten
(10) Business Days following the date the Participating TO tenders any
Facilities Study Agreement. Specifically, an applicant may submit an
amendment to its Completed Interconnection Application to reflect a
revised configuration for its New Facility. The amended Completed
Interconnection Application shall be treated in accordance with Section 25
of the ISO Tariff and Section 10.5 of this TO Tariff; the applicant’s
Completed Interconnection Application shall be deemed withdrawn; and
the applicant shall maintain its existing queue position, if (a) the amended
Completed Interconnection Application is received by the Participating
TO within ten (10) Business Days of the Participating TO’s tender of a
Facilities Study Agreement; and (b) the applicant has not submitted a
previous amendment to the Completed Interconnection Application. In
the event an applicant amends its Completed Interconnection Application,
it will be responsible for any additional study costs that result from that
amendment, including costs associated with revisions to studies for other
applicants holding later queue positions.

Review of Completed Interconnection Application. After receiving a
Completed Interconnection Application, the Participating TO and the ISO, if
applicable, will determine on a non-discriminatory basis whether a System Impact
Study is required. Whenever the Participating TO, and the 1SO, if applicable,
determines that a System impact Study is not required and that neither Reliability
Upgrades nor changes in existing operating procedures are required, the
Participating TO shall notify the applicant within fifteen (15) Business Days of
the Completed Application Date. If the Interconnection can be accommodated
without any Direct Assignment Facilities, then within thirty (30) Business Days of
such notice from the Participating TO, the applicant shall request the Participating
TO to tender to the applicant an Interconnection Agreement within thirty

(30) Business Days of such request. The Participating TO shall tender to the
applicant an Interconnection Agreement as provide in Section 8.1.3. If the
Participating TO determines upon review of the Completed Interconnection
Application, that Direct Assignment Facilities are required, the Participating TO
shall tender to the applicant a Facilities Study Agreement within twenty

(20) Business Days of the Completed Application Date and continue the
Interconnection process pursuant to Section 10.8.

Notice of Need for System Impact Study. If the Participating TO, and the 1SO,
if applicable, determines that a System Impact Study is necessary to accommodate
the requested Interconnection, the Participating TO shall so inform the applicant
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10.6

as soon as practicable. In such cases, the Participating TO shall within twenty
(20) Business Days of receipt of a Completed Interconnection Application, tender
a System Impact Study Agreement that defines the scope, content, assumptions
and terms of reference for such study to be completed by the Participating TO, the
estimated time required to complete it, and such other provisions as the parties
may reasonably require, and pursuant to which the applicant shall agree to
reimburse the Participating TO for the reasonable actual costs of performing the
required System Impact Study. A description of the Participating TO’s
transmission assessment practices for completing a System Impact Study shall be
provided in the Participating TO’s FERC Form 715. Alternatively, if the
applicant will perform the System Impact Study, the Participating TO shall within
twenty (20) Business Days of receipt of a Completed Interconnection Application,
tender a System Impact Study Agreement that defines the scope, content,
assumptions and terms of reference for such study to be reviewed by the
Participating TO; the estimated time required to complete it; and such other
provisions as the parties may reasonably require, and pursuant to which the
applicant shall agree to reimburse the Participating TO for the reasonable actual
costs of reviewing the required System Impact Study. For an Interconnection
request to remain a Completed Interconnection Application, the applicant shall
execute the System Impact Study Agreement and return it to the Participating TO
within ten (10) Business Days together with payment for the reasonable estimated
cost of performing the System Impact Study or reviewing the applicant’s System
Impact Study. Alternatively, if the applicant request the Participating TO to
proceed with the System Impact Study or review thereof and commits to abide by
the terms, conditions, and cost assignments ultimately determined under the ISO
ADR Procedures, including any determination by FERC or appeal of a FERC
determination in accordance with that process, the Participating TO shall
promptly proceed with the System Impact Study provided that such request is
accompanied by payment of the reasonable estimated cost of the System Impact
Study, and the parties shall submit the disputed terms for resolution under the
ISO’s ADR Procedures. If the applicant elects not to execute a System Impact
Study Agreement, and does not request that the Participating TO proceed with the
System Impact Study or review thereof, its application shall be deemed
withdrawn, and the applicant shall reimburse to the Participating TO all costs
reasonably incurred in processing the application.

Impact Study Cost Reimbursement and Agreement.

10.6.1 Cost Reimbursement. The System Impact Study Agreement shall clearly
specify the charge, based on the Participating TO’s estimate of the cost
and time for completion of the System Impact Study. The charge shall not
exceed the reasonable actual cost of the study. In performing the System
Impact Study, the Participating TO shall rely, to the extent reasonably
practicable, on existing transmission planning studies. The applicant will
not be assessed a charge for such existing studies; however, the applicant
will be responsible for the reasonable charges associated with any

24



10.7

10.8

modifications to existing planning studies that are reasonably necessary to
evaluate the impact on the applicant’s request.

10.6.2 Multiple Parties. If multiple parties request Interconnection at the same
location, the participating TO may conduct a single System Impact Study.
The costs of that study shall be pro-rated among the parties requesting
Interconnection.

System Impact Study Procedures. Upon receipt of an executed System Impact
Study Agreement or initiation of the ISO ADR Procedures and receipt of payment
for estimated study costs, the Participating TO will use due diligence to either

(a) complete the required System Impact Study within a sixty (60) calendar day
period or (b) complete its review of an applicant’s System Impact Study within
thirty (30) calendar days of its receipt of the completed study. The System Impact
Study will identify whether any Direct Assignment Facilities or Reliability
Upgrades are necessary to deliver a New Facility’s full output over the ISO
Controlled Grid, or any transmission additions or upgrades are necessary to serve
a wholesale load. The System Impact Study will also identify any adverse impact
on Encumbrances existing as of the applicant’s Completed Application Date. In
the event that the Participating TO is unable to complete the required System
Impact Study within such time period, it shall so notify the applicant, in writing,
and provide an estimated completion date along with an explanation of the
reasons why additional time is required to complete the required studies. A copy
of the completed System Impact Study and related work papers shall be made
available to the applicant and the 1SO. The Participating TO shall notify the
applicant and the ISO immediately upon completion of the System Impact Study.

10.7.1 Procedures Upon Completion of System Impact Study. Within fifteen
(15) Business Days of completion of the System Impact Study or review
and approval of an applicant’s System Impact Study, the Participating TO
shall notify the applicant whether the transmission system will be adequate
to accommodate all of a request for Interconnection. If no costs are likely
to be incurred for any Direct Assignment Facilities, any Reliability
Upgrades, or implementing any operating procedures, then within thirty
(30) Business Days of receipt of written approval of the applicant’s
System Impact Study from the Participating TO and the ISO the applicant
shall request the Participating TO to tender an Interconnection Agreement
within thirty (30) Business Days of such request. The Participating TO
shall tender to the applicant an Interconnection Agreement as provided in
Section 8.1.3. If costs are likely to be incurred to accommodate a request
for Interconnection, the Participating TO shall tender to the applicant a
Facilities Study Agreement pursuant to Section 10.8.

Notice of Need for Facilities Study. If a System Impact Study indicates that
additions or upgrades to the ISO Controlled Grid are needed to satisfy an
applicant’s request for interconnection, the Participating TO shall, within fifteen
(15) Business Days of the date of the System Impact Study or the completion of
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10.9

review and approval of the applicant’s System Impact Study by the Participating
TO, tender to the applicant a Facilities Study Agreement that defines the scope,
content, assumptions and terms of reference for such study to be completed by the
Participating TO; the estimated time required to complete the required study; and
such other provisions as the parties may reasonably require, and pursuant to
which the applicant agrees to reimburse the Participating TO for the reasonable
actual costs of performing the required Facilities Study. Alternatively, if the
applicant will perform the Facilities Study, the Participating TO shall within
fifteen (15) Business Days of the completion date of the System Impact Study or
the completion of review and approval of the applicant’s System Impact Study,
tender a Facilities Study Agreement that defines the scope, content, assumptions
and terms of reference for such study to be reviewed by the Participating TO; the
estimated time required to complete the required review; and such other
provisions as the parties may reasonably require, and pursuant to which the
applicant agrees to reimburse the Participating TO for the reasonable actual costs
of reviewing the required Facilities study. For an Interconnection request to
remain a Completed Interconnection Application, the applicant shall execute the
Facility Studies Agreement and return it to the Participating TO within ten

(10) Business Days together with payment for the reasonable estimated costs of
performing the Facilities Study or reviewing the applicant’s Facilities Study.
Alternatively, if the applicant request the Participating TO to proceed with the
Facilities Study to review thereof and commits to abide by terms, conditions, and
cost assignments ultimately determined under the ISO ADR Procedures, including
any determination by FERC or appeal of a FERC determination in accordance
with that process, the Participating TO shall promptly proceed with the Facilities
Study provided that such request is accompanied by payment for the reasonable
estimated cost of the Facilities Study, and the parties shall submit the disputed
terms for resolution under the ISO ADR Procedures. If the applicant elects not to
execute a Facilities Study Agreement and does not request that the Participating
TO proceed with the Facilities Study or review thereof, its application shall be
deemed withdrawn and the applicant shall reimburse to the Participating TO all
costs reasonably incurred in processing the application not covered by the System
Impact Study Agreement.

Facilities Study Procedures. Upon receipt of an executed Facilities Study
Agreement or initiation of the ISO ADR Procedures and receipt of payment for
the estimated study costs, the Participating TO will use due diligence to either
(a) complete the required Facilities Study within a sixty (60) calendar day period
or (b) complete its review of an applicant’s Facilities Study within thirty

(30) calendar days of its receipt of the Completed Study. In the event that
Participating TO is unable to complete the required Facilities Study within such
time period, it shall so notify the applicant, in writing, and provide an estimated
completion date along with an explanation of the reasons why additional time is
required to complete the required studies. A copy of the completed Facilities
Study shall be made available to the applicant.
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10.9.1 Execution of Interconnection Agreement. Within thirty (30) Business
Days of receipt of the completed Facilities Study performed by the
Participating TO or receipt of written approval of the applicant’s Facilities
Study from the Participating TO, the applicant shall request the
Participating TO to tender an Interconnection Agreement within thirty
(30) Business Days of such request. The Participating TO shall tender to
the applicant an Interconnection Agreement as provided in Section 8.1.3.

10.10 Partial Interim Service. If the Participating TO determines that there will not be
adequate transmission capability to satisfy the full amount requested in a
Completed Interconnection Application, the Participating TO nonetheless shall be
obligated to offer and provide the portion of the requested Interconnection that
can be accommodated without any additional Direct Assignments Facilities or
Reliability Upgrades. However, the Participating TO shall not be obligated to
provide the incremental amount of requested Interconnection that requires such
additional facilities or upgrades until such facilities or upgrades have been placed
in service.

10.11 Expedited Interconnection Procedures. In lieu of the procedures set forth
above, the applicant shall have the option to expedite the processing of its
Completed Interconnection Application. In order to exercise this option, the
applicant shall submit in writing a Request for Expedited Interconnection
Procedures to the Participating TO within ten (10) Business Days after receiving a
copy of the System Impact Study for the proposed Interconnection. Within ten
(10) Business Days after receiving a Request for Expedited Procedures, the
Participating TO shall tender an Expedited Interconnection Agreement that
requires the applicant to compensate the Participating TO for all costs reasonably
incurred pursuant to the terms of this To Tariff for processing the Completed
Interconnection Application and providing the requested Interconnection. While
the Participating TO agrees to provide the applicant with its best estimate of the
costs of any needed Direct Assignment Facilities and, if applicable, Reliability
Upgrades, and such other charges that may be incurred, unless otherwise agreed
by the parties, such estimate shall not be binding and the applicant must agree in
writing to compensate the Participating TO for all actual Interconnection costs
reasonably incurred pursuant to the provisions of this TO Tariff. The applicant
shall execute and return such Expedited Service Agreement within ten
(10) Business Days ofits receipt or the applicant’s request for Interconnection
will cease to be a Completed Interconnection Application and will be deemed
terminated and withdrawn, In that event, the applicant shall reimburse the
Participating TO for all costs reasonably incurred in processing the application
not covered by the terms of the System Impact Study Agreement.

11. Uncontrollable Forces and Indemnification.

11.1 Procedures to Follow If Uncontrollable Force Occurs. In the event of the
occurrence of an Uncontrollable Force which prevents the Participating TO or a
Market Participant from performing any of its obligations under this TO Tariff,
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12.

11.2

the affected entity shall (i) if it is the Participating TO, immediately give notice to
the Market Participants in writing of the occurrence of such Uncontrollable Force
and, if it is a Market Participant, immediately give notice to the Participating TO
of the occurrence of such Uncontrollable Force; (ii) not be entitled to suspend
performance in any greater or longer duration than is required by the
Uncontrollable Force, (iii) use its best efforts to mitigate the effects of such
Uncontrollable Force, remedy its inability to perform, and resume full
performance hereunder, (iv) in the case of the Participating TO, keep the Market
Participants apprised of such efforts and, in the case of the Market Participants,
keep the Participating TO approved of mitigation efforts, in each case on a
continual basis; and (v) provide written notice of the resumption of performance
hereunder. Notwithstanding any of the foregoing, the settlement of any strike,
lockout, or labor dispute constituting an Uncontrollable Force shall be within the
sole discretion of the entity affected thereby, and the requirement that a
Participating TO or Market Participant must use its best efforts to remedy the
cause of the Uncontrollable Force and mitigate its effects and resume full
performance hereunder shall not apply to strikes, lockouts, or labor disputes. No
Market Participant or Participating TO will be considered in default as to any
obligation under this TO Tariff if prevented from fulfilling the obligation due to
the occurrence of an Uncontrollable Force.

Indemnification. A Market Participant shall at all times indemnify, defend, and
save the Participating TO harmless from any and all damages, losses, claims,
(including claims and actions relating to injury or to death of any person or
damage to property), demands, suits, recoveries, costs and expenses, court costs,
attorney fees, and all other obligations by or to third parties, arising out of or
resulting from the Participating TO’s performance of its obligations under this TO
Tariff on behalf of a Market Participant, except in cases of negligence or
intentional wrongdoing by the Participating TO.

Regulatory Filings. Nothing contained herein shall be construed as affecting, in any
way, the right of any electric utility (as defined by the Federal Power Act) Participating
TO furnishing services in accordance with this TO Tariff, or any tariff and rate schedule
which results from or incorporates this TO Tariff, unilaterally to make application to
FERC as it deems necessary and appropriate to recover its Transmission Revenue
Requirements, or for a change in its rates, including changes in rate methodology, or for a
change in designation of transmission facilities to be placed under the ISO’s control, in
each case under Section 205 of the FPA and pursuant to the FERC’s Rules and
Regulations promulgated thereunder. Nothing contained herein shall be construed as
affecting in any way the ability of any Eligible Customer receiving services in
accordance with this TO Tariff to exercise its rights under the Federal Power Act and
pursuant to the FERC’s rules and regulations promulgated thereunder.

121

Open Access. For purposes of the Stranded Cost Recovery available under Order
Nos. 888, 888-A, and 890, this Tariff, combined with the ISO Tariff and
wholesale distribution access tariff, if any, shall be considered an open access
tariff under FERC Order Nos. 888, 888-A, and 890.
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13.

14.

15.

16.

Creditworthiness

13.1 UDCs, MSSs, and Scheduling Coordinators Using the Participating TO’s
Low Voltage Transmission Facilities. For the purpose of determining the ability
of a UDC, MSS, and Scheduling Coordinator to meet its obligations related to
service using the Participating TO’s Low Voltage Transmission Facilities
hereunder, where the Participating TO is collecting the Low Voltage Access
Charge directly from each UDC, MSS and Scheduling Coordinator, the
Participating TO may require reasonable credit review procedures for the UDC,
MSS, or Scheduling Coordinator. This review shall be made in accordance with
standard commercial practices. In addition, the Participating TO may require the
UDC, MSS, or Scheduling Coordinator to provide and maintain in effect during
the term of the service, an unconditional and irrevocable letter of credit as security
to meet its responsibilities and obligations under this TO Tariff, or an alternative
form of security proposed by the UDC, MSS, or Scheduling Coordinator and
acceptable to the Participating TO, and consistent with commercial practices
established by the Uniform Commercial Code, that protect the Participating TO
against the risk of non-payment.

13.2 End-Users. Creditworthiness rules applicable to End-Users shall be pursuant to
the then-current rules of the applicable Local Regulatory Authority.

Disputes. Except as limited below or as otherwise limited by law, the ISO ADR
procedures shall apply to all disputes between parties which arise under this TO Tariff or
under or in respect of the proposed terms and conditions of a Facilities Study Agreement,
System Impact Study Agreement or Expedited Service Agreement. The ISO ADR
Procedures set forth in Section 13 of the ISO Tariff shall not apply to disputes as to
whether rates and charges set forth in this TO Tariff (other than charges for studies) are
just and reasonable under the FPA.

[Reserved].
Miscellaneous.

16.1 Notices. Any notice, demand, or request in accordance with this TO Tariff,
unless otherwise provided in this TO Tariff, shall be in writing and shall be
deemed properly served, given, or made: (i) upon delivery if delivered in person,
(ii) five days after deposit in the mail if sent by first class United States mail,
postage prepaid, (iii) upon receipt of confirmation by return electronic facsimile if
sent by facsimile, or (iv) upon Party at the address set forth in Appendix IV. Any
Party may at any time, by notice to the other Parties, change the designation or
address of the person specified in Appendix IV to receive notice on its behalf.
Any notice of a routine character in connection with service under this TO Tariff
or in connection with operation of facilities shall be given in such a manner as the
Parties may determine from time to time, unless otherwise provided in this TO
Tariff.
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16.2

16.3

Waiver. Any waiver at any time by any Party of its rights with respect to any
default under this TO Tariff, or with respect to any other matter arising in
connection with this TO Tariff, shall not constitute or be deemed a waiver with
respect to any subsequent default or other matter arising in connection with this
TO Tariff. Any delay short of the statutory period of limitations in asserting or
enforcing any right shall not constitute or be deemed a waiver.

Confidentiality.

16.3.1

16.3.2

Maintaining Confidentiality If Not for Public Disclosure. The
Participating TO shall maintain the confidentiality of all of the documents,
data, and information provided to it by any other Market Participant that
such Market Participant may designate as confidential, provided, however,
that the information will not be held confidential by the Participating TO if
(1) the Participating TO or Market Participant is required to provide such
information for public disclosure pursuant to this TO Tariff or applicable
regulatory requirements, or (2) the information becomes available to the
public on a non-confidential basis (other than from the Participating TO).

Disclosure of Confidential Information. Notwithstanding anything in
this Section 16.3 to the contrary, if the Participating TO or any Market
Participant is required by applicable laws or regulations, or in the course
of administrative or judicial proceedings, to disclose information that is
otherwise required to be maintained in confidence pursuant to this
Section 16.3, the Participating TO or Market Participant may disclose such
information; provided, however, that as soon as such Participating TO or
Market Participant learns of the disclosure requirement and prior to
making such disclosure, such Participating TO or Market Participant shall
notify the affected Participating TO or Market Participants of the
requirement and the terms thereof. The affected Participating TO or
Market Participants may, at their sole discretion and own costs, direct any
challenge to or defense against the disclosure requirement and the
disclosing Participating TO or Market Participant shall cooperate with
such affected Participating TO or Market Participants to the maximum
extent practicable to minimize the disclosure of the information consistent
with applicable law. The disclosing Participating TO or Market
Participant shall cooperate with the affected Participating TO or Market
Participants to obtain proprietary or confidential treatment of confidential
information by the person to whom such information is disclosed prior to
any such disclosure.

16.4 TO Tariff Supersedes Existing Tariffs. This TO Tariff, together with the ISO
Tariff and wholesale distribution access tariff if any, supersedes any pre-existing
open access transmission tariff of the Participating TO.
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16.5

16.6

16.7

16.8

16.9

16.10

16.11

Titles. The captions and headings in this TO Tariff are inserted solely to facilitate
reference and shall have no bearing upon the interpretation of any of the rates,
terms, and conditions of this TO Tariff.

Severability. If any term, covenant, or condition of this TO Tariff or the
application or effect of any such term, covenant, or condition is held invalid as to
any person, entity, or circumstance, or is determined to be unjust, unreasonable,
unlawful, imprudent, or otherwise not in the public interest, by any court or
government agency of competent jurisdiction, then such term, covenant, or
condition shall remain in force and effect to the maximum extent permitted by
law, and all other terms, covenants, and conditions of this TO Tariff and their
application shall not be affected thereby but shall remain in force and effect. The
Participating TO and Market Participants shall be relieved of their obligations
only to the extent necessary to eliminate such regulatory or other determination,
unless a court or governmental agency of competent jurisdiction holds that such
provisions are not severable from all other provisions of this TO Tariff.

Preservation of Obligations. Upon termination of this TO Tariff, all unsatisfied
obligations of any entity shall be preserved until satisfied.

Governing Law. This TO Tariff shall be interpreted, governed by, and construed
under the laws of the State of California, without regard to the principles of
conflict of laws thereof, or the laws of the United States, as applicable, as if
executed and to be performed wholly within the State of California.

Appendices Incorporated. The several appendices to this TO Tariff, as may be
revised from time to time, are attached to this TO Tariff and are incorporated by
reference as if fully set forth herein.

Conflict With 1SO Tariff. If a Market Participant identifies a conflict between
the TO Tariff and the ISO Tariff, the Participating TO and the Market Participant
shall make good-faith efforts to resolve the conflict. If the Participating TO and
Market Participant are unable to informally resolve that conflict, the Participating
TO and Market Participant may use the ISO ADR Procedures to resolve it as set
forth in Section 14 of this Tariff.

Conflicting Operating Instructions. In the event a Market Participant receives
conflicting operating instructions from the 1ISO and one or more Participating
TO(s), if human safety would not knowingly be neither jeopardized nor electric
facilities subject to damage while the Market Participant seeks to reconcile the
conflict with the appropriate 1SO and Participating TO employees before acting,
the Market Participant should attempt a reconciliation. Otherwise, the Market
Participant shall adhere to ISO Tariff Section 4.2 and follow the ISO’s
instructions. In no event shall a Market Participant be required to follow
operating instructions from the 1SO if following those instructions would
knowingly jeopardize human safety.
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APPENDIX |

Transmission Revenue Requirement and TRBAA

. The GridLiance West Base Transmission Revenue Requirement shall be determined
pursuant to the formula rate in Appendix Il of this TO Tariff.

. The TRBAA is $201,112 for the twelve month period effective January 1, 2017, as
computed in accordance with Section 5.5 of this TO Tariff and the ISO Tariff.

. All of GridLiance West’s facilities and Entitlements placed under the ISO’s Operational
Control are related to High Voltage Facilities as defined in the ISO Tariff.

. The TRBAA will be recalculated annually consistent with the ISO Tariff, approved by
the FERC, and provided to the ISO.
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APPENDIX 11

NOTICES
Designated Representative:

N. Beth Emery

Conor Ward

Senior Vice President & General Counsel
GridLiance West Transco LLC

2 N. LaSalle Street, Suite 420

Chicago, IL 60602

Telephone: 312-283-5222

Facsimile: 312-283-5199
bemery@gridliance.com
cward@gridliance.com

Alternative Representatives:

William D. DeGrandis

Paul Hastings LLP

875 15th St. N.W.

Washington, DC 20005
Telephone: (202) 551-1700
Facsimile: (202) 551-0418
billdegrandis@paulhastings.com
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APPENDIX 111
GRIDLIANCE WEST TRANSCO LLC
FORMULA RATE
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Attachment
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Attachment
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2a
2b

3a

4a

6a
6b
6c
6d
6e
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10
11

GridLiance West Transco LLC (GWT)
Formula Rate Index

Main Body of the Formula

Revenue Credit Worksheet

Cost Support

Cost Support

Cost Support

Incentives

Incentive (13 Monthly Balances)

Transmission Enhancement Charge Worksheet

SITand p

True-Up

Accumulated Deferred Income Taxes (ADIT) Worksheet (Projection)
Accumulated Deferred Income Taxes (ADIT) Worksheet (Projection Proration)
Accumulated Deferred Income Taxes (ADIT) Worksheet (Beginning of Year Projection)
Accumulated Deferred Income Taxes (ADIT) Worksheet (End of Year Projection)
Accumulated Deferred Income Taxes (ADIT) Worksheet (True-up)
Depreciation Rates

Future Use

Reg Asset and Abandoned Plant Details

Unfunded Reserves

CwIpP

WP1-WP4



Line

Formula Rate - Non-Levelized

GROSS REVENUE REQUIREMENT

REVENUE CREDITS
Total Revenue Credits
True-up Adjustment

NET REVENUE REQUIREMENT

(line 67)

Attach 1, line 7
Attach 5, Line 3

(line 1 minus line 2 plus line 3)

Rate Formula Template
Jtilizing FERC Form 1 Data
GridLiance West Transco LLC

(]

Total

P
DA

Allocator

1.000

Appendix I1T
Page 1 of 5

Projected Annual Transmission Revenue Requirement
For the 12 months ended 12/31/__
@)

Allocated
Amount



Line

Formula Rate - Non-Levelized

RATE BASE:

GROSS PLANT IN SERVICE (Notes M & P)

GridLiance West Transco LLC

@

Source

©)
Transmission
(Col 3 times Col 4)

Transmission (Attach 2, line 15) P -
General & Intangible (Attach 2, lines 30 & 45) WIS - -
TOTAL GROSS PLANT (sum lines 5-6) (If line 5>0, GP=line 7, column 5 / line 7, column 3. If GP= -
line 5=0, GP=
ACCUMULATED DEPRECIATION & AMORTIZATION (Notes M & P)
Transmission (Attach 2, line 61) g - -
General & Intangible (Attach 2, lines 76 & 91) WIS -
TOTAL ACCUM. DEPRECIATION (sum lines 9-10) -
NET PLANT IN SERVICE
Transmission (line 5 minus line 9) -
General & Intangible (line 6 minus line 10) -
TOTAL NET PLANT (sum lines 13-14) (If line 13>0, NP= line 15, column 5/ line 15, column 3. If NP= -
line 15=0, NP=0)
ADJUSTMENTS TO RATE BASE  (Note A)
ADIT (Note R) (Attach 6a or 6e, line 8) DA 1.0000 -
Account No. 255 (enter negative) (Note F) (Attach 2a, line 93) NP - -
cwiPp (Attach 11, column (u), line 26) DA 1.0000 -
Unfunded Reserves (Attach 10, column (s), line 2) DA 1.0000 -
Unamortized Regulatory Assets (Attach 9, column (v), line 51) DA 1.0000 -
Unamortized Abandoned Plani (Attach 9, column (v), line 62) DA 1.0000 -
TOTAL ADJUSTMENTS (sum lines 17-22) -
LAND HELD FOR FUTURE USE (Attach 8, column (d), line 2) P - -
WORKING CAPITAL
cwe Calculated (1/8 * (line 38 less line 33b)) NA -
Materials & Supplies (Note B) (Attach 2a, line 146) TP - -
(Account 165 - Note C) (Attach 2a, line 110) GP -

TOTAL WORKING CAPITAL (sum lines 26-28)

RATE BASE (sum lines 15, 23, 24, & 29)

Appendix I1T
Page 2 of 5

For the 12 months ended 12/31/__



Formula Rate - Non-Levelized Rate Formula Template
Utilizing FERC Form 1 Data
GridLiance West Transco LLC

(&) @) ©) )
Source Company Total Allocator
0&m

Transmission 321.112.b & (Note O) - g -
Less Accounts 565 and 566 321.96.b&97.b = P -
Account 566 excluding Amortization of Regulatory Assets  321.97.b less line 33b DA 1.0000
Account 566 Amortization of Regulatory Assets (Attach 9, line 51, col. f) - DA 1.0000

A&G 323.197.b - wis -
Less EPRI & Reg. Comm. Exp. & Other Ad. (Sum Attach 2a, lines 128, 129, 131) (Note D) - wIs -
Plus Transmission Related Reg. Comm. Exp. (Attach 2a, line 129) (Note D) - wis -
PBOP expense adjustment (Attach 2a, line 155) - wIs

TOTAL O&M and A&G (sum lines 32, 33a, 33b, 34, 36, 37 less lines 33 & 35) -

DEPRECIATION EXPENSE (Notes M & P)

Transmission Sum336.7.b,d&e = P -
General and Intangible Sum 336.1.b, d & e + Sum 336.10.b, d & e = wis -
Amortization of Abandoned Plant (Attach 9, column (f), line 62) - DA 1.0000

©)

Transmission
(Col 3 times Col 4)

TOTAL DEPRECIATION (Sum lines 40-42) N

TAXES OTHER THAN INCOME TAXES (Note E)

LABOR RELATED
Payroll 263._.i (enter FN1 line #) - wis - -
Highway and vehicle 263.__.i (enter FN1 line #) - wIs -
PLANT RELATED
Property 263.__.i (enter FN1 line #) - GP - -
Gross Receipts 263._.i (enter FN1 line #) - GP - -
Other 263.__.i (enter FN1 line #) - GP - -
TOTAL OTHER TAXES (sum lines 46, 47, 49, 50, 51) - -
INCOME TAXES (Note F)
T=1-{[(1-SIT)* (1 FIM)]/ (1- SIT*FIT* p)} = -
CIT=(T/1-T) * (1-(WCLTDIR)) = -
where WCLTD=(line 83) and R= (line 86}
and FIT, SIT & p are as given in footnote F.
1/(1-T) =(T from line 54)
Amortized Investment Tax Credit (Attach 2a, line 93a) -
Income Tax Calculation = line 70, Col. (d) - NA -
ITC adjustment (line 58 * line 59) - NP -
Total Income Taxes (line 60 plus line 61) - -
RETURN
[ Rate Base (line 30) * Rate of Return (line 86)] - NA -

Rev Requirement before Incenitive Projects (sum lines 38, 43, 52, 62, 64)
Return and Income Tax on Incentive Projects (Attach 4, column (J), line 8) - DA 1.0000

Total Revenue Requirement (sum lines 65 & 66) -

(a) (b) (© (d)
% Ownership that has
Actual or Potential

Income Taxes Income Tax Liability ~ Line 68 is [1-Col. (b)] Total Income Taxes
Ownership (input in Col. B the % ownership with Income Tax Liability) - 1.0000

Return from Line 63 times % in Line 68 - -
Income Tax Line 55 {CIT=(T/1-T) * (1-(WCLTD/R))] x Line 6¢ - N/A

Appendix I1T
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For the 12 months ended 12/31/___



Formula Rate - Non-Levelized

Utilizing FERC Form 1 Data
GridLiance West Transco LLC

SUPPORTING CALCULATIONS AND NOTES

TRANSMISSION PLANT INCLUDED IN RTO RATES

Total transmission plant  (line 5, column 3)
Less transmission plant excluded from CAISO rates  (Attach 2a, line 132) (Note H)
Less plant included in OATT Ancillary Services (Attach 2a, line 132a) (Note H)

Transmission plant included in RTO rates (line 72 less lines 73 & 74)

Appendix 111
Page 4 of 5

For the 12 months ended 12/31/__

Percentage of transmission plant included in RTO Rates (line 75 divided by line 72) [If line 72 equals zero, enter 1. TP= -
WAGES & SALARY ALLOCATOR (W&S)
Form 1 Reference TP Allocation
Transmission 354.21b
Other 354.24,2526.b N/A (8 / Allocation)
Total (sum lines 79-80) [ If there are no labor dollars,input $1 on line 79 = - = w/s
which is then multiplied by the TP allocator on line 79]
RETURN (R)  (Note J)
% Cost Weighted
Long Term Debt (Attach 2b, lines 161 & 183) - - =WCLTD
Preferred Stock (Attach 2b, lines 163 & 185) - -
Common Stock  (Attach 2b, line 170) 10.90% -
Total (sum lines 83-85)
Sum Of Net Transmission Plant, CWIP in Rate Base, Regulatory Asset and Unamortized Abandoned Plant (a)

Net Transmission Plant in Service (Line 13, column 5)
cwiP (Line 19, column 5)
Unamortized Abandoned Plant (Line 22, column 5)
Regulatory Assets (Line 21, column 5)

Sum Of Net Transmission Plant, CWIP in Rate Base, Regulatory Asset and Unamortized Abandoned Plant

DA indicates Direct Assignment and is equal to 1
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Appendix 111
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SUPPORTING CALCULATIONS AND NOTES
Formula Rate - Non-Levelized
Rate Formula Template
Utilizing FERC Form 1 Data For the 12 months ended 12/31/___
GridLiance West Transco LLC

General Note: References to pages in this formulary rate are indicated as: (page#, line#, col.#)
References to data from FERC Form 1 are indicated as: #.#.x (page, line, column)

The balances in Accounts 190, 281, 282 and 283, as adjusted by any amounts related to FASB 158 or 109. Balance of Account 255 is reduced by prior flow
throughs and excluded if the utility chose to utilize amortization of tax credits against taxable income as discussed in Note F. Account 281 is not allocated.
Identified in Form 1 as being only transmission related.
Prepayments are the electric related prepayments booked to Account No. 165 and reported on Page 111, line 57 in the FERC Form 1, excluding any prepaid income taxes and prepaid pension assets.
Line 35 excludes all Regulatory Commission Expenses itemized at 351.h, all advertising included in Account 930.1 (except safety, education or out-reach related advertising) and all EEl and EPRI dues and expenses
Line 36 reflects all Regulatory Commission Expenses directly related to transmission service, RTO filings, or transmission siting itemized at 351.h
Includes only FICA, unemployment, highway, property, gross receipts, and other assessments charged in the current year. Taxes related to income are excluded. Excludes other taxes associated with facilities leased to others that are charged to the lessee.

CIT is the currently effective composite income tax rate, where FIT is the Federal income tax rate; SIT is the State income tax rate, and p = "the percentage of federal income tax deductible for state income taxes". Furthermore, a utility that elected to utilize
amortization of tax credits against taxable income, rather than book tax credits to Account No. 255 and reduce rate base, must reduce its income tax expense by the amount of the Amortized Investment Tax Credit (Form 1, 266.8.f) multiplied by (1/1-T) .
Inputs Required: FIT= -
SIT= - (SIT from Attach 4a, column (e), line 2)
= - (p from Attach 4a, column (f), line 2)
For each Rate Year (including both Annual Projections and True-Up Adjustments) the statutory income tax rates utilized in the Formula Rate shall reflect the weighted average rates actually in effect during the Rate Year. For example, if the statutory tax rate is
10% from January 1 through June 30, and 5% from July 1 through December 31, such rates would be weighted 181/365 and 184/365, respectively, for a non-leap year.
Reserved
Removes dollar amount of transmission plant included in the development of OATT ancillary services rates and generation step-up facilities, which are deemed to be included in OATT ancillary services. For these purposes, generation step-up facilities are those
facilities at a generator substation on which there is no through-flow when the generator is shut down.
Reserved
ROE will be supported in the original filing and no change in ROE may be made absent a filing with FERC under FPA Section 205 or 206.
Reserved
The regulatory assets will accrue carrying costs equal to the weighted cost of capital on line 82 until the formula rate is effective and the resulting charges are assessed to customers.
Any plant leased to others will be removed from Plant In Service and booked to Leased Plant, Account 104. Expenses charged to the lessee will be booked to Account No. 413 and the accumulated depreciation
associated with the leased plant shall not be included above on lines 9-11.
Reserved
Excludes TRBAA expenses.
Excludes costs associated with Asset Retirement Obligations (ARO) absent a subsequent filing under FPA Section 205.
Reserved
Attachment 6a to be used for projected balances and Attachment 6e to be used for actual balances during the true-up.



Attachment 1 - Revenue Credit Workpaper
GridLiance West Transco LLC

Account 454 - Rent from Electric Property (Note 3) Notes 1 & 3
1 Rent from FERC Form No. 1 Note 3, line 11 -
Account 456 and 456.1 (Note 3) Notes 1 & 3
2 Other Electric Revenues (Note 2) Note 3 -
3 Professional Services Note 3 -
4 Revenues from Directly Assigned Transmission Facility Charges (Note 2, Note 3 -
5 Rent or Attachment Fees associated with Transmission Facilities Note 3 -
6 Other Note 3 -
7 Total Revenue Credits Sum lines 2-6 + line 1 -

Note 1 All revenues booked to Account 454 that are derived from cost items classified as transmission-related will be included as a revenue credit. All revenues booked to Account
456 that are derived from cost items classified as transmission-related, and are not derived from rates under this transmission formula rate will be included as a revenue credit.
Work papers will be included to properly classify revenues booked to these accounts to the transmission function. A breakdown of all Account 454 revenues by subaccount will
be provided below, and will be used to derive the proper calculation of revenue credits. A breakdown of all Account 456 revenues by subaccount and customer will be provided
and tabulated below, and will be used to develop the proper calculation of revenue credits. All revenue credits that are included in the TRBAA are excluded here.

Note 2 If the facilities associated with the revenues are not included in the formula, the revenue is shown below, but not included in the total above and explained in the Attachment 3.
This includes plant leased to others and the associated expenses outlined in Note M of Appendix 1l

Note 3 All Account 454, 456, and 456.1 Revenues must be itemized below and tie to the FERC Form No. 1 cites set forth below

Line No.
1 Account 456 and 456.1 (300.21.b plus 300.22.b TOTAL CALISO Other 1 Other 2
la  Transmission Service - - - -
XX
1x  Trans. Fac. Charge - - . -
2 Trans Studies, etc - - R R
3 Total (must tie to 300.21.b plus 300.22.b; - B B B
4 Less:
5 Revenue for Demands in Divisor - - - -
6 Revenue Credits included in the TRBAA - - - .
7 Sub Total Revenue Credit - - - .
8 Prior Period Adjustments (Note 4) - B B B
9 Total _
10 Account 454 $

10a  Joint pole attachments - telephone -
10b  Joint pole attachments - cable -
10c  Underground rentals -
10d  Transmission tower wireless rentals -
10e  Other rentals -
10f  Corporate headquarters sublease -
10g  Misc non-transmission rentals -
10x xxxx -
11 Total (must tie to 300.19.b) -

Note 4  Prior Period Adjustments will correct errors discovered after an annual true-up to be refunded or charged to customers. The annual update will describe the basis for any Prior Period Adjust



Plant in Service Worksheet - Note P from Appendix Il

Attachment 2 - Cost Support
GridLiance West Transco LLC

Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions

1 Calculation of Transmission Plant In Service Source Year Balance
2 December p206.58.b less p206.57.k
3 January Note A

4 February Note A

5 March Note A

6 April Note A

7 May Note A

8 June Note A

9 July Note A

10 August Note A

11 September Note A

12 October Note A

13 November Note A

14 December p207.58.g less p207.57.g
15 Transmission Plant In Service (sum lines 2-14) /13

16 Calculation of Intangible Plant In Service Source

17 December p204.5.b

18 January Note A

19 February Note A

20 March Note A

21 April Note A

22 May Note A

23 June Note A

24 July Note A

25 August Note A

26 September Note A

27 October Note A

28 November Note A

29 December p205.5.9

30 Intangible Plant In Service (sum lines 17 - 29) /13
31 Calculation of General Plant In Service Source

32 December p206.99.b lessp206.98.b
33 January Note A

34 February Note A

35 March Note A

36 April Note A

37 May Note A

38 June Note A

39 July Note A

40 August Note A

41 September Note A

42 October Note A

43 November Note A

44 December p207.99.g lessp207.98.9
45 General Plant In Service (sum lines 32 - 44) /13
46 Total Plant In Service (sum lines 15, 30, and 45)




Accumulated Depreciation Worksheet

47
48
49
50
51
52
53
54
55
56
57
58
59
60
61

62
63
64
65
66
67
68
69
70
71
72
73
74
75
76

7
78
79
80
81
82
83
84
85
86
87
88
89
90
91

92

Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions

Calculation of Transmission Accumulated Depreciation Source Year Balance
December Prior year p219.25.c
January Note A

February Note A

March Note A

April Note A

May Note A

June Note A

July Note A

August Note A

September Note A

October Note A

November Note A

December p219.25.c
Transmission Accumulated Depreciation (sum lines 48-60) /13
Calculation of Intangible Accumulated Depreciation Source

December Prior year p200.21.c
January Note A

February Note A

March Note A

April Note A

May Note A

June Note A

July Note A

August Note A

September Note A

October Note A

November Note A

December p200.21.c
Accumulated Intangible Depreciation (sum lines 63 - 75) /13
Calculation of General Accumulated Depreciation Source

December Prior year p219.28.c
January Note A

February Note A

March Note A

April Note A

May Note A

June Note A

July Note A

August Note A

September Note A

October Note A

November Note A

December p219.28.c
Accumulated General Depreciation (sum lines 78 - 90) /13

Total Accumulated Depreciation

(sum lines 61, 76, and 91)

Note A: Input the value associated with the amount as if reported in FERC Form No. 1 consistent with the first source in the section.

The source for the values is internal company records




ADJUSTMENTS TO RATE BASE  (Note A)

Attachment 2a - Cost Support
GridLiance West Transco LLC

Appendix ll Line #s, Descriptions, Notes, Form 1 Page #s and Instructions

Details

Beginning of Year End of Year "Average Balance "Amortization
93 Account No. 255 (enter negative) 266.8.b & 267.8.F - Either line 93 or 93a, but not both. See Notes A and F on
93a Account No. 25§ 266.8.f Appendix Ill
96 Prepayments (Account 165)
(Prepayments excludes Prepaid Pension Assets and prepaid income taxes Year Balance]
97 December 111.57.0 °
98 January company records -
99 February company records -
100 March company records -
101 April company records -
102 May company records -
103 June company records -
104 July company records -
105 August company records -
106 September company records -
107 October company records -
108 November company records -
109 December 111.57. =
110 Prepayments (sum lines 97-109) /13 -
[EPRI Dues Cost Support
Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions Details
Allocated General & Common Expenses
EPRI Dues EPRI & EEI Costs
128 EPRI and EEI dues and expenses to be excluded from the formula ratt p353,_f (enter FN1 line #)
128a List EPRI and EE| dues and expenses
Regulatory Expense Related to Transmission Cost Suppor
Transmission Non-transmission
Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions Form 1 Amount Related Related Details*
Directly Assigned A&C A B C
(Col A- Col B)
129 Regulatory Commission Exp Account 928 p323.189.k -
(Column B shall be all Regulatory Commission Expenses directly related to transmission service,
RTO filings, or transmission siting itemized at 351.h consistent with Footnote D on Appendix I/
* insert case specific detail and associated assignments here
Safety Related and Education and Out Reach Cost Suppor
Safety Related,
Education,
Siting &
Outreach
Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions Form 1 Amount Related Other Details
Directly Assigned A&C A B C
(Col A- Col B)
131 General Advertising Exp Account 930.1 p323.191t -
[Column B shall be safety, education, siting or out-reach related advertising consistent witt
Note D on Appendix Il
Excluded Plant Cost Support
Transmission
Facilities Excluded
Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions from CAISO Rates Description of the Facilities
j to Remove Revenue i with Excluded ion Facilitie
132 Transmission Facilities Excluded from CAISO Rates General Description of the Facilities
132a Transmission Facilities Included in OATT Ancillary Services General Description of the Facilities
Add more lines if necessary
Materials & Supplies
[Appendix I Line #s, Descriptions, Notes, Form 1 Page #s and Instruction
A B [
Stores Expense  Transmission Materials &
Note: for the projection, the prior year's actual balances will be used Undistributed Supplies Total
Form No.1 page p227.16 p227.8 (Col A+ Col B)
133 December Columnb -
134 January company records
135 February company records
136 March company records -
137 April company records -
138 May company records -
139 June company records -
140 July company records -
141 August company records -
142 September company records -
143 October company records -
144 November company records -
145 December Columnc =
146 Average




PBOPs

‘Appendix Il Line #s, Descriptions, Notes, Form 1 Page #s and Instructions

Total PBOP expenses

Labor dollars

Cost per labor dollar

labor (labor not capitalized) current year

PBOP Expense for current year

Lines 148 and 149 cannot change absent approval or acceptance by FERC in a separate proceeding.
PBOP amount included in Company's O&M and A&G expenses in Form No. 1

PBOP expense adjustment

A Amounts will be zero until changed pursuant to a FERC order.
B The sum of all affiate labor included in accounts 560 to 579 and 920 to 935

Note A
Note A

Line 148 divided by line 149
(Note B)

Line 150 times line 151

Line 154 - Line 152

Amount

Details




Atachment 2b - Cost Support

GridLiance West Transco LLC
Capital Structure
Appendix i Line #s, Descriptions, Notes, Form 1 Page
Form No.t
Line No. Description Reference December January February March Apii May June uly August September October November December ___ 13 Month Avg
oL@ Col. () Col(0) Col (@) ol (g) ol () ol (g) Col. () Col.() Col () Col (9 Col. () Col.(m) ol (n)

156 Long Ter Deb
187 Acct221 Bonds 12180 - - - -
158 Acct 223 Advances from Assoc. Companies 122060 - - - - -
189 Acct 224 Other Long Tem Debt 122100 - - - - -
160 Less Acct 222 Reacquired Debt 11219 ¢ enter negative - - - - -
161 Total Long Term Debt ‘Sum Lines 156 - 160 - - - - -
182
163 Prefered Stock (Note 1) 12304 - - - - -
164
165 Common Equiy- Per Books 12160 - - - - -
166 Less Acct 204 Prefered Stock 12304 - - - - -
167 Less Acct 219 Accum Other Compre. Incom: 1215¢4 - B B - )
168 Less any acqisiion premium or Goodill Note 3
169 Less Acct216.1 Unapproprated ndistibuted Subsidiary Earning 1212¢0 - - - = -
170 Adjusted Common Equity Ln 165 - 166 - 167- 169 - - - - -
m
172 Total (Line 161 plus Line 163 plus Line 170) - - - - -
m
174 Costof Debt
175 Acctd2] Inereston Long Term Deb wre2e
176 Acct428 Amortizatin of Debt Discount and Expens: 1w763c
177 Acct428.1 Amorization of Loss on Reacquired Det 1w7s4c -
178 Acct430 Intrest on Deb to Assoc. Companies (LTD portion only) (Note ¢ 1767
179 Less: Acct 429 Amortof Premium on Det 117.65. enter negative
180 Less: Acct 429.1 Amortof Gain on Reacquired Det 11766 enter negative
181 Total Iterest Expense ‘Sum Lines 175 - 180
182
183 Average Cost of Debt (Line 181 col (m) / Line 161 col (n)) ——1
18
185 Costof referred Stock
185 Prefered Stock Dividends 1829¢
187
188 Average Cost of Prefered Stock (Line 186 col (m)  Line 163 col (1))

Note 1. Ifand when the Company fered stock, 3 d the date of

Note 2. Intereston Debtto P Long-Term Deb orly.

Note 3. Any goodill or paifo assets o enties are o be removed on ne 168 e inclusion i rates.




Incentive ROE

1
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1
1
1
1
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1
1
1
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2
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2
2
2
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Rate Base Appendix IlI, line 30

100 Basis Point Incentive Returr

Long Term Debt Appendix I, line 80
Preferred Stock Appendix IlI, line 81
Common Stock Including 100 basis points  Appendix Il line 8%
Total (sum lines 3-5)
100 Basis Point Incentive Return multiplied by Rate Base (line 1 * line 6 col H)

INCOME TAXES
T=1-{[(1- SIT)* (1- FIT)]/ (1 - SIT*FIT *p)} = (From Appendix IIl, Line 54)
CIT=(T/1-T) * (1-(WCLTD/R)) =
where WCLTD=(line 3) and R= (line 6)
and FIT, SIT & p are as given in footnote F on Appendix Il
1/(1-T) =(T from line 9)
Amortized Investment Tax Credit (Appendix Ill, line 59)

Income Tax Calculation = line 10 * line 7
ITC adjustment (line 13 * line 14) and line 17 allocated on NP allocator

Attachment 3 - Incentive ROE
GridLiance West Transco LLC

C D E F G H
$
Cost
$ % Appendix Il Weighted
11.90%
NP

Total Income Taxes (line 16 plus line 17) * Appendix IIl Line 68, col b

Return and Income Taxes with 100 basis point increase in ROE

Return  (Appendix Il line 64 col 5)

Income Tax  (Appendix Il line 62 col 5)

Return and Income Taxes without 100 basis point increase in ROE
Incremental Return and Income Taxes for 100 basis point increase in ROE
Sum Of Net Plant, CWIP, Abandoned Plant And Regulatory Assets
Carrying Charge Difference for 100 Basis point of ROE

Note 1. No incentive may be included in the formula absent authorization from FERC
Note 2: The 100 basis points is used to calculate the change in the carrying charge if an incentive is approved by the Commission and does not reflect what ultimately
the Commission might approve as an incentive ROE adder for a specific transmission project.

FERC has authorized incentives for the following projects:

Project Docket Number

Sum lines 7 and 18

Sum lines 20 and 21

Line 19 less line 22
Appendix IlI, line 91 Col. (a)
(Line 23 divided by line 24)



(@)
Line Project Name  Dec
No.

(6)
Jan

(©
Feb

Atachment 3a - Project (13 Monthly Balances)
GridLiance West Transco LLC

GROSS PLANT IN SERVICE
(@ (€ (0 (@ (L]
Mar  Apr May  Jn Jul

0
Aug

0
Sept

()
Oct

0
Nov

(m)

Dec

Attachment 3a - Poject (13 Monthly Balances)
GridLiance West Transco LLC

ACCUMULATED DEPRECIATION NET PLANT IN SERVICE
© ® @ 0 (s) U C) M W K (y) @) (2a) (ab)
Jan Feb  Mar  Apr May Jin  Ju Auig  Sept Ot Nov Dec Average Gross Average Accum

Depreciaton (2) =

Plantin Service (1) -

Notes
(1) Calculated as the average of Columns () through (m).
(2) Calculated as the average of Columns () through (z).

(ac)
Average Net
Plantin Senvice:



‘Atachment 4 - Transmission Enhancement Charge Worksheet
GridLiance West Transco LLC

Column D Column E

Line 6 times Col C|
divided by 100
basis points plus
Line 5 Col D

Base Fixed Charge
e Less FCR for This

Increased ROE  Depreciation/Amortiz Project (Line 6 x

ation and O&M Col C /100 + Col
(Base FCR (ine 5)) D)

1 RevRequirement before Incentive Projects
2 Less Transmission Depreciation Expense, Abandoned Plant Amort, Reg Asset Amort, and O&M
3 NetRev Req less Depreciation expense and O&M
4 SumOf Net Plant, CWIP, Regulatory Asset and Abandoned Plant
5 Base Fixed Charge Rate Less Depreciation/Amortzation and O&M (Base FCR)
6 Canying Charge Difference for 100 Basis point of ROE
Column A Column 8 Column ¢
(Notes 1 and 2)
Uselul lfe of
projectiAmort  Input the allowed
Project Name and CAISO dentification perio ROE Incentive
(Basis Points) (Note
3)

7a - -
1 - -
7 - -
7 - -
7e - -
7t - -
7 - -
h - -

8 Total (sumoflines 7 above)

9 Line 9 must tie to the lines above as shown

Note 1: Add additional lines after line 7i for additional projects

(Appendix I, ine 65)

(Appendix I, lines 40 & 42 plus Appendix I, ine 38)

(Line 1 minus fine 2)
(Appendix I, ine 91 (a))
(Line 3/ line 4)
(Attachment 3, line 25)

Column F

Column G

Column H

Column |

Column J

ColumnK__ Column L

Column M

Incremental
RevReq at
Increased ROE
Actual RevReqat | of Incentive
Actual Rev Req at Base FCR Increased ROE Projects Discount | Net Revenue
Depreciation or
Amorization ColJless Col |
13 Month Balance of Investment  (Note2)  Expense  Directly Assigned O (Note for Incentive
(company records) (company records) 5) Revenue Requirement | Revenue Requirement|  Projects (Note4) | ColJ-ColL
(ColEXCol F +Col G
[Col D x Col F +Col G + Cal H] +CalH)
Total of Col G ties
tothe sum of Total of Col K
Appendix I, lines. | Total of Col H ties to Appendix Total of Col Jties o tes to Appendi Totalto be
Total of Col Fties to Line 4 33h,40&42,col5)| Il Lines 38 -line 330 |Total of Col I ies to Line 1 Total| Appendix Il Line 65 | I, Line 66 Charged

Note 2 Regulatory Assets, Abandoned Plant, authorized CWIP inrate base, and plant n-sefvice shallbe listed separately o lines 7 for each project
Note 3: No incentive may be included in the formula absent authorization flom FERC

FERC has authorized incentives for the following

rojects:

Project

Docket Number

Note 4 The Discount in Column L s the reduction n revenue, if any, that the company agreed 1o, for instance, o be selectecito buid faciies s the result of a competiive process and equals the amount by which the
annualrevenue requirement is reduced from the ceiing ate. A workpaper will b provided to show the calculation of the discount
Note 5: Al O&M willbe directy assigned to each project with plant in senvice based on the invoiced amount per project. The detail supporting the O&M direct assignment will b provided in 2 workpaper and the totals shown in a Form No. 1 footnote to pages 320-323
'A86 wil be allocated in proportion to the Transmission O&M for each tem i Lines 7 (not ncluding amortzation of Regulatory Asset(s) booked to Account 566).




A 8 c D E
Regulatory Assets) (Line 11 is equal to ARG [(Appendix
Appendix Il ling 32 - line 33 + lin 33a, Il line 34 - lne 35
col 5 attributable to each project based Y0&M + lines 36 & 37,
Project on invoices) (Col B total Col B) [col ) *(Col C) _|0&M including A&G) (Col 8 + Col D)
10 5 5 B .
108 -
100
11 Total (sum ines 10 above)

Note 6:  Narative step by step of how data is derived and calculated within this attachment and how Attachment 3 relates to this attachment:
1 Lines 16 are sourced from Appendix Ill, Attachment 3 or calculated as set forth on each line.

Step2 Onlines 7, for each project (whether FERC authorized CWIP in rate base or plant n service), FERC authorized Abandoned Plant or FERC authorized Regulatory Asset, Input the data for Steps 310 7

Step3 Onlines 7, Col A, input the name of the project

Step4 Onlines 7, Col 8, input the useful e for projects with plant n service based on the depreciation rates set forthin Attach 9, or the amortization period approved by FERC for Abandoned Plant or Regulatory Assets
Steps Lines 7, Col C,is the increase in ROE authorized by FERC from Note 3

Step6 Lines 7, Col D, is the Base Fixed Charge Rate from fine § which excludes any increased RO authorized by FERC

Step7 Lines 7, Col E, calculate the Fixed Rate Charge for the line including the increased ROE authorized by FERC

Step8 OnLines 7, Col F, input the 13 month balance of each Investment (defined in Note 2 as Regulatory Assets, Abandoned Plant, authorized CWIP in rate base, and plant in-service). The total on line 8 must te to i 4.
Step9 OnLines 7, Col G, input the depreciation or amortization expense associated with each investment and the total on line 8 must te to the sum of Appendix I, lines 330, 40 & 42, col 5

Step 10 OnLines 7, Col H, input the O&M from Note 5, Col E for each project vith plant n service.

Step 11 Lines 7, Col I, calculates the revenue requirement at the Base FCR for each Investment as the sum of Cols D, F, G and H

Step 12 Lines 7, Col J, calculates the revenue requirement for each Investment including any increased ROE authorized by FERC as the sum of Cols E, F, G and H

Step 13 Lines 7, Col K, calculates the revenue related to any increased ROE authorized by FERC.

Step 14 OnLines 7, Col L, input the amount by which the transmission owner has committed to charge less than the rate in Col J, regardiess of how that Discount is calculated. For each project, the amount of the Discount vill be zero or a reduction to the annual
Step15 Lines 7, Col M, calculates the revene requirement attrbutable to each project to be charged customers as Col Jless Col L.

Attachment 3

Attachment 3 calculates the increase in the Fixed Charge Rate attributable to an increase in ROE of 100 basis points. Lines 7, Col C inputs the actual increase in ROE authorized by FERC for the project. Lines 7, Col E compute the increase in the Fixed



Attachment 4a - SIT and p
GridLiance West Transco LLC

Line No. SIT and p

(@) (b) (©) (d) ) (f)
STATE WEIGHT (1)  RATE (1) PVALUE (1)  WRATE(2) Wp VALUE (3)
1 - - - - - -
la
1b
1c

2 WEIGHTED TOTALS

Notes

(1) The utility retains the burden of proof to demonstrate that its weighting factor, applicable income tax rate,
and p value for each state are appropriate.

(2) Column (b) x Column (c).

(3) Column (b) x Column (d).



2a
2b
2c
2d

13

Attachment 5 - Example of True-Up Calculation

Year Annual True-Up Calculation
A B C D E F G
Net
Adjusted Under/(Over) Interest Total True-Up
Project Net Revenue Collection Income Adjustment
Identification Project Name Requirement" Revenue Received’ (C-D) (Expense) (E+F)
Total - - - - -
Notes

1. From Attachment 4, Column M for the period being trued-up

2. The "revenue received" is the total amount of revenue distributed to GWT in the True-Up Year. The amounts do not include any true-ups, prior period

adjustments, or TRBAA amounts and reflects any Competitive Bid Concessions

3. Then Monthly Interest Rate shall be equal to the interest rate set forth below on line 13 and be applied to the amount in Column E for a period of 24 months
4. The True-Up Adjustment is applied to each project pro rata based its contribution to the Revenue Requirement shown in Attachment 4

FERC Refund Interest Rate

(a)

Interest Rate:

Avg. Monthly FERC Rate

(b)

Quarter
1st Qtr.
2nd Qtr
3rd Qtr
4th Qtr
1st Qtr
2nd Qtr
3rd Qtr
Sum lines 5-11

Line 12 divided by 7

(©

Year

(d)
Quarterly Interest Rate
under Section 35.19(a)




Attachment 6a - Accumulated Deferred Income Taxes (ADIT) Average Worksheet (Projection)
GridLiance West Transco LLC
Projection for the 12 Months Ended 12/31/

A B C D E
(Sum Col. B, C & D)
Ln Item Transmission Related ~ Plant Related  Labor Related Total

1 ADIT-282 (enter negative) - Line 11
2 ADIT-283 (enter negative) - Line 16
3 ADIT-190 - Line 21
4 Subtotal - Sum of Lines 1-3
5 Wages & Salary Allocator (sum lines 1-3 for each column) Appendix IIl, line 81
6 Net Plant Allocator - Appendix IIl, line 15
7 Total Plant Allocator 1.00 100%
8 Projected ADIT Total - Enter as negative Appendix Ill, page 2, line 17

@) (b) © (d) ©) ® ()

Beginning Balance & Monthly Changes Month Year Balance Transmission Plant Related  Labor Related
Related
ADIT-282

9 Balance-BOY (Attach 6c, Line 30) December - - - -

10 Balance-EQY Prorated (Attach 6b, Line 14 December
11 ADIT 282-Average Total

ADIT-283
12 Balance-BOY (Attach 6c, Line 44) December
13 EQY (Attach 6d, Line 44 less Line 40) December
14 EOY Prorated (Attach 6b, Line 28) December
15 Balance-EQY (Lines 13+14) December

16 ADIT 283-Average Total

ADIT-190
17 Balance-BOY (Attach 6c, Line 18) December
18 EOY (Attach 6d, Line 18 less Line 14) December
19 EQY Prorated (Attach 6b, Line 42) December
20 Balance-EOY (Lines 18+19) December

21 ADIT 190-Average Total



Attachment 6b - Accumulated Deferred Income Taxes (ADIT) Proration Worksheet (Projection)

Projecti

GridLiance West Transco LLC
ion for the 12 Months Ended 12/31/

(@ (b) © (d) () ® @ (h) (0] [0) k)
Beginning Balance & Monthly Changes Month Year Weighting for ~ Beginning Balance/  Transmission ~ Transmission  Plant Related Plant Proration Labor Labor Proration
Projection  Monthly Increment Proration (d)x (h) Related (d) x (j)
@x

ADIT-282-Proration-Note A
1 Balance (Attach 6c, Line 30) December - - - -
2 Increment January - - - -
3 Increment February - - - -
4 Increment March 100.00% - - - -
5 Increment April 91.78% - - - -
6 Increment May 84.11% - - - -
7 Increment June 75.62% = - = -
8 Increment July 67.40% - - - -
9 Increment August 58.90% - - - -
10 Increment September 50.68% - - - -
11 Increment October 42.19% = - = -
12 Increment November 33.70% - - - -
13 Increment December 25.48% = - = -
14 ADIT 282-Prorated EQY Balance - - - -

ADIT-283-Proration-Note B
15 Balance (Attach 6c, Line 44) December 100.00% - - - -
16 Increment January 91.78% - - - -
17 Increment February 84.11% - - - -
18 Increment March 75.62% - - - -
19 Increment April 67.40% - - - -
20 Increment May 58.90% - - - -
21 Increment June 50.68% = - = -
22 Increment July 42.19% - - - -
23 Increment August 33.70% - - - -
24 Increment September 25.48% - - - -
25 Increment October 16.99% = - = -
26 Increment November 8.77% - - - -
27 Increment December 0.27% = - = -
28 ADIT 283-Prorated EOY Balance - - - -

ADIT-190-Proration-Note C
29 Balance (Attach 6c, Line 18) December 100.00% - - - -
30 Increment January 91.78% - - - -
31 Increment February 84.11% - - - -
32 Increment March 75.62% - - - -
33 Increment April 67.40% - - - -
34 Increment May 58.90% - - - -
35 Increment June 50.68% = - = -
36 Increment July 42.19% - - - -
37 Increment August 33.70% - - - -
38 Increment September 25.48% - - - -
39 Increment October 16.99% = - = -
40 Increment November 8.77% - - - -
41 Increment December 0.27% = - = -

42 ADIT 190-Prorated EOY Balance

Note 1 Uses a 365 day calendar year.

Note 2 Projected end of year ADIT must be based on solely on enacted tax law. No assumptions for future estimated changes in tax law may be forecasted.
A Substantial portion, if not all, of the ADIT-282 balance is subject to proration. Explanation must be provided for any portion of balance not subject to proration.
B Only amounts in ADIT-283 relating to Depreciation, if applicable, are subject to proration. See Line 44 in Attach 6c and 6d.
C Only amounts in ADIT-190 related to NOL carryforwards, if applicable, are subject to proration. See Line 18 in Attach 6¢ and 6d.



Attachment 6c - Accumulated Deferred Income Taxes (ADIT) Worksheet (Beginning of Year)
For the 12 Months Ended 12131/___

Transmission
ltem Related Plant Related Labor Related

1
2
3
4

ADIT-282 - - - Line30
ADIT-283 - - - Lined4
ADIT-190 - - - Line18
Subtotal - - - Sumof Lines 1-4

In filing out this attachment, a full and complete description of each item and justification for the allocation to Columns B-F and each separate ADIT item will be listed. Dissimilar items with amounts exceeding $100,000 will be listed separately. For ADIT directly related to project depreciation or CWIP, the balance will
be shown in a separate row for each project.

A B [ D E F G
Gas, Prod or Other  Transmission
ADIT-190 Total Related Related Plant Related Labor Related Justification

14]

INOL Carryforward |Amount subject to Proration

15

[Subtotal - p234.b -

16)

Less FASB 109 Above if not separately removed

17]

Less FASB 106 Above if not separately removed

18]

Total R

Instructions for Account 190:

1. ADIT items related only to Non-Electric Operations (e.g., Gas, Water, Sewer) or Production are directly assigned to Column C
2. ADIT items related only to Transmission are directly assigned to Column D

3. ADIT items related to Plant and not in Columns C & D are included in Column E

4. ADIT items related to labor and not in Columns C & D are included in Column F

5,

. Deferred income taxes arise when items are included in taxable income in different periods than they are included in rates, therefore if the item giving rise to the ADIT is not included in the formula,
the associated ADIT amount shall be excluded. This includes but is not limited to SFAS 109 & 158 balance sheet items and the related ADIT.



A B C D E F
Gas, Prod or Other  Transmission
ADIT- 282 Total Related Related Plant Related Labor Related

G

Justification

27|Subtotal - p274.b -

28]Less FASB 109 Above if not separately removed

29|Less FASB 106 Above if not separately removed

30{Total -

Instructions for Account 282:

1. ADIT items related only to Non-Electric Operations (e.g., Gas, Water, Sewer) or Production are directly assigned to Column C
2. ADIT items related only to Transmission are directly assigned to Column D

3. ADIT items related to Plant and not in Columns C & D are included in Column E

4. ADIT items related to labor and not in Columns C & D are included in Column F

5. Deferred income taxes arise when items are included in taxable income in different periods than they are included in rates, therefore if the item giving rise to the ADIT is not included in the formula,
the associated ADIT amount shall be excluded. This includes but is not limited to SFAS 109 & 158 balance sheet items and the related ADIT.

C D E F
Gas, Prod or Other  Transmission
ADIT- 283 Total Related Related Plant Related Labor Related

G

Justification

40|Depreciation Items |Amount subject to Proration

41]Subtotal - p276.b -

42|Less FASB 109 Above if not separately removed

43|Less FASB 106 Above if not separately removed

44)Total -

Instructions for Account 283:

1. ADIT items related only to Non-Electric Operations (e.g., Gas, Water, Sewer) or Production are directly assigned to Column C
2. ADIT items related only to Transmission are directly assigned to Column D

3. ADIT items related to Plant and not in Columns C & D are included in Column E

4. ADIT items related to labor and not in Columns C & D are included in Column F

5,

. Deferred income taxes arise when items are included in taxable income in different periods than they are included in rates, therefore if the item giving rise to the ADIT is not included in the formula,
the associated ADIT amount shall be excluded. This includes but is not limited to SFAS 109 & 158 balance sheet items and the related ADIT.




Attachment 6d - Accumulated Deferred Income Taxes (ADIT) Worksheet (End of Year)
For the 12 Months Ended 12131/___

Transmission

Ln ltem Related Plant Related Labor Related
1 ADIT- 282 - - - Line30
2 ADIT-283 - - - Lined4
3 ADIT-190 - - - Line18
4 Subtotal - - - Sumof Lines 1-4

Inilling out this attachment, a full and complete description of each item and justification for the allocation to Columns B-F and each separate ADIT item will be listed. Dissimilar items with amounts exceeding $100,000 will be listed separately. For ADIT directly related to project depreciation or CWIP, the balan
will be shown in a separate row for each project.

A B C D E F G
Gas, Prod or Other  Transmission
ADIT-190 Total Related Related Plant Related Labor Related Justification

14|NOL Caryforward |Amount subject to Proration

15{Subtotal - p234.c } R .

16|Less FASB 109 Above if not separately removed

17|Less FASB 106 Above if not separately removed

18|Total - - -

Instructions for Account 190:

IS

ADIT itens related only to Non-Electric Operations (e.g., Gas, Water, Sewer) or Production are directly assigned to Column C
ADIT items related only to Transmission are directly assigned to Column D

ADIT items related to Plant and not in Columns C & D are included in Column E

ADIT items related to labor and not in Columns C & D are included in Column

Deferred income taxes arise when items are included in taxable income in different periods than they are included in rates, therefore if the item giving rise to the ADIT is not included in the
formula, the associated ADIT amount shall be excluded. This includes but is not limited to SFAS 109 & 158 balance sheet items and the related ADIT.

B



A B C D E F
Gas, Prod or Other  Transmission
ADIT-282 Total Related Related Plant Related Labor Related

G

Justification

27|Subtotal - p275.k - - .

28|Less FASB 109 Above if not separately removed

29|Less FASB 106 Above if not separately removed

30{Total

Instructions for Account 282:

1. ADIT items related only to Non-Electric Operations (e.g., Gas, Water, Sewer) or Production are directly assigned to Column C
2. ADIT items related only to Transmission are directly assigned to Column D

3. ADIT items related to Plant and not in Columns C & D are included in Column E

4. ADIT items related to labor and not in Columns C & D are included in Column F

5. Deferred income taxes arise when items are included in taxable income in different periods than they are included in rates, therefore if the item giving rise to the ADIT is not included in the.
formula, the associated ADIT amount shall be excluded. This includes but is not limited to SFAS 109 & 158 balance sheet items and the related ADIT.

A B C D E F
Gas, Prod or Other ~ Transmission
ADIT-283 Total Related Related Plant Related Labor Related

G

Justification

40|Depreciation ltems

|Amount subject to Proration

41fSubtotal - p277.k - - .

42fLess FASB 109 Above if not separately removed

43|Less FASB 106 Above if not separately removed

44fTotal

Instructions for Account 283:

1. ADIT items related only to Non-Electric Operations (e.g., Gas, Water, Sewer) or Production are directly assigned to Column C
2. ADIT items related only to Transmission are directly assigned to Column D

3. ADIT items related to Plant and not in Columns C & D are included in Column E

4. ADIT items related to labor and not in Columns C & D are included in Column F

5.

. Deferred income taxes arise when items are included in taxable income in different periods than they are included in rates, therefore if the item giving rise to the ADIT is not included in the
formula, the associated ADIT amount shall be excluded. This includes but is not limited to SFAS 109 & 158 balance sheet items and the related ADIT.




Attachment 6e -

Accumulated Deferred Income Taxes (ADIT) Average Worksheet (True-Up)
GridLiance West Transco LLC
For the 12 Months Ended 12/31/

A B C D E
(Sum Col. B, C & D)
Total Plant & Labor
Ln Item Transmission Related ~ Plant Related  Labor Related Related
1 ADIT-282 - Line 11
2 ADIT-283 - Line 14
3 ADIT-190 - Line 17
4 Subtotal - Sum of Lines 1-3
5 Wages & Salary Allocator Appendix IIl, line 81
6 Net Plant Allocator - Appendix lll, line 15
7 Total Plant Allocator 1.00 100%
8 ADIT Total - - Enter as negative Appendix Ill, page 2, line 17
@ (b) © (d) () ® ()
Beginning Balance & Monthly Changes Month Year Balance Transmission  Plant Related Labor Related
Related
ADIT-282
9 Balance-BOY (Attach 6c, Line 30) December = - - -
10 Balance-EQY (Attach 6d, Line 30) December = - - -
11 ADIT 282-Average Total - R
ADIT-283
12 Balance-BOY (Attach 6c, Line 44) December = - - -
13 Balance-EQY (Attach 6d, Line 44) December = - -
14 ADIT 283-Average Total - R
ADIT-190
15 Balance-BOY (Attach 6c, Line 18) December = - - -
16 Balance-EQY (Attach 6d, Line 18) December = - -

17 ADIT 190-Average Total



Attachment 9 - Depreciation and Amortization Rates
GridLiance West Transco LLC

FERC ACC( DESCRIPTION RATE PERCENT

TRANSMISSION

350 Land Rights 1.0300%
352 Structures and Improvements 1.5397%
353 Station Equipment 2.00%
354 Towers and Fixtures 2.78%
355 Poles and Fixtures 2.78%
356 Overhead Conductors & Devices 2.0973%
357 Underground Conduit 1.3665%
358 Underground Conductors & Devices 1.8416%
359 Roads and Trails 1.4256%

GENERAL AND INTANGIBLE

302 Franchises and Consents (Note 1) N/A

303 Intangible Plant - 5 Year 20.0000%
390 Structures and Improvements 2.1194%
391 Office Furniture and Equipment 5.0671%
391 Network Equipment 25.0000%
392 Transportation Equipment - Auto 10.9667%
392 Transportation Equipment - Light Truck 8.4139%
392 Transportation Equipment - Trailers 6.9486%
392 Transportation Equipment - Heavy Trucks 7.2364%
393 Stores Equipment 5.0000%
394 Tools, Shop and Garage Equipment 6.6672%
395 Laboratory Equipment 10.0000%
396 Power Operated Equipment 8.4139%
397 Communication Equipment 11.1110%
398 Miscellaneous Equipment 6.6672%

Transmission facility Contributions in Aid of Construction Note 1

Note 1: In the event a Contribution in Aid of Construction (CIAC) is made for a transmission facility, the transmission depreciation rates above will
be weighted based on the relative amount of underlying plant booked to the accounts shown in lines 1-10 above, and the resultant weighted
average depreciation rate will be used to determine the life over which to amortize the CIAC. The life of each facility subject to a CIAC will be
estimated in this manner at the time the plant is placed into service, and will not change over the life of the CIAC without FERC approval. The
combined amortization expense for all CIACs shall be the sum of each individual CIAC balance amortized over the life of each individual CIAC
established in this manner.

Note 2: GWT's depreciation and amortization rates may not be changed absent a section 205 or 206 filing



Attachment 8 - Land Held for Future Use Attachment 8 - Land Held for Future Use

GridLiance West Transco LLC GridLiance West Transco LLC
(a) (b) (© (d) (€) ® () (h) (U] 0 () U] (m) (n) (0) () (@
FERC Columns Feb.
Subaccount (e) Through Dec.31 Jan.31 2829 Mar.31 Apr.30 May3l Apr30 Jul.31 Aug.31 Sept.30 Oct.31 Nov.30 Dec.31

No. No. Item Name Land Held for Future Use ()] 2016 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017
la -
1b -
1c -
1x -

2 Total Land Held for Future Use in rate base:  $ -

General note: Source of monthly balance data on this page is company records and only Land Held for Future Use that is included in transmission
specific plans may be included on this attachment.



Attachment 9 - Regulatory Assets and Abandoned Plant Attachment 9 - Regulatory Assets and Abandoned Plant Attachment 9 - Regulatory Assets and Abandoned Plant

GridLiance West Transco LLC GridLiance West Transco LLC GridLiance West Transco LLC
Regulatory Asset Regulatory Asset Regulatory Asset
(@ (b) © (@ (@ [ul (] () Ul [0} () Ul (m) () () (p) (@ (0 (s) o () [ (w) )
Feb.
Recovery  Recovery amort Dec.3l Jan3l 2829 Mar31 Apr30 May3l  Jun.30 Jul.31 Aug.31 Sept 30 Oct. 31 Nov. 30 Dec. 31
Amount  Period  Monthly  Periods  Current Average Allocable to
Approved  (Months)  Amort. This  Year Amort Unamortized Balance  Formula RateBase  Internal ID or
No. Project Name () = (1) = Expense x Year = Expense 2016 2007 2017 2017 2017 207 2017 2017 2017 2017 2017 2017 2017 @ x Rate() - _Balance Code Docket No.
StartUp - - - - - - - - B - - - - - - - 0
51 Total Regulatory Asset Amortizalion Expense: - ‘General Note: The source for company records. otal amounts. Total Regulalory Assets in Rale Base: -
NOTES: Notes:
u) lished @ as [sum of columns (g) through ()] +13.

id changed subject
approval pursuant to an appropriate §205, 8206, or §219 fiing. Amounts are booked o Account 566



Abandoned Plant Abandoned Plant
Abandoned Plant
®) © . (@ () ® (] (L] [0} 0 ® U} (m) (W] () (L] (@ U] (s) [0 0] (] (W) ®)
Amount  Period  Monthly  Periods  Year Feb. Average Allocable to
Approved  (Months)  Amort. is Amort  Dec.3l Jan.3l 2829 Mar.3L Apr.30 May3l  Jun.30 Jul 31 Aug.31 Sept 30 Oct.31 Nov.30 Dec.3l  Unamortized Balance  Formula RateBase  Internal ID or
Project Name () + (1) = Expense x Year = Expense 2016 2007 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 @ x__Rate - Balance Code Docket No.
Pre-Commercial - -
Total Abandoned Plant Amorization Expense: ‘General Note: The source for monthly company records total amounts. Total Abandoned Plant n Rale Base:

NOTES:
N i d che

®

C t

ed subject to

, §206, o §219 fiing.

Notes:

(2) Average balance calculated s sum of columns (1) through (9] +13



Attachment 10 - Unfunded Reserves Attachment 10 - Unfunded Reserves

GridLiance West Transco LLC GridLiance West Transco LLC
@ (®) © (d) © ® @ (h) (0] (] ) (U] (m) () ©) ®) (@ (0] ()
Dec. 31 Jan. 31 Feb. 28/29 Mar. 31 Apr. 30 May 31 Jun. 30 Jul. 31 Aug 31 Sept. 30 Oct. 31 Nov. 30 Dec. 31
Average of

Subaccount Columns (c) % Customer % Non- Balance in

No.  No.(1) Item Description 2016 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 2017 Through (0) x Funded x__ Restricted = Rate Base
la - -
1b - -
1c - -
1x - -
2 Total Company-Wide Reserves: $ - Total Unfunded Reserves in Rate Base: _$ -

Notes:

(1) GWT must list ALL unfunded reserves on its books by subaccount, specifically including (but not limited to) all subaccounts for FERC Account Nos. 228.1
through 228.4. "Unfunded reserve" is defined as an accrued balance (1) created and increased by debiting an expense which is included in this formula
rate (2) in advance of an anticipated expenditure related to that expense (3) that is not deposited in a restricted account (e.g., set aside in an escrow
account) with the earnings thereon retained within that account. Where a given reserve is only partially funded through accruals collected from customers,
only the balance funded by customer collections shall serve as a rate base credit. Amounts related to SFAS 109 and 158 shall not be included as unfunded
reserves. The source of monthly balance data is company records.



Attachment 11- CWIP in Rate Base Attachment 11- CWIP in Rate Base Attachment 11 - CWIP in Rate Base

Gridiance West Transco LLC Gridiance West Transco LLC GridLiance West Transco LLC
100000 166667 166667 166667 166667 166667 166667 300000 300000 300,000
@ (b) (© (@ (€ 0 @ () @) 0 () () (m) ") (0) ) (@ (U] (s) U ()
Estimated Feb. Average Balance % Approved
Construction InService Approval  Dec.31 Jan.31 2829 Mar3l  Apr30  May3l Jun30  Jul31  Aug.3l Sept30  Oct3l  Nov.30  Dec.3l  ofColumns() forRecovery  Rate Base
Project Name Job 1D StatDate  Date  DocketNo. 2016 2017 2007 2017 2017 207 2017 207 2017 2017 2017 2017 2017 through()  x () = Amount

- - : : . 0%,
- - p : - 0%
- - p : - 0%
- - : : . 0%

Total CWIP in Rale Base:  §

(1) Source of month this pag
(2)Percentages i C rly be changed pursuant to FERC I,




Workpaper 1 -O&M Detail

GridLiance West Transco LLC

Forecasted O&M Detail, worksheet prepared for each project

GridLiance West ~ Non- Partner
Ln  Description Internal Laborl ~ Labor" Partner  Amount' Total
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25 Total

Actual O&M Detail, worksheet prepared for each project

GridLiance West ~ Non- Partner
Ln FERC Account Description Internal Laborl Labor* Partner Amount Total
26 Operation supervision and engineering. 560.0
27 Load dispatch—Reliability. 561.1
28 Load dispatch—Monitor and operate transmission system. 561.2
29 Load dispatch—Transmission service and scheduling. 561.3
30 Scheduling, system control and dispatch services. 561.4
31 Reliability planning and standards development. 561.5
32 Transmission service studies. 561.6
33 Generation interconnection studies. 561.7
34 Reliability planning and standards development services. 561.8
35 Station expenses . 562.0
36 Overhead line expense . 563.0
37 Underground line expenses . 564.0
38 Transmission of electricity by others . 565.0
39 Miscellaneous transmission expenses . 566.0
40 Rents. 567.0
41 Maintenance supervision and engineering . 568.0
42 Maintenance of structures . 569.0
43 Maintenance of computer hardware. 569.1
44 Maintenance of computer software. 569.2
45 Maintenance of communication equipment. 569.3
46 Maintenance of miscellaneous regional transmission plant. 569.4
47 Maintenance of station equipment . 570.0
48 Maintenance of overhead lines . 571.0
49 Maintenance of underground lines . 572.0
50 Maintenance of miscellaneous transmission plant 573.0
51 Total $ $

Partner means another entity with whom GridLiance West has partnered to build a project

Add additional columns if there is more than one partner
1 Represents GridLiance West's portion after sharing with partner




Workpaper 2 - A&G Detail
GridLiance West Transco LLC

Forecasted A&G Detail, worksheet prepared for GridLiance West

GridLiance West Internal
Ln  Description Labor Non-Labor $ Partner Partner Amount Total

© 0 N U WN

N el
B w N PR O

15
16 Total



Actual A&G Detail, worksheet prepared for GridLiance West

Ln  FERC Account Description Account

17 Administrative and general salaries.

18 Office supplies and expenses.

19  Administrative expenses transferred—Credit.
20 Outside services employed.

21  Property insurance.

22 Injuries and damages.

23  Employee pensions and benefits.

24 Franchise requirements.

25  Regulatory commission expenses.

26  Duplicate charges—Credit.

27  General advertising expenses.

28 Miscellaneous general expenses.

29 Rents.

30 Transportation expenses (Nonmajor only).
31 Maintenance of general plant.

32 Total

920
921
922
923
924
925
926
927
928
929
930
930
931
933
935

GridLiance West Internal
Labor

Partner means another entity with whom GridLiance West has partnered to build a project

Non-Labor $

Partner

Partner Amount

Total



Workpaper 3 - Capital Additions by FERC Account
GridLiance West Transco LLC

Estimated Capital Additions
Ln Detailed Breakout Project Project Project Total

la
1b
1c

1x
2 Total (sum lines 1-1x) - R

The Detailed Breakout above will provide the level of detail available, by FERC account number if available.



Actual Additions by FERC Account

Project 350 352

Structures and
Land Rights Improvements

352

Structures and
Improvements -
Equipment

353

Station
Equipment

354

Towersand Poles and

Fixtures

355

Fixtures

356

Overhead
Conductor and
Devices

357

Underground  Conductor and

Conduit

358
Underground

Devices

359

Roads and
Trails

Total

3a
3b
3c

3x
4 Total (sum line 3-3x)



Workpaper 4 -Affiliate Charges
GridLiance West Transco LLC

Expenses
Actuals for Year
Ln Department
Total
1 $
la $
1b $
1c $
$
$
$
2 Total $ - $ - $ - $ - $

All affilate charges are to listed in the table above by affilate
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APPENDIX IV
GRIDLIANCE WEST TRANSCO LLC
FORMULA RATE IMPLEMENTATION PROTOCOLS

The formula rate template (“Template”) and these Formula Rate Implementation
Protocols (“Protocols”) together comprise the filed rate (“Formula Rate”) of GridLiance West
Transco LLC (“GridLiance West”) for transmission revenue requirement determinations under
GridLiance West’s California Independent System Operator Corporation (“CAISO”)
Transmission Owner Tariff (“TO Tariff”). GridLiance West shall follow the instructions
specified in the Formula Rate to calculate annually its net revenue requirement, as set forth at
page 1, line 4 of the Template (“Net Revenue Requirement”). The Net Revenue Requirement
shall be determined for January 1 to December 31 of a given calendar year (the “Rate Year”).
The Formula Rate shall become effective for recovery of GridLiance West’s Net Revenue
Requirement upon the effective date authorized by the Federal Energy Regulatory Commission
(“FERC” or the “Commission”) under Section 205 of the Federal Power Act (“FPA”) for this TO
Tariff.

Section 1. Annual Projection

a. No later than September 30 preceding the first Rate Year, and each
subsequent Rate Year, GridLiance West shall determine its projected Net
Revenue Requirement for the upcoming Rate Year in accordance with
GridLiance West’s Formula Rate (“Annual Projection”). The Annual
Projection shall include the True-up Adjustment described and defined in
Section 2 below, if applicable. GridLiance West shall cause an electronic
version of the Annual Projection to be posted in both a Portable Document
Format and fully-functioning Excel file at publicly accessible locations on
CAISO’s internet website and OASIS. Such posting shall include (i) all
inputs in sufficient detail to identify the components of GridLiance West’s
projected Net Revenue Requirement, and (ii) explanations of the bases for
the projections and input data. If the date for making such posting of the
Annual Projection should fall on a weekend or a holiday recognized by
FERC, then the posting shall be made no later than the next business day.
GridLiance West shall electronically serve each Annual Projection upon
the Exploder List." In the event the Formula Rate is first included in the
CAISO Tariff such that the first Annual Projection cannot be provided to
CAISO by September 30, GridLiance West will nevertheless prepare an
Annual Projection for the first Rate Year using the most recent
information available, and the Annual Projection will be posted on the
CAISO website at least ten (10) days prior to the rates becoming effective.

! As used in these Protocols, the term “Exploder List” shall mean: (i) the email list of CAISO Tariff

Transmission Customers maintained by the CAISO; (ii) any state regulatory agency with rate jurisdiction over a
public utility located within the CAISO footprint; (iii) any consumer advocate agency authorized by state law to
review and contest the rates for any such public utility, provided that such consumer advocate agency requests to be
placed on the Exploder List and provides an e-mail address to GridLiance West; and (iv) any other Interested Party,
as that term is defined below in Section 1(b), that wishes to be placed on the Exploder List, provided that such
Interested Party requests to be placed on the Exploder List and provides an e-mail address to GridLiance West.

LEGAL_US_E #123877592.4



b. Within two days after the posting of the Annual Projection, GridLiance
West shall cause to be posted on the CAISO website and OASIS the time,
date, and location for an annual stakeholder meeting (the “Annual
Projection Stakeholder Meeting”) to: (i) permit GridLiance West to
explain and clarify its Annual Projection; and (ii) provide Interested
Parties® an opportunity to seek information and clarifications from
GridLiance West about the Annual Projection. GridLiance West shall also
provide notice of such meeting to the Exploder List, including remote
access information. The Annual Projection Stakeholder Meeting shall be
held no less than twenty (20) business days and no more than thirty
(30) business days after the date of posting of the Annual Projection. If
requested by Interested Parties, GridLiance West will hold an additional
Annual Projection Stakeholder Meeting to discuss any outstanding issues.
Interested Parties requesting an additional Annual Projection Stakeholder
Meeting shall provide GridLiance West with a list of all issues to be
discussed at the meeting.

C. To the extent that GridLiance West agrees to make changes in the Annual
Projection for a given Rate Year, such revised Annual Projection shall be
promptly posted at publicly accessible locations on CAISO’s internet
website and OASIS, and links to the website and OASIS shall be
electronically served upon the Exploder List. Changes posted prior to
November 30 of the preceding Rate Year, or the next business day if
November 30 is not a business day (or such later date as can be
accommodated under CAISO’s billing practices), shall be reflected in the
Annual Projection for the Rate Year; changes posted after that date will be
reflected, as appropriate, in the True-up Adjustment for the Rate Year.

d. The Annual Projection, including the True-Up Adjustment, for each Rate
Year shall be subject to review, challenge, true-up and refunds or
surcharges with interest, to the extent and in the manner provided in these
Protocols.

Section 2. True-up Adjustment

GridLiance West will calculate the amount of under- or over-collection of its actual Net
Revenue Requirement during the preceding Rate Year (“True-up Adjustment”) after the FERC
Form No. 1 data for that Rate Year has been filed with the Commission. The True-up
Adjustment shall be the sum of components a and b, determined in the following manner:

a. GridLiance West’s projected Net Revenue Requirement collected during
the previous Rate Year® will be compared to GridLiance West’s actual Net

2 For the purposes of these Protocols, the term “Interested Party” includes, but is not limited to, customers

under the CAISO Tariff, state utility regulatory commissions, consumer advocacy agencies, and state attorneys
general.
3 If the initial year of this rate schedule is a partial year, the initial projected Net Revenue Requirement will

be divided by the number of months the Formula Rate is in effect to calculate the monthly projected cost of service
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Revenue Requirement for the previous Rate Year calculated in accordance
with GridLiance West’s Formula Rate and based upon (i) GridLiance
West’s FERC Form No. 1 for that same Rate Year, (ii) any FERC orders
specifically applicable to GridLiance West’s calculation of its annual
revenue requirement, (iii) the books and records of GridLiance West
(which shall be maintained consistent with the FERC Uniform System of
Accounts (“USofA”)), (iv) FERC accounting policies and practices
applicable to the calculation of annual revenue requirements under
formula rates, and (v) any aspects of the CAISO Tariff or other CAISO
governing documents that apply to the calculation of annual revenue
requirements under individual transmission owner formula rates, to
determine any over- or under-recovery (“True-up Adjustment Over/Under
Recovery”). GridLiance West will include a variance analysis of, at
minimum, actual revenue requirement components of rate base, operating
and maintenance expenses, depreciation expense, taxes, return on rate
base, and revenue credits as compared to the corresponding components in
the projected revenue requirement that was calculated for the prior Rate
Year with an explanation of material changes.

b. Interest on any True-up Adjustment Over/Under Recovery of the actual
Net Revenue Requirement shall be calculated in accordance with the
Formula Rate true-up worksheet.

Section 3. Annual Update

a. On or before June 30 following each Rate Year, GridLiance West shall
calculate its actual Net Revenue Requirement and the True-up Adjustment
as described in Section 2 (“Annual Update”) for such Rate Year, and shall
cause such Annual Update to be posted, in both a Portable Document
Format and fully-functioning Excel format containing the populated
template for that year’s update, at publicly accessible locations on
CAISO’s internet website and OASIS, and electronically serve links to the
website and OASIS upon the Exploder List. In addition, the Annual
Update shall be submitted to the FERC as an informational filing
following the conclusion of the Review Period, as that term is defined in
Section 4. The informational filing must include any corrections or
adjustments made during the Review Period, and must note any aspects of
the Formula Rate filing must include information that is reasonably
necessary to determine: (1) that input data under the Formula Rate are
properly recorded in any underlying workpapers; (2) that GridLiance West
has properly applied the Formula Rate and the procedures in the Protocols;
(3) the accuracy of data and the consistency with the Formula Rate of the
actual revenue requirement and rates (including any true-up adjustment)

to be collected each month of the first year. Similarly, the actual Net Revenue Requirement will be divided by the
number of months the rate is in effect to calculate the actual cost of service to be collected each month of the first
year. The first True-Up Adjustment will compare the projected Net Revenue Requirement billed and the actual Net
Revenue Requirement for that initial Rate Year.



under review; (4) the extent of accounting changes that affect Formula
Rate inputs; and (5) the reasonableness of projected costs included in the
projected capital addition expenditures. Additionally, the informational
filing must include for the applicable Rate Year the following information
related to affiliate cost allocation: (1) a detailed description of the
methodologies used to allocate and directly assign costs between
GridLiance West and its affiliates by service category or function,
including any changes to such cost allocation methodologies from the
prior year, and the reasons and justification for those changes; and (2) the
magnitude of such costs that have been allocated or directly assigned
between GridLiance West and each affiliate by service category or
function.

If the date for making the Annual Update posting should fall on a weekend
or a holiday recognized by the FERC, then the posting shall be due on the
next business day.

The date on which the last of the Annual Update posting events listed in
Section 3.a or 3.b occurs shall be that year’s “Publication Date.”

Within two days after the Publication Date, GridLiance West shall cause
to be posted on the CAISO website and OASIS the time, date and location
for an annual stakeholder meeting (the “Annual Update Stakeholder
Meeting”) to: (i) permit GridLiance West to explain and clarify its Annual
Update; and (ii) provide Interested Parties an opportunity to seek
information and clarifications from GridLiance West about the Annual
Update. GridLiance West shall also provide notice of such meeting to the
Exploder List, including remote access information. The Annual Update
Stakeholder Meeting shall be held no less than twenty (20) business days
and no more than thirty (30) business days after June 30. If requested by
Interested Parties, GridLiance West will hold an additional Annual Update
Stakeholder Meeting to discuss any outstanding issues. Interested Parties
requesting an additional Annual Update Stakeholder Meeting shall provide
GridLiance West with a list of all issues to be discussed at the meeting.

The Annual Update for the Rate Year:

Q) Shall provide, via the Formula Rate worksheets, sufficiently
detailed supporting documentation for data (and all adjustments
thereto or allocations thereof) used in the Formula Rate that are not
stated in the FERC Form No. 1;*

4

It is the intent of the Formula Rate, including the supporting explanations and allocations described therein,

that each input to the Formula Rate for the purposes of determining the actual Net Revenue Requirement for a given
Rate Year will be either taken directly from the FERC Form No. 1 or reconcilable to the FERC Form No. 1 by the
application of clearly identified and supported information. If the reference form is superseded, the successor
form(s) shall be utilized and supplemented as necessary to provide equivalent information as that provided in the

4



(i) Shall provide notice and details of any changes in GridLiance
West’s accounting policies and practices from those in effect for
the calendar year upon which the immediately preceding Annual
Update was based that affect the Formula Rate or calculation of the
Annual Update (“Accounting Change(s)”). Such notice and details
shall include (i) those changes that, in GridLiance West’s
reasonable judgment, could impact the Formula Rate or the
calculations under the Formula Rate within the next three years;
(i1) any changes in the CAISO Tariff from the provisions of the
CAISO Tariff in effect during the calendar year upon which the
most recent Net Revenue Requirement was based and that, in
GridLiance West’s reasonable judgment, could impact the Formula
Rate or the calculations under the Formula Rate within the next
three years; and (iii) any change, and the dollar value of the
change, in the classification of any transmission facility under the
CAISO Tariff (including the costs of any reclassified facility) that
GridLiance West has made in the applicable True-Up Adjustment
or Annual Update.

(iii)  Shall provide Interested Parties information about GridLiance
West’s implementation of the Formula Rate in sufficient detail and
with sufficient explanation to demonstrate that each input into the
Formula Rate is consistent with the requirements of the Formula
Rate.

(iv)  Shall include for the applicable Rate Year the following
information related to affiliate cost allocation: (1) a detailed
description of the methodologies used to allocate and directly
assign costs between GridLiance West and its affiliates by service
category or function, including any changes to such cost allocation
methodologies from the prior year, and the reasons and
justification for those changes; and (2) the magnitude of such costs
that have been allocated or directly assigned between GridLiance
West and each affiliate by service category or function.

(V) Shall be subject to review and challenge in accordance with the
procedures set forth in Sections 4, 5, and 6 of these Protocols;
provided, however, that with respect to the prudence of any costs
and expenditures included for recovery in the Annual Update,
nothing in these Protocols is intended to modify the Commission’s
applicable precedent with respect to the burden of going forward or
burden of proof under formula rates in such prudence challenges;
and

superseded form. If the referenced form is discontinued, equivalent information as that provided in the discontinued
form shall be utilized.



(vi)  Shall not seek to modify the Formula Rate and shall not be subject
to challenge by any Interested Person seeking to modify the
Formula Rate (i.e., any modifications to the Formula Rate will
require, as applicable, an FPA Section 205 or Section 206 filing or
initiation of a Section 206 investigation).

f. The following Formula Rate inputs shall be stated values to be used in the
Formula Rate until changed pursuant to an FPA Section 205 or 206
proceeding: (i) rate of return on common equity (“ROE”); (ii) “Post-
Employment Benefits other than Pensions” pursuant to Statement of
Financial Accounting Standards No. 106, Employers’ Accounting for
Postretirement Benefits Other Than Pensions (“PBOP”) charges identified
on lines 148 and 149 of Attachment 2a to the Template; and (iii) the
depreciation and/or amortization rates as set forth in Attachment 7 to the
Template. No change may be made to the ROE, PBOP expenses, or
depreciation and/or amortization rates absent a filing under Section 205
or 206 of the FPA.

g. Example - Timeline for 2018 Annual Update:

On or before September 30, 2016, GridLiance West will determine the
projected Net Revenue Requirement for the 2017 Rate Year. GridLiance
West will post the Annual Projection for the 2017 Rate Year in accordance
with Section 1 above. GridLiance West will not determine a True-up
Adjustment or post an Annual Update on June 30, 2017 if no costs have
been recovered under the Formula Rate during 2016. On or before
September 30, 2017, GridLiance West will post the Annual Projection for
the 2018 Rate Year. On or before June 30, 2018, GridLiance West will
post its first Annual Update, consisting of the True-up Adjustment for

the 2017 Rate Year determined pursuant to Section 2 above. Such True-
up Adjustment will be reflected in the Annual Projection of the Net
Revenue Requirement for the 2019 Rate Year posted on or before
September 30, 2018. The Annual Update posted June 30, 2018 will be
subject to the customer review and challenge procedures described in
Sections 4, 5, and 6 of these Protocols.

Section 4. Annual Review Procedures

Each Annual Update shall be subject to the following review procedures (‘“Annual
Review Procedures™):

a. Interested Parties shall have up to the latest of one hundred fifty
(150) calendar days after the Publication Date, thirty (30) calendar days
after the receipt of all responses to timely submitted information requests
(unless such period is extended with the written consent of GridLiance

Or on such later date for the posting of the Annual Projection, as described in Section 1.

6



West), or thirty (30) calendar days after resolution of a dispute that does
not result in the production of additional information (“Review Period”),
to review the calculations and to notify GridLiance West in writing of any
specific challenges, including but not limited to challenges related to
Accounting Changes, to the Annual Update (“Preliminary Challenge”).
GridLiance West shall promptly cause to be posted all Preliminary
Challenges at publicly accessible locations on CAISO’s internet website
and OASIS, and links to the website and OASIS will be electronically
served upon the Exploder List. GridLiance West shall respond in writing
to a Preliminary Challenge within twenty (20) business days of receipt,
and its response shall notify the challenging party of the extent to which
GridLiance West agrees or disagrees with the challenge. If GridLiance
West disagrees with the Preliminary Challenge, its response shall include
supporting documentation. GridLiance West shall promptly cause to be
posted responses to all Preliminary Challenges at publicly accessible
locations on CAISO’s internet website and OASIS, and links to the
website will be electronically served upon the Exploder List.

Interested Parties shall have up to one hundred twenty (120) calendar days
after each annual Publication Date (unless such period is extended with
the written consent of GridLiance West) to serve reasonable information
and document requests upon GridLiance West. Information and document
requests that are received shall be posted at publicly accessible locations
on CAISO’s internet website and OASIS, and links to the website and
OASIS will be electronically served upon the Exploder List. GridLiance
West shall use best efforts to respond to information and document
requests pertaining to the Annual Update within ten (10) business days of
receipt of such requests. To the extent GridLiance West and any
Interested Person(s) are unable to resolve disputes related to information
and document requests submitted in accordance with these Annual Review
Procedures, GridLiance West or any Interested Person may petition the
FERC to appoint an Administrative Law Judge as a discovery master to
resolve the discovery dispute(s) in accordance with these Protocols and
consistent with the FERC’s discovery rules.

Information and document requests, Preliminary Challenges, and Formal
Challenges, shall be limited to what is necessary to determine: (1) the
extent, effect, or impact of an accounting change; (2) whether the Annual
Update fails to include data properly recorded in accordance with the
Protocols; (3) the proper application of the Formula Rate and procedures
in the Protocols; (4) the accuracy of data and consistency with the Formula
Rate of the changes shown in the Annual Update; (5) the prudence of the
actual costs and expenditures; (6) the effect of any change to the
underlying USofA or applicable form; and (7) any other information that
may reasonably have substantive effect on the calculation of the charge
pursuant to the Formula Rate.



Section 5.

a.

If a change made by GridLiance West to its accounting policies, practices
or procedures, or the application of the Formula Rate, is found by the
FERC to be unjust, unreasonable, and/or unduly discriminatory or
preferential, then the calculation of the charges to be assessed during the
Rate Year then under review, and the charges to be assessed during any
subsequent Rate Years, including any True-up Adjustments, shall not
include such change, but shall include any remedy that may be prescribed
by FERC in the exercise of its discretion as of the effective date of such
remedy, to ensure that the Formula Rate continues to operate in a manner
that is just, reasonable, and not unduly discriminatory or preferential.

Resolution of Challenges

Interested Parties may file a Preliminary Challenge to the Annual Update,
or a challenge with the FERC (“Formal Challenge”), which shall be served
on GridLiance West by electronic service on the date of such filing.
Subject to any applicable confidentiality and Critical Energy Infrastructure
Information restrictions, all information and correspondence produced by
GridLiance West pursuant to these Protocols may be included in any
Formal Challenge or other FERC proceeding relating to the Formula Rate.
Interested Parties may challenge, through a Formal Challenge, the justness
and reasonableness of GridLiance West’s implementation of the Formula
Rate with respect to any issues permitted to be raised in a Preliminary
Challenge, as outlined in Section 4, above. Formal challenges must be
filed in the same docket as the informational filings made pursuant to
these Protocols.

Failure to raise an issue in a Preliminary Challenge shall not bar an
Interested Party from raising that issue in a Formal Challenge, provided
the Interested Party submitted a Preliminary Challenge during the Review
Period with respect to one or more other issues. Likewise, failure to make
a Preliminary Challenge shall not bar an Interested Person from making a
subsequent Preliminary Challenge related to a subsequent Annual Update
to the extent the issue affects the subsequent Annual Update.

Any response by GridLiance West to a Formal Challenge must be
submitted to the FERC within thirty (30) calendar days of the date of the
filing of the Formal Challenge, and shall be served on the filing party(ies)
and the Exploder List by electronic service on the date of such filing.

In any proceeding concerning a given year’s Annual Update (including
corrections) or Accounting Change(s), GridLiance West shall bear the
burden, consistent with section 205 of the FPA, of proving the justness
and reasonableness of the rate resulting from its application of the
Formula Rate by demonstrating: (i) that it has reasonably and accurately
calculated the Annual Update by properly and reasonably applying the
Formula Rate and the procedures in these Protocols; (ii) that is has

8



reasonably adopted and applied any Accounting Changes and such
Accounting Changes are consistent with the USofA, unless otherwise
approved by FERC,; (iii) the costs to be recovered through GridLiance
West’s Formula Rate have been accurately stated, properly recorded and
accounted for pursuant to applicable FERC accounting practices and
procedures and the USofA, unless otherwise approved by FERC; (iv) its
projections have been reasonably made; and (v) its calculation
methodologies are consistent with the Formula Rate.

e. Except as specifically provided herein, nothing herein shall be deemed to
limit in any way the right of GridLiance West to file unilaterally, pursuant
to Section 205 of the FPA and the regulations thereunder, an application
seeking changes to the Formula Rate or to any of the stated value inputs
requiring a Section 205 filing under these Protocols, or the right of any
other party or the Commission to seek such changes pursuant to
Section 206 of the FPA and the regulations thereunder. All parties reserve
the right to contest such filing(s) and are not precluded from raising issues
related to or that seek to change any other aspect of the Formula Rate.

GridLiance West may, at its discretion and at a time of its choosing, make a limited filing
pursuant to Section 205 to modify stated values in the Formula Rate for amortization and
depreciation rates, or PBOP rates. The sole issue in any such limited Section 205 proceeding
shall be whether such proposed change(s) is just and reasonable, and it shall not address other
aspects of the Formula Rate.

Section 6. Changes to Annual Updates

If GridLiance West determines or concedes that corrections to the Annual Update are
required, whether under Sections 4 or 5 of these Protocols, including but not limited to those
requiring corrections to its FERC Form No. 1, or input data used for a Rate Year that would have
affected the Annual Update for that Rate Year, GridLiance West shall promptly notify the
Exploder List, file a correction to the Annual Update with the FERC as an amended
informational filing, and cause such information to be posted at publicly accessible locations on
CAISO’s internet website and OASIS. Such corrections shall be subject to review at the time
they are made and shall be reflected in the next Annual Update, with interest. A corrected
posting shall reset the deadlines under Section 4 and 5 of the Protocols for Interested Person
review and the revised dates shall run from the posting date(s) for each of the corrections. The
scope of review shall be limited to the aspects of the Formula Rate affected by the corrections.
Interest on any over- or under-recovery due to corrections for preceding True-up Adjustments
shall be calculated monthly on such over- or under-recovery from January 1 of the corrected
Rate Year through December 31 of the Rate Year in which such over- or under-recovery is
reflected (“Correction Period”). The applicable monthly interest rates for the Correction Period
for an under-recovery or over-recovery shall be the average monthly interest rate determined in
accordance 18 C.F.R § 35.19a for the period from the beginning of the Correction Period through
December 31 of the Rate Year immediately preceding the Rate Year in which such under-
recovery is reflected. There is no time limit with respect to GridLiance West’s obligation or
right to correct an error in the implementation of the Formula Rate. Nothing in this section is

9



intended to limit FERC’s discretion to direct a correction to an Annual Update, or the rights of
Interested Parties to seek a correction to the Formula Rate pursuant to Section 206 of the FPA.

Section 7.

a.

Construction Work in Progress

Accounting. For each transmission project for which GridLiance West has
been authorized by a Commission order to include any amount of
Construction Work in Progress (“CWIP”) in transmission rate base
(“CWIP Incentive Project”), GridLiance West shall use the following
accounting procedures to ensure that it does not recover an Allowance for
Funds Used During Construction (“AFUDC”) for such project.

(i)

(i)

(iii)

(iv)

(v)

GridLiance West shall assign each CWIP Incentive Project a
unique Funding Project Number (“FPN”) for internal cost tracking
purposes.

GridLiance West shall record actual construction costs to each
FPN through work orders that are coded to correspond to the FPN
for each CWIP Incentive project. Such work orders shall be
segregated from work orders for transmission projects for which
the Commission has not authorized GridLiance West to include
CWIP in rate base.

For each CWIP Incentive Project, GridLiance West shall prepare
monthly work order summaries of costs incurred under the
associated FPN. These summaries shall show monthly additions to
CWIP and plant in service and shall correspond to amounts
recorded in GridLiance West’s FERC Form No. 1. GridLiance
West shall use these summaries as data inputs into the Annual
Update calculated pursuant to Section 3. GridLiance West shall
make such work order summaries available upon request under the
review procedures of Section 4.

When a CWIP Incentive Project, or portion thereof, is placed into
service, GridLiance West shall deduct from total CWIP the
accumulated charges for work orders under the FPN for that
project, or portion thereof. The purpose of this control process is
to ensure that expenditures are not double counted as both CWIP
and as additions to plant.

For transmission projects for which the Commission has not
authorized GridLiance West to include 100% of CWIP in rate
base, GridLiance West shall record AFUDC to be applied to any
amount of CWIP not included in rate base and capitalized when
the project is placed into service.

Annual Reporting. For each CWIP Incentive Project, GridLiance West
shall file a report with the Commission at the time of GridLiance West’s

10



Section 8.

Annual Update that shall include the following information concerning
each such project:

Q) the actual amount of CWIP recorded for each project;

(i) any amounts recorded in related FERC accounts or subaccounts,
such as AFUDC and regulatory liability;

(iii)  the resulting effect of CWIP on the revenue requirement;
(iv)  astatement of the current status of each project; and
(V) the estimated in-service date for each project.

Joint Meetings

GridLiance West will endeavor to coordinate with other transmission owners using
formula rates to establish revenue requirements for recovery of the costs of transmission projects
that utilize the same regional cost sharing mechanism, and hold joint meetings to enable all
Interested Parties to understand how those transmission owners are implementing their formula
rates for recovering the costs of such projects.

Section 9.

a.

Start-Up Requlatory Asset

Costs Recovered and Deferred. GridLiance West will recover through
current rates costs necessary to administer, operate, and maintain its assets
in its Annual Projection and True-Up Adjustment. Consistent with the
Commission’s authorization, additional costs that would otherwise be
recoverable through the Formula Rate will be deferred to a “start-up
regulatory asset” until GridLiance West’s rate base assets surpass $100
million. GridLiance West will defer to a “start-up regulatory asset” costs
that would be otherwise recoverable through the Formula Rate that are: (i)
pre-commercial and formation costs, (ii) direct costs incurred to further
develop its business model in CAISO, including costs associated with
future partnerships and development opportunities in CAISO, and (iii) all
indirect costs allocated to GridLiance West (Deferred Costs). Such
Deferred Costs will be booked to the start-up regulatory asset until
GridLiance West’s rate base assets surpass $100 million.

Annual Update. GridLiance West’s Annual Update, described in Section
3, will include detailed information regarding (i) the costs that are deferred
to the start-up regulatory asset, (ii) the balance of the start-up regulatory
asset, and (iii) a good faith estimate of when GridLiance West expects to
exceed $100 million in rate base assets.
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

My name is Edward M. Rahill. 1 am Chief Executive Officer of GridLiance West Transco
LLC (GridLiance West) and GridLiance GP, LLC, the general partner of GridLiance Holdco
LP (GridLiance), the ultimate holding company of GridLiance West and its affiliates
operating in other regions. | am employed by GridLiance Management, LLC (ManageCo),
the GridLiance West affiliate that employs the executives and staff that work on behalf of
GridLiance West and its other affiliates. My business address is 2 North LaSalle Street,
Suite 420, Chicago, lllinois 60602.

ON WHOSE BEHALF ARE YOU TESTIFYING?

| am testifying on behalf of GridLiance West, the applicant in this proceeding.

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND.

Prior to GridLiance, | was the principal of Grid Capital Advisors, a private consulting firm.
From April 2009 to February 2011 | was President of ITC Grid Development, LLC (ITC
Grid) and Senior Vice President of ITC Holdings, Inc. (ITC), where | managed the
transmission development activities for ITC, including the start-up of ITC Great Plains,
LLC, an independent transco operating in SPP. Before moving to ITC Grid, | served as the
Senior Vice President of Finance and Chief Financial Officer of ITC Holdings. In that
position, | had responsibility for financial operations and oversaw accounting, financial
reporting, treasury management, tax, and planning and analysis functions for ITC and its
subsidiaries, including International Transmission Company (ITC Transmission), Michigan
Electric Transmission Company, LLC (METC) and ITC Midwest LLC (ITC Midwest). Prior

to ITC, | headed the Planning and Corporate Development functions for DTE Energy
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Company and engaged in the development and management of energy-related
businesses and services in Michigan, including the electric utility, gas utility, and non-utility
operations.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND

| received a Bachelor of Business Administration degree from the University of Notre
Dame in 1975 and a Master of Business Administration degree, with a Certification in
Finance, in 1978 and an additional Certification in Managerial Economics in 1980, from the
State University of New York at Buffalo.

HAVE YOU SUBMITTED TESTIMONY PREVIOUSLY BEFORE THE FEDERAL
ENERGY REGULATORY COMMISSION (FERC) OR ANY OTHER REGULATORY
COMMISSION?

Yes. | have previously submitted testimony before FERC in Docket Nos. EL09-11, ER0Q9-
548, ER09-681, and ER15-2594. | have also submitted testimony before the Illlinois
Commerce Commission (Docket No. 07-0246); the lowa Utilities Board (Docket No. SPU-
07-11) the Corporation Commission of Oklahoma (PUC 200700298), and the Missouri
Public Service Connection (File No. EA-2016-0036).

PLEASE DESCRIBE THE SCOPE OF YOUR TESTIMONY.

My testimony: (1) provides an overview of GridLiance West's filing; (2) introduces the other
testimonies and exhibits that are filed today as part of our section 205 application; (3)
provides background regarding the business objectives of GridLiance West and its transco
affiliates; and (4) describes the transmission assets we seek to acquire from Valley Electric

Association, Inc. (VEA) and our reasons for acquiring them.
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OVERVIEW OF THE APPLICATION

PLEASE PROVIDE AN OVERVIEW OF GRIDLIANCE WEST’S FILING.

GridLiance West seeks approval of a forward-looking formula rate consistent with those
approved by the Commission on a number of occasions for entities that either own or
intend to develop transmission around the country, including within the California
Independent System Operator Corp. (CAISO) region. GridLiance West is also seeking
approval of various inputs to use in the formula rate as well as approval of certain rate
incentives. A number of these requests are the same or very similar to those granted by
FERC to GridLiance West's sister company, South Central MCN LLC (SCMCN), which
operates in the Southwest Power Pool, Inc. (SPP) region, and other transcos and non-
transco public utilities:

(1) Transmission Owner (TO) Tariff, Formula Rate, and Protocols: GridLiance

West requests that the Commission accept its proposed TO Tariff, protocols and
proposed formula rate template, which includes the accounting and financial inputs
referenced below, as discussed in the testimony of GridLiance West witness Mr.
Alan Heintz;1

(2) Base ROE: GridLiance West proposes to use a base return on equity (ROE) of
10.4%, supported by the discounted cash-flow (DCF) analysis performed by Dr.
Michael J. Vilbert, a Principal of The Brattle Group;2

(3) Accounting and Depreciation Rates: Jeffrey M. Bishop, the Chief Financial

Officer of GridLiance West, provides testimony discussing the proposed

depreciation rates and other accounting issues, including cost of debt, allocation of

Prepared Direct Testimony of Alan Heintz, Ex. No. GWT-200 (Heintz Testimony).
Prepared Direct Testimony of Michael Vilbert, Ex. No. GWT-300 (Vilbert Testimony).
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costs among GridLiance West and its affiliates, and the justness and
reasonableness of GridLiance West's formula rate inputs;3

(4) Actual Capital Structure: GridLiance West also proposes to use a targeted

actual capital structure of 60 percent equity/40 percent debt, as discussed by Mr.
Bishop and Dr. Vilbert;

(5) Regulatory Assets: Mr. Bishop and Dr. Vilbert support GridLiance West's request

for authorization to establish a regulatory asset to recover its start-up and
formation costs (start-up regulatory asset);4

(6) RTO Participation Incentive: the transmittal to this section 205 filing supports

GridLiance West's routine request to apply 50 basis point (bps) to its base ROE as
an incentive for participation in CAISO; and

(7) 100% CWIP Allowance for the Bob Tap Project: As discussed by Mr. Bishop,

GridLiance West seeks authorization to collect 100% Construction Work in
Progress (CWIP) as an incentive for the Bob Tap transmission project, a 230 kV
transmission line that will establish a new direct connection to the remainder of the
CAISO system.

BACKGROUND ON GRIDLIANCE WEST

WOULD YOU PLEASE DESCRIBE THE CORPORATE STRUCTURE OWNERSHIP OF

GRIDLIANCE AND ITS AFFILIATES?

GridLiance owns three subsidiary holding companies: GridLiance West Holdings, LLC,

GridLiance Heartland LLC, and GridLiance Texas Holdings LLC. GridLiance Heartland, in

Prepared Direct Testimony of Jeffrey Bishop, Ex. No. GWT-400 (Bishop Testimony).
See id. at pp. 5-12; see also Ex. No. GWT-300, Vilbert Testimony at pp. 8-9.
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turn, owns Midcontinent MCN LLC (MMCN), SCMCN, and Mid-Atlantic MCN LLC
(MAMCN), each Delaware limited liability companies, which will operate as public utilities
and transmission owning members of the Midcontinent Independent System Operator, Inc.
(MISO), SPP, and PJM Interconnection, L.L.C. (PJM), respectively. GridLiance Texas
Transco, LLC (GTT) is a Delaware limited liability company and a wholly owned subsidiary
of GridLiance Texas Holdings. GWT will operate as a public utility, as the term is defined
by Texas statute,5 and transmission owning member of the Electric Reliability Council of
Texas, Inc. (ERCOT). GridLiance West Holdings LLC is the direct parent of GridLiance
West. These sister transcos to GridLiance West have the same business model; they are
actively seeking new transmission opportunities and engaged have in negotiations with
potential partners in their respective RTOs.

PLEASE DESCRIBE THE OBJECTIVES OF THE GRIDLIANCE COMPANIES.
GridLiance and its subsidiaries were formed exclusively to acquire and optimize existing
transmission assets, and develop new transmission assets, primarily in cooperation with
municipally owned electric utilities, joint action agencies, and non-jurisdictional electric
cooperatives (Public Power). The GridLiance companies do not own generation assets
and do not provide retail distribution service.

By focusing solely on transmission, GridLiance and its transco operating
companies are well positioned to devote financial and other resources to helping enhance
the reliability of the transmission system in the US. GridLiance’s business model is
intended to provide tailored transmission solutions, with a focus on solving the problems of

cooperatives, municipal utilities, and joint action agencies (collectively, Public Power).

Public Utility Regulatory Act, Title 2, Texas Util. Code § 11.004 (2011).
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Such arrangements include acquiring and optimizing transmission facilities, and entering
into development agreements and joint ownership arrangements with Public Power
partners. We are also open to purchasing Public Power assets so that the seller can focus
its efforts on other critical customer needs, such as in this transaction.

PLEASE PROVIDE AN OVERVIEW OF GRIDLIANCE WEST AND ITS TRANSMISSION
ASSETS.

GridLiance West was formed in 2016 specifically to purchase the HVTS, enhance those
assets, and pursue new transmission projects in CAISO. VEA had developed the 230 kV
system, operates the HVTS, and placed the HVTS assets under the functional control of
CAISO. Earlier this year, VEA sought proposals to acquire the HVTS owned by its wholly
owned subsidiary, Valley Electric Transmission Association (VETA). GridLiance West was
the winning bidder. This transaction will allow VEA to direct its resources and attention to
communications and retail-side improvements.

The HVTS and VETA'’s 138 kV facilities are currently under CAISO’s functional
control. The HVTS assets include (1) 4.35 miles of 230 kV transmission running from NV
Energy’s Northwest substation to VETA'’s Desert View West substation; (2) 38.43 miles of
230 kV transmission line running from Desert View West substation to VETA'’s Innovation
substation; (3) 36.66 miles of 230 kV transmission line running from VETA'S Innovation
substation to VETA’s Pahrump substation; (4) 85.45 miles of 230 kV transmission lines
running from VETA’s Pahrump substation to Western-DSR’s Mead substation; and (5)
equipment related to the transmission lines described above. As part of the Transaction,
GridLiance West will acquire VETA’s Pahrump substation, Desert View substation, and

Innovation substation.
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The relationship between GridLiance West and VEA will not end when the assets
are transferred. After GridLiance West acquires the HVTS, VEA will continue to operate
and maintain the HVTS pursuant to a to-be-executed Transmission Operator, Operation
and Maintenance Agreement (TOP/O&M Agreement), included as Appendix G to this to
this filing. GridLiance West and VEA are also finalizing procedures in a future planning
agreement that will govern coordination of planning efforts between VEA and GridLiance
West.

WHAT IS THE BENEFIT TO HAVING VEA CONTINUE TO OPERATE AND MAINTAIN
THE ASSETS UNDER THE O&M AGREEMENT?

The TOP/O&M Agreement builds on VEA's substantial expertise in operating and
maintaining these same transmission assets since their construction. Through this
agreement Valley will be registered with the North American Reliability Corporation
(NERC) as the NERC-certified Transmission Operator and will perform defined operation
and maintenance services for the HVTS. The arrangement is efficient, as VEA already
has the staff and equipment needed to perform O&M functions, and has a proven track
record of successfully maintaining and operating these particular assets. Further, VEA will
perform O&M functions for VETA’s LVTS and has arrangements to provide O&M services
for other entities with assets in the region. In sum, this O&M Agreement will ensure a
seamless transition of the system to GridLiance West and draw upon VEA's years of
expertise, with the added benefit of ensuring no jobs are lost as a result of the transaction.
WHAT ARE THE BENEFITS OF THE FUTURE PLANNING AGREEMENT?

This future planning agreement will reserve for VEA rights to participate in the transmission

planning in its footprint and to coordinate planning of the LVTS and HVTS in concert in
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order to maximize benefits for VEA and more broadly, the users of the CAISO regional
transmission system.

As explained in the affidavit of Mr. Tom Husted, who serves as Chief Executive
Officer of VEA, the parties see this transfer as the beginning of a long-term collaboration,
whereby GridLiance West will coordinate with Valley Electric to make further
enhancements to the HVTS and, if VETA finds it appropriate, the LVTS. GridLiance West
will also seek to acquire other transmission assets, engage in co-development
agreements, or pursue competitive transmission projects within CAISO, including with
future Public Power partners.
WHO OPERATES GRIDLIANCE WEST?
Like its sister transcos, GridLiance West is managed by a growing team of experienced
utility executives and staff, overseeing outside contractors who will initially perform
construction and operation and maintenance services, though such services will be
transitioned “in-house” as GridLiance West's team grows. The executives and staff are
employed by GridLiance Management, LLC, an affiliate of the upstream parent of
GridLiance West and its sister transmission companies. The costs of their time managing
the affairs of GridLiance West and its sister transmission companies are and will continue
to be allocated in accordance with the Commission’s Uniform System of Accounts.
PLEASE DESCRIBE THE SUCCESSES OF GRIDLIANCE WEST AND ITS SISTER
COMPANIES TO DATE.
First, the GridLiance companies have been proactive in initiating discussions with Public
Power entities in several RTOs to assess what transmission solutions are desired and

enter into tailored arrangements that best align with the goals of the entity. In SPP,
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SCMCN has signed the Missouri Joint Municipal Electric Utility Commission (MJIMEUC),
Oklahoma Municipal Power Authority (OMPA), Tri-County Electric Cooperative, Inc.
(TCEC), and Kansas Power Pool (KPP) to long-term Co-Development Agreements
through which SCMCN will jointly develop and own transmission with these entities. These
arrangements address the entities’ challenges regarding obstacles to pursuing
transmission projects on their own, and offsetting rising transmission costs with new
revenue streams of their own.

Second, GridLiance companies have been at the forefront of participating in Order
No. 1000 competitive solicitation processes. SCMCN in SPP, MMCN in the Midcontinent
Independent System Operator, Inc. (MISO) region, and MAMCN in PJM Interconnection,
L.L.C. (PJM) region have all been deemed qualified to compete for eligible projects. The
standards to qualify to participate are high—companies must demonstrate the financial
and technical capability to construct a project before they can even submit a proposal.
SCMCN submitted a proposal for SPP’s only Order No. 1000 project to date, and MMCN
submitted a proposal for MISQO’s only Order No. 1000 project to date. In both SPP and
MISO, the projects were both pursued with Public Power partners. MAMCN also submitted
an independent proposal to PJM for its 2016 Regional Transmission Expansion Plan
(RTEP) 2016 proposal window.

SCMCN has also acquired assets from TCEC, and has agreed subject to
regulatory approval to purchase assets from the City of Nixa, a MIMEUC member. Like
the VEA acquisition, these were strategic purchases made with an eye toward further
enhancement of the system, and SCMCN is collaborating with TCEC on how to most

effectively and efficiently address the TCEC system’s local reliability needs.
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HOW DOES GRIDLIANCE WEST MANAGE RISKS IN ORDER TO COLLECT
ADEQUATE RETURNS?

As discussed further by Dr. Vilbert and Mr. Heintz, GridLiance Wests seeks to utilize a
reasonable targeted actual capital structure at 60 percent equity/40 percent debt. This
ratio is well-within the range of capital structures used by other comparable entities and
approved by the Commission. As described by Mr. Bishop and Mr. Vilbert, GridLiance
West requests to establish a regulatory asset account: GridLiance West seeks
authorization to defer to a start-up regulatory asset all prudently incurred pre-commercial
and formation costs, all costs prudently incurred in order to introduce GridLiance West's
business model in the CAISO region, and all indirect costs allocated to GridLiance West.
These types of regulatory assets are fairly standard among start-up transcos like
GridLiance and help facilitate collection of prudently incurred costs and improve cash flow.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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information, and belief.

I L

Edward M. Rahill

Date: December 28, 2016



Appendix C

TESTIMONY OF ALAN C. HEINTZ



Docket No. ER17-__ -000
Exhibit No. GWT-200

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

GridLiance West Transco LLC ) Docket No. ER17- -000

PREPARED DIRECT TESTIMONY

OF

ALAN C. HEINTZ

ON BEHALF OF

GRIDLIANCE WEST TRANSCO LLC

Exhibit No. GridLiance West-200

December 29, 2016



TABLE OF CONTENTS

Page

l. INTRODUCTION AND QUALIFICATIONS. .......cocoiieieiiiiieieieeeee s
Il. PURPOSE OF TESTIMONY AND BACKGROUND .........ccoiiiiiieicieeeeeeeeee s
Il FORMULA RATE ..o

Exhibit No. GWT-201: TESTIMONIAL EXPERIENCE OF ALAN C. HEINTZ

Exhibit No. GWT-202: GRIDLIANCE WEST UNPOPULATED FORMULA RATE TEMPLATE

Exhibit No. GWT-203: GRIDLIANCE WEST POPULATED FORMULA RATE TEMPLATE



10

11

12

13

14

15

16

17

18

19

20

21

22

23

>

> ©

Docket No. ER17-__ -000
Exhibit No. GWT-200
Page 1 of 18

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

My name is Alan C. Heintz, and | am Vice President of Brown, Williams, Moorhead &
Quinn, Inc. (BWMQ). My address is 1155 Fifteenth Street, NW, Suite 1040, Washington,
DC 20005.

ON WHOSE BEHALF ARE YOU TESTIFYING?

| am testifying on behalf of GridLiance West Transco LLC (GridLiance West).

ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH THIS TESTIMONY?
Yes, | am sponsoring Exhibit No. GWT-201, my testimony experience, Exhibit No. GWT-
202, GridLiance West's unpopulated formula rate template, and Exhibit No. GWT-203,
GridLiance West's populated formula rate template for the initial Rate Year, based on data
provided by GridLiance West. GridLiance West's populated and unpopulated formula rate
templates are in each case provided in a workable Microsoft Excel File with all links and
formulas that are used to calculate each cell intact. | also directly supervised the
preparation of GridLiance West's protocols.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

| was employed by the Federal Energy Regulatory Commission (FERC or the Commission)
from November 1985 to February 1995, where my work focused heavily on electric rate
matters. | served as a Public Utilities Specialist in the Rate Filings Branch from November
1985 to October 1989. In November 1989, | was promoted to Section Chief in the Division
of Applications, and was responsible for supervising the review of the terms, conditions,
and rates of electric-rate applications for such services as interchange power,

requirements power, and transmission. During my tenure with FERC, | prepared or
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supervised the preparation of memoranda recommending acceptance, rejection,
deficiency, or investigation in hundreds of electric cases. These included cases that set
important precedents on electric transmission pricing, such as the merger compliance
transmission tariffs for Northeast Utilities, the first generation of open access transmission
tariffs (OATT) filed by utilities such as Entergy Services Inc., Louisville Gas and Electric
Co., Florida Power & Light Co., Kansas City Power & Light Co., and American Electric
Power Service Corp., as well as the Pennsylvania Electric Company case involving
Penntech Papers, Inc. | also taught a one-year course to FERC Staff and gave several
presentations to the Edison Electric Institute Interconnection and Interchange
Arrangements Committee on the pricing of power and transmission services.

From February 1995 through October 2000, | was a Vice President of Stone &
Webster Management Consultants, Inc. In this position, | provided consulting services to
numerous electric utilities on matters involving requirements and off-system power rates,
rate and implementation strategies for developing OATT filings, and issues concerning the
organization of Independent System Operators (ISOs), and Regional Transmission
Organizations (RTOs). | also assisted several utilities in preparing their retail delivery
services filings. In November 2000, | joined R. J. Rudden Associates, Inc. as a Vice
President, where | continued providing consulting services to the electric industry. | joined
BWMQ in February 2004,

WHAT ARE YOUR DUTIES IN YOUR CURRENT POSITION?
| provide consulting services on matters relating to power sales, transmission, and ancillary
service issues associated with FERC regulation of open access transmission service,

including issues arising from FERC'’s Order Nos. 888, 889, 890, 2000 and 679. | have
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been actively involved as a consultant to several ISOs and RTOs, participants in organized
electric markets, and transmission-only entities. | have advised these clients on formula
transmission rates, transmission and congestion pricing, and the treatment of pre-existing
arrangements, losses, and ancillary services. In addition, | have provided advice on
transmission pricing matters to several transmission-owning members of the PJM
Interconnection, L.L.C. (PJM), Midcontinent Independent System Operator, Inc. (MISO),
California Independent System Operator Corp. (CAISO), ISO New England, Inc., New York
Independent System Operator and Southwest Power Pool, Inc. (SPP).

HAVE YOU PREVIOUSLY TESTIFIED BEFORE FERC OR BEFORE OTHER
REGULATORY AGENCIES OR COURTS ON UTILITY-RELATED MATTERS?

Yes. During my tenure at the FERC, | was assigned to the Commission’s advisory staff.
However, while at the FERC, | presented cases publicly to the Commissioners at their
bi-weekly public meetings and was the technical contact to the Commissioners in
numerous cases. Since leaving the FERC, | have filed testimony before the FERC in
numerous proceedings. In addition, | have testified before the British Columbia Utilities
Commission in Canada, the Illinois Commerce Commission, the Maine Public Utilities
Commission, the United States Court of Federal Claims, and the United States District
Court in Florida. A summary of my prior testimony is contained in Exhibit No. GWT-201.
PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

| received the degree of Bachelor of Science in Business, and the degree of Bachelor of
Arts in Economics from the University of Colorado, Boulder, Colorado, in May 1982. | also
received the degree of Master of Business Administration in Finance from the George

Washington University in Washington, DC in December 1988.
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PURPOSE OF TESTIMONY AND BACKGROUND

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

GridLiance West has requested that | develop formula rates that GridLiance West will
charge customers for transmission service within the CAISO footprint. In this testimony, |
describe, explain and support the reasonableness of the formula and associated
workpapers used to calculate the revenue requirements (the formula rate template) and
the implementation protocols which govern how the formula rate will be projected each
year and how any changes to the annual rate as a result of the subsequent annual true up
will be implemented (protocols). The formula rate template and the protocols together are
referred to as the “formula rate,” and will be incorporated in the CAISO Tariff. The
proposed formula rate provides for the forecast of the net revenue requirement for the
transmission facilities for January through December (Rate Year). A true-up between the
forecasted and actual net revenue requirement will be calculated the following year (cost
year plus one) and applied as an addition to or subtraction from the subsequent year's net
revenue requirement and resultant rate (cost year plus two).

GridLiance West will forecast its net revenue requirement for each calendar year,
and CAISO will include these revenue requirements in calculating the transmission rates to
be effective each Rate Year beginning on January 1. The true-up mechanism ensures
customers are not harmed if the actual net revenue requirement is less than the billed net
revenue requirement and includes interest based on section 35.19a of the Commission’s
regulations. Therefore, the rates calculated by CAISO will be subject to true-up with

interest.
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The formula rate uses 13-month average plant balances in determining the rate
base, upon which the return and income tax components of the annual net revenue
requirement are calculated. GridLiance West will forecast the average of the 13 monthly
balances in rate base. Should these estimates be incorrect, the true-up mechanism
subsequently will adjust the charge produced by the formula rate.

PLEASE PROVIDE AN EXAMPLE OF HOW THE FORMULA RATE WOULD
FUNCTION.

For service from January to December, the Rate Year, the average rate base balance and
annual expenses would be forecasted by October 1 preceding the Rate Year. The rate in
effect for the Rate Year would be calculated pursuant to the formula rate template using
this forecast. On or before June 1 succeeding the Rate Year, the actual average rate base
and annual expenses would be computed. The difference between the revenue
requirement forecast and the actual net revenue requirement, positive or negative, would
be computed with interest based on section 35.19a and used to adjust the rate for the
subsequent Rate Year.

PLEASE EXPLAIN HOW THE FORMULA RATE WILL CALCULATE THE INITIAL
PARTIAL RATE YEAR.

GridLiance West has requested that its formula rate be made effective as of March 1,
2017. Therefore, because the Rate Year runs from January to December, the first Rate
Year will be a partial rate year. As described in Section 2 and footnote 3 of the protocols,
for the initial partial Rate Year, the initial projected net revenue requirement will be divided
by the number of months the formula rate is in effect to calculate the monthly projected

cost of service to be collected each month of the first year. Similarly, the actual net
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revenue requirement will be divided by the number of months the rate is in effect to
calculate the actual cost of service to be collected each month of the first year. The first
true-up adjustment will compare the projected net revenue requirement billed and the
actual net revenue requirement for that initial Rate Year.

PLEASE EXPLAIN WHY THE PROPOSED FORMULA RATE IS REASONABLE.

The proposed formula rate is very similar to the formula approved by the Commission in
Xcel Energy Transmission Development Co. LLC, 149 FERC 61,181 (2014) (XETD),
Transource Wisconsin, LLC, 149 FERC 1 61,180 (2014) (Transource Wisconsin), and
South Central MCN LLC, 153 FERC 1 61,099 (2015) (South Central). GridLiance West
plans to invest substantial amounts in the CAISO footprint.t The proposal allows
GridLiance West to collect a rate that is representative of the costs in the current period,
provides for greater certainty for cost recovery of capital expenditures to improve the
transmission infrastructure, and ensures that customers pay the cost to serve them over
the lives of the projects. Moreover, the Commission has approved numerous other
transmission formulas that employ similar true-up mechanisms, in, for example Boston
Edison Company, 91 FERC 1 61,198 (2000); Northeast Utilities Service Company, 105
FERC 1 61,089 (2003); San Diego Gas & Electric Company, 103 FERC 1 61,115 (2003);
Commonwealth Edison Co., 122 FERC { 61,030 (2008); American Electric Power Service
Corp., 124 FERC { 61,306 (2008); American Electric Power Transmission Co., 135 FERC
161,066 (2011); Tallgrass Transmission, LLC & Prairie Wind Transmission, LLC 132

FERC 1 61,114 (2010); American Electric Power Transmission Co., 135 FERC 1 61,066

Prepared Direct Testimony of Edward M. Rahill, Ex. No. GWT-100 at p. 8.
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(2011); RITELine Indiana, LLC and RITELine lllinois, LLC, 137 FERC 1 61,039 (2011)
(RITELine Companies); XETD; and Transource Wisconsin.

PLEASE EXPLAIN THE PROPOSED INTEREST CALCULATION AND WHY IT IS
REASONABLE.

As mentioned above, the interest is calculated for both over- or under-recovery. Interest
on any over- or under-recovery of the net revenue requirement shall be determined based
on section 35.19a of the Commission’s regulations, 18 C.F.R § 35.19a. The interest rate
to be applied to the over- or under-recovered amounts will be determined using the
average rate for the twenty-one (21) months preceding October of the current year. In
either case, the interest shall be refunded in the event of an over-recovery or collected in
the event of an under-recovery via an adjustment to the revenue requirement over a
twenty-four (24) months period beginning at the start of the subsequent Rate Year. In
other words, the interest adjustment will be based on the period January of the Rate Year
through September of the following year and will then be reflected in the rates for each of
the subsequent two years. This proposal is reasonable in that: (1) the actual interest rates
for the months following September will not be known when the true-up is calculated in
October, and (2) the monthly rates may be constantly fluctuating due to changes in interest
rates.

FORMULA RATE

PLEASE PROVIDE AN OVERVIEW OF THE PROPOSED FORMULA RATE
METHODOLOGY.
The formula rate has two components, each of which is included as a separate appendix

to GridLiance West's Transmission Owner Tariff (TO Tariff). The first is Appendix Il to the
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TO Tariff and, which consists of the formula rate template used to develop the GridLiance
West annual transmission revenue requirement (ATRR). The second component,
Appendix IV to the TO Tariff, is the set of protocols which govern how the formula rate will
be projected each year and how any changes to the annual rate as a result of the
subsequent annual true-up will be implemented. The GridLiance West TO Tariff, including
the formula rate template and protocols, is being filed as a stand-alone tariff and is
included as Appendix A to this filing.

PLEASE DESCRIBE IN DETAIL THE ACTUAL APPLICATION OF THE PROPOSED
FORMULA RATE.

Page 1, lines 1-4 of Appendix Ill, summarizes the ATRR calculations for all of GridLiance
West's projects in CAISO. Line 1 is the gross revenue requirement carried forward from
page 3, line 67. Line 2 is the amount of the revenue credits from Attachment 1. Line 3 is
the true-up adjustment with interest, calculated on Attachment 5 to Appendix Ill. Line 4 is
net revenue requirement for the year, to be used by CAISO to calculate the transmission
rate.

Pages 2 through 3 of Appendix IlI calculate the traditional net plant revenue
requirement for all CAISO projects for GridLiance West. The gross revenue requirement is
the sum of operation and maintenance expense (O&M), depreciation expense, taxes other
than income taxes, income taxes and return on rate base (page 3). The underlying cost
data reflect GridLiance West's costs (as estimated and trued-up the next year to data
reported in FERC Form 1 and other inputs to the formula rate template).

Appendix Il also includes, beginning on page 4, a listing of “Supporting

Calculations and Notes” that are inputs to the basic formula on pages 1 through 3,
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specifically: (a) the Transmission Plant (TP) allocator (page 4, lines 71-76); (b) the Wages
& Salaries allocator (W/S) (page 4, lines 77-81); and (c) the capital structure and overall
Rate of Return (R) (page 4, lines 82-86). These supporting calculations and notes are
followed by explanatory notes on page 5.

Pages 1 through 4 of Appendix Ill generally have the same presentation of data:
each line of the formula consists of five columns of information or data (in addition to the
“Line No.” column):

(1) a description of the cost item or formulaic result of the calculation on the line;

(2) the source of the input data (a FERC Form 1 page number or an attached
worksheet), or an instruction describing a calculation (e.g., Sum lines 5 to 9);

3) the actual total company data input (areas shaded) or sum of the data (unshaded);
(4) the allocator or functionalization factor applicable to the total company value; and

(5) the transmission-related amount obtained by applying the allocator or
functionalization factor to the total company value.

PLEASE DESCRIBE HOW RATE BASE IS CALCULATED PURSUANT TO THE
FORMULA RATE TEMPLATE.
As set out in Appendix IIl on page 2, lines 5-7, transmission-related plant is identified by
applying the TP allocator discussed above, and general and intangible plant (G&l) are
functionalized to transmission by the W/S allocator. The accumulated depreciation
associated with general and intangible plant are similarly functionalized (lines 8-11).

Net transmission plant, property and equipment balances are calculated at lines
12-15. All plant balances are calculated based on 13-month averages, the details of which

are developed on Attachment 2 to Appendix I1I.
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Adjustments to rate base — accumulated deferred income taxes (ADIT),
construction work in progress (CWIP), and unamortized balances for regulatory assets and
abandoned plant are calculated on the attachments specified on lines 16-23 and carried
over to page 2 of Appendix Ill.

CWIP at line 19 reflects the 13-month average balances as shown on Attachment
11 to Appendix III.

GridLiance West proposes a regulatory asset to recover start-up and formation
costs, costs it has and will incur to develop its business model, and indirect costs allocated
to GridLiance West from its affiliates in accordance with its proposed affiliate cost
allocation policy, until it obtains $200 million in rate base. GridLiance West seeks to
accrue carrying costs based on its weighted average cost of capital for its assets, prior to
the inclusion of the unamortized regulatory asset in rate base, consistent with what the
Commission approved for its sister transmission company in South Central. In a separate
future filing, GridLiance West will show that its expenses included in the start-up regulatory
asset are just and reasonable, request authorization to place the unamortized regulatory
asset in rate base, and request authorization to amortize the regulatory asset over a
defined period. Once included in rate base, the unamortized regulatory asset is included
at line 21. The proposed regulatory asset is reasonable and necessary in order to allow an
opportunity to recover all expenses incurred prior to the date the formula rate is charged to
customers, and costs incurred for the benefit of future customers.

Unamortized abandoned plant is included in rate base at line 22 of Appendix III.
Any amounts included in Unamortized Abandoned Plant would be authorized by a specific

FERC order.
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Land Held for Future Use is specified on Attachment 8 of Appendix Ill and
included at line 24.

Working Capital (lines 26-29) consists of three elements: (1) Cash Working Capital
(CWCQC), calculated as one-eighth of total O&M expenses; (2) Materials & Supplies; and (3)
Prepayments.

PLEASE DISCUSS HOW THE ACCUMULATED DEFERRED INCOME TAX (ADIT)
BALANCES ARE INCLUDED IN THE FORMULA RATE TEMPLATE.

Deferred income taxes arise when items are included in taxable income in different periods
than they are included in rates. The formula rate template employs a forward-looking
Appendix Ill, whereby it inputs a projection for its revenue requirement under its formula
rate each year. The projection is then subject to a true-up each year based on actual
costs when actual data becomes available. The U.S. Internal Revenue Service (IRS)
procedure for determining the amount of the reserve for deferred taxes to be excluded
from rate base is set forth in section 1.167(1)-1(h)(6)(ii) of the IRS regulations. This section
requires the ADIT associated with accelerated depreciation balances for a future period
(projected test year) be calculated as the “amount of the reserve at the beginning of the
period and a pro rata portion of the amount of any projected increase to be credited or
decrease to be charged to the account during such period.”

The pro rata amount of any increase or decrease during the future portion of the
period is determined by multiplying the increase or decrease by a fraction, the numerator
of which is the number of days remaining in the period at the time the increase is to
accrue, and the denominator of which is the total number of days in the future portion of

the period. In order to comply with IRS regulations, Attachment 6a to Appendix IlI
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calculates the ADIT balances for the projection using the IRS proration formula for the
plant-related items and the average of the beginning- and end-of-year balances for the
non-plant items and Attachment 6e thereto calculates the ADIT balances for the true-up
using the average of the beginning and end-of-year balances for all ADIT items.

PLEASE DISCUSS THE DEVELOPMENT OF OPERATION AND MAINTENANCE (0&M)
EXPENSES ON PAGE 3 OF APPENDIX IlI.

Total transmission O&M expense shown at page 3, line 38, of Appendix Il consists of
Transmission expense (line 32) plus Administrative & General (A&G) expense (line 34)
functionalized to transmission.

The formula rate template (line 33) excludes Account 565. Consistent with
formula rate templates approved by the Commission in other proceedings,? and because
GridLiance West is not a load serving entity or a balancing authority, the formula rate
template does not exclude all costs booked to Accounts 561.1 through 561.8. Workpaper
1 - O&M Detail will describe any costs booked to these accounts that are eligible for
recovery under the formula rate.

Total company A&G expense (as adjusted for FERC Annual Fees, Regulatory
Commission Expense, Electric Power Research Institute and Edison Electric Institute fees,
non-safety General Advertising Expense, and post-retirement benefits other than pensions
(PBOP) expenses) is functionalized to Transmission by the W/S allocator.

Regulatory Commission Expenses related to transmission are included on line 36.

See, e.g., South Central; East River, 152 FERC { 61,248 (2015); DATC Midwest Holdings, LLC, 139 FERC {
61,224 (2012).



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No. ER17-__ -000
Exhibit No. GWT-200
Page 13 of 18

GridLiance West does not have its own employees; rather, employees of its
affiliates will provide services to GridLiance West on an at-cost basis through service
agreements. Accordingly, the stated rate inputs for PBOP in GridLiance West's formula
derive from the PBOP rates for affiliated companies. This amount shall remain zero until
GridLiance West files support for a rate in a subsequent docket. As reflected on
Attachment 2a to Appendix IIl, the stated PBOP rates per dollar of labor expended can
only be changed pursuant to a separate section 205 or 206 filing. This treatment is
consistent with the treatment approved in Trans-Allegheny Interstate Line Co., 124 FERC
161,075 (2008).

PLEASE DISCUSS HOW THE FORMULA DEVELOPS DEPRECIATION AND
AMORTIZATION EXPENSE.

Total Transmission Depreciation and Amortization Expense is shown in Appendix Ill on
page 3, line 43. It is the sum of Transmission Plant Depreciation and Amortization
Expense (line 40), plus General Plant Depreciation and Intangible Plant Amortization (line
41), plus Amortization of Abandoned Plant (line 42), functionalized to transmission.

Consistent with the functionalization of G&I, G&I depreciation is functionalized to
transmission by the W/S allocation factor.

The formula also includes a provision (line 42) for including the amortization of any
unrecovered abandoned plant costs (which would require Commission approval in a
separate filing). Such amortization is directly assigned to the Transmission function.
PLEASE DISCUSS HOW THE FORMULA DEVELOPS TAXES OTHER THAN INCOME

TAXES.
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Taxes other than income taxes (Other Taxes) are functionalized to transmission and
specified on Appendix Il at lines 44-52 of page 3. Labor-related taxes are functionalized
by the W/S allocator (lines 46 and 47). Real and personal property, miscellaneous other
taxes (lines 49 and 51) are functionalized by the gross plant allocator.
PLEASE DISCUSS HOW THE FORMULA DEVELOPS INCOME TAXES ON PAGE 3
AND PAGE 4 OF APPENDIX III.
Federal and state income taxes (page 3, line 62) are developed consistent with the rate
base calculated at page 2, line 30.

The tax components are Federal Income Tax Rate (FIT), State Income Tax Rate
(or Composite) (SIT), and the percent (p), if any, of federal income tax deductible in the
calculation of state income tax. These components are specified in Note F. The
composite federal/state income tax rate, “T”, is calculated on page 3, line 54, where:

T = 1-{[(1-SIT) * (1-FIT)] / (1-SIT * FIT * p)}

The tax multiplier, 1/(1-T), is calculated on line 55.

The investment tax credit (ITC) adjustment is shown at page 3, lines 59.

The income tax component is calculated at page 3, line 60 as the product of (T/1-
T) times the portion of the investment return that is taxable (which is 1 minus the weighted
debt cost rate divided by the overall rate of return) times the investment return times the
portion of the ownership of GridLiance West that has a tax liability on page 3, lines 68-70.
The weighted debt cost rate is calculated at page 4, line 83, and the overall rate of return is
calculated at page 4, line 86.

Percentage of Ownership that has Actual or Potential Income Tax Liability (page 3,

lines 68-70) calculates income tax based on the tax exempt status of a portion of
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GridLiance West's indirect equity investors using the weighted income tax allowance using
the marginal income tax rates of each category of partners and the projected distributive
share of corporate income from the transmission investment attributed to each category of
partners. Currently, 29.22% of the equity investors in GridlLiance West's upstream owners
are tax exempt, reflected in line 68, column (b) and (c) of the populated formula rate
template (Exhibit No. GWT-203). GridLiance West will populate line 68, column (b) with
the most current percentage number for each Rate Year.

Total income taxes (page 3, line 62) are the summation of the income tax
component (page 3, line 60) and the ITC adjustment (page 3, line 61).
PLEASE DISCUSS HOW THE FORMULA DEVELOPS THE RETURN ON RATE BASE.
Return on Rate Base (ROR) (page 3, line 64) is the product of rate base (page 2, line 30)
times overall rate of return (R) (page 4, line 86). R is the sum of the weighted cost rates
for long-term debt (LTD), preferred stock, and common equity calculated at page 4, lines
83 through 86.

The LTD cost rate (page 4, line 83) will be the actual cost incurred in the year as
developed on Attachment 2b to Appendix Ill.

The preferred cost rate (if any) is calculated on Attachment 2b to Appendix I
consistent with standard FERC rate making.

The common equity of the capital structure is shown at page 4, line 85.

Total capitalization (page 4, line 86) is the sum of LTD, preferred stock and
common equity. LTD (page 4, line 83), preferred stock (page 4, line 84) and common

equity (page 4, line 85) divided by total capitalization gives the capitalization shares shown
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on those lines, respectively. The total capitalization is calculated on Attachment 2b to
Appendix Il consistent with standard FERC rate making.

Prior to owning any assets, GridLiance West's capital structure will reflect its

actual equity level, calculated on Attachment 2b to Appendix IIl.

DOES GRIDLIANCE WEST PROPOSE INCENTIVE RATE TREATMENT?

Yes. As discussed above, GridLiance West is seeking authorization to utilize a start-up
regulatory asset, until GridLiance West has $100 million in rate base, for all prudently
incurred non-capitalized costs to start up its business, including all pre-commercial and
formation costs, costs incurred by GridLiance West to introduce its public power focused
business model in CAISO, and indirect costs allocated to GridLiance West and
authorization to accrue carrying costs at its weighted average cost of capital until the
regulatory asset is included in rate base. In a future section 205 filing, GridLiance West
will demonstrate that the costs included in the regulatory asset are just and reasonable,
and will seek authorization to include the regulatory asset in rate base and to amortize the
regulatory asset over a defined period.

GridLiance West also requests a 50 basis point return on equity (ROE) incentive
for Gridliance West's participation in CAISO, as authorized by section 205 and as the
Commission’s has described in Order No. 679 (the RTO ROE Incentive).

Finally, GridLiance West seeks authorization to collect 100% CWIP associated

with the Bob-Tap transmission project.3

Prepared Direct Testimony of Jeffrey M. Bishop, Ex. No. GWT-400 at pp. 12-14.
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The formula rate template is developed to accommodate the RTO ROE Incentive
described above and any other incentives that the Commission may grant at a later date.
DO THE PROTOCOLS CONFORM TO COMMISSION PRECEDENT AND PROVIDE
INTERESTED PARTIES AN OPPORTUNITY TO REVIEW AND CHALLENGE THE
ATRR PRODUCED BY THE FORMULA RATE TEMPLATE?

Yes. GridLiance West's protocols are consistent with the outcome of Docket No.
ER13-2379, including by allowing interested parties the opportunity to request information
on procurement methods and cost control methodologies used by GridLiance West,4 as
well as the protocols accepted by the Commission in NextEra Energy Transmission West,
LLC, 154 FERC 1 61,009 (2016). The protocols also include the provisions related to the
disclosure of affiliate cost allocation as set forth in PJM Interconnection, L.L.C., 155 FERC
161,097, at P 127 (2016).

DOES THE FORMULA RATE ALLOW FOR CONCESSIONS TO THE REVENUE
REQUIREMENTS OF INDIVIDUAL PROJECTS THAT RESULT FROM A COMPETITIVE
BID PROCESS?

Attachment 4 to Appendix Ill, which develops the projected revenue requirement for each
project, shows any concession which GridLiance West has agreed to in Column K
separately for each project. Attachment 5, which calculates the true-up, reflects the
concession in both the Adjusted Net Revenue Requirement for each project in Column C

and in the Revenue Received for each project in Column D. The inclusion in two places in

See Midwest Independent Transmission System Operator, Inc., 146 FERC { 61,212 at P 67 (2014).
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Attachment 5 is to ensure that the customers receive the concession even after the true-
up.

IN YOUR OPINION, DOES THE APPENDIX Il FORMULA RATES PROPOSED IN THIS
PROCEEDING CONFORM TO COMMISSION PRECEDENT WITH RESPECT TO
FORMULA RATES?

Yes. The classification, functionalization and allocation factors used for the cost items
reflect standard Commission ratemaking. The estimate and true-up functions also reflect
Commission precedent. Furthermore, the data used in the formula is taken directly out of
the FERC Form 1 or, when more detailed data is required, the detailed data are provided
in the worksheets attached to the Appendix IlI for GridLiance West.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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SUMMARY OF TESTIMONY EXPERIENCE
ALAN C. HEINTZ

CASE OR APPRO

# JURISDICTION DOCKET No. CLIENT XIMATE SUBJECT MATTER
DATE

1 FERC ER95-836-000 Maine Public Service Company 1995  Rates, Terms and Conditions for Open Access
Transmission Services

2 FERC ER95-854-000 Kentucky Utilities Company 1995  Rates, Terms and Conditions for Open Access
Transmission Services

3 FERC ER95-1686-000 Northeast Utilities Service Company 1996  Rates, Terms and Conditions for Open Access
ER96-496-000 Transmission Services
4 FERC ER96--58-000 Allegheny Power Services Corporation 1995 & Rates, Terms and Conditions for Open Access

1996  Transmission Services

5 FERC 0A96-138-000 Consolidated Edison Company of New 1997  Rates, Terms and Conditions for Open Access
York, Inc. Transmission Services
6 FERC ER96-1208-000 Interstate Power Company 1996  Rates, Terms and Conditions for Open Access

Transmission Services

7 British Bonneville Power Administration 1997  Rates, Terms and Conditions for Open Access
Columbia Transmission Services
Utilities
Commission
8 FERC ER98-1438-000 Midwest ISO Transmission Owners 1998 & Rates, Terms and Conditions for Midwest ISO Tariff
EC98-24-000 1999
9 FERC EC98-2770-000 Midwest Independent System Operator 1999  Reasonableness of the conditions to be placed on the
ER98-2770-000 Transmission Owners merging parties

ER98-2786-000



4 JURISDICTION

Illinois
Commerce
Commission

CASE OR
DOCKET No.

99-0117

Commonwealth Edison Company

APPRO
XIMATE
DATE
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SUBJECT MATTER

Cost of service for Retail Distribution Services
Tariff

FERC

ER99-3110-000

Nevada Power Company

Rates, Terms and Conditions for Open Access
Transmission Services

ER99-4415-000

Illinois Power Company

Rates, Terms and Conditions for Open Access
Transmission Services

ER99-4470-000

Commonwealth Edison Company

Rates, Terms and Conditions for Open Access
Transmission Services

14 U.S. District
Court, FL

92-35-CIV-ORL-3A22

Florida Power and Light Company

Rates, Terms and Conditions for Network Service in
an anti-trust case

U.S. Court of
Federal Claims,
DC

97-268C

Carolina Power & Light Company

Cost recovery of Decontamination &
Decommissioning Fund Assessments

FERC

ER98-496-006
ER98-2160-004

Dynegy

Rates for Must Run units

ER00-980-000

Bangor Hydro Electric Company

Rates, Terms and Conditions for Open Access
Transmission Services

Maine Public
Utilities
Commission

Bangor Hydro Electric Company

Rates, Terms and Conditions for Open Access
Transmission Services
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JURISDICTION

CASE OR
DOCKET No.

EL00-98-000, et al.

Dynegy Power Marketing, Inc.

APPRO
XIMATE
DATE
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SUBJECT MATTER

Nexus between fuel and emissions costs and the
market prices in California

I1linois
Commerce
Commission

No. 01-0423

Commonwealth Edison Company

Direct, Rebuttal and Surrebuttal: Cost of service for
Retail Distribution Services Tariff

FERC

ER01-2992

Commonwealth Edison Company

Rates, Terms and Conditions for Open Access
Transmission Services

ERO01-123.004

Midwest ISO Transmission Owners

Super Region Adjustment for the MISO/ARTO
Super Region

ERO0O1-2999

I1linois Power Company

Rates, Terms and Conditions for Open Access
Transmission Services

ERO1-3142, et. al

Midwest ISO Transmission Owners

2001

Revised treatment of Network Upgrades

ERO1-3142, et. al

Midwest ISO Transmission Owners

2001

Uncertainties that support a higher ROE

EL000-95-045, et.al

Dynegy, Mirant, Reliant and Williams

2001 &
2002

Costing of emissions and start-up costs

ECO02-23 & ER02-320

Trans-Elect, Inc.

2001 &
2002

Support of rates and ratemaking methodology for
new transmission company

Sithe New Boston, LLC

2001 &
2002

Cost of Service for Must Run Unit

RMOI1-12

2002

Allocation of FTRs/CRRs



#

JURISDICTION

CASE OR
DOCKET No.

EL02-111

APPRO
XIMATE
DATE

Midwest ISO Transmission Owners
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SUBJECT MATTER

Through and Out Rates

ER02-2595

Midwest ISO Transmission Owners

Cost Allocation for FTR and Market Administration

ER03-37

Sierra Pacific and Nevada Power

Ancillary Service Rates

ER03-626

Empire District Electric Co.

Cost of Service; Wholesale Requirements Customers

EL-02-25-001, et. al

Public Service Co. of Colorado

Fuel Adjustment Clause

ER03-959

Exelon Framingham LLC, et al.

Production Cost of Service

ER03-1187

Commonwealth Edison

Black Start Rates

ER03-1223

Montana Megawatt

Production Formula Rates

ER03-1335

Commonwealth Edison

Transmission Tariff Rates

ER03-1354

Black Hills Power Company, et al.

Joint transmission Tariff Rates

ER03-1328

Nevada Power

Transmission Tariff Rates

EL02-111, et. Al

Midwest ISO Transmission Owners

Long-term Transmission Pricing Plan

ER05-14

Sierra Pacific

Transmission Tariff Rates

ER05-26

Mirant Kendall, LLC

Reliability Must Run Agreement and Rates
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CASE OR APPRO
4 JURISDICTION DOCKET No. XIMATE SUBJECT MATTER
DATE

[llinois No.04-0779 NICOR Gas Company Distribution Service Embedded Cost of Service
Commerce Study
Commission

FERC ERO05-163 Milford Power Company LLC Reliability Must Run Agreement and Rates

FERC EL02-111, et. al Midwest ISO Transmission Owners Seams Elimination

FERC EL00-95, et. al Portland General Electric Company California Refund Proceeding

FERC ER05-447 Midwest ISO Transmission Owners Schedule 10 & 17 Recovery for Grandfathered
Agreements

FERC ELO02-111, et. al Midwest ISO Transmission Owners Seams Elimination

FERC ERO05-860 Whiting Clean Energy Cost Based Power Rates

FERC ERO05-903 Con. Ed. Energy Mass., Inc. Reliability Must Run Agreement and Rates

FERC EL02-111, et. al Midwest ISO Transmission Owners Seams Elimination

FERC ERO05-1050 AmerGen Energy Company, L.L.C. Reactive power charges

Illinois No0.05-0597 Commonwealth Edison Co. Distribution Service Embedded Cost of Service
Commerce Study
Commission

FERC ERO05-1179 Berkshire Power Company, LLC Reliability Must Run Agreement and Rates

FERC ER05-1243 Basin Electric Power Cooperative Revised Transmission Cost of Service




CASE OR
4 JURISDICTION DOCKET No.

FERC ER05-1304 & ERO0S5-

1305

APPRO
XIMATE
DATE

Mystic I, LLC and Mystic
Development, LLC
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SUBJECT MATTER

Reliability Must Run Agreement and Rates

ERO05-273

Midwest ISO Transmission Owners

Proper Pricing for Regional Non-firm Redirects

ER05-515

PHI and BGE

Transmission Formula Rates

EL05-19

Southwestern Public Service Company

Production rates and Fuel Adjustment Clause,

ER06-427

Mystic Development, LLC

Reliability Must Run Agreement and Rates

ER06-822

Fore River Development, LLC

Reliability Must Run Agreement and Rates

ERO06-819

Consolidated Edison Energy
Massachusetts, Inc

Reliability Must Run Agreement and Rates

ERO07-169

Ameren Energy Marketing Company

Ancillary service rates

ER06-1549

Duquesne Light Company

Transmission Formula Rates

ER07-170

Ameren Energy, Inc.

Ancillary service rates

ER06-787

Idaho Power

Transmission Formula Rates

ERO07-562

Trans-Allegheny Interstate Line
Company

Transmission Formula Rates

ERO07-583

Commonwealth Edison

Transmission Formula Rates



#

JURISDICTION

FERC

CASE OR
DOCKET No.

ER07-1171

APPRO
XIMATE
DATE

Arizona Public Service Co.
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SUBJECT MATTER

Transmission Formula Rates

I1linois
Commerce
Commission

No. 07-0566

Commonwealth Edison Co.

Distribution Service Embedded Cost of Service
Study

FERC

ER07-1371

Sierra Pacific Resources

Transmission Rates

FERC

ER08-281

Oklahoma Gas & Electric

Transmission Formula Rates

FERC

ER08-313

Southwestern Public Service

Transmission Formula Rates

FERC

ER08-386

Potomac-Appalachian Transmission
Highline, LLC

Transmission Formula Rates

FERC

ERO08-374

Atlantic Path 15, LLC

Transmission Rates

I1linois
Commerce
Commission

No. 08-0363

NICOR Gas Company

Distribution Service Embedded Cost of Service
Study

FERC

ER08-951

PSEG Energy Resources & Trade, LLC

Reactive Power Charges

FERC

ER08-1233

Public Service Gas & Electric Company

Transmission Formula Rates

FERC

ER08-1457

PPL Electric Utilities Corp.

Transmission Formula Rates

FERC

ER08-1584

Black Hills Power

Transmission Formula Rates

FERC

ER08-1600

Basin Electric Power Coop

Transmission Rates
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CASE OR APPRO
4 JURISDICTION DOCKET No. XIMATE SUBJECT MATTER
DATE

FERC ER09-36 Prairie Wind Transmission, LLC Transmission Formula Rates

FERC ER09-35 Tallgrass Transmission, LLC Transmission Formula Rates

FERC ER09-75 Pioneers Transmission, LLC Transmission Formula Rates

FERC ER09-255 Nebraska Public Power District Transmission Formula Rates

FERC ER09-528 ITC Great Plains, LLC Transmission Formula Rates

Illinois ERO08-0532 Commonwealth Edison Co. Distribution Service Embedded Cost of Service
Commerce Study
Commission

FERC ER08-370 & EL09-22 Otter Tail Power Co. Formula Transmission Rate

FERC ER10-152 PPL Electric Utilities Corp. Revised Depreciation Method

FERC ER09-1727 ALLETE. INC Formula Transmission Rate

FERC ER10-230 KCP&L Formula Transmission Rates

FERC ER10-455 Ameren Energy Marketing Company Reactive Power Rates

FERC ER10-516 SCE&G Formula Transmission Rates

FERC ER10-962 Union Electric Company Reactive Power Rates

FERC ER10-1149 FP&L Formula Transmission Rates




CASE OR
4 JURISDICTION DOCKET No.

ER10-1418

Exelon Generation

APPRO
XIMATE
DATE
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SUBJECT MATTER

Reliability Must Run

ER10-1782

Tampa Electric Company

Formula Transmission Rates

ER10-2061

Tampa Electric Company

Formula Production Rates

ER11-1955

Dairyland Power Coop.

Reactive Rates

ER05-6

MISO Transmission Owners

Seams Elimination

ER11-2127

Terra Gen Dixie Valley

Transmission Rates

ER09-1148

PPL Electric Utilities

Formula Transmission Rates

ER11-3643

PacifiCorp

Formula Transmission Rates

ER11-3826

Black Hills

Transmission Rates

ER11-3643

Puget Sound Energy

Formula Transmission Rates

ER12-1378

CLECO

Formula Transmission Rates

ER12-1593

DATC

Formula Transmission Rates

ER12-2274

PSE&G

Abandonment Costs

ER12-2554

Transource Missouri, LLC

Formula Transmission Rate

ER13-1187

MidAmerican

Depreciation Rates under Formula



#

JURISDICTION

CASE OR
DOCKET No.

ER13-1207

APPRO
XIMATE
DATE

PacifiCorp
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SUBJECT MATTER

Regulation Service

EL13-48

PHI Companies

Complaint involving Formula Rates

ER13-1207

PacifiCorp

Depreciation Rates under Formula

ER13-1605

NV Energy

Transmission and Ancillary Service Rates

ER13-782

ITC

Transmission Formula Rate

ER13-1962 & EL13-76

AERG/AEM

Reliability Must Run

ER14-108

Entergy

Reactive Power Rates

ER14-1210

Illinois Power Marketing Company

Reliability Must Run

ER14-1332

DATC Path 15, LLC

Transmission Cost of Service

ER14-1382

Transource Missouri, LLC

Transmission Formula

ER14-1425

Cheyenne L, F & P

Transmission Rates

ER14-1661

MidAmerican Central California
Transco, LLC

Transmission Formula

ER14-1956

Panther Creek Power Operating, LLC

Reactive Power Rates

ER14-1969

Public Service Company of Colorado

Ancillary Services for Intermittent Resources
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CASE OR APPRO
#  JURISDICTION DOCKET No. XIMATE SUBJECT MATTER
DATE
126 FERC ER14-2502 Entergy Power, LLC 2014  Reactive Power Rates
EAM Nelson Holding, LLC
127 FERC ER14-2619 Illinois Power Marketing Company 2014  Reliability Must Run
128 FERC ER14-2718 Illinois Power Marketing Company 2014  Reliability Must Run
129 FERC ER14-2751 Xcel Energy Transmission 2014  Transmission Formula
& ER14-2752 Development Company, LLC and Xcel

Energy Southwest Transmission
Company, LLC

130 FERC ER15-13 Transource Wisconsin, Inc. 2014  Transmission Formula
131 FERC ER15-279 Nebraska Public Power District 2014  Transmission Cost of Service
132 FERC ER15-572 New York Transco, LLC 2015  Transmission Formula
133 FERC ER15-948 Illinois Power Marking Company 2015  Reliability Must Run
134 FERC ER15-958 Transource Kansas, LLC 2015  Transmission Formula
135 FERC ER15-949 Southwestern Public Service Co. 2015  Demand Allocator
136 FERC ER15-1047 R.E. Ginna Nuclear Power Plant, LLC 2015  Reliability Support Services Agreement
137 FERC ER15-1510 First Energy Solutions Corp. 2015  Reactive Power Rates
138 FERC EL15-51 City Water And Light Plant Of The City 2015  Reactive Power Rates
Of Jonesboro
139 FERC ER15-1682 TransCanyon DCR, LLC 2015  Transmission Formula
140 FERC ER15-1719 R.E. Ginna Nuclear Power Plant, LLC 2015  Reliability Support Services Agreement
141 FERC ER15-1775 Basin Electric Power Coop 2015  Transmission Formula

142 FERC ER15-1809 ATX Southwest, LLC 2015  Transmission Formula
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4 JURISDICTION DOCKET No. XIMATE SUBJECT MATTER
DATE

143 ER15-2102 New York Power Authority Transmission Formula

144 ER15-2239 NextEra Energy Transmission West, Transmission Formula
LLC

145 ER15-2426 Northern Indiana Public Service Co. Reactive Power Rates

146 ER15-2594 South Central MCN LLC Transmission Formula

147 EL16-17 City of West Memphis Reactive Power Rates

148 EL16-18 Conway Corporation Reactive Power Rates

149 ER16-200 & 201 Duke Energy Indiana, Inc. Reactive Power Rates

150 EL16-14 Indiana Municipal Power Agency Reactive Power Rates

151 ER16-444 Wabash Valley Power Association, Inc. Reactive Power Rates

152 ER16-835 New York Power Authority Transmission Formula

153 EL15-85 New Hampshire Transmission LLC Formula Rates

154 ER16-1832 Entergy Louisiana, LLC Reactive Power Rates

155 ER16-2298 Duke Energy Kentucky, Inc. Reactive Power Rates

156 ER16-2716 NextEra Energy Transmission, Transmission Formula
MidAtlantic, LLC

157 ER16-2717 NextEra Energy Transmission, Transmission Formula
Midwest, LLC

158 ER16-2719 NextEra Energy Transmission, New Transmission Formula
York, Inc

ER16-2720 NextEra Energy Transmission, Transmission Formula
Southwest, LLC
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

My name is Michael J. Vilbert, and | am a Principal at The Brattle Group (Brattle). My
business address is 201 Mission Street, Suite 2800, San Francisco, CA 94105, USA.

ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY?

| am submitting this testimony on behalf of Gridliance West Transco LLC (Gridliance
West).

ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH THIS TESTIMONY?
Yes. | am sponsoring this Prepared Direct Testimony, Exhibit No. GWT-300, as well as
Exhibit No. GWT-301, which contains my résume, Exhibit No. GWT-302, which describes
the selection of my analytical proxy group and the Federal Energy Regulatory
Commission’s (FERC, or the Commission) discounted cash flow (DCF) model in more
detail, and Exhibit No. GWT-303, which contains the tables supporting Tables 1-3 of this
testimony. The sources indicated in the footnotes to all of the tables refer to material
provided in the attachments to Exhibit No. GWT-303. These exhibits were prepared by me
and/or under my direct supervision.

PLEASE DESCRIBE YOUR CURRENT POSITION AND YOUR EDUCATIONAL
EXPERIENCE.

| am a Principal of The Brattle Group, an economic, environmental, and management
consulting firm with offices in Cambridge, Washington, London, San Francisco, Madrid,
Rome, New York, Toronto and Sydney with specialties including financial economics,
regulatory economics, and the gas, water, and electric industries. My work concentrates

on financial and regulatory economics. | hold a B.S. from the U.S. Air Force Academy, an
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MBA from the University of Utah, and a Ph.D. in financial economics from the Wharton
School of Business at the University of Pennsylvania.

PLEASE DESCRIBE YOUR RESPONSIBILITIES AS A PRINCIPAL OF BRATTLE.
Brattle’s specialties include financial economics, regulatory economics, and the gas, water
and electric industries. As a Principal of The Brattle Group, | work in the areas of cost of
capital, investment risk, and related matters for many industries, regulated and
unregulated alike, in many forums. | have testified or filed cost-of-capital testimony before
many regulatory bodies including the Arizona Corporation Commission, the Pennsylvania
Public Utility Commission, the Public Service Commission of West Virginia, the State
Corporation Commission of Virginia, the Public Utilities Commission of Ohio, the
Tennessee Regulatory Authority, the Public Service Commission of Wisconsin, the South
Dakota Utilities Commission, the California Public Utilities Commission, the Michigan
Public Service Commission, the Canadian National Energy Board, the Alberta Energy and
Utilities Board, the Ontario Energy Board, and the Labrador & Newfoundland Board of
Commissioners of Public Utilities. | have also testified before the Federal Energy
Regulatory Commission. Exhibit No. GWT-301 contains more information on my
professional qualifications.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to recommend an appropriate and reasonable return on
equity (ROE) that the Commission should allow Gridliance West an opportunity to earn on
the equity-financed portion of the rate base for the Gridliance West transmission facilities.

To arrive at this recommendation, | first analyzed, through use of the Commission’s two-
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step DCF model, the estimated cost of equity capital for a sample of comparable
companies selected in accordance with FERC sample selection criteria to determine a
reasonable range for the ROE. Based on these results and other factors, | recommend
that Gridliance West be allowed a base level ROE of 10.40 percent, plus 50 basis points
(bps) for RTO membership for a total allowed ROE of 10.90 percent.

| also support the Company’s requested capital structure of 60 percent equity and
40 percent debt based upon its actual capital structure at the time of the filing, cost of debt,
and regulatory asset treatment of all start-up costs.
TO SUPPORT YOUR ANALYSES AND RECOMMENDATIONS, DO YOU REFER TO
OTHER TESTIMONY FILED IN THIS PROCEEDING?
Yes, | reference the testimonies of Gridliance West witnesses Edward M. Rahill,* Jeffrey
M. Bishop,? and Alan C. Heintz.3

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATIONS.

For my recommendations, | assume that the Commission will authorize the use of a
formula rate for recovery of Gridliance West's annual transmission revenue requirement
(ATRR). Based on all of the circumstances which | address below, including the need to
provide a reasonable degree of certainty to investors as well as Commission precedent, |
recommend that the Commission authorize:

(1) Initial use of Gridliance West's actual capital structure consisting of 60 percent

equity/40 percent debt;

Prepared Direct Testimony of Edward M. Rahill, Ex. No. GWT-100 (Rahill Testimony).
Prepared Direct Testimony of Jeffrey M. Bishop, Ex. No. GWT-400 (Bishop Testimony).
Prepared Direct Testimony of Alan C. Heintz, Ex. No. GWT-200 (Heintz Testimony).
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(2) A base level ROE of 10.40 percent plus a 50 bps ROE adder for membership in
the California ISO—uwhich the Commission regularly grants—for a total of 10.90
percent; and

(3) An average interest rate of 6.06 percent.

These recommendations will allow Gridliance West to attract financing at reasonable terms
and to compete for capital with comparable risk entities.

HOW IS YOUR TESTIMONY ORGANIZED?

Section IV describes GridLiance West's proposed capital structure and its average interest
rate. Section V addresses the regulatory asset request of Gridliance West, and Section VI
formally defines the cost of capital, touches on the principles relating to the estimation of
the cost of capital for a business and the theory underlying the discounted cash flow
model. Section VII first describes the criteria used to create the FERC Electric Utility
Sample and provides a summary of the sample. It then describes the Commission’s DCF
cost of capital estimation method and provides the results of the FERC DCF model for the
sample. It next reports on the current economic conditions in the U.S. Section VIII
summarizes my conclusions.

WAS YOUR TESTIMONY PREPARED BY YOU OR UNDER YOUR DIRECT
SUPERVISION?

Yes.

CAPITAL STRUCTURE AND COST OF DEBT

PLEASE DESCRIBE GRIDLIANCE WEST'S PROPOSED CAPITAL STRUCTURE.
Gridliance West is seeking a capital structure of 60 percent equity/40 percent debt based

upon its actual capital structure upon acquisition of the 230 kV assets of Valley Electric
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Transmission Association, LLC (VETA).# Gridliance West is effectively assuming VETA’s
debt through the transfer of the debt from the National Rural Utilities Cooperative Finance
Corporation (CFC) to the National Cooperative Services Cooperative (NCSC), an affiliate
of CFC, under similar terms and conditions as the original debt.> Gridliance West will seek
a credit rating at an appropriate future time when it has sufficient additional debt to warrant
a credit rating review.

Gridliance West meets the Commission’s three-part test for use of its actual capital
structure except that it does not yet have a credit rating.

The Commission stated that, in approving the capital structure to be used

for ratemaking purposes, the Commission uses an operating company’s

actual capital structure if the operating company : (1) issues its own debt

without guarantees; (2) has its own bond rating; and (3) has a capital

structure within the range of capital structures approved by the
Commission.8

Though the terms are very similar to the terms under which VETA borrowed from
CFC, GridLiance West will issue its own debt from the outset, and GridLiance West will
seek a credit rating in due course. Capital structures with 60 percent equity and 40
percent debt have been approved by the Commission in the past so the actual capital

structure is not anomalous.

IS GRIDLIANCE WEST’S REQUESTED CAPITAL STRUCTURE CONSISTENT WITH

YOUR RECOMMENDED ROE?

See Bishop Testimony at 3.

The debt transfer was required by the change in ownership of the assets. CFC is a cooperative, member
owned lending institution.

See Midwest Indep. Sys. Operator, Inc. , 149 FERC { 61,049 at P 190 (citing ITC Holdings Corp. v. Interstate
Power and Light, 121 FERC { 61,229, at P 49 (2007), and Transcon. Gas Pipe Line Corp., Opinion No. 414.
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Yes. Capital structure and ROE are both important and necessary components in
determining the financial ratios of Gridliance West. Some financial ratios depend upon the
capital structure while others are more affected by the cash flows from the allowed ROE.
Both are important to allow Gridliance West to access the capital markets to acquire the
funds necessary to support investment in competitive transmission project. The
Commission has approved capital structures with 60 percent equity/40 percent debt many
times in the past including both hypothetical and actual capital structures.” Notably, the
Commission has approved a similar capital structure for GridLiance West's sister
company, South Central MCN LLC (SCMCN).:

WHAT IS GRIDLIANCE WEST'’S AVERAGE INTEREST RATE?

| have reviewed the outstanding debt that GridLiance West will assume at closing and its
average cost is about 6.06 percent as of December 2016. Even though this embedded
interest rate is higher than rates generally available to large integrated electric utilities on
average, the rate is just and reasonable because the debt was incurred to finance the
assets at long-term fixed rates, is already reflected in the existing rates, and thus is
VETA's legacy cost of debt as described below.

HAS GRIDLIANCE WEST CONSIDERED REFINANCING THE OUTSTANDING DEBT?
Yes. Calling the debt and refinancing is not economic because doing so would trigger the
“make-whole premium” provisions within the loan agreements, which would require

GridLiance West to pay NCSC $16 - $30 million. In the current interest rate environment,

E.g. South Central MCN LLC, 153 FERC {61,099 at P 37 (2015) (South Central); order on reh’'g, 154 FERC
161,271 (2015); Midwest Indep. Sys. Operator, Inc., 149 FERC 1 61,049 (2015); ITC Holdings Corp., 143
FERC 161,257 at P 78 (2013).
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the premium required to refinance would effectively eliminate the benefit of refinancing the
debt.8

WHY IS THE COST OF DEBT STILL REASONABLE?

There are several reasons why the proposed cost of debt is just and reasonable. First, the
current cost of the outstanding debt is already included in the TRR for VETA as part of the
CAISO tariff. The cost of debt will not change with the change in ownership. Second, at
the time the debt was issued the yield represented the market cost of debt. Although
some large integrated utilities may have a lower overall cost of debt, they also are likely to
have individual debt issues still outstanding with costs similar to VETA's debt. Third, the
“make whole premium” inherent in refinancing the debt makes the cost of refinancing
uneconomic. Customers would realize no net savings from refinancing. Fourth, the loans
are amortizing loans and not interest only. This means that over time as GridLiance West
invests in new projects or in maintenance capital additions, the weighted-average cost of
debt will likely decline if GridLiance West can access lower cost debt going forward. Fifth,
the interest expense incurred by GridLiance West is tax deductible, though VETA was not
able to deduct those expenses because of its status as a cooperative.

PLEASE SUMMARIZE THIS PORTION OF YOUR TESTIMONY.

In sum, for all these reasons, | conclude that Gridliance West's proposal to use its actual
equity ratio of 60 percent equity/40 percent debt structure as the Commission has
approved for other transcos is within the reasonable range of capital structures for a very

small company with no other sources of revenue. The proposed capital structure will

The make-whole premium is calculated as the difference between the loan rate and current government
interest rates over the remaining life of the note. That spread is currently large, in part, because of the low
government interest rate environment.
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enable Gridliance West to absorb variations in costs or revenues better than a capital
structure with less equity. Although GridLiance West's average interest rate is somewhat
higher than for some large integrated electric utilities, the cost of debt is just and

reasonable for the reasons discussed above.

REGULATORY ASSET

PLEASE DESCRIBE GRIDLIANCE WEST’S PROPOSED REGULATORY ASSET.

As described more fully in the testimonies of Mr. Bishop and Mr. Heintz, Gridliance West
requests authorization to utilize a regulatory asset for all start-up costs for Gridliance West
that cannot be capitalized or otherwise would be expensed. In the order conditionally
approving the formula rate filing of Gridliance West's sister company, SCMCN, the
Commission approved a similar regulatory asset incentive for start-up costs, finding it
justified, in part, because it furthers the Commission’s policy goal of placing a non-
incumbent transmission developer on a level playing field with incumbent transmission
owners.?

WHAT IS THE COMMISSION PRECEDENT GOVERNING APPROVAL OF SIMILAR
REGULATORY ASSETS?

In South Central, as the Commission has done in previous orders, the Commission
granted SCMCN'S request to defer as a regulatory asset all of its prudently incurred costs

that are not capitalized, such as start-up costs.® The Commission noted that in the past, it

10

South Central, at P 24.
South Central, at P 37; see also Xcel Energy Southwest Transmission Co., LLC, 149 FERC {61,182, at P 33
(2014).
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has granted regulatory asset incentives requested under section 205 of the Federal Power
Act.1? The Commission explained that:
We find it is appropriate to grant South Central’s request for the regulatory
asset incentive under section 205, and we will approve South Central's
request to defer recovery until South Central has $75 million in rate base.
The Commission has held that this incentive can be granted under the
Commission’s section 205 authority if the incentive furthers a public policy
goal. We find that South Central's request for the regulatory asset
incentive under section 205 furthers the Commission’s policy goal of
facilitating the participation of nonincumbent transmission developers in

the Order No. 1000 competitive solicitation process, thereby encouraging
competition.12

In addition, the Commission has granted requests to transcos establishing regulatory
assets for all prudently incurred formation costs for, inter alia, Transource Kansas!?® and
ITC Great Plains, LLC4 in SPP, for Northeast Transmission Development!5 in PJM, and
for DesertLink26 in CAISO.

IS GRIDLIANCE WEST’S REQUEST FOR RECOVERY OF REGULATORY ASSET
REASONABLE?

Yes. This request is consistent with Commission policy and discussed in the testimony of
Mr. Bishop and Mr. Heintz. In my opinion, for the reasons expressed by the Commission
with respect to Gridliance West's sister transco in South Central, Gridliance West's request

for regulatory assets is just and reasonable, and should be granted.

11
12

13
14
15
16

South Central at P 37. Id. (citing ITC Great Plains, LLC, 126 FERC { 61,223, at PP 71-76 (2009)).

South Central, at P 37. See also e.g., Xcel Energy Transmission Development Company, LLC, 149 FERC |
61,181, at P 18 (2014); Xcel Energy Transmission Development Company, LLC, 149 FERC 1 61,181 at P 18
(2014); Transource Wisconsin, LLC, 149 FERC {61,180, at P 16 (2014).

Transource Kansas, LLC, 151 FERC 1 61,010, at P 19 (2015).

ITC Great Plains, LLC, 126 FERC 1 61,223 at PP 71-76 (2009).6

Northeast Transmission Development, LLC, 155 FERC { 61,097, at PP 40-44 (2016).

DesertLink, LLC, 156 FERC { 61,118, at P 20 (2016).
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COST OF CAPITAL THEORY

A. The Cost of Capital and Risk

PLEASE FORMALLY DEFINE THE TERM “COST OF CAPITAL.”

The cost of capital can be defined as the expected rate of return in capital markets on
alternative investments of equivalent risk. In other words, it is the rate of return investors
require based on the risk-return alternatives available in competitive capital markets. The
cost of capital is a type of opportunity cost: it represents the rate of return that investors
could expect to earn elsewhere without bearing more risk. “Expected” is used in the
statistical sense: the mean of the distribution of possible outcomes. The terms “expect”
and “expected” in my testimony, as in the definition of the cost of capital itself, refer to the
probability-weighted average over all possible outcomes. The definition of the cost of
capital recognizes a tradeoff between risk and return that is known as the “security market
risk-return line,” or “security market line” for short. This line is depicted in Figure 1. The
higher the risk, the higher is the cost of capital. Variations of Figure 1 apply for all
investments. However, for different types of securities, the location (i.e., the intercept and

the slope) of the line may depend on corporate and personal tax rates.
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Figure 1: The Security Market Line

PLEASE EXPLAIN WHY THE COST OF CAPITAL IS RELEVANT IN RATE
REGULATION?
It has become routine in U.S. rate regulation to accept the “cost of capital” as the
appropriate expected rate of return on utility investment.1” That practice is normally
viewed as consistent with the U.S. Supreme Court’s opinions in Bluefield Water Works &
Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679 (1923), and
FPC v. Hope Natural Gas Co., 320 U.S. 591 (1944).

From an economic perspective, rate levels that give investors a fair opportunity to

earn the cost of capital are the lowest levels that compensate investors for the risks they

17

A formal link between the cost of capital as defined by financial economics and the right expected rate of
return for utilities is established by Stewart C. Myers, Application of Finance Theory to Public Utility Rate
Cases, Bell Journal of Economics & Management Science 3:58-97 (1972).
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bear. Over the long run, an expected return above the cost of capital makes customers
overpay for service. Regulatory commissions normally try to prevent such outcomes
unless there are offsetting benefits (e.g., from incentive regulation that supports public
policy objectives or reduces future costs). At the same time, an expected return below the
cost of capital does a disservice not just to investors but, equally importantly, to customers
as well. Inthe long run, such a return denies Gridliance West the ability to attract capital,
to maintain its financial integrity, and to expect a return commensurate with that of other
enterprises attended by corresponding risks and uncertainties.

More important for customers, however, are the economic issues an inadequate
return raises for them. In the short run, deviations of the expected rate of return on the
rate base from the cost of capital may seemingly create a “zero-sum game” — investors
gain if customers are overcharged, and customers gain if investors are shortchanged. But
in fact, in the short run, such actions may adversely affect the utility’s ability to provide
stable and favorable rates because some potentially desirable investments may be
delayed or may require Gridliance West to file more frequent rate cases. In the long run,
inadequate returns are likely to cost customers—and society generally—far more than is
“gained” in the short run. Inadequate returns lead to inadequate investment, whether for
maintenance or for new plant and equipment. The costs of an undercapitalized industry
can be far greater than the short-run gains from shortfalls in the cost of capital. Moreover,
in capital-intensive industries (such as the electric utility industry), systems that take a long
time to decay cannot be fixed overnight. Thus, it is in the customers’ interest not only to
make sure the return investors expect does not exceed the cost of capital, but also to

make sure that it does not fall short of the cost of capital, either.
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Finally, the cost of capital cannot be estimated with perfect certainty, and other
aspects of the way the revenue requirement is set may mean investors expect to earn
more or less than the cost of capital even if the allowed rate of return equals the cost of
capital exactly. However, a commission that sets rates so investors expect to earn the
cost of capital on average treats both customers and investors fairly, and acts in the long-
run interests of both groups.

B. Investment in the Transmission Grid

HAS INVESTMENT IN THE TRANSMISSION GRID GENERALLY BEEN SEEN AS
ADEQUATE?

No. Although investment in the transmission system has increased substantially over the
last few years, the need for continued investment in the transmission grid is widely
acknowledged. According to an article published by Electric Light and Power,18
transmission investment in 2015 is forecast to decline to a lower level than previously
expected. A number of transmission projects have been delayed due to lower load growth
and policy uncertainty. Historically, it has been “widely accepted that investment in the
transmission grid has lagged dangerously for decades.”® In 2005, Congress gave
additional tools to the Commission to deal with this issue (i.e., EPAct 2005), as the

U.S. Federal government generally recognized that transmission investment had been

inadequate. However, the Commission’s rate incentives implemented since then have not

18

19

“Transmission Investment in 2015 Forecast at about $17.2 Billion,” Electric Light & Power, accessed July 27,
2015, http:/iwww.elp.com/articles/2015/06/transmission-investment-in-2015-forecast-at-about-17-2-billion-in-
projects.html.

“Transmission Policy in Flux,” Public Utilities Fortnightly, at Page 1 (May 2013).
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completely eliminated the shortfall in transmission investment and construction,2
particularly because of the siting of renewable generation sources outside of load centers
creates the need for substantial additional transmission investment to integrate these
resources fully into the grid. .

The current policy is a continuation of a policy adopted earlier. In July of 2008,
then-Commission Chairman Kelliher testified before the United States Senate Committee
on Energy and Natural Resources that:

The United States is just coming out of a long period of sustained

underinvestment in the power grid. Investment in transmission facilities in

real terms declined significantly between 1975 and 1998.  While

investment increased somewhat after 1998, expansion of the interstate

transmission grid in terms of circuit miles in 2005 was only 0.5%.
Transmission expansion was still lagging behind demand growth.2!

The Commission has continued to hold this view. For example, the Notice of
Inquiry issued in 2011 regarding its transmission incentive policy states the following: “The
Commission believes that there remains a need for additional transmission investment to
ensure the reliable operation of the grid and reduce the cost of delivered power by
reducing transmission congestion.”22

At the time this Notice of Inquiry was issued, three of the five FERC
Commissioners issued their own statements noting the need for additional transmission

investment. Further, the Congressional Research Service Report for Congress on “Electric

20
21

22

Id.

Electrical Transmission Grid": Hearing before the Senate Committee on Energy and Natural Resources, 110t
Cong., 2d Sess. 24 (prepared statement of Honorable Joseph T. Kelliher, Chairman Federal Energy
Regulatory Commission), available at http://www.ferc.gov/eventcalendar/Files/20080731102123-
Chairmantestimony.pdf.

Promoting Transmission Investment Through Pricing Reform, Notice of Inquiry, 135 FERC 61,146 at P 10
(2011).
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Power Transmission: Background and Policy Issue” published in April 2009, states that
even though transmission investment has been growing since 2004, “reaching a 30-year
high of $6.5 billion (constant 2000 dollars) in 2007,” more growth in annual investment may
still be required. This report states that the “cost of expanding the transmission grid to
increase renewable power delivery and other goals run into the tens of billions of dollars.”
Similarly, a 2009 joint publication of the American Wind Energy and Solar Energy
Industries Associations on “Green Power Superhighways,”?* believes that the United
States “lacks a modern interstate transmission grid to deliver carbon-free electricity to
customers in highly populated areas of the country,” and that “President Obama has called
for the United States to double the production of renewable energy in three years,” but this
“massive deployment of renewable generation envisioned by President Obama cannot
occur without a renewed investment” in the country’s “transmission infrastructure."2

DO YOU HAVE ANY OTHER MORE RECENT EVIDENCE OF THE NEED FOR
ADDITIONAL INVESTMENT IN ELECTRIC TRANSMISSION?

Yes. A WIRES Report, 26 “Toward More Effective Transmission Planning, Addressing the

Costs and Risks of an Insufficiently Flexible Electricity Grid,"2” presents evidence that the

23

24

25
26

27

“Electric Power Transmission: Background and Policy Issues,” CRS Report for Congress, Stan Mark Kaplan,
at Page 18 (April 14, 2009).

“Green Power Superhighways; Building a Path to America’s Clean Energy Future,” A joint publication of the
American Wind Energy Association and the Solar Energy Industries Association, at Page 1 (February 2009).
Id.

WIRES (Working Group for Investment in Reliable and Economic electric Systems) is a non-profit working
group and the voice of electric transmission owners, investors, and customers in the North American energy
market. To meet the electricity demands of the 21st Century reliably and in an economically efficient and
environmentally responsible way, WIRES actively promotes a legal and public policy climateat the state,
federal, and international levels to facilitate a robust high-voltage transmission network. WIRES will focus
investors, policymakers, and the public on the benefits that transmission solutions hold for the economy, the
national security, and the energy-consuming public. See www.WIRESgroup.com.

The Brattle Group, Johannes Pfeifenberger, Judy Chang and Akarsh Sheilendranath, April 2015.
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current transmission planning process, focused on reliability issues, ignores the full range

of benefits that the transmission network provides. The report finds that
[Dlespite the fact that most projects provide a range of benefits across
relevant parts of the grid, transmission planners continue to
“compartmentalize” projects mostly into projects justified by a reliability
need or by narrowly defined economic benefits involving producing cost
savings under normalized conditions. A more realistic determination
about the potential benefits of projects, especially the economic and public
policy value of interstate and regional transmission, would insure that the
projects are approved and built are the optimal solutions to the problems
that need solutions. The result would be a net gain for the future North
American energy economy, reliability, and jobs, in addition to enabling the

industry to adapt more effectively to significant changes in technology and
the public policy environment.28

Recent trends indicate a significant number of projects are being pushed into later
periods, moving from one year to the next. Transmission congestion persists, raising
electricity prices, limiting the efficiency of competitive wholesale markets, and preventing
new generators from interconnecting and selling their output. More than half the states
have renewable portfolio standards that will require the integration of many gigawatts of
new renewable generation. Despite ongoing investment, the transmission grid is still
generally old and is used differently — and more aggressively — than was planned when the
system was built. New technologies that will make the grid more reliable and efficient are
reaching commercialization and need to be applied.?

As demand grows and generation is built in areas remote from the demand, the
need for more capacity on the transmission system increases. Congested transmission
lines and constrained pockets of generation, particularly constrained renewable generation

in remote locations, can adversely impact system reliability, and tend to also increase

28
29

Id., pp. 5-6.
“Transmission Policy in Flux,” Public Utilities Fortnightly, p. 2 (May 2013).
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wholesale electric prices. As transmission lines reach their capacity limit, for example,
they are less able to compensate when neighboring lines are forced out of service due to
equipment failure, severe weather, or maintenance. Under-investment in transmission
puts additional strain on existing resources, raising the risk of system disturbances,
lengthening restoration time when outages do occur, and limiting access to remote
generation.30

According to North American Electric Reliability Corporation analysts, it is
“estimated that some 7,000 miles of new transmission lines will be needed under the draft
proposal of the CPP, and that number is likely to rise due to the increased emphasis on
renewables in the finalized plan.”! So, there is an ongoing need for substantial additional
investment in the transmission grid.32
WHY DO YOU RAISE THIS ISSUE HERE?
The continuing concern that investment in the transmission grid has not been adequate
and has not been built where needed most means that it is in the interest of both
customers and shareholders to provide an adequate rate of return and appropriate capital
structure to attract sufficient capital to maintain reliable and efficient electric service in the
long run, particularly where a company’s focus is targeted to a recognized public policy
goal in a sector underserved by existing policies. Companies with such public policy

benefits should be incentivized, in order to attract more investment to underserved public

30

31

32

North American Electric Reliability Corporation 2008 Long-Term Reliability Assessment, p. 17, available at
www.nerc.com/files/LTRA2008v1_2.pdf.

Utility DIVE, Top Utility News, Daily Newsletter, “How utilities are getting in on the transmission building
boom,” by Herman K. Trabish, October 29, 2015, p.1.

Although the future of the CPP is unknown, fossil fueled power plants are closing for economic reasons.
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policy goals, such as the inclusion of Public Power in transmission development and

planning.

THE COMMISSION’S COST OF CAPITAL METHODOLOGY

HOW IS THIS SECTION OF YOUR TESTIMONY ORGANIZED?
This section first outlines the steps involved in selecting the sample companies used in the
FERC Electric Utility Sample. It then describes the Commission’s DCF model in general
and provides the specifics of the implementation of the model. This section also discusses
the results of my DCF calculations. Finally, this section concludes with a discussion of
current economic conditions in the U.S., including how these conditions have affected the
capital markets and impacted cost of capital.
A. Sample Selection

1. Sample Selection Criteria
PLEASE EXPLAIN WHAT CRITERIA YOU APPLIED IN SELECTING A SAMPLE THAT
IS CONSISTENT WITH THE COMMISSION’S PRECEDENT IN REGARDS TO
TRANSMISSION.
| have reviewed key Commission decisions and selected a sample consisting of electric
transmission-owning utilities typically used by the Commission (FERC Electric Utility
Sample). For the reasons discussed below, | believe that the FERC Electric Utility Sample
does not fully reflect the risks faced by the Gridliance West at this time.

To develop the FERC Electric Utility Sample, | started with the universe of 41

electric transmission-owning companies in the U.S. as reported by Value Line.33 | then

33

I include Avangrid because it is nearly a pure play electric utility even though it has only recently been
included in the Value Line Investment Survey. Avangrid owns Berkshire Gas, Central Maine Power,
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determined each sample company’s parent holding company and eliminated those that
were not publicly traded or that failed to meet any of the Commission’s traditional
screening criteria (i.e., company is a domestic company with an investment grade credit
rating,3* has issued dividends with no dividend cuts in the last six months, and has had no
substantial completed mergers or acquisitions in the last six months). The companies
remaining constitute the FERC Electric Utility Sample. Exhibit No. GWT-302 provides
additional details regarding the criteria | used to select the sample, the companies
considered for inclusion in the sample, and why some companies were excluded from the
final FERC Electric Utility Sample.

2. Characteristics of the FERC Electric Utility Sample

PLEASE DESCRIBE THE FINANCIAL CHARACTERISTICS OF THE FERC ELECTRIC
UTILITY SAMPLE.

The FERC Electric Utility Sample consists of 34 electric utility companies. provides
financial information on the companies in the sample, including each company’s last 12
months of revenues as of September, 2016,3> market capitalization as of September 30,
2016, S&P’s and Moody'’s credit ratings, and the forecast Institutional Brokers Estimation

System (IBES) and Value Line growth rates for the DCF model.

34

35

Connecticut Natural Gas, Maine Natural Gas, New York State Electric & Gas, Rochester Gas and Electric
Corporation, Southern Connecticut Gas, and United llluminating.

Only companies with U.S. traded stock were included in the sample. Therefore, companies with the same
parent company appear only once in the sample.

September 2016 data reflects the most recent quarterly revenues data available for all companies at the time
of the analysis.
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ARE VALUE LINE EARNINGS PER SHARE GROWTH RATE ESTIMATES
INDEPENDENT OF THOSE PROVIDED BY IBES?

Yes. Value Line’s analysts only provide their forecasts for use in the Value Line reports so
Value Line’s estimates are completely independent of those provided by IBES. As such
the Value Line growth estimates provide valuable additional information on the cost of
equity for the sample companies. Moreover, the use of alternative growth rate estimates is
consistent with the Commission’s decision in Opinion No. 531 which recognized that “there

may be more than one valid source of growth rate estimates.”3

36

See Opinion No. 531, 147 FERC 1 61,234 at P 90.



Q.

Exhibit No. GWT-300
Docket No. ER17-__ -000

PAGE 21 of 48
Table 1: Characteristics of the FERC Electric Utility Sample
Table 1
Electric Utility
Summary Statistics
Last 12 Months Market Cap. As of Value Line
Company of Revenues as Most Reient S&P l?ond M];)(()):li()i"s Til:l?lSG[r‘((:agth Projected
of 9/30/16 Quarter (9/30/2016)  Rating Rating  Rate Forecast EPS Growth
(SMM)* (SMM)* Rate
(1] [2] [3] [4] [5] (6]
ALLETE 1,379 2,946 BBB+ WR 5.00% 4.00%
Alliant Energy 3,263 8,709 A- WR 6.60% 6.50%
Amer. Elec. Power 16,205 31,573 BBB+ Baal 1.89% 4.00%
Ameren Corp. 6,028 11,933 BBB+ WR 5.60% 6.00%
AVANGRID Inc. 5,680 12,910 BBB+ NA 8.00% NA
Avista Corp. 1,428 2,662 BBB Baal 5.65% 5.00%
Black Hills 1,427 3,203 BBB Baal 7.00% 7.50%
CenterPoint Energy 7,238 10,005 A- Baal 5.73% 2.00%
CMS Energy Corp. 6,268 11,756 BBB+ Baa2 7.27% 6.00%
Consol. Edison 12,074 22,922 A- WR 2.12% 2.50%
Dominion Resources 11,207 46,475 BBB+ Baa2 5.83% 10.00%
DTE Energy 10,243 16,808 BBB+ Baal 5.63% 6.00%
Duke Energy 23,249 55,142 A- Baal 1.60% 4.50%
Edison Int'l 11,325 23,540 BBB+ A3 1.93% 3.50%
El Paso Electric 876 1,895 BBB Baal 7.00% 4.00%
Entergy Corp. 10,706 13,733 BBB+ Baa3 -8.34% 2.00%
Eversource Energy 7,554 17,186 A Baal 5.82% 6.00%
Exelon Corp. 30,187 30,683 BBB Baa2 1.57% 6.00%
FirstEnergy Corp. 14,728 14,066 BBB- Baa3 -5.27% 6.00%
IDACOREP Inc. 1,254 3,946 BBB Baal 4.10% 3.00%
NorthWestern Corp. 1,252 2,779 BBB NA 4.50% 6.00%
OGE Energy 2,176 6,315 A- A3 4.00% 3.00%
Otter Tail Corp. 796 1,341 BBB Baa2 6.00% 6.00%
PG&E Corp. 17,120 30,830 BBB+ Baal 5.56% 12.00%
Pinnacle West Capital 3,494 8,448 A- WR 4.85% 4.00%
PNM Resources 1,363 2,606 BBB+ WR 6.85% 8.00%
Portland General 1,898 3,787 BBB WR 6.50% 5.50%
PPL Corp. 7,465 23,442 A- NA 2.40% 1.00%
Public Serv. Enterprise 9,249 21,183 BBB+ WR 1.23% 2.00%
SCANA Corp. 4,126 10,343 BBB+ Baa3 6.33% 4.50%
Sempra Energy 10,014 26,776 BBB+ Baal 6.50% 8.00%
Vectren Corp. 2,354 4,158 A- NA 4.57% 9.00%
WEC Energy Group 7,358 18,899 A- A3 7.01% 6.00%
Xcel Energy Inc. 10,958 20,897 A- A3 5.72% 5.50%
Sources and Notes:
[1] - [4]: Bloomberg as of December 02, 2016. Note that WR means Withdrawn Rating.
[5]: Long-term (i.e. 5 year) IBES estimates from Thomson Reuters as of November 30, 2016.
[6]: Proj EPS Growth Rate. Value Line Plus Edition as of December 2, 2016
*Revenues and market capitalization data reflect the most recent quarter ending September 30th, 2016.

HOW DOES OPINION NO. 551 AFFECT THE USE OF VALUE LINE DATA IN FERC’S

TWO-STEP DCF MODEL?
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In Opinion No. 551 the Commission held that Value Line’s EPS growth rate estimates for
sample companies do not constitute an acceptable independent source of short-term
earnings growth estimates that may be considered for use in the two-step DCF analysis
because they do not represent a consensus estimate.3” In this order, the Commission also
confirmed that “IBES data is the preferred data source for computing the short-term growth
rate."s8

In Opinion No. 551, the Commission reasoned that since “IBES data is a
compilation of projected growth rates from various knowledgeable financial advisors within
the investment community...the IBES short-term growth estimates generally represent
consensus growth rate estimates by a number of analysts.”® Further, in this order, the
Commission also stated that “consistent with the discussion in Opinion No. 531, the
Commission is willing to use short-term growth data published by a source comparable to
IBES."0 However, because the Commission requires the use of analysts’ consensus
growth rates, “only data sources that publish analysts’ consensus growth rate estimates . .
. can be considered comparable to IBES.™! This determination by the Commission would
preclude the exclusive use of Value Line’s 3-5 year Earnings per Share growth rate
estimates. Additionally, in Opinion No. 551, the Commission noted that “published
consensus estimates sourced from investment analysts, e.g., IBES’s growth rate

estimates, are updated on a rolling basis, sometimes as frequently as daily, and are

37

38
39
40
41

Midcontinent Indep. Sys. Operator, Inc., Opinion No. 551, 156 FERC { 61,234, at P 62 (Opinion No. 551).
See also Martha Coakley, Mass. Attorney Gen., et al. v. Bangor Hydro-Elec. Co., Opinion No. 531-B, 150
FERC 1 61,165 at P 72, n.145 (2015).

Opinion No. 551 at P 62.

Id.

Id. at P 64.

Id.
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therefore superior to Value Line’s growth rate estimates, which are updated only on a
lagging, quarterly basis."2

DO YOU AGREE WITH THE CONCLUSIONS IN OPINION NO. 551?

No, not entirely. I believe that ROE estimates based solely upon EPS forecasts from
Value Line are reliable and should be considered as an independent source of estimates
for setting the range of reasonableness. Value Line is likely to be the only company to
provide EPS estimates for all sample companies, in contrast to IBES for which there may
be no single brokerage firm that provides estimates for all sample companies. As a result,
relying upon Value Line estimates alone may provide the most internally consistent set of
ROE estimates available. | explain this and other points below. However, if the
Commission were to reject that conclusion, | recommend using the Value Line EPS
forecasts in conjunction with IBES estimates as | describe below.

HOW DO YOU IMPLEMENT YOUR ROE ESTIMATES FOLLOWING OPINION NO. 551?
Following Opinion No. 551, | provide ROEs for the FERC Electric Utility Sample companies
using the FERC'’s two-step DCF method as before, but | also use a weighted-average
short-term growth rate that combines the IBES forecast with the Value Line forecast for
each sample company. The weighted average is equal to the number of IBES analysts
included in the consensus forecast times the EPS forecast plus the Value Line EPS
forecast divided by the number of IBES analysts plus 1 (i.e., the Value Line analyst). For
example, if there were two IBES analysts with a consensus forecast of 4.5% and the Value
Line forecast were 6%, then the weighted-average EPS consensus forecast would be 5% -

Sie., (45%* 2+ 6%) /(2 +1).

42

ld.



10

11

12

13

14

15

16

17

18

19

Exhibit No. GWT-300
Docket No. ER17-__ -000
PAGE 24 of 48

IS THIS CONSISTENT WITH THE INTENT OF OPINION NO. 5517

Yes, | believe this approach is consistent with the decision because it establishes a
consensus estimate, which | view as the key holding of Opinion No. 551.

PLEASE EXPLAIN.

The Commission wants as accurate an estimate as possible of the ROE for the sample
companies. In Opinion No. 551, the Commission seemed to be concerned that the EPS
forecasts from Value Line would be inconsistent with the forecasts from IBES either
because the Value Line estimates are not as current or because the Value Line estimates
do not represent a “consensus” estimate as do the IBES estimates. Both of these
concerns are misplaced.

Reuters collects EPS growth rate estimates from individual financial analysts who
have agreed to be included in the IBES system.#® The financial analysts are from different
brokerage firms, and to my knowledge there is no system by which the individual analysts
under contract to provide estimates to IBES agree on a methodology for preparing their
estimates.** As noted by the Commission, individual analysts may have a different
approach to estimating the growth rate, but slightly different approaches by financial
analysts are inherent in the IBES estimates. Rather, the IBES “consensus estimate” is
merely the average of the individual estimates submitted, regardless of how those

estimates were prepared. There is no meeting or discussion among analysts to improve,

43

44

IBES collects forecasts from 900 contributors on 22,000 companies, across over 100 developed and
emerging markets. See Thomson Reuters, I/B/E/S Estimates,
http://financial.thomsonreuters.com/en/products/data-analytics/company-data/ibes-estimates.html.
According to thomsonreuters.com, the IBES estimates are subject to quality checks including proactive calls
or emails to sell side analysts to verify any apparent anomalies in the data provided, but that process is not
the same as imposing a standard model or approach on the contributors. See Thomson Reuters, I/B/E/S
Estimates, Fact Sheet,
http://financial.thomsonreuters.com/content/dam/openweb/documents/pdf/financial/estimates-fact-sheet. pdf
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alter or arrive at the consensus estimate. The consensus estimate is simply the
mathematical average of the individual estimates. Moreover, 9 of the 34 companies in my
DCF Proxy Group do not have IBES “consensus” 3-5 year estimates from more than a
single analyst. Including estimates from the Value Line analysts simply increases the
number of estimates in the consensus forecasts.

Additionally, in many cases the IBES consensus growth rate forecasts are
determined by averaging estimates from a small and variable group of contributing
analysts. Changes in the composition of analysts who contribute estimates can alter the
reported consensus estimate substantially in a relatively short period of time, especially
when there are very few contributing analysts. As a result, the IBES consensus estimate
can depend critically upon when the data source was accessed.

One way to mitigate such variability in growth rate estimates is to include as many
independent earnings growth forecasts as there are available from the financial analyst
community. Including an independent estimate from a reputable source such as Value
Line provides one additional professional view about a company’s expected earnings
growth performance and contributes to producing a more stable growth rate projection for
the sample companies.

Relying solely on an IBES “consensus estimate” too can potentially produce
skewed results because each contributing analyst could have taken a different approach to
calculating growth rates. Any variations in the estimates driven by the methodology
employed can be mitigated by considering as many reliable estimates as available, and
observing their weighted mean values. Evaluating a weighted average growth rate

estimate using estimates from each contributing analyst in IBES and the one analyst
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represented by Value Line furthers this goal. This would enhance FERC's goal of relying
upon a consensus estimate because adding the Value Line forecast would increase the
information in the consensus estimate. As a practical matter, there is no reason to ignore
a reliable source of information on a parameter of importance to the DCF model (i.e., the
forecast of EPS growth) when information from Value Line is widely available and used by
investors.4> Use of Value Line information does not detract from use of IBES, but rather it
enhances the information available to the Commission to make the best possible estimate
of the cost of capital.

ARE THE VALUE LINE ANALYSTS INDEPENDENT OF THE ANALYSTS INCLUDED IN
THE IBES INFORMATION?

Yes. The Value Line analysts only provide their estimates to the subscribers to the Value
Line service, so there is no overlapping or duplication of the EPS estimates that comprise
the IBES consensus estimate. Moreover, because the Value Line analysts are all part of
the same organization, their EPS estimates have a structure or approach that is consistent
among Value Line analysts. In this sense, the estimates from Value Line have a degree of
consensus and consistency that the IBES estimates lack. The Value Line estimates are all
from analysts in a single company with a set of internal standards that insures a

comparable approach to investment analysis. This is in contrast to the IBES estimates,

45

According to the Value Line, Inc. 2016 Form 10-K, the “Company’s target audiences within the investment
research field are individual investors, colleges, libraries, and investment management professionals.
Individuals come to Value Line for complete research in one package. Institutional licensees consist of
corporations, financial professionals, colleges, and municipal libraries. Libraries and universities offer the
Company’s detailed research to their patrons and students. Investment management professionals use the
research and historical information in their day-to-day businesses. The Company has a dedicated
department that solicits institutional subscriptions.”

See Value Ling, Inc., 2015 Form 10-K, Executive Summary of the Business, p. 22 (July 15, 2016),
https:/iwww.sec.gov/Archives/edgar/data/717720/000143774916035289/valu20160430_10k.htm.
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which are from multiple companies and rely on multiple analysts for different sample
companies. It is possible, and even likely, that no single brokerage company provides
EPS estimates for all of the sample companies, unlike Value Line which is the sole source
of the information on the companies they cover. In fact, relying upon EPS estimates solely
from Value Line are likely to be the most internally consistent (if not the only internally
consistent) set of FERC two-step model ROE estimates available.

ARE THE VALUE LINE ESTIMATES LIKELY TO BE “STALE” RELATIVE TO THE IBES
ESTIMATES?

No. Value Line estimates are updated at a minimum every 13 weeks (i.e., 91 days).
Although it is true that IBES estimates may be updated more frequently, it is also true that
IBES continues to include estimates in the consensus forecast for up to 180 days before
removing the estimate from the consensus forecast for staleness.6 For sample
companies with relatively few EPS estimates in the IBES consensus forecast, including
estimates from Value Line will not only increase the number of analyst estimates upon
which the consensus forecast is based, but it will also potentially result in estimates that
are more current on average.

B. The Discounted Cash Flow Model

PLEASE DESCRIBE THE THEORETICAL DISCOUNTED CASH FLOW MODEL.

The theoretical DCF model attempts to estimate the cost of capital in one step. The
method assumes that the market price of a stock is equal to the present value of the

dividends that its owners expect to receive. The model also assumes that this present

46

Based on communication with Reuters/Thomson One, | understand that in most cases, IBES characterizes
earnings per share growth estimates from each contributing analysts as valid for up to 180 days unless the
analysts themselves update their projections prior to the expiration of their earlier projections.
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value can be calculated by the standard formula for the present value of a cash flow

stream:

= D, + D, + D, + o 4 D,
S+ k) (a+k)r 1+ k)? 1+ k)y” @

where “P” is the market price of the stock; “D(" is the dividend cash flow expected at the
end of period t (i.e., subscript period 1, 2, 3 or T in the equation); “k” is the cost of capital;
and “T" is the last period in which a dividend cash flow is to be received. The formula says
that the stock price is equal to the sum of the expected future dividends, each discounted
for the time and risk between now and the time the dividend is expected to be received.
Very often, when the DCF is applied in regulatory proceedings, very strong (i.e.,
unrealistic) assumptions are used that yield a simplification of the standard formula, which
then can be rearranged to estimate the cost of capital. Specifically, it is assumed that
investors expect a dividend stream that will grow forever at a steady rate, and if so, the

market price of the stock will be given by a very simple formula,

Dl
k-0 2

where “D1” is the dividend expected at the end of the first period, “g” is the perpetual
growth rate, and “P” and “k” are the market price and the cost of capital, as before.
Equation (2) is a simplified version of Equation (1) that can be solved to yield the well-

known “DCF formula” for the cost of capital:
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k = %+g
_ DO><(1+g)+g (3)
P

where “Do" is the current dividend, which investors expect to increase at rate g by the end
of the next period, and the other symbols are defined as before. Equation (3) provides that
if Equation (2) is satisfied, the cost of equity equals the expected dividend yield plus the
(perpetual) expected future (forever constant) growth rate of dividends. | refer to this as
the simple DCF model because this simplification of the model relies on the use of very
strong assumptions that are unlikely to reflect actual circumstances.

1. The Commission’s Current DCF Model

PLEASE DESCRIBE THE COMMISSION’S CURRENT DCF MODEL.

The Commission’s current DCF model is a modification of the theoretical DCF model that
uses a constant growth of dividends. Instead of estimating the cost of capital in one step,
it estimates it in two steps (hence it is sometimes called the “two-step” DCF model). The
model is articulated in Opinion No. 531:

The Commission developed the two-step DCF methodology used for
determining the cost of capital for individual gas and oil pipelines in a
series of orders during the mid-1990s. Under that methodology, the
Commission determines a single cost of equity estimate for each member
of a proxy group. For the dividend yield component of the DCF model, the
Commission derives a single, average dividend yield based on the
indicated dividend and the average of the monthly high and low stock
prices over a six-month period. The Commission uses a two-step
procedure for determining the constant dividend growth component of the
model, averaging short-term and long-term growth estimates. Security

analysts’ five-year forecasts for each company in the proxy group, as

published by the Institutional Brokers Estimate System (IBES), are used
for determining growth for the short term; earnings forecasts made by
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investment analysts are considered to be the best available estimates of
short-term dividend growth because they are likely relied on by investors
when making their investment decisions.2® Long-term growth is based on
forecasts of long-term growth of the economy as a whole, as reflected in
GDP. The short-term forecast receives a two-thirds weighting and the
long-term forecast receives a one-third weighting in calculating the growth
rate in the DCF model.#”

HOW IS THE DIVIDEND YIELD DETERMINED?

The dividend yield is calculated as the six-month average of the highest monthly price and
lowest monthly stock price divided into the annualized current quarterly dividend, i.e., the
current dividend times four, for each month. The historical six-month average dividend
yield is multiplied by 150 percent of the two-stage growth rate to give the adjusted dividend
yield. Details on the calculation of each parameter in Equation (3) above are provided in
Exhibit No. GWT-302.

2. The Range of Reasonableness

WHAT ARE THE RESULTS OF THE APPLICATION OF THE COMMISSION'’S DCF

MODEL TO THE FERC ELECTRIC UTILITY SAMPLE?
Table 2 below presents the ROE estimates for each company in the FERC Electric Utility

Sample using data through November 30, 2016 and using growth rate forecasts from
IBES. The ROE estimates using IBES growth rate estimates for the FERC Electric Utility
Sample range from a high of 11.02 percent to a low of 0.23 percent, but | set the range of
reasonableness at a high of 11.02 percent and a low of 6.08 percent.#8 Table 3 presents
the ROE estimates using growth rate forecasts based upon a weighted-average of the

growth rate forecasts from IBES and Value Line through November 30, 2016. The ROE

47
48

Id. at P 17 (footnotes omitted).
| restrict the estimates to be greater than the yield on BBB-rated utility debt by at least 150 bps.
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estimates using the weighted-average growth rate estimates for the FERC Electric Utility
Sample range from a high of 11.02 percent to a low of 2.58 percent, with a midpoint of the
upper half of the range of reasonableness at 9.74 percent.

BASED UPON THESE RESULTS AND OTHER FACTORS, WHAT IS YOUR
RECOMMENDED ROE?

| recommend that the base level ROE for Gridliance West be set at 10.40 percent plus 50
bps for RTO membership for a total of 10.90 percent. The range of reasonableness for the
estimates relying upon the weighted-average growth rate forecasts is 5.90 percent to
11.02 percent with a midpoint of the upper half of the range of 9.74 percent. | am
recommending a higher ROE than the midpoint of the upper half of the range because of
the following reasons:

e Yields on U.S. treasury bonds are forecast to increase, which will result in an
increase in the cost of capital although the change in the cost of capital is not a
one for one with the change in interest rates.4® The DCF estimates are affected by
the expected increase in interest rates as well. Sample utility company stock
prices generally decline as interest rates increase which would increase the
dividend yield, but the use of a 6-month average dilutes this effect. Although the
effect on forecast growth rates is ambiguous, both dividend yields and growth
rates enter the FERC DCF model with a lag.

e Unlike more traditional electric utilities, Gridliance West is a small, innovative,
transmission company that is collaborating with public power utilities to invest in
transmission.  As such, Gridliance West does not have the same risk
characteristics as large, integrated utilities that own and operate a diversified blend
of distribution, transmission, and/or generation operations. Therefore, the DCF
sample, with large, diversified electric utilities, underestimates the ROEs for
Gridliance West. Small companies typically require a premium over the expected
return for larger companies. Ibbotson documents a “size effect” for small firms of

49

| am aware that financial analysts have mistakenly forecast increased interest rates in the past, but the
Federal Reserve increased interest rates on December 14, 2016 for the first time in a year and signaled
future increases. See “Federal Reserve raises interest rates for second time in a decade,” The Washington
Post, by Jim Tankersly, December 14, 2016.
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between 0.57 percent and 5.60 percent. The Commission has previously taken
notice of the use of size effect in Order 551 for MISO.50

e In Order 551, the commission recognized that a mechanical application of the DCF
methodology under anomalous economic conditions would result in a low ROE
estimate, which would not satisfy the requirements of Hope and Bluefield’s capital
attraction standards®®. As such the commission reviewed CAPM and risk premium
analysis to set the MISO base ROE at 10.32 percent, higher than the FERC DCF
would have indicated. While the economic conditions in the US have largely
recovered, some uncertainty remains in the capital markets. Recent increases in
bond vyields and the expected federal funds target rate hike will mean that
mechanical reliance on the DCF analysis may again result in ROE estimates
insufficient for capital attraction.

e Consistent with the commission’s determination in Opinion No. 531, I note that the
midpoint of the upper half of the range of DCF estimates (i.e., 9.79 percent) is
lower than the California Public Utilities Commission’s (CPUC) allowed ROEs for
electric distribution assets.52 The CPUC’s most recent allowed ROEs for PG&E,
SCE, and SDG&E's are 10.40%, 10.45% and 10.30%, respectivelyss,

Commission precedent has made it clear that the ROE must be set in order to
adequately compensate investors for their risks. Opinion No. 531 found that the midpoint

of the DCF analysis would provide the utility with inadequate returns to attract capital.

Interests rates used in the current DCF model are even lower than during that prior

50

51

52

53

See Opinion No. 551, Order on Initial Decision at P 73, where the commission reiterated its statements
related to size premium from Opinion No. 531-B, noting that the “...use of such an adjustment was “a
generally accepted approach to CAPM analyses”, and further stating that, “[tlhe purpose of the . . . size
adjustment is to render the CAPM analysis useful in estimating the cost of equity for companies that are
smaller than the companies that were used to determine the market risk premium in the CAPM analysis.”
See Opinion No. 551, Order on Initial Decision, at P 5 where the commission stated that “We find the
Presiding Judge correctly determined that there were anomalous capital market conditions, such that we
have less confidence that the midpoint of the zone of reasonableness produced by a mechanical application
of the Discounted Cash Flow (DCF) methodology satisfies the capital attraction standards of Bluefield
Waterworks & Improvement Co. v. Public Service Commission of West Virginial and Federal Power
Commission v. Hope Natural Gas Co. We affirm that, in these circumstances, the Presiding Judge
reasonably considered evidence of alternative methodologies for determining ROE and the ROEs approved
by state regulatory commissions, for purposes of deciding whether the MISO TOs’ ROE should be set at a
point above the midpoint of the DCF zone of reasonableness” That evidence corroborates our determination
that an ROE above the midpoint is necessary to satisfy Hope and Bluefield”.

The commission recognized in Opinion No. 531 that interstate transmission lines have unique risks that are
not present in electric distribution assets, yet the midpoint of range of reasonable DCF estimates in that
proceeding had fallen below the state commission’ allowed ROEs for electric distribution assets

Current ROE and ROR for CPUC Utilities presented under Cost of Capital Proceedings for Major Utilities,
accessed from here: http://www.cpuc.ca.gov/General.aspx?id=10458
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proceeding and investors have shown increased risk aversion and the need for increased
risk premiums.>* Furthermore, a risk premium analysis of state commission-approved
ROEs indicates that state-regulated electric distribution utilities receive higher ROEs than
the compensation implied by the current FERC DCF results. At a forecasted yield of 2.4
percent, the risk premium analysis shows that state-regulated electric utilities would expect
to receive an ROE of 10.2 percent. This is substantially higher than the midpoint of the
upper half of the range of reasonableness from the current DCF model (shown in Table 2
and Table 3 above). The Commission has found that “transmission entails unique risks
that state-regulated electric distribution does not,” so the ROE of interstate transmission
utilities should not fall below those of intrastate distribution utilities.5> The riskier interstate
utilities would not be able to attract capital unless they are given an ROE above those less
risky investments, such as intrastate distribution utilities, to compensate them for those
risks.

WHAT ALLOWED ROE HAVE STATE-REGULATED DISTRIBUTION UTILITIES BEEN
GRANTED RECENTLY?

My risk premium analysis considers the allowed ROEs historically granted by state
regulators over more than twenty years and applied current information to determine an
appropriate ROE given expected bond yields. The risk premium approach suggests that
state-regulated distribution utilities, which the Commission has determined to be less risky
than interstate transmission utilities, have recently been allowed ROEs in excess of the

result halfway between the midpoint of the range of reasonableness and the top of that

54

55

See Opinion No. 531 at P 147: “investors’ required risk premiums expand with low interest rates and shrink
at higher interest rates.”
d., PP 148-149.
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range. For example, the California Public Utility Commission decided on ROEs for its
electric distribution utilities between 10.3 percent and 10.45 percent.”® Also, the
Massachusetts Department of Public Utilities granted the Massachusetts Electric Company
and Nantucket Electric Company ROEs of 9.9 percent.”” A mechanical application of the
FERC DCF would set an unjust and unreasonable ROE that is below those approved for
state-regulated electric distribution utilities.

For all these reasons, | believe an adjustment is warranted. | conservatively use a
size premium of 0.66 percent to adjust the ROE upward from midpoint of the upper half of
the range of reasonableness.> My recommended base ROE for Gridliance West is 10.40
percent, plus the 50 basis points for RTO participation to yield a final ROE of 10.90 percent
for the Company. This recommendation is approximately equivalent to being halfway
between the top of the range of reasonableness and the usual midpoint of the upper half of
the range of reasonableness.

HOW DID YOU NARROW THE RESULTS OF THE FERC ELECTRIC UTILITY SAMPLE
TO DERIVE THE RANGE OF REASONABLENESS?

Under the FERC's two-step DCF model, the issue of whether earnings per share growth
rates are sustainable is no longer relevant because the forecast growth of GDP is by

definition sustainable.>®

56
57
58
59

California Public Utility Commission, Decision 12-12-034, p. 3.

Massachusetts Department of Public Utilities, D.P.U. 15-155, p. 382.

This is conservative because the second largest decile has a size premium of 0.57 percent.

Prior to the FERC's two-step DCF model, some growth rates were deemed to be unsustainable in the long-
run. The two-step method averages forecast GDP growth which is by definition sustainable. As a result, I do
not delete estimates from the sample results because they have forecast IBES or Value Line growth rates
that are not sustainable.
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DCF Cost of Equity
Company Adjusted GDP Growth mgrsoa‘::’b’];:m Combined  Implicd Cost of
Dividend Yield Forecast Forecast Growth Rate Equity
(1] [2] B3] [4] [5]
ALLETE 3.49% 4.29% 5.00% 4.76% 8.25%
Alliant Energy 3.15% 4.29% 6.60% 5.83% 8.98%
Amer. Elec. Power 3.50% 4.29% 1.89% 2.69% 6.19%
Ameren Corp. 3.47% 4.29% 5.60% 5.16% 8.63%
AVANGRID Inc. 4.26% 4.29% 8.00% 6.76% 11.02%
Avista Corp. 3.35% 4.29% 5.65% 5.20% 8.55%
Black Hills 2.86% 4.29% 7.00% 6.10% 8.96%
CenterPoint Energy 4.55% 4.29% 5.73% 5.25% 9.80%
CMS Energy Corp. 2.99% 4.29% 7.27% 6.27% 9.26%
Consol. Edison 3.58% 4.29% 2.12% 2.84% 6.42%
Dominion Resources 3.84% 4.29% 5.83% 5.32% 9.16%
DTE Energy 3.25% 4.29% 5.63% 5.18% 8.43%
Duke Energy 4.22% 4.29% 1.60% 2.50% 6.71%
Edison Int'T* 2.65% 4.29% 1.93% 2.72% 537%
El Paso Electric 2.78% 4.29% 7.00% 6.10% 8.88%
Entergy Corp.* 4.36% 4.29% -8.34% -4.13% 0-23%
Eversource Energy 3.28% 4.29% 5.82% 531% 8.59%
Exelon Corp. 3.76% 4.29% 1.57% 2.48% 6.24%
FirstEnergy Corp.* 4.24% 4.29% -5.27% -2.08% 216%
IDACORP Inc. 2.71% 4.29% 4.10% 4.16% 6.87%
NorthWestern Corp. 3.48% 4.29% 4.50% 4.43% 7.91%
OGE Energy 3.70% 4.29% 4.00% 4.10% 7.80%
Otter Tail Corp. 3.74% 4.29% 6.00% 5.43% 9.17%
PG&E Corp. 3.24% 4.29% 5.56% 5.14% 8.38%
Pinnacle West Capital 3.40% 4.29% 4.85% 4.66% 8.06%
PNM Resources 2.73% 4.29% 6.85% 6.00% 8.73%
Portland General 3.07% 4.29% 6.50% 5.76% 8.84%
PPL Corp. 4.35% 4.29% 2.40% 3.03% 7.39%
Public Serv. Enterprise 3.83% 4.29% 1.23% 2.25% 6.08%
SCANA Corp. 3.27% 4.29% 6.33% 5.65% 8.93%
Sempra Energy 2.91% 4.29% 6.50% 5.76% 8.67%
Vectren Corp. 3.29% 4.29% 4.57% 4.48% 7.76%
WEC Energy Group 3.35% 4.29% 7.01% 6.10% 9.46%
Xcel Energy Inc. 3.33% 4.29% 5.72% 5.24% 8.57%
Maximum 11.02%
Minimum 6.08%
Midpoint (of Maximum and Minimum) 8.55%
Average of Maximum and Midpoint 9.79%
Sources and Notes:
[1]: Dividend Yield x (1 + (0.5 x [4])).
[2]: Long Term GDP Growth Rate Forecasts. Social Security Administration: The 2016 OASDI Trustees Report,
Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP,
Calendar Years 2020-40, Intermediate Assumptions; Energy Information Administration Annual Energy Outlook
2016 Release with Projections to 2040 Released May 2016 (Data pulled June 2016), Table A20. Macroeconomic
Indicators; Blue Chip Economic Indicators, Vol. 41, No. 10. 'Top Analysts' Forecasts of the U.S. Economic
Outlook for the Year Ahead.' October 2016.
[3]: Long term growth rate estimates from Thomson Reuters as of 11/30/2016.
[4]: ((173) x [2]) + ((2/3) x [3]).
[5]: [1] + [4], excluding companies that did not meet all of the sample selection criteria.
* Companies are excluded for (i) the low spread between cost of equity and cost of debt; and/or (ii) negative long-
term IBES growth rate.
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Table 3: ROE Estimates from the FERC Electric Utility Sample Using Weighted-

Average of IBES and Value Line Growth Rates

DCF Cost of Equity

Company . Ai\djusted. GDP Growth Weighted Average Combined Implied .Cost of

Dividend Yield Forecast Growth Rate Growth Rate Equity

(1] [2] [3] [4] [5]

ALLETE 3.48% 4.29% 4.50% 4.43% 7.91%
Alliant Energy 3.15% 4.29% 6.57% 5.81% 8.96%
Amer. Elec. Power 3.51% 4.29% 2.95% 3.39% 6.91%
Ameren Corp. 3.47% 4.29% 5.73% 5.25% 8.72%
AVANGRID Inc. 4.26% 4.29% 8.00% 6.76% 11.02%
Avista Corp. 3.35% 4.29% 5.43% 5.05% 8.41%
Black Hills 2.86% 4.29% 7.25% 6.26% 9.13%
CenterPoint Energy 4.54% 4.29% 4.80% 4.63% 9.17%
CMS Energy Corp. 2.99% 4.29% 6.84% 5.99% 8.98%
Consol. Edison 3.58% 4.29% 2.22% 2.91% 6.49%
Dominion Resources 3.85% 4.29% 6.53% 5.78% 9.63%
DTE Energy 3.25% 4.29% 5.72% 5.25% 8.49%
Duke Energy 4.24% 4.29% 3.05% 3.46% 7.70%
Edison Int'l 2.66% 4.29% 2.72% 3.24% 5.90%
El Paso Electric 2.77% 4.29% 5.50% 5.10% 7.86%
Entergy Corp.* 4.41% 4.29% -4.89% -1.83% 2.58%
Eversource Energy 3.28% 4.29% 5.85% 5.33% 8.62%
Exelon Corp. 3.78% 4.29% 3.05% 3.46% 7.24%
FirstEnergy Corp.* 4.28% 4.29% -2.45% -0.21% 4-07%
IDACORP Inc. 2.71% 4.29% 3.73% 3.92% 6.63%
NorthWestern Corp. 3.49% 4.29% 5.00% 4.76% 8.25%
OGE Energy 3.70% 4.29% 3.50% 3.76% 7.46%
Otter Tail Corp. 3.74% 4.29% 6.00% 5.43% 9.17%
PG&E Corp. 3.25% 4.29% 6.63% 5.85% 9.10%
Pinnacle West Capital 3.39% 4.29% 4.57% 4.48% 7.87%
PNM Resources 2.73% 4.29% 7.23% 6.25% 8.99%
Portland General 3.07% 4.29% 6.17% 5.54% 8.61%
PPL Corp. 4.35% 4.29% 2.05% 2.80% 7.15%
Public Serv. Enterprise 3.83% 4.29% 1.48% 2.42% 6.25%
SCANA Corp. 3.27% 4.29% 5.87% 5.35% 8.62%
Sempra Energy 2.91% 4.29% 6.88% 6.01% 8.92%
Vectren Corp. 3.30% 4.29% 5.68% 521% 8.51%
WEC Energy Group 3.35% 4.29% 6.76% 5.94% 9.29%
Xcel Energy Inc. 3.33% 4.29% 5.65% 5.20% 8.52%
Maximum 11.02%
Minimum 5.90%
Midpoint (of Maximum and Minimum) 8.46%
Average of Maximum and Midpoint 9.74%
Sources and Notes:
[1]: Dividend Yield x ( 1+ (0.5 x [4])).
[2]: Long Term GDP Growth Rate Forecasts. Social Security Administration: The 2016 OASDI Trustees Report,
Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP,
Calendar Years 2020-40, Intermediate Assumptions; Energy Information Administration Annual Energy Outlook
2016 Release with Projections to 2040 Released May 2016 (Data pulled June 2016), Table A20. Macroeconomic
Indicators; Blue Chip Economic Indicators, Vol. 41, No. 10. 'Top Analysts' Forecasts of the U.S. Economic
Outlook for the Year Ahead.' October 2016.
[3]: Weighted average growth rate estimates from Value Line and Thomson Reuters as of 11/30/2016.
[4]: ((173) x [2]) + ((2/3) x [3]).
[5]: [1] + [4], excluding companies that did not meet all of the sample selection criteria.
* Companies are excluded for (i) the low spread between cost of equity and cost of debt; and/or (ii) negative long-
term weighted average growth rate.
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DO YOU RESTRICT THE SAMPLE BASED UPON GRIDLIANCE WEST’S CREDIT
RATING?

No. Gridliance West does not have a credit rating from either S&P or Moody'’s so | do not
restrict the sample companies by credit rating. This is consistent with FERC precedent in
Opinion No. 531.60

C. Current Economic Conditions

DOES THE DATA IN YOUR COST OF CAPITAL ANALYSIS REFLECT THE EFFECT
OF THE CURRENT ECONOMIC CONDITIONS ON THE COST OF CAPITAL?

The data I rely on to determine dividend yields are the six-month trading period from June
1 to November 30, 2016. However, | do not believe that the estimates from the DCF
model fully reflect electric transmission assets’ current cost of capital because the standard
estimation models are not well equipped to measure the change in returns demanded by
the capital market given the ongoing economic uncertainty resulting from the lasting effects
of the global financial crisis.

HAS THE COMMISSION CONSIDERED THE EFFECT THAT UNCERTAIN ECONOMIC
CONDITIONS HAVE ON THE DCF MODEL?

Yes, the Commission decided in Opinion No. 531 that using the midpoint of the zone of
reasonableness from the DCF methodology during periods of “unusual capital market
conditions” would “result in an ROE that does not satisfy the requirements of Hope and

Bluefield.”! In other words, the economic conditions had systematically lowered the DCF

60

61

See Opinion No. 531 at P 108, n. 209 (“We note that the credit rating bands are based on only those NETOs
that have credit ratings from S&P or Moody’s.”); see also Atlantic Grid Operations A LLC, et al., Order on
Petition for Declaratory Order, 135 FERC { 61,144 at P 88, n. 55 (2011).

Opinion No. 531, P 142.
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results so that the midpoint no longer represented a just and reasonable ROE. The
Commission concluded that “the just and reasonable base ROE [...] should be set halfway
between the midpoint of the zone of reasonableness and the top of the zone of
reasonableness.”s?

WHAT EVIDENCE DID THE COMMISSION USE TO DETERMINE THAT CAPITAL
MARKET CONDITIONS WERE UNSUAL IN THAT PROCEEDING?

The Commission came to the conclusion that “capital market conditions in the record are
anomalous, thereby making it more difficult to determine the return necessary for public
utilities to attract capital"s3 for three general reasons: (1) yields on US Treasury bonds
were at historic lows over the measurement period, (2) low yields on US Treasury bonds
have indirect impacts on the DCF model inputs, and (3) results from the DCF model were
below alternative benchmark ROEs.

WHAT EVIDENCE WAS PRESENTED CONCERNING LOW US TREASURY BOND
YIELDS?

The New England Transmission Owners (NETOs) presented evidence that “10-year
Treasury bond yields were the lowest they have been since 1941.764 The Commission
noted that “until the financial crisis of 2008, the yield on U.S. Treasury bonds had not fallen
below 3 percent since the 1950s”, but that yields were below 2 percent during the six-

month period ending March 2013.65

62
63
64
65

ld.

d., P 145.

Id., P 129.

Id., P 145, n. 285.
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DO GOVERNMENT BOND YIELDS HAVE AN EFFECT ON THE DCF MODEL
RESULTS?

Yes they do and the Commission has noted this: “U.S. Treasury bond yields are not an
input in the DCF model, but they reflect current capital market conditions, which could
have an indirect impact on the two inputs in the DCF model—dividend yield and growth
rate.”s¢ The Commission determined that the low government bond yields indirectly
affected the DCF model to result in a midpoint ROE that did not accurately reflect the
necessary equity returns.s?

WHAT EVIDENCE WAS PRESENTED TO INDICATE THE ROE FROM THE DCF
MODEL WAS ANOMALOUS IN COMPARISON TO OTHER BENCHMARKS?

Opinion No. 531 found that “it is necessary and reasonable to consider additional record
evidence, including evidence of alternative benchmark methodologies and state
commission-approved ROES, the gain insight into the potential impacts of these unusual
capital market conditions on the appropriateness of using the resulting midpoint.”88 The
Commission specifically found “the risk premium analysis, the CAPM, and expected
earnings analyses informative, and each produces a midpoint (or median) ROE higher
than the midpoint” of the DCF analysis used in that proceeding.5® The Commission relied
on alternative benchmark methodologies to determine that the unusual economic

conditions had lowered the results of the DCF model, making the midpoint of the DCF

66
67
68
69

ld.
d., P 145.
ld.
Id., P 146.
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insufficient to attract capital given the risks for owners of electric transmission
infrastructure.”®

WHAT DID THE COMMISSION FIND TO BE THE APPROPRIATE APPLICATION OF
THE DCF MODEL UNDER UNUSUAL ECONOMIC CONDITIONS?

The Commission determined that “based on the record evidence in this case, including the
unusual capital market conditions present, we find that, to ensure a base ROE that
satisfies the Hope and Bluefield standards under these circumstances, a base ROE in the
upper half of the zone of reasonableness represents a just and reasonable base ROE."1
The Commission decided that an ROE halfway between the midpoint of the zone of
reasonableness and the top of the zone of reasonableness would be appropriate to
adequately compensate the electric transmission owners for their risks.

DO THE UNUSUAL ECONOMIC CONDITIONS PRESENTED IN OPINION NO. 531
STILL EXIST TODAY?

Yes, U.S. capital markets are, for a variety of domestic and international economic policy
reasons, still exhibiting historically low U.S. Treasury bond yields. These low yields
continue to systematically lower the DCF model’s results below what would be just and
reasonable for the going forward cost of capital. Therefore, the Commission must set the

ROE above the midpoint of the zone of reasonableness as it did in Opinion No. 531.

70
71

d., PP 148-149.
Id., P 152.
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HOW DOES THE RECENT YIELD ON U.S. TREASURY BONDS COMPARE TO
HISTORICAL LEVELS?

The yield on 10-year U.S. Treasury bonds in the six-month period ending November 30,
2016 (which is the period of data used for my DCF analysis) averaged 1.71 percent. This
period includes a new historic low for U.S. Treasury bond yields set in July 2016.72 The
average yield during the six-month period ending March 31, 2013—the period on which
Opinion No. 531 relied—was 1.83 percent. So the U.S. Treasury bond yields in the current

DCF are even lower than the yields on record for Opinion No. 531.

U.S. 10-Year Treasury Bond Yields
November 1996 to November 2016
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Figure 2: U.S. Treasury Yields

IN YOUR OPINION, WHAT HAS CAUSED THE LOW YIELDS ON U.S. GOVERNMENT
BONDS?
Although the turmoil in the financial markets has eased substantially in the past few years,

particularly in the U.S., the current economic situation in much of the world continues to be

72

See Min Zeng and Christopher Whittall, U.S. 10-Year Treasury Yield Closes at Record Low, WALL ST. J., July
5, 2016, http://www.wsj.com/articles/government-bond-yields-in-u-s-europe-hit-historic-lows-1467731411.
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more uncertain for investors than before the global financial crisis that started in 2008.
Elevated levels of uncertainty in the global capital markets continue to affect the U.S.
economy, which remains sensitive to those disruptions. In other words, major capital
markets globally have not yet returned to their pre-crisis status, and they continue to affect
the U.S. capital markets.

The accommodative stance by the European Central Bank (ECB), which targets a
negative 0.4% interest rate,”® and the Bank of Japan, which has maintained negative
yields on government bonds since early 2016,74 represent a divergent approach from that
currently of the Fed, which halted its asset purchases and hitherto had been contemplating
a modest increase in interest rates.

According to the most recent press release following the November 2016 meeting
of the U.S. Federal Reserve Bank's (the Fed) Federal Open Market Committee “FOMC),
the FOMC “expects that economic conditions will evolve in a manner that will warrant only
gradual increases in the federal funds rate,”> indicating that the Fed might raise interest
rates — albeit cautiously — by the end of 2016, despite the ongoing economic turmoil in the
EU, United Kingdom, and Japan. It is unclear whether the ECB and other central banks will
choose to cut already negative interest rates further or whether the Fed might abandon its
plans to raise the federal funds target rate even gradually in 2016. Meanwhile, the ECB

has held its own target interest rate low while continuing its asset purchase program, now

73

74

75

European Central Bank, Key ECB Interest Rates, EUROPEAN CENTRAL BANK,
https://www.ecb.europa.eu/stats/monetary/rates/html/index.en.html (last visited Dec. 13, 2016).

See Takashi Nakamichi and Rachel Rosenthal, Bank of Japan Sets Bond-Rate Target in Policy Revamp,
WALL ST. J., September 21, 2016, http://www.wsj.com/articles/boj-changes-policy-framework-after-review-of-
measures-1474432869.

See Federal Open Market Committee, Press Release, November 2, 2016,
https:/iwww.federalreserve.gov/imonetarypolicy/files/monetary20161102al.pdf.
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at 80 billion euros (monthly), to promote economic activity. These actions reflect increased
uncertainty about the outlook for Eurozone economies, and Brexit may very likely
exacerbate the problems.

The low interest rate outlook for European and Japanese markets—coupled with
the volatility and uncertainty that investors face in global capital markets—are driving bond
investors to seek potential upside in the U.S. debt market, pushing yields down. In fact,
the yield on the benchmark 10-year U.S. Treasury bond closed at a historic low yield of
1.367 percent during the weeks following the Brexit vote,’6 underscoring investors’ lack of
confidence in the global economy.

DO YOU EXPECT INTEREST RATES AND TREASURY YIELDS TO RISE IN THE
FUTURE?

Yes. Dr. Janet Yellen, the Chair of the Fed’s Board of Governors, recently noted that it is
appropriate to gradually and cautiously increase federal funds target rates in the coming
months, indicating that the U.S. economy’s performance has largely improved since the
height of the crisis.”” Additionally, Fed Boston’s President, Eric Rosengren stated that he
sees a reasonable case for gradual rate increases, noting that the US economy is resilient
despite the drag from overseas.’”® He warned that a failure to gradually increase interest

rates could overheat the economy given the persistent below-target inflation, leading to

76

7

78

See Min Zeng and Christopher Whittall, U.S. 10-Year Treasury Yield Closes at Record Low, WALL ST. J., July
5, 2016, http:/iwww.wsj.com/articles/government-bond-yields-in-u-s-europe-hit-historic-lows-1467731411.
Jonathan Spicer & Svea Herbst-Bayliss, Yellen Says Fed Rate Hike Likely Appropriate in Coming Months,
REUTERS, May 29, 2016, http://in.reuters.com/article/usa-fed-yellen-rates-economy-copy-idINKCNOYKO1D.
David Harrison, Fed's Eric Rosengren Sees ‘Reasonable Case’ for Gradual Rate Increases, WALL ST. J.,
Sep. 9, 2016, http://www.wsj.com/articles/feds-eric-rosengren-sees-reasonable-case-for-gradual-rate-
increases-1473423300.
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lengthened duration to full recovery.” Furthermore, the election of Donald Trump has
placed increased political pressure on the Fed to raise interest rates. Comments from
President-elect Trump during the campaign indicate his desire to increase the target
interest ratess® and many economic forecasters anticipate a rise in interest rates.s!

As the Fed continues to raise rates, the result will be higher borrowing costs and
higher required returns for both debt and equity investors. The market has already begun
to respond to these indications. Figure 2 above shows that November 2016 yields
increased to an average 2.14 percent from the historic low in July 2016. The current DCF,
which uses data from the past six-month period ending November 2016, does not
appropriately reflect the expected increase in the going forward cost of capital.

WHAT EFFECT HAS THE UNUSUAL ECONOMIC CONDITIONS HAD ON INVESTORS?
The low interest rates and increased economic uncertainty has elevated the risk aversion
among investors.

WHAT DO YOU MEAN BY THE TERM “RISK AVERSION"?

Risk aversion is the recognition that investors dislike risk. As a result, for any given level
of risk, investors must expect to earn a higher return to be induced to invest. An increase
in risk aversion means that investors require an even greater return for a given level of
risk.

The major uncertainties in global capital markets will likely continue to affect the

79
80

81

Id.

Kate Davidson. Donald Trump’s Comments on the Fed, Interest Rate Policy, and Janet Yellen. WALL ST. J.,
Nov. 9, 2016, http://www.wsj.com/articles/donald-trumps-comments-on-the-fed-interest-rate-policy-and-janet-
yellen-1478724767.

Josh Zumbrun. GDP, Inflation and Interest Rates Forecast to Rise Under Trump Presidency. WALL ST. J.,
Nov. 11, 2016, http://www.wsj.com/articles/gdp-inflation-and-interest-rates-forecast-to-rise-under-trump-
presidency-1479054608.
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confidence of U.S. investors and to increase their risk aversion. When investors become
more wary of making risky investments during times of economic uncertainty, they demand
greater compensation (in the form of higher required returns) to invest. The increased risk
premium demanded by U.S. investors is apparent from changes in yield spreads between

“risk-free” government bonds and riskier corporate bonds.

Spread Between BBB Utility Bond Yields and U.S. 20-Year Treasury Bond Yields
November 1996 to November 2016
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Figure 3: Bond Yield Spreads

Figure 3 shows the yield spread between 20-year BBB-rated utility debt and 20-
year Treasury bonds over the last 20 years. Yield spreads increased dramatically during
the credit crisis and its immediate aftermath. After a period of decline in late 2013 and
early 2014, the premium demanded by investors to hold BBB-rated utility debt over that of
government bonds has increased over the past year and a half. Although such premia
have recently declined slightly, they remain well above their pre-crisis levels, indicating
ongoing concern by investors with the U.S. economy. Furthermore, the average yield

spread over the past six months is higher than that during the six-month period ending
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March 2013, indicating that investors are even more risk averse to investments in utility
bonds than when Opinion No. 531 was decided.

CAN YOU SUMMARIZE HOW THE ECONOMIC DEVELOPMENTS DISCUSSED ABOVE
HAVE AFFECTED THE RETURN ON EQUITY AND DEBT THAT INVESTORS
REQUIRE?

Companies such as Gridliance West rely on investors in capital markets to support efficient
business operations. These investors have been affected dramatically by the credit crisis.
While there have been material improvements in capital markets and the macro-economy
since the height of the financial crisis, there is evidence that investors’ confidence remains
low and investors' risk aversion remains elevated relative to pre-crisis periods.

DOES THE FERC DCF MODEL FULLY CAPTURE THE INCREASED EQUITY RISK
PREMIUM PREVAILING UNDER CURRENT ECONOMIC CONDITIONS?

No. | believe that the cost of capital has declined from its peak during the global financial
crisis, but the spread between the cost of equity and the cost of debt remains higher than
before the crisis. Unfortunately, it is impossible to predict when and by how much the risk
premium will decrease. In the meantime, | recommend that when evaluating the
Company’s requested ROE, the Commission acknowledge that market conditions have
increased the equity risk premium. My estimates of the cost of equity using the
Commission’s methodology (the results in Table 2 and Table 3 above) for the FERC
Electric Utility Sample do not fully reflect the prevailing uncertainty in global financial
markets, because the model likely does not fully reflect the increase in investors’ risk

aversion (among other factors, discussed above). This observation is reflected in the
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mean and median of the sample estimates, which are very low compared to historical
values.

CAN YOU SUMMARIZE HOW THE ECONOMIC DEVELOPMENTS DISCUSSED ABOVE
HAVE AFFECTED THE RETURN ON EQUITY AND DEBT THAT INVESTORS
REQUIRE?

Companies such as Gridliance West rely on investors in capital markets to support efficient
business operations. These investors have been affected dramatically by the credit crisis.
While there have been material improvements in capital markets and the macro-economy
since the height of the financial crisis, there is evidence that investors’ confidence remains
low and investors' risk aversion remains elevated relative to pre-crisis periods.

Many people lost their jobs, their homes or their savings in the crisis; many cannot
retire as early as hoped or planned. Even though the economy is improving, the speed
and duration of that recovery remains uncertain particularly given the events in much of the
rest of the developed world. As a result, yield spreads on utility debt, including top-rated
instruments, have remained elevated. The evidence presented above demonstrates that
the equity risk premium is higher today than it was prior to the crisis for all risky
investments. This is true even for investments of lower-than-average risk, such as the

equity of regulated utilities.

CONCLUSION

WHAT ARE YOUR CONCLUSIONS REGARDING THE ROE FOR THE COMPANY
GIVEN THE RESULTS GENERATED BY THE FERC ELECTRIC UTILITY SAMPLE?

As discussed in Section VII.A above, the majority of the companies in the Commission’s

traditional electric utility sample are large integrated electric distribution, generation and
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transmission utilities, rather than single-asset companies with no diversification of
revenues. Thus, the estimates from the Commission’s traditional electric utility sample are
likely to underestimate the cost of equity for Gridliance West. The range of reasonableness
for the estimates relying upon IBES growth rate forecasts is 6.09 percent to 11.02 percent
with a midpoint of the upper half of the range of 9.79 percent. The corresponding range of
reasonableness for the estimates relying upon a weighted average of IBES and Value Line
growth rate forecasts is 5.90 percent to 11.02 percent with a midpoint of the upper half of
the range of 9.74 percent. Gridliance West's small size relative to the integrated electric
utilities in the sample further supports my recommendation of a baseline ROE of 10.40
percent plus 50 bps for RTO membership for a total of 10.90 percent.

GIVEN THE RESULTS OF THE DCF MODEL AND THE COMMISSION’S PRECEDENT,
WHAT SHOULD BE THE ALLOWED TOTAL ROE FOR GRIDLIANCE WEST?

| recommend a base level ROE of 10.40 percent for the Company plus a 50 bps adder for
RTO membership.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.



UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
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VERIFICATION OF TESTIMONY

Pursuant to 18 C.F.R. 8385. 2005(b)(3), | verify under penalty of perjury that | have read
and know the contents of the foregoing Direct Testimony and the exhibits annexed
thereto; that they were prepared by me or under my direct supervision; and that the
answers contained therein are true and correct to the best of my knowledge,
information, and belief.

Michael J. Vilbert

Date: December 27, 2016
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Exhibit No. GWT-301:

QUALIFICATIONS OF MICHAEL J. VILBERT

Dr. Michael J. Vilbert is a Principal in the The Brattle Group’s San Francisco office and has
more than 20 years of experience as an economic consultant. He is an expert in cost of capital,
financial planning and valuation who has advised clients on these matters in the context of a
wide variety of investment and regulatory decisions. In the area of regulatory economics, he has
testified or submitted testimony on the cost of capital for regulated companies in the water,
electric, natural gas and petroleum industries in the U.S. and Canada. His testimony has
addressed the effect of regulatory policies such as decoupling or must-run generation on a
regulated company’s cost of capital and the appropriate way to estimate the cost of capital for
companies organized as Master Limited Partnerships. He analyzed issues associated with
situations imposing asymmetric risk on utilities, the prudence of purchased power contracts, the
economics of energy conservation programs, the appropriate incentives for investment in electric
transmission assets and the effect of long-term purchased power agreements on the financial risk
of a company. He has served as a neutral arbitrator in a contract dispute and analyzed the
effectiveness of a company’s electric power supply auction. He has also estimated economic
damages and analyzed the business purpose and economic substance of tax related transactions,
valued assets in arbitration for purchase at the end of the contract, estimated the stranded costs of
resulting from the deregulation of electric generation and from the municipalization of an electric
utility’s distribution assets and addressed the appropriate regulatory accounting for depreciation
and goodwill.

He received his Ph.D. in Financial Economics from the Wharton School of the University of
Pennsylvania, an MBA from the University of Utah, an M.S. from the Fletcher School of Law
and Diplomacy, Tufts University, and a B.S. degree from the United States Air Force Academy.
He joined The Brattle Group in 1994 after a career as an Air Force officer, where he served as a
fighter pilot, intelligence officer, and professor of finance at the Air Force Academy.

REPRESENTATIVE CONSULTING EXPERIENCE

¢ Dr. Vilbert served as the consulting expert in several cases for the U.S. Department of
Justice and the Internal Revenue Service regarding the business purpose and economic
substance of a series of tax related transactions. These projects required the analysis of a
complex series of financial transactions including the review of voluminous documentary
evidence and required expertise in financial theory, financial market as well as
accounting and financial statement analysis.

¢ In a securities fraud case, Dr. Vilbert designed and created a model to value the private
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placement stock of a drug store chain as if there had been full disclosure of the actual

financial condition of the firm. He analyzed key financial data and security analysts’=

reports regarding the future of the industry in order to recreate pro forma balance sheet

and income statements under a variety of scenarios designed to establish the value of the
firm.

For pharmaceutical companies rebutting price-fixing claims in antitrust litigation, Dr.
Vilbert was a member of a team that prepared a comprehensive analysis of industry
profitability. The analysis replicated, tested and critiqued the major recent analyses of
drug costs, risks and returns. The analyses helped develop expert witness testimony to
rebut allegations of excess profits.

For an independent electric power producer, Dr. Vilbert created a model that analyzed the
reasonableness of rates and costs filed by a natural gas pipeline. The model not only
duplicated the pipeline=s rates, but it also allowed simulation of a variety of Awhat if@
scenarios associated with cost recovery under alternative time patterns and joint cost
allocations. Results of the analysis were adopted by the intervenor group for negotiation
with the pipeline.

For the CFO of an electric utility, Dr. Vilbert developed the valuation model used to
support a stranded cost estimation filing. The case involved a conflict between two
utilities over the responsibility for out-of-market costs associated with a power purchase
contract between them. In addition, he advised and analyzed cost recovery mechanisms
that would allow full recovery of the stranded costs while providing a rate reduction for
the company=s rate payers.

Dr. Vilbert has testified as well as assisted in the preparation of testimony and the
development of estimation models in numerous cost-of-capital cases for natural gas
pipeline, water utility and electric utility clients before the Federal Energy Regulatory
Commission (AFERC@) and state regulatory commissions. These have spanned standard
estimation techniques (e.g., Discounted Cash Flow and Risk Positioning models). He has
also developed and applied more advanced models specific to the industries or lines of
business in question, e.g., based on the structure and risk characteristics of cash flows, or
based on multi-factor models that better characterize regulated industries.

Dr. Vilbert has valued several large, residual oil-fired generating stations to evaluate the
possible conversion to natural gas or other fuels. In these analyses, the expected pre- and
post-conversion station values were computed using a range of market electricity and fuel
cost conditions.

For a major western electric utility, Dr. Vilbert helped prepare testimony that analyzed
the prudence of QF contract enforcement. The testimony demonstrated that the utility
had not been compensated in its allowed cost of capital for major disallowances
stemming from QF contract management.

Dr. Vilbert analyzed the economic need for a major natural gas pipeline expansion to the
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Midwest. This involved evaluating forecasts of natural gas use in various regions of the

United States and the effect of additional supplies on the pattern of natural gas pipeline

use. The analysis was used to justify the expansion before the FERC and the National
Energy Board of Canada.

For a Public Utility Commission in the Northeast, Dr. Vilbert analyzed the auction of an
electric utility=s purchase power agreements to determine whether the outcome of the
auction was in the ratepayers= interest. The work involved the analysis of the auction
procedures as well as the benefits to ratepayers of transferring risk of the PPA payments
to the buyer.

Dr. Vilbert led a team tasked to determine whether bridge tolls were "just and reasonable"
for a non-profit port authority. Determination of the cost of service for the authority
required estimation of the value of the authority's assets using the trended original cost
methodology as well as evaluation of the operations and maintenance budgets.
Investment costs, bridge traffic information and inflation indices covering a 75 year
period were utilized to estimate the value of four bridges and a passenger transit line
valued in excess of $1 billion.

Dr. Vilbert helped a recently privatized railroad in Brazil develop an estimate of its
revenue requirements, including a determination of the railroad=s cost of capital. He also
helped evaluate alternative rate structures designed to provide economic incentives to
shippers as well as to the railroad for improved service. This involved the explanation
and analysis of the contribution margin of numerous shipper products, improved cost
analysis and evaluation of bottlenecks in the system.

For a utility in the Southeast, Dr. Vilbert quantified the company=s stranded costs under
several legislative electric restructuring scenarios. This involved the evaluation of all of
the company=s fossil and nuclear generating units, its contracts with Qualifying Facilities
and the prudence of those QF contracts. He provided analysis concerning the impact of
securitizing the company=s stranded costs as a means of reducing the cost to the
ratepayers and several alternative designs for recovering stranded costs.

For a recently privatized electric utility in Australia, Dr. Vilbert evaluated the proposed
regulatory scheme of the Australian Competition and Consumer Commission for the
company=s electric transmission system. The evaluation highlighted the elements of the
proposed regulation which would impose uncompensated asymmetric risks on the
company and the need to either eliminate the asymmetry in risk or provide additional
compensation so that the company could expect to earn its cost of capital.

For an electric utility in the Southwest, Dr. Vilbert helped design and create a model to
estimate the stranded costs of the company=s portfolio of Qualifying Facilities and Power
Purchase contracts. This exercise was complicated by the many variations in the
provisions of the contracts that required modeling in order to capture the effect of
changes in either the performance of the plants or in the estimated market price of
electricity.
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¢ Dr. Vilbert helped prepare the testimony responding to a FERC request for further
comments on the appropriate return on equity for electric transmission facilities. In
addition, Dr. Vilbert was a member of the team that made a presentation to the FERC
staff on the expected risks of the unbundled electric transmission line of business.

¢ Dr. Vilbert and Mr. Frank C. Graves, also of The Brattle Group, prepared testimony
evaluating an innovative Canadian stranded cost recovery procedure involving the
auctioning of the output of the province=s electric generation plants instead of the plants
themselves. The evaluation required the analysis of the terms and conditions of the long-
term contracts specifying the revenue requirements of the plants for their entire
forecasted remaining economic life and required an estimate of the cost of capital for the
plant owners under this new stranded cost recovery concept.

¢ Dr. Vilbert served as the neutral arbitrator for the valuation of a petroleum products
tanker. The valuation required analysis of the Jones Act tanker market and the supply
and demand balance of the available U.S. constructed tanker fleet.

¢ Dr. Vilbert evaluated the appropriate Abareboat@ charter rate for an oil drilling platform
for the renewal period following the end of a long-term lease. The evaluation required
analysis of the market for oil drilling platforms around the world including trends in
construction and labor costs and the demand for platforms in varying geographical
environments.

¢ Dr. Vilbert and Dr. Villadsen, also of The Brattle Group, evaluated the offer to purchase
the assets of Pentex Alaska Natural Gas Company, LLC on behalf of the Western
Finance Group for presentation to the Board of the Alaska Industrial Development and
Export Authority. The report compared the proposed purchase price with selected
trading and transaction multiples of comparable companies.

PRESENTATIONS

“Moving Toward Value in Utility Compensation — Shareholder Value Concept,” with A.
Lawrence Kolbe, California PUC Workshop, June 13, 2016.

“Natural Gas Pipeline FERC ROE,” INGAA Rate of Return Seminar, with Mike Tolleth, March
23, 2016.

“The Cost of Capital for Alabama Power Company,” Public Service Commission public
meeting, July 17, 2013.

“An Empirical Study of the Impact of Decoupling on the Cost of Capital,” Center for Research
in Regulated Industries, Shawnee on Delaware, PA, May 17, 2013.

“Point — Counterpoint: The Regulatory Compact and Pipeline Competition,” with (Jonathan
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Lesser, Continental Economics), Energy Bar Association, Western Meeting, February 22, 2013

“Introduction to Retail Rates,” presented to California Water Services Company, 18-19
November 2010.

“Impact of the Ongoing Economic Crisis on the Cost of Capital of the U.S. Utility Sector”,
National Association of Water Companies: New York Chapter, Albany, NY, May 21, 2009.

“Impact of the Ongoing Economic Crisis on the Cost of Capital of the U.S. Utility Sector”, New
York Public Service Commission, Albany, NY, April 20, 2009.

ACurrent Issues in Explaining the Cost of Capital to Utility Commissions@ Cost of Capital
Seminar, Philadelphia, PA, 2008.

ARevisiting the Development of Proxy Groups and Relative Risk Analysis,@ Society of Utility
and Regulatory Financial Analysts: 39" Financial Forum, April 2007.

ACurrent Issues in Estimating the Cost of Capital,@ EEI Electric Rates Advanced Course,
Madison, WI, 2006, 2007, 2008, 2009, 2010 and 2011.

ACurrent Issues in Cost of Capital,@ with Bente Villadsen, EEI Electric Rates Advanced Course,
Madison, WI, 2005.

ACost of Capital - Explaining to the Commission - Different ROEs for Different Parts of the
Business,@ EEI Economic Regulation & Competition Analysts Meeting, May 2, 2005.

ACost of Capital Estimation: Issues and Answers,@ MidAmerican Regulatory Finance
Conference, Des Moines, 1A, April 7, 2005.

AUtility Distribution Cost of Capital,@ EEI Electric Rates Advanced Course, Madison, WI, July
2004.

ANot Your Father=s Rate of Return Methodology,@ Utility Commissioners/Wall Street
Dialogue, NY, May 2004.

Alssues for Cost of Capital Estimation,@ with Bente Villadsen, Edison Electric Institute Cost of
Capital Conference, Chicago, IL, February 2004.

AUtility Distribution Cost of Capital,@ EEI Electric Rates Advanced Course, Bloomington, IN,
2002, 2003.

ARTICLES
“The Impact of Revenue Decoupling on the Cost of Capital for Electric Utilities: An Empirical

Investigation,” prepared for The Energy Foundation by Michael J. Vilbert, Joseph B. Wharton,
Charles Gibbons, Melanie Rosenberg, and Yang Wei Neo, March 20, 2014.
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“Estimating the Cost of Equity for Regulated Companies,” (with P.R. Carpenter, Bente
Villadsen, T. Brown, and P. Kumar), prepared for the Australian Pipeline Industry Association
and filed with the Australian Energy Regulator and the Economic Regulation Authority, Western
Australia, February 2013.

“Survey of Cost of Capital Practices in Canada,” (with Bente Villadsen and Toby Brown),
prepared for British Columbia Utilities Commission, May 2012.

“Economic Impact on City of Portland of Allocation of Remediation Costs of Portland Harbor
Superfund Site,” with Professor David Sunding, March 2012.

“The Impact of Decoupling on the Cost of Capital — An Empirical Study,” Joseph B. Wharton,
Michael J. Vilbert, Richard E. Goldberg, and Toby Brown, Discussion Paper, The Brattle Group,
March 2011.

“Review of Regulatory Cost of Capital Methodologies,” (with Bente Villadsen and Matthew
Aharonian), Canadian Transportation Agency, September 2010.

"Understanding Debt Imputation Issues,@ by Michael J. Vilbert, Bente Villadsen and Joseph B.
Wharton, Edison Electric Institute, August 2008.

"Measuring Return on Equity Correctly: Why current estimation models set allowed ROE too
low," by A. Lawrence Kolbe, Michael J. Vilbert and Bente Villadsen, Public Utilities
Fortnightly, August 2005.

"The Effect of Debt on the Cost of Equity in a Regulatory Setting," by A. Lawrence Kolbe,
Michael J. Vilbert, Bente Villadsen and The Brattle Group, Edison Electric Institute, April 2005.

"Flaws in the Proposed IRS Rule to Reinstate Amortization of Deferred Tax Balances Associated
with Generation Assets Reorganized in Industry Restructuring," by Frank C. Graves and Michael
J. Vilbert, white paper for Edison Electric Institute (EEI) to the IRS, July 25, 2003.

TESTIMONY

Prepared direct testimony and supporting exhibits before the Federal Energy Regulatory
Commission, Docket No. EC17-049-000, on behalf of Gridliance West Transco LLC, regarding
GridLiance West’s application pursuant to section 203 of the Federal Power Act (FPA) to
acquire certain high voltage transmission facilities from Valley Electric Transmission
Association, LLC (VETA) through its parent non-profit electric cooperative parent Valley
Electric Association, Inc. (Valley Electric), December 2016.

Prepared direct testimony and supporting exhibits before the Federal Energy Regulatory
Commission, Docket No. ER16-  -000, on behalf of Trans Bay Cable LLC, regarding the
appropriate ROE and capital structure to allow for its regulated electric transmission assets,
September 2016.
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Prepared direct testimony before the Public Utilities Commission of Hawai‘i on the effect on the
cost of capital of decoupling ratemaking that relaxes the linkage between revenue and kWh sales
on behalf of Hawai‘i Electric Light Company, Inc. Docket No. 2015-0170, August 2016.

Direct testimony before the Michigan Public Service Commission on behalf of the Detroit
Thermal, LLC (Case No. U-18131) on the cost of common equity capital for Detroit Thermal’s
regulated steam service, July 2016.

Pre-filed direct testimony and supporting exhibits before the Rhode Island Public Utilities
Commission on behalf of The Narragansett Electric Company d/b/a National Grid Docket No.
47xx regarding Petition for the Approval of Gas Capacity Contracts and Cost Recovery, June
2016.

Prepared direct testimony and supporting exhibits before the Federal Energy Regulatory
Commission, Docket No. RP16-440-000, on behalf of ANR Pipeline Company, regarding the
appropriate ROE to allow for its regulated natural gas pipeline assets, January 2016.

Pre-filed direct testimony before the Massachusetts Department of Public Utilities on behalf of
Massachusetts Electric Company and Nantucket Electric Company d/b/a National Grid regarding
the risk transfer inherent in signing long-term contracts for natural gas pipeline capacity, Docket
No. D.P.U. 16-05, January 2016.

Direct and rebuttal testimony before the Michigan Public Service Commission on behalf of the
DTE Electric Company (Case No. U-18014) on the cost of capital for DTE Electric Company’s
regulated electric assets, January 2016 and July 2016.

Rebuttal testimony before the Public Utility Commission of Texas on behalf of Ovation
Acquisition I, L.L.C., Ovation Acquisition II, L.L.C., and Shary Holdings, L.L.C. concerning the
adequacy of Oncor Electric Distribution Company’s (Oncor) liquidity, access to capital and
financial risk with regard to the proposed restructuring of Oncor, PUC Docket No. 451888,
December, 2015.

Direct and rebuttal testimony before the Michigan Public Service Commission on behalf of the
DTE Gas Company (Case No. U-17799) on the cost of capital for DTE Gas Company’s natural
gas distribution assets, December 2015 and May 2016.

Prepared direct testimony before the Federal Energy Regulatory Commission, Docket No. ER15-
2594-000, on behalf of South Central MCN, LLC, regarding the appropriate ROE to include in
the transmission rate formula (Formula Rate) to establish an annual transmission revenue
requirement (ATRR) for transmission service over facilities that SCMCN will own in the
Southwest Power Pool, Inc. (SPP) region, September 2015.

“Report on Gas LDC multiples,” with Bente Villadsen, Alaska Industrial Development and
Export Authority, May 2015.
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Direct and reply testimony before the Regulatory Commission of Alaska on behalf of Cook Inlet

Natural Gas Storage Alaska, LLC, Docket No. U-15-016 on the appropriate allocation of the

proceeds from the sale of excess Found Native Gas discovered incidental to the construction of
the storage facility, April 2015 and July 2015.

Direct testimony before the Michigan Public Service Commission on behalf of the Detroit
Edison Electric Company (Case No. U-17767) on the cost of capital for DTE’s electric utility
assets, December 2014.

Direct and rebuttal testimony before the Washington Utilities and Transportation Commission on
behalf of Puget Sound Energy, Inc. Docket Nos. UE-130137 and UG-130138 (consolidated)
remand proceeding with regard to the effect of decoupling on the cost of capital, November 2014
and December 2014.

Initial and Reply Statement of Position before the Public Utilities Commission of Hawai‘i In the
Matter of Instituting an Investigation to Reexamine the Existing Decoupling Mechanisms for
Hawaiian Electric Company, Inc., Hawai‘i Electric Light Company, Inc., and Maui Electric
Company, Limited, Docket No. 2013-0141, with Dr. Toby Brown and Dr. Joseph B. Wharton,
May 2014 and September 2014.

Direct and rebuttal testimony before the Pennsylvania Public Utility Commission on behalf of
Metropolitan Edison Company (Docket No. R-2014-2428745), Pennsylvania Electric Company
(Docket No. R-2014-2428743), Pennsylvania Power Company (Docket No. R-2014-2428744),
and West Penn Power Company (Docket No. R-2014-2428742) regarding the appropriate cost of
common equity for the companies, September 2014 and December 2014.

Direct and rebuttal testimony before the Public Service Commission of West Virginia in the
Matter of the Application of Monongahela Power Company and The Potomac Edison Company,
Case No. 14-0702-E-42T for approval of a general change in rates and tariffs, June 2014 and
October 2014.

Direct testimony before the Public Utilities Commission of Ohio in the Matter of the
Determination of the Existence of Significantly Excessive Earnings for 2012 Under the Electric
Security Plans of Ohio on behalf of the Edison Company, The Cleveland Electric [lluminating
Company, and The Toledo Edison Company, Case No. 14-0828-EL-UNC, May 2014.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER14-1332-
000, on behalf of DATC Path 15, LLC, regarding the appropriate ROE to include in the
Submission of Revisions to Appendix I in TO Tariff Reflecting Updated TRR to be Effective
February, 2014.

Direct testimony, rebuttal testimony and sur-surrebuttal testimony before the Arkansas Public
Service Commission regarding the appropriate ROE to allow In the Matter of the Application of
SourceGas Arkansas Inc., Docket No. 13-079-U for Approval of a General Change in Rates, and
Tariffs, September 2013, March 2014, and April 2014.
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Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER13-2412-
000, on behalf of Trans Bay Cable LLC, regarding the appropriate ROE to include in the
Submission of Revisions to Appendix I of the Trans Bay Transmission Owner Tariff to be
Effective 11/23/2013, September 2013.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER13-2412-
000, on behalf of Trans Bay Cable LLC, regarding the appropriate ROE to include in the
Submission of Revisions to Appendix I of the Trans Bay Transmission Owner Tariff to be
Effective 11/23/2013, September 2013.

Presentation on behalf of Alabama Power Company with regard to the appropriate cost of capital
for the Rate Stabilization and Equalization mechanism, Dockets 18117 and 18416, July 2013.

Direct testimony before the Public Utilities Commission of Ohio in the Matter of the
Determination of the Existence of Significantly Excessive Earnings for 2012 Under the Electric
Security Plans of Ohio on behalf of the Edison Company, The Cleveland Electric Illuminating
Company, and The Toledo Edison Company, Case No. 13-1147-EL-UNC, May 2013.

Expert Report, with A. Lawrence Kolbe and Bente Villadsen, on cost of equity, non-recovery of
operating cost and asset retirement obligations on behalf of the behalf of oil pipeline in
arbitration, April 2013.

Direct and Rebuttal testimony before the Public Utilities Commission of the State of Colorado on
behalf of Rocky Mountain Natural Gas LLC regarding the cost of capital for an intrastate natural
gas pipeline, Docket No. 13AL-143G, with Advice Letter No. 77, January 2013 and October
2013.

Rebuttal Testimony before the Public Utilities Commission of the State of California on behalf
of Southern California Edison regarding Application 12-04-015 of Southern California Edison
Company (U 338-E) For Authority to Establish Its Authorized Cost of Capital for Utility
Operations for 2013 and to Reset the Annual Cost of Capital Adjustment Mechanism , August
2012.

Direct testimony and supporting exhibits on behalf of Transcontinental Gas Pipeline Company,
LLC, before the Federal Energy Regulatory Commission, on the Cost of Capital for Interstate
Natural Gas Pipeline assets, Docket No. RP12-993-000, August 2012.

Direct Testimony before the North Carolina Utilities Commission on behalf of Cardinal Pipeline
Company LLC, regarding the cost of capital for an intrastate natural gas pipeline, Docket G-39,
Sub 28, August 2012.

Joint Rebuttal Testimony before the California Public Utility Commission on behalf of
California American Water Company, regarding Application of California-American Water
Company (U210W) for Authorization to increase its Revenues for Water Service, Application
10-07-007, and In the Matter of the Application of California-American Water Company
(U210W) for an Order Authorizing and Imposing a Moratorium on New Water Service
Connections in its Larkfield District, Application 11-09-016, August 2012.



Docket No. ER17-__ -000
Exhibit No. GWT-301
Page 10 of 17

Direct testimony before the Public Utilities Commission of Ohio, In the Matter of the
Determination of the Existence of Significantly Excessive Earnings for 2011 Under the Electric
Security Plan of Ohio Edison Company, The Cleveland Electric Illuminating Company, and The
Toledo Edison Company, Case No. 12-1544-EL-UNC, May 2012.

Deposition testimony in Tahoe City Public Utility District, Plaintiff vs. Case No. SCV 27283
Tahoe Park Water Company, Lake Forest Water Company, Defendants, May 2012.

Deposition testimony in Primex Farms, LLC, Plaintiff, v. Roll International Corporation,
Westside Mutual Water Company, LLC, Paramount Farming Company, LLC, Defendants, April
2012.

Direct and rebuttal testimony before the Michigan Public Service Commission, Case No. U-
16999, on behalf of Michigan Consolidated Gas Company, regarding cost of service for natural
gas distribution assets, April 2012 and October 2012.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. PA10-13-000,
on behalf of ITC Holdings Corp. regarding a rehearing for FERC Staff, Office of Enforcement,
Division of Audits, Report on the appropriate accounting for goodwill for the acquisition of ITC
Midwest assets from Interstate Power and Light Company, February 2012.

Rebuttal testimony before the Florida Public Service Commission, Docket No. 110138-EL, on
behalf of Gulf Power, a Southern Company, on the method to adjust the return on equity for
differences in financial risk, November 2011.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER12-296-000,
on behalf of Public Service Electric and Gas Company on the Cost of Capital and for Incentive
Rate Treatment for the Northeast Grid Reliability Transmission Project, October 2011.

Rebuttal Evidence before the National Energy Board in the matter of AltaGas Utilities Inc.,
2010-2012 GRA Phase I, Application No. 1606694; Proceeding 1.D. 904, October, 2011.

Report before the Arbitrator on behalf of Canadian National Railway Company in the matter of a
Submission by Tolko Marketing and Sales LTD for Final Offer Arbitration of the Freight Rates
and Conditions Associated with Respect to the Movement of Lumber by Canadian National
Railway Company from High Level, Alberta to Various Destinations in the Vancouver, British
Columbia Area, October, 2011.

Written direct and reply evidence before the National Energy Board in the matter of the National
Energy Board Act, R.S.C. 1985, c. NB7, as amended, and the Regulations made thereunder; and
in the matter of an application by TransCanada PipeLines Limited for orders pursuant to Part I
and Part IV of the National Energy Board Act, for determining the overall fair return on capital
in the business and services restructuring and Mainline 2012 — 2013 toll application, RH-003-
2011, September 2011 and May 2012.
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Direct testimony before the Federal Energy Regulatory Commission, Docket No. PA10-13-000,
on behalf of ITC Holdings Corp. in response to FERC Staff, Office of Enforcement, Division of
Audits, Draft Report on the appropriate accounting for goodwill for the acquisition of ITC
Midwest assets from Interstate Power and Light Company, July 2011.

Initial testimony before the Public Utilities Commission of Ohio, Case No. 11-4553-EL-UNC, In
the Matter of the Determination of the Existence of Significantly Excessive Earnings for 2010
Under the Electric Security Plan of Ohio Edison Company, The Cleveland Electric [lluminating
Company, and The Toledo Edison Company, July 2011.

Rebuttal testimony before the Public Utilities Commission of the State of California, Docket No.
A.10-09-018, on behalf of California American Water Company, on Application of California
American Water Company (U210W) for Authorization to Implement the Carmel River Reroute
and San Clemente Dam Removal Project and to Recover the Costs Associated with the Project in
Rates, June 2011.

Direct and rebuttal testimony before the Public Utilities Commission of the State of California,
Docket No. A.11-05-001, on behalf of California Water Service Company, on the Cost of Capital
for Water Distribution Assets, April 2011 and September 2011.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER11-013-000,
on behalf of the Atlantic Wind Connection Companies, on the Cost of Capital and Cost of
Capital incentive adders for Electric Transmission Assets, December 2010.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. RP11-1566-
000, on behalf Tennessee Gas Pipeline Company, on the Cost of Capital for Natural Gas
Transmission Assets, November 2010.

Direct and rebuttal testimony before the Michigan Public Service Commission, In the matter of
the application of The Detroit Edison Company, for authority to increase its rates, amend its rate
schedules and rules governing the distribution and supply of electric energy, and for
miscellaneous accounting authority, Case No. U-16472, October 2010 and April 2011.

Direct and rebuttal testimony before the Federal Energy Regulatory Commission, Docket No.
RP10-1398-000, on behalf of El Paso Natural Gas Company, on the Cost of Capital for Natural
Gas Transmission Assets, September 2010 and September 2011.

Direct testimony before the Public Utilities Commission of Ohio, Case No. 10-1265-EL-UNC, In
the Matter of the Determination of the Existence of Significantly Excessive Earnings for 2009
Under the Electric Security Plan of Ohio Edison Company, The Cleveland Electric [lluminating
Company, and The Toledo Edison Company, September 2010.

Direct testimony before the Michigan Public Service Commission, Case No. U-16400, on behalf
of Michigan Consolidated Gas Company, regarding cost of service for natural gas distribution
assets, July 15, 2010.
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Direct testimony before the Oklahoma Corporation Commission, Cause No. PUD 201000050, on

behalf of Public Service Company of Oklahoma, regarding cost of service for a regulated electric
utility, June 2010.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER10-516-000,
on behalf of South Caroline Gas and Electric Company, on the Cost of Capital for Electric
Transmission Assets, December 2009.

Direct and Rebuttal Testimony before the California Public Utilities Commission regarding cost
of service for San Joaquin Valley crude oil pipeline on behalf of Chevron Products Company,
Docket Nos. A.08-09-024, C.08-03-021, C.09-02-007 and C.09-03-027, December 2009 and
April 2010.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER10-159-000,
on behalf of Public Service Electric and Gas Company, on the incentive Cost of Capital for the
Branchburg-Roseland-Hudson 500 kV Line electric transmission project (“BRH Project”),
October 2009.

Rebuttal testimony before the Florida Public Service Commission in re: Petition for Increase in
Rates by Progress Energy Florida, Inc., Docket No. 090079-EI, August 2009.

Direct and rebuttal testimony before the State of New Jersey Board of Public Utilities in the
Matter of the Petition of Public Service Electric and Gas Company for Approval of an Increase
in Electric and Gas Rates and for Changes in the Tariffs for Electric and Gas Service, B.P.U.N.J.
No. 14 Electric and B.P.U.N.J No. 14 Gas Pursuant to N.J.S.A. 48:2-21 and N.J.S.A. 48:2-21.1
and for Approval of a Gas Weather Normalization Clause; a Pension Expense Tracker and for
other Appropriate Relief BPU Docket No. GR09050422, June 2009 and December 2009.

Direct and rebuttal testimony before the Public Service Commission of Wisconsin, Docket No.
6680-UR-117, on behalf of Wisconsin Power and Light Company, on the cost of capital for
electric and natural gas distribution assets, May 2009 and September 2009.

Written evidence before the Régie de 1’Energie on behalf of Gaz Métro Limited Partnership,
Cause Tarifaire 2010, R-3690-2009, on the Cost of Capital for natural gas transmission assets,
May 2009.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER09-681-000,
on behalf of Green Power Express, LLP, on the Cost of Capital for Electric Transmission Assets,
February 2009.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER09-548-000,
on behalf of ITC Great Plains, LLC, on the Cost of Capital for Electric Transmission Assets,
January 2009.

Written and Reply Evidence before the Alberta Utilities Commission in the matter of the Alberta
Utilities Commission Act, S.A. 2007, c. A-37.2, as amended, and the regulations made
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thereunder; and IN THE MATTER OF the Gas Utilities Act, R.S.A. 2000, c. G-5, as amended,

and the regulations made thereunder; and IN THE MATTER OF the Public Utilities Act, R.S.A.

2000, c. P-45, as amended, and the regulations made thereunder; and IN THE MATTER OF

Alberta Utilities Commission 2009 Generic Cost of Capital Hearing, Application No.

1578571/Proceeding No. 85. 2009 Generic Cost of Capital Proceeding on behalf of AltaGas
Utilities Inc., November 2008 and May 2009.

Written Evidence before the Alberta Utilities Commission in the matter of the Alberta Ultilities
Commission Act, S.A. 2007, c. A-37.2, as amended, and the regulations made thereunder; and
IN THE MATTER OF the Gas Utilities Act, R.S.A. 2000, c¢. G-5, as amended, and the
regulations made thereunder; and IN THE MATTER OF the Public Utilities Act, R.S.A. 2000, c.
P-45, as amended, and the regulations made thereunder; and IN THE MATTER OF Alberta
Utilities Commission 2009 Generic Cost of Capital Hearing, Application No.
1578571/Proceeding No. 85. 2009 Generic Cost of Capital Proceeding on behalf of NGTL,
November 2008.

Direct and rebuttal testimony before the Public Service Commission of West Virginia, Case No.
08-1783-G-PC, on behalf of Dominion Hope Gas Company concerning the Cost of Capital for
Gas Local Distribution Company assets, November 2008 and May 2009.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER09-249-000,
on behalf of Public Service Electric and Gas Company, on the incentive Cost of Capital for Mid-
Atlantic Power Pathway Electric Transmission Assets, November 2008.

Direct and rebuttal testimony before the Public Utilities Commission of Ohio, Case No. 08-935-
EL-SSO, on behalf of Ohio Edison Company, The Toledo Edison Company, and The Cleveland
Electric Illuminating Company, with regard to the test to determine Significantly Excessive
Earnings within the context of Senate Bill No. 221, September 2008 and October 2008.

Direct and rebuttal testimony before the Public Service Commission of West Virginia, Case No.
08-0900-W-42t, on behalf of West Virginia-American Water Company concerning the Cost of
Capital for Water Utility assets, July 2008 and November 2008.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER08-1233-
000, on behalf of Public Service Electric and Gas Company, on the Cost of Capital for Electric
Transmission Assets, July 2008.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER08-1207-
000, on behalf of Virginia Electric and Power Company, on the incentive Cost of Capital for
investment in New Electric Transmission Assets, June 2008.

Direct and rebuttal testimony before the Federal Energy Regulatory Commission, Docket No.
RP08-426-000, on behalf of El Paso Natural Gas Company, on the Cost of Capital for Natural
Gas Transmission Assets, June 2008 and August 2009.

Rebuttal testimony on the financial risk of Purchased Power Agreements, before the Public
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Utilities Commission of the State of Colorado, Docket No. 07A-447E, in the matter of the

application of Public Service Company of Colorado for approval of its 2007 Colorado Resource
Plan, June 2008.

Direct and rebuttal testimony before the California Public Utilities Commission, Docket No.
A.08-05-003, on behalf of California-American Water Company, concerning Cost of Capital,
May 2008 and August 2008.

Post-Technical Conference Affidavit on behalf of The Interstate Natural Gas Association of
America in response to the Reply Comments of the State of Alaska with regard the FERC=s
Proposed Policy Statement on to the Composition of Proxy Companies for Determining Gas and
Oil Pipeline Return on Equity, Docket No. PL07-2-000, March, 2008.

Direct and rebuttal testimony on the Cost of Capital before the Tennessee Regulatory Authority,
Case No. 08-00039, on behalf of Tennessee American Water Company, March and August 2008.

Comments in support of The Interstate Natural Gas Association of America=s Additional Initial
Comments on the FERC=s Proposed Policy Statement with regard to the Composition of Proxy
Companies for Determining Gas and Oil Pipeline Return on Equity, Docket No. PL07-2-000,
December, 2007.

Written direct and reply evidence before the National Energy Board in the matter of the National
Energy Board Act, R.S.C. 1985, c. NB7, as amended, and the Regulations made thereunder; and
in the matter of an application by Trans Québec & Maritimes PipeLines Inc. (“TQM”) for orders
pursuant to Part I and Part IV of the National Energy Board Act, for determining the overall fair
return on capital for tolls charged by TQM, December 2007 and September 2008, Decision RH-
1-2008, dated March 2009.

Direct and rebuttal testimony before the California Public Utilities Commission, Docket No. A.
07-01-022, on behalf of California-American Water Company, on the Effect of a Water Revenue
Adjustment Mechanism on the Cost of Capital, October 2007 and November 2007.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER08-92-000
to Docket No. ER08-92-003, on behalf of Virginia Electric and Power Company, on the Cost of
Capital for Transmission Assets, October 2007.

Direct and Supplemental testimony before the Public Utilities Commission of Ohio, Case No.
07-829-GA-AIR, Case No. 07-830-GA-ALT, and Case No. 07-831-GA-AAM, on behalf of
Dominion East Ohio Company, on the rate of return for Dominion East Ohio=s natural gas
distribution operations, September 2007 and June 2008.

Direct and rebuttal testimony before the State Corporation Commission of Virginia, Case No.
PUE-2007-00066, on behalf of Virginia Electric and Power Company on the cost of capital for
its southwest Virginia coal plant, July 2007 and December 2007.

Direct testimony before the Public Service Commission of West Virginia, Case No. 07-0998-W-
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42T, on behalf of West Virginia American Water Company on cost of capital, July 2007.

Direct, supplemental and rebuttal testimony before the Public Utilities Commission of Ohio,
Case No. 07-551-EL-AIR, Case No. 07-552-EL-ATA, Case No. 07-553-EL-AAM, and Case No.
07-554-EL-UNC, on behalf of Ohio Edison Company, The Toledo Edison Company, and The
Cleveland Electric [lluminating Company, on the cost of capital for the FirstEnergy Company=s
Ohio electric distribution utilities, June 2007, January 2008 and February 2008.

Direct testimony before the Public Utilities Commission of the State of South Dakota, Docket
No. NG-07-013, on behalf of NorthWestern Corporation, on the Cost of Capital for
NorthWestern Energy Company=s natural gas operations in South Dakota, June 2007.

Rebuttal testimony before the California Public Utilities Commission, Docket No. A. 07-01-036-
39, on behalf of California-American Water Company, on the Cost of Capital, May 2007.

Direct and rebuttal testimony before the Public Service Commission of Wisconsin, Docket No.
5-UR-103, on behalf of Wisconsin Energy Corporation, on the Cost of Capital for Wisconsin
Electric Power Company and Wisconsin Gas LLC, May 2007 and October 2007.

Direct and rebuttal testimony before the Tennessee Regulatory Authority, Case No. 06-00290, on
behalf of Tennessee American Water Company, on the Cost of Capital, November, 2006 and
April 2007.

Direct testimony before the Federal Energy Regulatory Commission, Docket No. ER07-46-000,
on behalf of Northwestern Corporation on the Cost of Capital for Transmission Assets, October
2006.

Direct and supplemental testimony before the Federal Energy Regulatory Commission, Docket
No. ER06-427-003, on behalf of Mystic Development, LLC on the Cost of Capital for Mystic 8
and 9 Generating Plants Operating Under Reliability Must Run Contract, August 2006 and
September 2006.

Expert report in the United States Tax Court, Docket No. 21309-05, 34th Street Partners, DH
Petersburg Investment, LLC and Mid-Atlantic Finance, Partners Other than the Tax Matters
Partner, Petitioner, v. Commissioner of Internal Revenue, Respondent, July 28, 2006.

Direct and rebuttal testimony before the Pennsylvania Public Utility Commission, Return on
Equity for Metropolitan Edison Company, Docket No. R-00061366 and Pennsylvania Electric
Company, Docket No. R-00061367, April 2006 and August 2006.

Written evidence before the Ontario Energy Board, Cost of Capital for Union Gas Limited, Inc.,
Docket No. EB-2005-0520, January 2006.

Direct testimony before the Arizona Corporation Commission, Cost of Capital for Paradise
Valley Water Company, a subsidiary of Arizona-American Water Company, Docket No. WS-
01303A-05, May 2005.
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Direct and rebuttal testimony before the Federal Energy Regulatory Commission on Energy
Allocation of Debt Cost for Incremental Shipping Rates for Edison Mission Energy, Docket No.
RP04-274-000, December 2004 and March 2005.

Direct and rebuttal testimony before the Public Service Commission of West Virginia, on Cost of
Capital for West Virginia-American Water Company, Case No 04-0373-W-42T, May 2004.

Written evidence before the National Energy Board in the matter of the National Energy Board
Act, R.S.C. 1985, c. NB7, as amended, (Act) and the Regulations made under it; and in the
matter of an application by TransCanada PipeLines Limited for orders pursuant to Part IV of the
National Energy Board Act, for approval of Mainline Tolls for 2004, RH-2-2004, January 2004.

Direct and rebuttal reports before the Alberta Energy and Utilities Board in the matter of the
Alberta Energy and Utilities Board Act, R.S.A. 2000, c¢. A-17, and the Regulations under it; in
the matter of the Gas Utilities Act, R.S.A. 2000, c. G-5, and the Regulations under it; in the
matter of the Public Utilities Board Act, R.S.A. 2000, c. P-45, as amended, and the Regulations
under it; and in the matter of Alberta Energy and Utilities Generic Cost of Capital Hearing,
Application No. 1271597, July 2003, November 2003, Decision 2004-052, dated July 2004.

Direct report before the Arbitration Panel in the arbitration of stranded costs for the Town of
Belleair, FL, Case No. 000-6487-C1-007, April 2003.

Direct testimony before the Federal Energy Regulatory Commission on behalf of Florida Power
Corporation, dba Progress Energy Florida, Inc. in Docket No. SC03-1-000, March 2003.

Direct testimony and hearing before the Arbitration Panel in the arbitration of stranded costs for
the City of Winter Park, FL, In the Circuit Court of the Ninth Judicial Circuit in and for Orange
County, FL, Case No. C1-01-4558-39, December 2002.

Direct reports before the Arbitration Board for Petroleum products trade in the Arbitration of the
Military Sealift Command vs. Household Commercial Financial Services, fair value of sale of
the Darnell, October 2002.

Direct and rebuttal reports before the Arbitration Panel in the arbitration of stranded costs for the
City of Casselberry, FL, Case No. 00-CA-1107-16-L, July 2002.

Direct testimony (with William Lindsay) before the Federal Energy Regulatory Commission on
behalf of DTE East China, LLC in Docket No. ER02-1599-000, April 2002.

Written evidence before the Public Utility Board on behalf of Newfoundland & Labrador Hydro
- Rate Hearings, October 2001, Order No. P.U.7 (2002-2003), dated June 2002.

Written evidence, rebuttal, reply and further reply before the National Energy Board in the
matter of an application by TransCanada PipeLines Limited for orders pursuant to Part I and Part
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IV of the National Energy Board Act, Order AO-1-RH-4-2001, May 2001, Nov. 2001, Feb.
2002.

Direct testimony before the Federal Energy Regulatory Commission on behalf of Mississippi
River Transmission Corporation in Docket No. RP01-292-000, March 2001.

Direct testimony before the Alberta Energy and Utilities Board on behalf of TransAlta Utilities
Corporation for approval of its 2001 transmission tariff, May 2000.

Direct testimony before the Federal Energy Regulatory Commission on behalf of Central Maine
Power in Docket No. ER00-982-000, December 1999.

Direct and rebuttal testimony before the Alberta Energy and Ultilities Board on behalf of
TransAlta Utilities Corporation in the matter of an application for approval of its 1999 and 2000
generation tariff, transmission tariff, and distribution revenue requirement, Docket U99099,
October 1998.
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INTRODUCTION AND SUMMARY

Please state your name and business address.

My name is Michael J. Vilbert. My business address is The Brattle Group, 201 Mission Street,
Suite 2800, San Francisco, California 94105.

What is the purpose of this Appendix B?

This Appendix B supplements my Prepared Direct Testimony (“Direct Testimony”) in this
proceeding (Exhibit No. GWT-300) by providing additional details on the sample selection
process | used for the FERC Electric Utility Sample and the Federal Energy Regulatory
Commission’s (“FERC” or “Commission”) Discounted Cash Flow (“DCF") method.

SAMPLE SELECTION

Please describe how you selected your sample.

Consistent with the FERC’s sample selection guidance, which appeared in Opinion No. 531 for
the New England Transmission Owners, | selected the group of comparable companies from
the Value Line Investment Survey’s electric utilities group.r From this group, | eliminated those
companies that are not publicly traded or fail to meet any of the Commission's sample
selection criteria. The Commission applies a credit rating screen for those companies that have
a credit rating from either S&P or Moody's.2 For target companies with a credit rating from
Moody's and/or S&P, only companies whose credit rating is within one notch of the applicant

utility’s rating are included in developing the range of reasonable ROE estimates. If a company

Opinion No. 531 at PP 100-102. The opinion rejected interveners’ argument that another source such as the AUS
utility reports could be used and that companies with less than 50 percent of their revenue from regulated electric
operations should be excluded. However, the opinion did not mandate that companies be drawn from Value Line
Investment Survey's electric utilities, but (1) accepted the methodology and (2) noted that it “will consider the use of
other sources shown to be reliable and commonly relied upon by investors.”

See Opinion No. 531 at P 108, n. 209.
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has a rating from both S&P and Moody'’s, that proxy company is excluded if the rating from
either rating agency is more than one notch away from that of the applicant.? Finally, the
FERC reiterated its position that companies may be excluded if the company’s risk profile is
“significantly different than the risk profile of an electric utility company and the other
companies in the proxy group.”

In summary, the basic sample selection criteria | use are

. Choose a nation-wide proxy group from Value Line Investment Survey's
electric utilities (currently 41 companies), including Avangrid;®
o Restrict the sample companies’ credit rating to be within one notch of the
applicant company’s credit rating from S&P and/or Moody’s (if applicable);
0 In a proceeding involving multiple utilities, the range of acceptable credit
ratings may span more than three notches.
o For sample companies with a rating from both S&P and Moody'’s, both have to

be within one notch of the applicant.

. Include dividend paying entities with no dividend cuts in the past six months;

o Exclude foreign companies, including those traded on a U.S. exchange via
ADRSs; and

. Exclude companies with significant M&A activity.”

Opinion No. 531 at P 107.

Opinion No. 531 at P 101. See also Opinion No. 489, 117 FERC { 61,129 at P 37, order on reh’g, 122 FERC {
61,265, order granting clarification, 124 FERC { 61,136 (2008).

Value Line separates electric utilities down into three categories, based on geographical location: East, Central, and
West.

Avangrid is nearly a pure play electric utility, which owns Berkshire Gas, Central Maine Power, Connecticut Natural
Gas, Maine Natural Gas, New York State Electric & Gas, Rochester Gas and Electric Corporation, Southern
Connecticut Gas, and United. Avangrid is included because it was recently included in Value Line Investment Survey.
The company website describes Avangrid as follows: “AVANGRID, Inc. (NYSE: AGR) is a diversified energy and utility
company with more than $30 billion in assets and operations in 25 states. The company operates regulated utilities
and electricity generation through two primary lines of business. Avangrid Networks includes eight electric and natural
gas utilities, serving 3.1 million customers in New York and New England. Avangrid Renewables operates 6.3
gigawatts of electricity capacity, primarily through wind power, in states across the United States. Avangrid employs
7,000 people. The company was formed by a merger between Iberdrola USA and UIL Holdings Corporation in 2015.
IBERDROLA S.A. (Madrid: IBE), a worldwide leader in the energy industry, owns 81.5% of Avangrid.”
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FERC excludes certain low estimates that are considered to be outliers. Typically this would
result in the elimination of companies with negative growth rates. Consistent with the FERC’s
approach, | have excluded companies with negative growth rates from my sample of proxy
companies. Additionally, | have excluded companies involved in any completed mergers or
acquisitions (“M&A™) over the past six months or pending M&A engagements started within the
past three years with total deal values cumulatively exceeding 30 percent of the company’s
beginning of year market capitalization.8 Finally, | have also excluded foreign companies
including those traded on a U.S. stock exchange via American Depository Receipts (“ADRs”).°
Did you restrict the sample for the applicant because it has no credit rating from
Moody’s or S&P?
| used a nation-wide full sample with investment grade credit rating for Gridliance West
Transco, which has no relevant credit rating.
What is your basis for using all investment grade companies when the applicant has no
credit rating?
According to FERC's Order in Atlantic Grid Operations A LLC, “using a corporate credit rating
screen of all investment grade companies is appropriate when the applicant has no credit

rating of its own”.10

10

The order does not specify how large a merger or acquisition must be to be considered “significant.”

Opinion No. 531 at P 114. FERC includes both ongoing and announced M&A activity that is sufficient enough to
“distort the DCF estimate” but does not specify what size would result in distortion or specify a period for an announced
but incomplete M&A. Brattle uses a benchmark for significant M&A activity as transactions accounting for more than
30 percent of the company’s pre-merger market value (measured as of the previous quarter) and has not received
objections from FERC to that method - neither has the FERC rejected methods that differ slightly. Brattle also ignores
announced but incomplete M&A more than three years old.

Only companies with traded stock were included in the sample. Therefore, companies with the same parent company
appear only once in the sample.

Atlantic Grid Operations A LLC, 135 FERC { 61,144 at P 88, n. 55 (2011).
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How many companies were excluded after applying the additional screening criteria as
set by FERC precedent?
From the starting universe of 41 electric utility companies from the Value Line Investment
Survey, six were excluded for substantial M&A transactions and one was excluded because it
does not have a credit rating. After excluding those companies, 34 remained in the sample.
Please describe the financial characteristics of the FERC Electric Utility Sample.
See Table 1 of my Direct Testimony for financial information on each of the companies
included in the FERC Electric Utility Sample, including each sample company’s most recent
fiscal year revenue and market capitalization, S&P and Moody's credit rating, the estimated
IBES growth rate for the DCF model, and the estimated Value Line growth rate for the DCF

model.

THE FERC DCF METHOD

Please describe the discounted cash flow approach.

The DCF model attempts to estimate the cost of capital in one step. The method assumes that
the market price of a stock is equal to the present value of the dividends that its owners expect
to receive. The method also assumes that this present value can be calculated by the
standard formula for the present value of a cash flow stream:

D, D, D, D,
P = + + + o
(I1+k) @A+k)* @A+k)’ (1+k)" (1)

where, “P" is the market price of the stock; “Dt” is the dividend cash flow expected at the end of
period t (i.e., subscript period 1, 2, 3 or T in the equation); “k” is the cost of capital, and “T" is

the last period in which a dividend cash flow is to be received. The formula says that the stock
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price is equal to the sum of the expected future dividends, each discounted for the time and
risk between now and the time each dividend payment is expected to be received.

Very often, when the DCF model is applied in regulatory proceedings, very strong (i.e.,
unrealistic) assumptions are used that yield a simplification of the standard formula, which then
can be rearranged to estimate the cost of capital. Specifically, it is assumed that investors
expect a dividend stream that will grow forever at a steady rate, and if so, the market price of

the stock will be given by a very simple formula,

po_Di
k-9)

where “D;” is the dividend expected at the end of the first period, “g” is the perpetual growth

(2)

rate, and “P” and “k” are the market price and the cost of capital, as before. Equation (2) is a
simplified version of Equation (1) that can be solved to yield the well-known “DCF formula” for

the cost of capital:

D,
P

D0><(1+g)Jrg
=

where “Do" is the current dividend, which investors expect to increase at rate g by the end of

7\_
|

(3)

the next period, and the other symbols are defined as before. Equation (3) provides that if
Equation (2) is satisfied, the cost of equity equals the expected dividend yield at (t+1) plus the
(perpetual) expected future (forever constant) growth rate of dividends. | refer to this as the
simple DCF model because this simplification of the model relies on the use of very strong

assumptions that might not reflect actual circumstances.
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Please describe the Commission’s revised DCF model.
The Commission’s revised DCF model is articulated in Opinion No. 531 and is a modification of
the standard DCF model that uses a constant growth of dividends. The Commission’s revised
DCF model calculates the cost of equity in the following way: add (i) a two-step, blended
dividend growth rate to (ii) an adjusted dividend yield.
How is the growth rate determined?
In FERC Opinion No. 531,11 the Commission changed the method for determining the growth
rate, g, in the formula above. Specifically, the Commission now determines the growth rate as
g = (2/3) x ST growth + (1/3) x LT growth (4)
where the ST growth is the firm-specific 5-year growth rate obtained from IBES (Institutional
Brokers Estimate System) or comparable sources.’2 Currently, the FERC uses GDP growth
rate forecasts from EIA (Energy Information Administration), Social Security Administration,
and IHS Global Insight (formed by the merger of DRI/McGraw Hill and Wharton
Econometrics).23 Instead of IHS Global Insight, | used Blue Chip Economic Indicators because
| do not have access to IHS Global Insight.
| use the following steps to calculate the growth rate for each company:

1. Calculate forecast GDP growth from the most recent GDP growth rate
forecasts from EIA, Social Security Administration and Blue Chip Economic

Indicators weighted equally.

1
12
13

Opinion No. 531 at PP 17, 32-41.

Opinion No. 531 at PP 17, 32-41.

See Opinion No. 531 at fn. 67 and Portland Natural Gas Transmission Sys., 137 FERC 63,018 at PP 121-128
(2011), aff'd in relevant part, Opinion No. 524, 142 FERC 1 61,197 at PP 317-320.
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2. Use a) the most recent IBES 5-year growth rate and b) the blend of the most
recent IBES 5-year growth rate and the most recent Value Line long-term
projected EPS growth rate for each company in the sample.
3. For each company, “g” is calculated as a) the IBES 5-year growth rate
weighted by 2/3 and the weighted-average GDP forecast growth rate weighted
by 1/3, or b) a growth rate derived by weighting the IBES 5-year growth rate
with the Value Line long-term project EPS growth rate (weighting based on
number of contributing analysts), which is then weighted by 2/3 and the
weighted-average GDP forest growth rate weighted by 1/3. Note that | present
results in my Direct Testimony based on short-term growth forecasts from
IBES, as well as based on weighted-average short-term growth rate that
combines the IBES forecast with the Value Line forecast for each sample
company.

Are the companies’ growth rate estimates displayed in Table 1 of your Direct Testimony
sustainable?

The question of whether the individual growth rates are sustainable is no longer relevant for
two reasons. First, | believe that the five-year growth rate estimates used in the model come
from widely recognized sources and are the best estimates currently available. Second, the
revised FERC DCF methodology attempts to address the lack of data on long-term dividend
growth rates by using estimates of long-term GDP growth rates as part of the weighted-
average growth rate in the model. Growth rates restricted to the forecast growth rate of GDP
are sustainable by definition because it means that the company’s earnings are forecast to

grow at the same rate as the economy.
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How is the adjusted dividend yield determined?
In Opinion No. 531,24 the adjusted dividend yield is calculated by applying a blended dividend
growth rate to the latest dividend yield. The latest dividend yield is the average dividend yield
of the six-month historical period. Dividend yield for each of the months is calculated as (i) the
latest annualized current dividend (i.e., the current dividend for the month times four) for each
month divided by (ii) average of the high and low monthly stock price. The adjusted dividend
yield is calculated by multiplying the latest dividend yield by (1 + %2 of the 2-stage growth rate).
CONCLUSION

Does this conclude Appendix B?

Yes.

14

Opinion No. 531 at P 15.
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Current Company Credit Ratings

S&P Moody's
Company Bond Bond
Rating Rating

ALLETE BBB+ WR
Alliant Energy A- WR
Amer. Elec. Power BBB+ Baal
Ameren Corp. BBB+ WR
AVANGRID Inc. BBB+ NA
Avista Corp. BBB Baal
Black Hills BBB Baal
CenterPoint Energy A- Baal
CMS Energy Corp. BBB+ Baa2
Consol. Edison A- WR
Dominion Resources BBB+ Baa2
DTE Energy BBB+ Baal
Duke Energy A- Baal
Edison Int'l BBB+ A3

El Paso Electric BBB Baal
Entergy Corp. BBB+ Baa3
Eversource Energy A Baal
Exelon Corp. BBB Baa2
FirstEnergy Corp. BBB- Baa3
IDACORP Inc. BBB Baal
NorthWestern Corp. BBB NA
OGE Energy A- A3

Otter Tail Corp. BBB Baa2
PG&E Corp. BBB+ Baal
Pinnacle West Capital A- WR
PNM Resources BBB+ WR
Portland General BBB WR
PPL Corp. A- NA
Public Serv. Enterprise BBB+ WR
SCANA Corp. BBB+ Baa3
Sempra Energy BBB+ Baal
Vectren Corp. A- NA
WEC Energy Group A- A3

Xcel Energy Inc. A- A3

Sources and Notes:

Bloomberg as of November 30, 2016.
WR means "Withdrawn rating."
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Table No. MJV-3 (A)

Electric Utility
Summary of High, Low and Midpoint Cost of Equity Estimates using Weighted-Average Growth Forecast
DCF Cost of Equity based on IBES Growth Rates

IBES Long Term

S&P Bond Moody's Bond Dividend Adjusted GDP Growth Combined Growth  Implied Cost of Equit; Reason for Exclusion from
Company Rating Raynng Yield Dividcjml Yield  Forecast C':_'::‘:::::"c Rate bcfofn Additional S‘lrceyns Implied Cost of Equity Sample Value Line Industry
[ 121 31 [41 (51 [61 [ 8] 91 [10] [

ALLETE BBB+ WR 3.41% 3.49% 4.29% 5.00% 4.76% 8.25% 8.25% Electric Utility
Alliant Energy A- WR 3.06% 3.15% 4.29% 6.60% 5.83% 8.98% 8.98% Electric Utility
Amer. Elec. Power BBB+ Baal 3.45% 3.50% 4.29% 1.89% 2.69% 6.19% 6.19% Electric Utility
Ameren Corp. BBB+ WR 3.38% 3.47% 4.29% 5.60% 5.16% 8.63% 8.63% Electric Utility
AVANGRID Inc. BBB+ NA 4.12% 4.26% 4.29% 8.00% 6.76% 11.02% 11.02% Electric Utility
Avista Corp. BBB Baal 3.27% 3.35% 4.29% 5.65% 5.20% 8.55% 8.55% Electric Utility
Black Hills BBB Baal 2.78% 2.86% 4.29% 7.00% 6.10% 8.96% 8.96% Electric Utility
CenterPoint Energy A- Baal 4.44% 4.55% 4.29% 5.73% 5.25% 9.80% 9.80% Electric Utility
CMS Energy Corp. BBB+ Baa2 2.90% 2.99% 4.29% 7.27% 6.27% 9.26% 9.26% Electric Utility
Consol. Edison A- WR 3.53% 3.58% 4.29% 2.12% 2.84% 6.42% 6.42% Electric Utility
Dominion Resources BBB+ Baa2 3.74% 3.84% 4.29% 5.83% 5.32% 9.16% 9.16% Electric Utility
DTE Energy BBB+ Baal 3.16% 3.25% 4.29% 5.63% 5.18% 8.43% 8.43% Electric Utility
Duke Energy A- Baal 4.16% 4.22% 4.29% 1.60% 2.50% 6.71% 6.71% Electric Utility
Edison Int'1* BBB+ A3 2.61% 2.65% 4.29% 1.93% 2.72% 5.37% - CoE<CoD Electric Utility
El Paso Electric BBB Baal 2.70% 2.78% 4.29% 7.00% 6.10% 8.88% 8.88% Electric Utility
Entergy Corp.* BBB+ Baa3 4.45% 4.36% 4.29% -8.34% -4.13% 0.23% - Negative growth rate Electric Utility
Eversource Energy A Baal 3.20% 3.28% 4.29% 5.82% 531% 8.59% 8.59% Electric Utility
Exelon Corp. BBB Baa2 3.71% 3.76% 4.29% 1.57% 2.48% 6.24% 6.24% Electric Utility
FirstEnergy Corp.* BBB- Baa3 4.28% 4.24% 4.29% -5.27% -2.08% 2.16% - Negative growth rate Electric Utility
IDACORP Inc. BBB Baal 2.65% 2.71% 4.29% 4.10% 4.16% 6.87% 6.87% Electric Utility
NorthWestern Corp. BBB NA 3.41% 3.48% 4.29% 4.50% 4.43% 7.91% 7.91% Electric Utility
OGE Energy A- A3 3.63% 3.70% 4.29% 4.00% 4.10% 7.80% 7.80% Electric Utility
Otter Tail Corp. BBB Baa2 3.64% 3.74% 4.29% 6.00% 5.43% 9.17% 9.17% Electric Utility
PG&E Corp. BBB+ Baal 3.16% 3.24% 4.29% 5.56% 5.14% 8.38% 8.38% Electric Utility
Pinnacle West Capital A- WR 3.32% 3.40% 4.29% 4.85% 4.66% 8.06% 8.06% Electric Utility
PNM Resources BBB+ WR 2.65% 2.73% 4.29% 6.85% 6.00% 8.73% 8.73% Electric Utility
Portland General BBB WR 2.98% 3.07% 4.29% 6.50% 5.76% 8.84% 8.84% Electric Utility
PPL Corp. A- NA 4.29% 4.35% 4.29% 2.40% 3.03% 7.39% 7.39% Electric Utility
Public Serv. Enterprise BBB+ WR 3.79% 3.83% 4.29% 1.23% 2.25% 6.08% 6.08% Electric Utility
SCANA Corp. BBB+ Baa3 3.18% 3.27% 4.29% 6.33% 5.65% 8.93% 8.93% Electric Utility
Sempra Energy BBB+ Baal 2.82% 2.91% 4.29% 6.50% 5.76% 8.67% 8.67% Electric Utility
Vectren Corp. A- NA 3.22% 3.29% 4.29% 4.57% 4.48% 7.76% 7.76% Electric Utility
WEC Energy Group A- A3 3.26% 3.35% 4.29% 7.01% 6.10% 9.46% 9.46% Electric Utility
Xcel Energy Inc. A- A3 3.24% 3.33% 4.29% 5.72% 5.24% 8.57% 8.57% Electric Utility
Maximum 11.02%

Minimum 6.08%

Midpoint (of Maximum and Minimum) 8.55%

Average of Maximum and Midpoint 9.79%

Sources and Notes:

[1]: Bloomberg as of November 30, 2016.

[2]: Bloomberg as of November 30, 2016.

[3]: Bloomberg from 06/01/2016 through 11/30/2016.

[4]: [3]1x (1 +(0.5x [7])).

[5]: Long Term GDP Growth Rate Forecast. Social Security Administration: The 2016 OASDI Trustees Report, Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP, Calendar Years 2020-40,
Intermediate Assumptions; Energy Information Administration Annual Energy Outlook 2016 Release with Projections to 2040 Released May 2016 (Data pulled June 2016), Table A20. Macroeconomic Indicators; Blue Chip Economic Indicators, Vol. 41, No.
10. 'Top Analysts' Forecasts of the U.S. Economic Outlook for the Year Ahead.' October 2016.

[6]: Long-term (i.e. 5 year) IBES estimates from Thomson Reuters as of 11/30/2016.

[71: ((1/3) x [S]) +((2/3) x [6])-

[8]: [4] + [7], before additional screens.

[9]: [41 +[7].

[10]: The reason that we are excluding companies from the final sample or truncating their estimated implied CoEs.

[11]: Type of company from Value Line.

Note: Companies are excluded for (i) the low spread between cost of equity and cost of debt; and/or (ii) negative long-term growth rate per I/B/E/S.
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Table No. MJV-3 (B)
Electric Utility
Summary of High, Low and Midpoint Cost of Equity Estimates using Weighted-Average Growth Forecast
DCF Cost of Equity based on Weighted Average Growth Rates
Company S&P Bond Moody's  Dividend 3;?:’::: GDP Growth ‘xsﬁ:‘;ﬁ Combined lm“)’l'fi':fl\“:d‘i’:if:ﬂ"l"y l":"')‘;:':': Reason for Exclusion from Value Line Industry
Rating Bond Rating Yield Yield Forecast Growth Rate Growth Rate Screens Equity Sample
[ 121 31 [41 (51 [61 n 8] (91 [10] [

ALLETE BBB+ WR 3.41% 3.48% 4.29% 4.50% 4.43% 791% 7.91% Electric Utility
Alliant Energy A- WR 3.06% 3.15% 4.29% 6.57% 5.81% 8.96% 8.96% Electric Utility
Amer. Elec. Power BBB+ Baal 3.45% 3.51% 4.29% 2.95% 3.39% 6.91% 6.91% Electric Utility
Ameren Corp. BBB+ WR 3.38% 3.47% 4.29% 5.73% 5.25% 8.72% 8.72% Electric Utility
AVANGRID Inc. BBB+ NA 4.12% 4.26% 4.29% 8.00% 6.76% 11.02% 11.02% Electric Utility
Avista Corp. BBB Baal 3.27% 3.35% 4.29% 5.43% 5.05% 8.41% 8.41% Electric Utility
Black Hills BBB Baal 2.78% 2.86% 4.29% 7.25% 6.26% 9.13% 9.13% Electric Utility
CenterPoint Energy A- Baal 4.44% 4.54% 4.29% 4.80% 4.63% 9.17% 9.17% Electric Utility
CMS Energy Corp. BBB+ Baa2 2.90% 2.99% 4.29% 6.84% 5.99% 8.98% 8.98% Electric Utility
Consol. Edison A- WR 3.53% 3.58% 4.29% 2.22% 2.91% 6.49% 6.49% Electric Utility
Dominion Resources BBB+ Baa2 3.74% 3.85% 4.29% 6.53% 5.78% 9.63% 9.63% Electric Utility
DTE Energy BBB+ Baal 3.16% 3.25% 4.29% 5.72% 5.25% 8.49% 8.49% Electric Utility
Duke Energy A- Baal 4.16% 4.24% 4.29% 3.05% 3.46% 7.70% 7.70% Electric Utility
Edison Int'l BBB+ A3 2.61% 2.66% 4.29% 2.72% 3.24% 5.90% 5.90% Electric Utility
El Paso Electric BBB Baal 2.70% 2.77% 4.29% 5.50% 5.10% 7.86% 7.86% Electric Utility
Entergy Corp.* BBB+ Baa3 4.45% 4.41% 4.29% -4.89% -1.83% 2.58% - Negative growth rate Electric Utility
Eversource Energy A Baal 3.20% 3.28% 4.29% 5.85% 5.33% 8.62% 8.62% Electric Utility
Exelon Corp. BBB Baa2 3.71% 3.78% 4.29% 3.05% 3.46% 7.24% 7.24% Electric Utility
FirstEnergy Corp.* BBB- Baa3 4.28% 4.28% 4.29% -2.45% -0.21% 4.07% - Negative growth rate Electric Utility
IDACORP Inc. BBB Baal 2.65% 2.71% 4.29% 3.73% 3.92% 6.63% 6.63% Electric Utility
NorthWestern Corp. BBB NA 3.41% 3.49% 4.29% 5.00% 4.76% 8.25% 8.25% Electric Utility
OGE Energy A- A3 3.63% 3.70% 4.29% 3.50% 3.76% 7.46% 7.46% Electric Utility
Otter Tail Corp. BBB Baa2 3.64% 3.74% 4.29% 6.00% 5.43% 9.17% 9.17% Electric Utility
PG&E Corp. BBB+ Baal 3.16% 3.25% 4.29% 6.63% 5.85% 9.10% 9.10% Electric Utility
Pinnacle West Capital A- WR 3.32% 3.39% 4.29% 4.57% 4.48% 7.87% 7.87% Electric Utility
PNM Resources BBB+ WR 2.65% 2.73% 4.29% 7.23% 6.25% 8.99% 8.99% Electric Utility
Portland General BBB WR 2.98% 3.07% 4.29% 6.17% 5.54% 8.61% 8.61% Electric Utility
PPL Corp. A- NA 4.29% 4.35% 4.29% 2.05% 2.80% 7.15% 7.15% Electric Utility
Public Serv. Enterprise BBB+ WR 3.79% 3.83% 4.29% 1.48% 2.42% 6.25% 6.25% Electric Utility
SCANA Corp. BBB+ Baa3 3.18% 3.27% 4.29% 5.87% 5.35% 8.62% 8.62% Electric Utility
Sempra Energy BBB+ Baal 2.82% 2.91% 4.29% 6.88% 6.01% 8.92% 8.92% Electric Utility
Vectren Corp. A- NA 3.22% 3.30% 4.29% 5.68% 5.21% 851% 8.51% Electric Utility
WEC Energy Group A- A3 3.26% 3.35% 4.29% 6.76% 5.94% 9.29% 9.29% Electric Utility
Xcel Energy Inc. A- A3 3.24% 3.33% 4.29% 5.65% 5.20% 8.52% 8.52% Electric Utility
Maximum 11.02%

Minimum 5.90%

Midpoint (of Maximum and Minimum) 8.46%

Average of Maximum and Midpoint 9.74%

Sources and Notes:

[1]: Bloomberg as of November 30, 2016.

[2]: Bloomberg as of November 30, 2016.

[3]: Bloomberg from 06/01/2016 through 11/30/2016.

[4]: [3]1x (1 +(0.5x [7])).

[5]: Long Term GDP Growth Rate Forecast. Social Security Administration: The 2016 OASDI Trustees Report, Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP, Calendar
Years 2020-40, Intermediate Assumptions; Energy Information Administration Annual Energy Outlook 2016 Release with Projections to 2040 Released May 2016 (Data pulled June 2016), Table A20. Macroeconomic Indicators; Blue
Chip Economic Indicators, Vol. 41, No. 10. 'Top Analysts' Forecasts of the U.S. Economic Outlook for the Year Ahead.' October 2016.

[6]: Weighted average growth rate estimates from Value Line and Thomson Reuters as of 11/30/2016.
[70: ((1/3) x [5) +( (2/3) x [6]).
[8]: [4] + [7], before additional screens.
[9]: 41+ [7).

[10]: The reason that we are excluding companies from the final sample or truncating their estimated implied CoEs.

[11]: Type of company from Value Line.

* Companies are excluded for (i) the low spread between cost of equity and cost of debt; and/or (ii) negative long-term weighted average growth rate.
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Electric Utility
Calculation of Dividend Yields
Average  Average  Average  Average  Average  Average Annualized Annualized Annualized Annualized Annualized Annualized
Monthly Monthly Monthly Monthly Monthly Monthly Monthly Monthly Monthly Monthly Monthly Monthly  Dividend Dividend Dividend Dividend Dividend Dividend
Stock Price Stock Price Stock Price Stock Price Stock Price Stock Price Dividend as Dividend as Dividend as Dividend as Dividend as Dividend as Yield as of Yield as of Yield as of Yield as of Yield as of Yield as of| Average

asofJun asofJul31, asof Aug asofSep asofOct asofNov ofJun30, ofJul3l, ofAug3l, ofSep30, ofOct3l, ofNov30, Jun30, Jul 31, Aug 31, Sep 30, Oct 31, Nov 30, |Dividend

Ticker Company 30,2016 2016 31,2016 30,2016 31,2016 30,2016 2016 2016 2016 2016 2016 2016 2016 2016 2016 2016 2016 2016 Yield
[1] [2] [3] [4] [5] [6] [71 [8] 91 [10] [11] [12] [13] [14] [15] [16] [17] [18] [19]

ALE ALLETE $61.01 $63.96 $61.53 $60.45 $58.99 $60.53 $2.08 $2.08 $2.08 $2.08 $2.08 $2.08 3.41% 3.25% 3.38% 3.44% 3.53% 3.44% 3.41%
LNT Alliant Energy $38.58 $40.03 $39.14 $38.85 $37.32 $36.78 $1.18 $1.18 $1.18 $1.18 $1.18 $1.18 3.05% 2.94% 3.00% 3.02% 3.15% 3.20% 3.06%
AEP Amer. Elec. Power $67.07 $69.79 $66.78 $65.26 $63.27 $61.53 $2.24 $2.24 $2.24 $2.24 $2.24 $2.36 3.34% 3.21% 3.35% 3.43% 3.54% 3.84% 3.45%
AEE Ameren Corp. $51.14 $52.37 $50.87 $49.85 $48.55 $49.21 $1.70 $1.70 $1.70 $1.70 $1.70 $1.70 3.32% 3.25% 3.34% 3.41% 3.50% 3.45% 3.38%
AGR AVANGRID Inc. $44.23 $45.49 $43.38 $42.25 $39.44 $37.85 $1.73 $1.73 $1.73 $1.73 $1.73 $1.73 3.91% 3.80% 3.98% 4.09% 4.38% 4.57% 4.12%
AVA Avista Corp. $42.41 $44.05 $42.01 $42.06 $40.37 $40.74 $1.37 $1.37 $1.37 $1.37 $1.37 $1.37 3.23% 3.11% 3.26% 3.26% 3.39% 3.36% 3.27%
BKH Black Hills $61.78 $62.88 $60.37 $60.65 $59.30 $58.33 $1.68 $1.68 $1.68 $1.68 $1.68 $1.68 2.72% 2.67% 2.78% 2.77% 2.83% 2.88% 2.78%
CNP CenterPoint Energy $23.23 $24.07 $22.99 $23.35 $22.51 $23.16 $1.03 $1.03 $1.03 $1.03 $1.03 $1.03 4.43% 4.28% 4.48% 4.41% 4.58% 4.45% 4.44%
CMS CMS Energy Corp. $43.68 $45.25 $43.43 $42.79 $41.28 $40.53 $1.24 $1.24 $1.24 $1.24 $1.24 $1.24 2.84% 2.74% 2.86% 2.90% 3.00% 3.06% 2.90%
ED Consol. Edison $76.69 $80.10 $77.35 $76.24 $73.69 $72.19 $2.68 $2.68 $2.68 $2.68 $2.68 $2.68 3.49% 3.35% 3.46% 3.52% 3.64% 3.71% 3.53%
D Dominion Resources $74.34 $77.54 $75.88 $74.91 $73.62 $72.91 $2.80 $2.80 $2.80 $2.80 $2.80 $2.80 3.77% 3.61% 3.69% 3.74% 3.80% 3.84% 3.74%
DTE DTE Energy $94.58 $98.51 $95.34 $94.10 $93.65 $93.22 $2.92 $2.92 $2.92 $3.08 $3.08 $3.08 3.09% 2.96% 3.06% 3.27% 3.29% 3.30% 3.16%
DUK Duke Energy $81.88 $85.73 $82.58 $82.83 $78.15 $76.64 $3.30 $3.30 $3.42 $3.42 $3.42 $3.42 4.03% 3.85% 4.14% 4.13% 4.38% 4.46% 4.16%
EIX Edison Int'l $74.22 $76.59 $74.57 $73.81 $71.51 $70.44 $1.92 $1.92 $1.92 $1.92 $1.92 $1.92 2.59% 2.51% 2.57% 2.60% 2.68% 2.73% 2.61%
EE El Paso Electric $45.82 $47.16 $46.32 $46.41 $44.75 $45.55 $1.24 $1.24 $1.24 $1.24 $1.24 $1.24 2.71% 2.63% 2.68% 2.67% 2.77% 2.72% 2.70%
ETR Entergy Corp. $78.46 $80.69 $79.30 $78.91 $73.73 $70.21 $3.40 $3.40 $3.40 $3.40 $3.40 $3.48 4.33% 421% 4.29% 4.31% 4.61% 4.96% 4.45%
ES Eversource Energy $57.40 $58.84 $56.43 $54.94 $53.67 $53.16 $1.78 $1.78 $1.78 $1.78 $1.78 $1.78 3.10% 3.03% 3.15% 3.24% 3.32% 3.35% 3.20%
EXC Exelon Corp. $34.99 $36.46 $35.66 $34.07 $32.91 $31.94 $1.27 $1.27 $1.27 $1.27 $1.27 $1.27 3.64% 3.49% 3.57% 3.73% 3.87% 3.98% 3.71%
FE FirstEnergy Corp. $33.76 $35.59 $33.51 $33.61 $32.40 $32.96 $1.44 $1.44 $1.44 $1.44 $1.44 $1.44 4.27% 4.05% 4.30% 4.28% 4.45% 4.37% 4.28%
IDA IDACORP Inc. $77.14 $81.30 $78.59 $78.35 $76.10 $76.18 $2.04 $2.04 $2.04 $2.04 $2.04 $2.20 2.64% 2.51% 2.60% 2.60% 2.68% 2.89% 2.65%
NWE NorthWestern Corp. $60.41 $61.90 $59.20 $58.45 $55.80 $56.96 $2.00 $2.00 $2.00 $2.00 $2.00 $2.00 3.31% 3.23% 3.38% 3.42% 3.58% 3.51% 3.41%
OGE OGE Energy $31.42 $32.13 $31.10 $31.85 $30.65 $31.03 $1.10 $1.10 $1.10 $1.10 $1.21 $1.21 3.50% 3.42% 3.54% 3.45% 3.95% 3.90% 3.63%
OTTR Otter Tail Corp. $31.47 $34.13 $34.21 $35.17 $34.79 $36.60 $1.25 $1.25 $1.25 $1.25 $1.25 $1.25 3.97% 3.66% 3.65% 3.55% 3.59% 3.42% 3.64%
PCG PG&E Corp. $61.86 $64.17 $63.44 $62.42 $60.44 $59.93 $1.96 $1.96 $1.96 $1.96 $1.96 $1.96 3.17% 3.05% 3.09% 3.14% 3.24% 3.27% 3.16%
PNW Pinnacle West Capital $77.08 $80.29 $76.91 $77.07 $74.33 $74.10 $2.50 $2.50 $2.50 $2.50 $2.62 $2.62 3.24% 3.11% 3.25% 3.24% 3.52% 3.54% 3.32%
PNM PNM Resources $34.13 $34.88 $33.03 $33.06 $32.12 $32.20 $0.88 $0.88 $0.88 $0.88 $0.88 $0.88 2.58% 2.52% 2.66% 2.66% 2.74% 2.73% 2.65%
POR Portland General $42.54 $44.25 $42.98 $42.92 $42.30 $42.39 $1.28 $1.28 $1.28 $1.28 $1.28 $1.28 3.01% 2.89% 2.98% 2.98% 3.03% 3.02% 2.98%
PPL PPL Corp. $38.13 $37.27 $36.06 $34.73 $33.33 $33.72 $1.52 $1.52 $1.52 $1.52 $1.52 $1.52 3.99% 4.08% 4.22% 4.38% 4.56% 4.51% 4.29%
PEG Public Serv. Enterprise $45.19 $45.80 $44.18 $42.54 $41.32 $41.20 $1.64 $1.64 $1.64 $1.64 $1.64 $1.64 3.63% 3.58% 3.71% 3.86% 3.97% 3.98% 3.79%
SCG SCANA Corp. $72.54 $74.56 $72.81 $72.48 $70.87 $70.42 $2.30 $2.30 $2.30 $2.30 $2.30 $2.30 3.17% 3.08% 3.16% 3.17% 3.25% 3.27% 3.18%
SRE Sempra Energy $110.10 $112.33 $107.79 $106.78 $105.56 $100.03 $3.02 $3.02 $3.02 $3.02 $3.02 $3.02 2.74% 2.69% 2.80% 2.83% 2.86% 3.02% 2.82%
vvc Vectren Corp. $50.97 $51.89 $50.52 $49.96 $48.67 $49.20 $1.60 $1.60 $1.60 $1.60 $1.60 $1.68 3.14% 3.08% 3.17% 3.20% 3.29% 3.41% 3.22%
WEC WEC Energy Group $62.46 $64.74 $62.28 $61.19 $58.30 $56.70 $1.98 $1.98 $1.98 $1.98 $1.98 $1.98 3.17% 3.06% 3.18% 3.24% 3.40% 3.49% 3.26%
XEL Xcel Energy Inc. $42.88 $44.26 $42.60 $41.92 $40.44 $39.88 $1.36 $1.36 $1.36 $1.36 $1.36 $1.36 3.17% 3.07% 3.19% 3.24% 3.36% 3.41% 3.24%

Sources and Notes:
[1] - [6]: Average of Intraday High Low Prices, Monthly.

[7] - [12]: Bloomberg dividend data, annualized.

[13] - [18]: Dividend yield = Annualized monthly dividends in [7] - [12] divided by corresponding monthly average price from columns [1] - [6].

[19]: ([13]+ [14] + [15] + [16] + [L7] + 18] ) / 6.
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IBES Long Term Growth  Number of Analyst

Value Line Projected EPS Weighted Average

Company Rate Forecast Estimates Growth Rate Growth Rate
(1] (2] (3] (4]
ALLETE 5.00% 1 4.00% 4.50%
Alliant Energy 6.60% 2 6.50% 6.57%
Amer. Elec. Power 1.89% 1 4.00% 2.95%
Ameren Corp. 5.60% 2 6.00% 5.73%
AVANGRID Inc. 8.00% 1 NA 8.00%
Avista Corp. 5.65% 2 5.00% 5.43%
Black Hills 7.00% 1 7.50% 7.25%
CenterPoint Energy 5.73% 3 2.00% 4.80%
CMS Energy Corp. 7.27% 2 6.00% 6.84%
Consol. Edison 2.12% 3 2.50% 2.22%
Dominion Resources 5.83% 5 10.00% 6.53%
DTE Energy 5.63% 3 6.00% 5.72%
Duke Energy 1.60% 1 4.50% 3.05%
Edison Int'l 1.93% 1 3.50% 2.72%
El Paso Electric 7.00% 1 4.00% 5.50%
Entergy Corp. -8.34% 2 2.00% -4.89%
Eversource Energy 5.82% 4 6.00% 5.85%
Exelon Corp. 1.57% 2 6.00% 3.05%
FirstEnergy Corp. -5.27% 3 6.00% -2.45%
IDACORP Inc. 4.10% 2 3.00% 3.73%
NorthWestern Corp. 4.50% 2 6.00% 5.00%
OGE Energy 4.00% 1 3.00% 3.50%
Otter Tail Corp. 6.00% 1 6.00% 6.00%
PG&E Corp. 5.56% 5 12.00% 6.63%
Pinnacle West Capital 4.85% 2 4.00% 4.57%
PNM Resources 6.85% 2 8.00% 7.23%
Portland General 6.50% 2 5.50% 6.17%
PPL Corp. 2.40% 3 1.00% 2.05%
Public Serv. Enterprise 1.23% 2 2.00% 1.48%
SCANA Corp. 6.33% 3 4.50% 5.87%
Sempra Energy 6.50% 3 8.00% 6.88%
Vectren Corp. 4.57% 3 9.00% 5.68%
WEC Energy Group 7.01% 3 6.00% 6.76%
Xcel Energy Inc. 5.72% 2 5.50% 5.65%

Sources and Notes:

[1]: Long-term (i.e. 5 year) IBES estimates from Thomson Reuters.

2]: Number of analysts contributing to the Thomson Reuters consensus estimate.

[
[3]: Proj EPS Growth Rate. Value Line Plus Edition as of November 30, 2016.
[41: ([11x 2]+ [B]1x 1)/ ([2]+1)
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Public Utility

Public Utility Public Utility Public Utility

Month Ending Bond Rating A Bond Rating Bond Rating Bond Rating
Yield BBB+ Yield BBB Yield BBB- Yield
6/30/2016 3.73 3.93 4.27 4.64
7/31/2016 3.53 3.69 4.04 4.36
8/31/2016 3.55 3.71 4.05 4.36
9/30/2016 3.63 3.80 4.11 4.38
10/31/2016 3.74 3.91 4.19 4.46
11/30/2016 4.08 4.27 4.53 4.83
Average Yield 3.71 3.88 4.20 4.50

Sources and Notes:

Bloomberg as of November 30, 2016.
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[1] SSA - 2016 2020 2040 CAGR
GDP in dollars (billions) $ 22,948 $ 54,881 4.46% [a]
2] SSA - 2016 2040 2090
GDP in dollars (billions) $ 54,881 $ 463,784 4.36% [b]
[3] SSA - 2016 2020 2090
GDP in dollars (billions) $ 22,948 $ 463,784 4.39% [c]
[4] EIA 2015 2040
Real GDP Forecast $ 16,349 § 28,397 2.23%
GDP Chain-Type Price Index (2009=1.000) $ 1.098 § 1.848 2.10%
Nominal GDP Forecast $ 17,956 § 52,484 4.38% [d]
[5] EIA (2015 - 2040)
Real GDP Growth (%) 2.23%
GDP Chain-Type Price Index Growth (%) 2.10%
Nominal GDP Growth (%) 4.38% [e]
[6] EIA (2020 - 2040) 2020 2040
Real GDP Forecast $ 18,555 $ 28,397 2.15%
GDP Chain-Type Price Index (2009=1.000) $ 1213 § 1.848 2.13%
$ 22,512 $§ 52,484 4.32% [f]
[7] EIA, estimated 2040 (2020 - 2040) 2020 2040
Real GDP Forecast, using historical GDP growth rate (1929-2014) $ 18,555 § 35,083 3.24%
GDP Chain-Type Price Index (2009=1.000) 1.213 1.848 2.13%
$ 22,512 $ 64,842 5.43% [g]
8] Blue Chip Value Indicators (2023 - 2027)
Nominal GDP Growth Forecast (%) 4.10% 4.10% [h]
UPDATED AVERAGE
Average (SSA, EIA, Blue Chip) 4.27% =average[c,f,h]
Average (SSA, EIA, Blue Chip) 4.29% =average[a,f,h]
Sources and Notes:
1 Social Security Administration: The 2016 OASDI Trustees Report, Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP, Calendar Years 2020-40, Intermediate Assumptions.
2] Social Security Administration: The 2016 OASDI Trustees Report, Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP, Calendar Years 2040-90, Intermediate Assumptions.
[3] Social Security Administration: The 2016 OASDI Trustees Report, Table VI.G4.-- OASDI and HI Annual and Summarized Income, Cost, and Balance as a Percentage of GDP, Calendar Years 2020-90, Intermediate Assumptions.

[4]1-[7] Energy Information Administration Annual Energy Outlook 2016 Release with Projections to 2040 Released May 2016 (Data pulled June 2016), Table A20. Macroeconomic Indicators.

Nominal GDP=(Real GDP)*(GDP Chain-Type Price Index).
71 2040 GDP forecasted using annualized GDP growth rate from 1929 - 2015 from U.S. Bureau of Economic Analysis (BEA). (Accessed April 2016).

[8] Blue Chip Economic Indicators, Vol. 41, No. 10. "Top Analysts' Forecasts of the U.S. Economic Outlook for the Year Ahead." October 2016.
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INTRODUCTION AND SUMMARY

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

My name is Jeffrey M. Bishop. | am Senior Vice President and Chief Financial Officer
(CFO) of GridLiance West Transco LLC (GridLiance West) and GridLiance GP, LLC, the
general partner of GridLiance Holdco, LP (GridLiance), the ultimate holding company of
GridLiance West and its affiliates operating in other regions. | am employed by GridLiance
Management, LLC (ManageCo), the GridLiance West affiliate that employs the executives
and staff that work on behalf of GridLiance West and its other affiliates. My business
address is 2 North LaSalle Street, Suite 420, Chicago, lllinois 60602.

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND.

| most recently served as CFO for Seattle City Light, the largest consumer-owned utility in
the Northwest, serving nearly one million customers in Seattle and six surrounding
communities. | was responsible for the finance, information technology, accounting,
procurement, credit and risk management, corporate performance reporting and internal
audit functions.

Prior to Seattle City Light, I held a variety of financial leadership roles at
PacifiCorp, a wholly-owned subsidiary of Berkshire Hathaway's MidAmerican Energy
Holdings. Among other things, | served as PacifiCorp’s Managing Director of Finance. |
was responsible for the finance and accounting organizations for the wholesale trading
business, fueling/mining segment, and thermal, hydro, and wind generation operations.

| began my career at Deloitte & Touche, LLP, where | managed audit
engagements for both private and publicly held companies, primarily in the energy trading

and utility sectors.



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No. ER17-__ -000
Exhibit No. GWT-400
Page 2 of 30

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

| earned a B.A. in Accounting from Washington State University and a B.A. in Zoology from
the University of Washington. | am a Certified Public Accountant (CPA), and a member of
the American Institute of CPAs and Washington State Society of CPAs.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to explain the factual basis and support for GridLiance
West's requests in connection with its acquisition of Valley Electric Transmission
Association’s (VETA) high-voltage transmission system (HVTS) through VETA'’s non-profit
electric cooperative parent, Valley Electric Association (VEA). Specifically, | provide
factual support for the following GridLiance West requests, which are similar or identical to
requests that have been recently approved by the Commission orders for GridLiance
West's sister transmission-only utility (transco), South Central MCN LLC (SCMCN) and/or
other public utilities: (1) GridLiance West's use of a targeted actual capital structure of 60
percent equity/40 percent debt; (2) a base return on equity (ROE) of 10.4%, as supported
by Dr. Michael Vilbert's discounted cash flow (DCF) analysis; (3) GridLiance West's use of
a regulatory asset for formation and start-up expenses (Start-Up Regulatory Asset);

(4) authorization to collect Construction Work in Progress (CWIP) as a project-specific
incentive for GridLiance West's development of the 230 kV Bob Tap interconnection
project (Bob Tap); (5) approval of various accounting treatments and GridLiance West's
cost-of-debt; and (6) adoption of proposed depreciation rates subject to a commitment to
complete a depreciation study within five years. | also provide support for GridLiance

West's populated formula rate inputs.
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TO SUPPORT YOUR ANALYSIS AND RECOMMENDATION, DO YOU REFER TO
OTHER TESTIMONY FILED IN THIS PROCEEDING?

Yes, | reference the Prepared Direct Testimonies of the following GridLiance West
Witnesses: (1) Alan C. Heintz,! who discusses the formula rate and has incorporated the
accounting treatment and depreciation data | support below into the GridLiance West
Formula Rate; (2) Edward M. Rahill,2 the Chief Executive Officer of GridLiance West, who
provides an overview of the filing; Noman L. Williams,3 the Chief Operating Officer of
GridLiance West, who provides information on GridLiance West's first planned
construction project; and (3) Dr. Michael J. Vilbert,# GridLiance West's expert witness
testifying on our proposed capital structure, cost of debt, cost of equity, base ROE, and
various accounting treatments.

CAPITAL STRUCTURE & COST OF DEBT

WHAT IS GRIDLIANCE WEST’S PROPOSED CAPITAL STRUCTURE?

GridLiance West proposes to use a targeted actual capital structure of 60 percent
equity/40 percent debt.

WILL THIS CAPITAL STRUCTURE RESULT IN A JUST AND REASONABLE RATE?
My understanding, based on Dr. Vilbert's Testimony, is that companies regularly use their
actual equity levels for purposes of their formula rate, and with GridLiance West's equity

level at 60 percent, GridLiance West's proposed capital structure is well within the range of

Prepared Direct Testimony of Alan Heintz, Ex. No. GWT-200 (Heintz Testimony).
Prepared Direct Testimony of Edward M. Rahill, Ex. No. GWT-100 (Rahill Testimony).
Prepared Direct Testimony of Noman L. Williams, Ex. No. GWT-500 (Williams Testimony).
Prepared Direct Testimony of Dr. Michael J. Vilbert, Ex. No. GWT-300 (Vilbert Testimony).
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capital structures the Commission has previously approved. Because GridLiance West
issues its own debt and will have its own bond rating in due course, the capital structure
accurately reflects GridLiance West's financial risk.

DOES GRIDLIANCE WEST OR OTHER GRIDLIANCE COMPANIES HAVE A BOND
RATING?

No, none of the GridLiance companies, including GridLiance West, its holding company
GridLiance West Holdco LLC (GridLiance West Holdco), or any other upstream GridLiance
entities have a bond rating or a credit rating, given the relative age of the companies and
the lack of historical financial supporting information. Were the companies to pursue such
ratings at this time, they would be much less favorable than what would be available to the
companies in two to three years. However, GridLiance West will issue its own debt in the
process of acquiring the HVTS assets from VETA and will obtain its own bond rating in the
future, meaning that the actual capital structure of each company will reflect its own
financial positions and risks, and debt would not be issued at a more favorable rate due to
the position of any parent company or other affiliate.

HOW WILL GRIDLIANCE WEST FINANCE ITS ACQUISITION OF THE HVTS?
GridLiance West will finance the acquisition of the HVTS with a combination of equity and
debt, for which it has sought authorization to issue pursuant to section 204 of the Federal
Power Act.> GridLiance West's financing needs for this transaction are unique because of
the particular circumstances of the seller. As discussed in the affidavit of Mr. Thomas

Husted, attached as Ex. GWT-600 to this filing, VEA took on a significant portion of debt in

Application Under Section 204 of the Federal Power Act for Authorization to Issue Securities of GridLiance
West Transco, Docket No. ES17-9-000 (filed Dec. 16, 2016).
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order to finance construction of the HVTS. It was critical to VEA that the seller be willing to
negotiate with VEA'’s lender in order to effectuate the sale with minimal cost impacts.

IS GRIDLIANCE WEST'’S DEBT GUARANTEED BY ANY PARENT COMPANY?

No. As discussed by Dr. Vilbert, this debt is not guaranteed by any parent company and
was not openly solicited in the marketplace. The embedded cost of GridLiance West's
actual debt is 6.06%, higher than that we believe would be available to GridLiance West in
the current marketplace. Gridliance West, through the structure of the financing, is
effectively assuming VEA's debt through the transfer of the debt from the National Rural
Utilities Cooperative Finance Corporation (CFC) to CFC's affiliate established to lend to
non-cooperatives, the National Cooperative Services Corporation, under similar terms and
conditions, and under at the same interest rates as the original debt. Gridliance West will
seek a credit rating at an appropriate future time, when it has sufficient operating history
and need for additional debt to warrant the cost to obtain a credit rating review.
“Assuming” the debt avoids the $16-30 million prepayment penalty, allows for an earlier
close and avoids the costs we would incur to seek and obtain third-party debt.

REGULATORY ASSET

WOULD YOU PLEASE DESCRIBE THE START-UP REGULATORY ASSET
PROPOSED BY GRIDLIANCE WEST?

GridLiance West proposes the Start-Up Regulatory Asset to record the costs GridLiance
West has and will incur to develop its business model in the CAISO region. In particular,
this would include: (1) all pre-commercial and formation costs, (2) all expenses incurred to
further develop GridLiance West's business model in CAISO, such as identifying and

negotiating future partnerships, development opportunities, and opportunities to acquire
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assets; and (3) the indirect costs allocated to GridLiance West by GridLiance and
ManageCo in accordance with the methodology | describe in Section VI of this testimony.
The expenses deferred to the Start-Up Regulatory Asset would include expenses related
to a variety of functions such as legal and consulting, engineering and planning, regulatory
and CAISO participation, administrative expenses, travel, and costs to support GridLiance
West's participation in CAISO’s transmission planning and competitive solicitation
processes.

However, GridLiance West does not propose to defer the cost of administering,
operating, and maintaining its assets. Rather, those costs would be recovered through
rates in the relevant rate year because they reflect the cost of providing transmission
service, which is traditionally recovered through rates.

If approved, GridLiance will continue to record costs in the Start-Up Regulatory
Asset until GridLiance West has $100 million in rate base. At that point, GridLiance West
will seek Commission authorization pursuant to section 205 of the Federal Power Act to
amortize the Start-Up Regulatory Asset through its formula rate over a reasonable period,
such as ten years, and consistent with the amortization periods the Commission has
permitted for similarly situated entities.

HOW HAS GRIDLIANCE WEST BEEN ACCOUNTING FOR COSTS INCURRED TO-
DATE?
Consistent with Commission standards, GridLiance West has expensed costs to date as

incurred.
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HOW DOES GRIDLIANCE WEST PLAN TO ACCURATELY DISTINGUISH BETWEEN
COSTS THAT SHOULD BE RECOVERED THROUGH CURRENT RATES AND COSTS
THAT SHOULD BE DEFERRED TO THE START-UP REGULATORY ASSET?
GridLiance West will utilize a time and cost tracking process to distinguish between the
cost that should be recovered through current rates and those that should be deferred to
the regulatory asset. Internal employees will prepare and submit time sheets that
document the time they spend administering, operating, and maintaining GridLiance
West's assets and the time they spend towards developing the company’s business model
in CAISO. External resources will invoice their work based on specific matters, which will
appropriately identify which costs should be recovered through current rates and which
should be deferred.

In addition, GridLiance West's formula rate protocols will require detailed
information about the regulatory asset to be included in its annual update and informational
filing, which will be made available to all interested parties, including the Commission.
This information will break down which costs are recovered through rates and which costs
are deferred to the Start-Up Regulatory Asset.

ARE THERE ANY CONTROLS IN PLACE TO MONITOR THE EXPENSES RELATED
TO GRIDLIANCE WEST?

Yes. ManageCo has established a formal process for tracking and charging
pre-commercial and formation costs to GridLiance West. Additionally, reports are

reviewed on a monthly basis to track expenses charged to GridLiance West.
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WHY IS THE START-UP REGULATORY ASSET AN APPROPRIATE MEANS OF
RECOVERING GRIDLIANCE WEST’S PRE-COMMERCIAL AND FORMATION COSTS?
As a new non-incumbent transmission developer, GridLiance West has incurred
pre-commercial and formation costs in anticipation of acquiring transmission assets.
Although those costs would have otherwise been recoverable at the time they were
incurred, GridLiance West thus had no means of cost recovery because it had no
transmission assets. The proposed regulatory asset will allow GridLiance West to defer
and later recover, when GridLiance West's assets exceed $100 million in rate base, all of
its prudently incurred pre-commercial and formation costs that cannot be capitalized and
would otherwise be expensed with no means of rate recovery. | understand that the
Commission has previously authorized several transcos to establish similar regulatory
assets to facilitate deferred recovery of their pre-commercial and formation costs.
WHY IS IT NECESSARY FOR GRIDLIANCE WEST TO RECORD THE COST OF
INTRODUCING ITS BUSINESS MODEL IN THE CAISO REGION TO THE START-UP
REGULATORY ASSET?
The proposed regulatory asset is necessary to facilitate GridLiance West's unique
business model and to ensure that its early customers do not pay a disproportionate share
of its start-up costs relative to its future customers, who will also benefit from these
expenditures.

GridLiance West is a true start-up entity. Whereas other transcos, such as
affiliates of ITC Holdings, Inc. (collectively, ITC) and American Transmission Company,
LLC (ATC), were established with hundreds-of-millions or billions of dollars in rate base,

GridLiance West and its sister transcos are building their asset portfolios from the ground



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No. ER17-__ -000
Exhibit No. GWT-400
Page 9 of 30

up. Indeed, the HVTS will represent GridLiance West's initial assets and the largest
amount of assets held by any GridLiance affiliate to date. While ITC and ATC were formed
by the transfer of existing assets from integrated utilities, most other transcos are affiliated
with a large, established investor-owned utility or holding company and focus solely on
preparing bids to compete for opportunities to develop limited transmission assets in
regional competitive development processes. As such, they often incur a limited share of
their parent utility's costs. While GridLiance West intends to participate actively in
CAISO’s competitive transmission process, its business model is principally focused on
partnering with municipal utilities, cooperative utilities, and joint action agencies (Public
Power) to provide more reliable service.

As a result, ManageCo has developed the personnel and GridLiance Holdco, LP
the corporate resources and infrastructure that are necessary to compete with more
established investor-owned utilities. Long before GridLiance West constructs or acquires a
single transmission facility, it has had to retain and pay for the engineering, financial, legal
and regulatory experts that will be required to acquire, operate, and maintain those assets.
Various internal infrastructure is also needed to support those efforts.

However, because GridLiance West and its sister transcos are start-up entities,
their asset portfolios will develop as opportunities present themselves—which cannot
always be predicted. As a result, their corporate resources and infrastructure may not be
scaled at the same level as a transco originally formed with a robust rate base, a transco
solely focused on preparing bids in regional competitive development processes, or an

established investor-owned utility.
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Absent a mechanism to defer and amortize those expenses, GridLiance West's
2017 customers would effectively subsidize resources that have been developed for the
benefit of both early and future customers, some of whom may be served by lower-voltage
facilities that are not subject to postage-stamp pricing.
DOES THE PROPOSED REGULATORY ASSET ADDRESS THIS CONCERN?
Yes. First, GridLiance West's proposal only recovers from current customers the costs
incurred for the purpose of providing transmission service to those customers. The costs
associated with introducing GridLiance West's business model in the CAISO region will
benefit and should be paid for by both current and future customers. Additionally,
amortizing the regulatory asset over a reasonable period of time, which will be vetted by
the Commission for justness and reasonableness in a future filing, ensures that even
customers who are served by GridLiance West assets after it has successfully introduced
its business model in the CAISO region will pay for a proportionate share of the deferred
costs, commensurate with the benefits they will receive. Importantly, given GridLiance
West's business model of partnering with Public Power utilities, some of our future
customers will likely be served by lower-voltage facilities that are not subject to the same
CAISO-wide cost sharing as the current HVTS assets are. In these respects, the
proposed regulatory asset is more consistent with principles of cost causation than
allocating all of GridLiance West's costs to its earliest customers.
WHY DOES GRIDLIANCE PROPOSE TO DEFER RECOVERY OF THE INDIRECT
COSTS?
Unlike direct costs, any attempt by GridLiance West to distinguish between indirect costs

incurred to provide current service and indirect costs incurred to introduce GridLiance
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West's business model in CAISO will be arbitrary. Indirect costs, by definition, support all
of GridLiance’s activities.

IS GRIDLIANCE WEST’S PROPOSAL CONSISTENT WITH COMMISSION POLICY?
Yes, the Commission approved incentives similar to the proposed Start-Up Regulatory
Asset for SCMCN.6 The Commission also approved regulatory assets for ITC Great
Plains, LLC that authorized it to recover the cost of introducing its business model in the
Southwest Power Pool, Inc. region before its formula rate became effective, as well as the
cost of obtaining regulatory approvals and performing stakeholder outreach with respect to
two specific projects after its formula rate became effective.” GridLiance West will incur
functionally similar costs to those that the Commission authorized for regulatory asset
treatment with respect to SCMCN and ITC Great Plains.

IS GRIDLIANCE WEST REQUESTING COMMISSION APPROVAL TO APPLY A
CARRYING CHARGE TO BALANCES INCLUDED IN THE PROPOSED REGULATORY
ASSET ACCOUNTS?

Yes. GridLiance West proposes to accrue carrying costs on the regulatory assets for the
respective costs at its weighted cost of capital rate on the unamortized cost balances,
including the balance of deferred carrying costs. GridLiance West requests authorization
to apply this carrying charge to any amounts tracked in the Start-Up Regulatory Asset.

Consistent with Commission precedent, GridLiance West commits to restrict the

South Central MCN LLC, 153 FERC 61,099 24 (2015); order on reh'g, 154 FERC {61,271 (2015) (“The
Commission has held that this incentive can be granted under the Commission’s section 205 authority if the
incentive furthers a public policy goal. We find that South Central's request for the regulatory asset incentive
under section 205 furthers the Commission’s policy goal of facilitating the participation of non-incumbent
transmission developers in the Order No. 1000 competitive solicitation process, thereby encouraging
competition”).

ITC Great Plains, LLC, 126 FERC { 61,223 (2009).
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compounding of carrying charges to no more frequently than two times per year. The
regulatory asset will be amortized to Account 566, Miscellaneous Transmission Expenses,
consistent with Commission precedent. GridLiance West recognizes that, at the time
GridLiance West seeks to amortize and collect the regulatory asset account through rates,
GridLiance West will need to submit a subsequent filing under section 205 of the Federal
Power Act demonstrating that the deferred costs are just and reasonable to secure
approval from the Commission.

WOULD YOU PLEASE ESTIMATE THE REGULATORY ASSET BALANCE AT THE
TIME GRIDLIANCE WEST SEEKS AUTHORIZATION TO BEGIN RECOVERING THE
DEFERRED COSTS THROUGH RATES?

Although a precise balance cannot be predicted, | expect the balance will be between $10
million and $15 million by the time GridLiance West obtains $100 million in rate base. |
currently expect GridLiance West will cross that threshold in middle of 2019 with the
completion of the Bob Tap project, assuming its timely completion.

CWIP INCENTIVE

IS GRIDLIANCE WEST SEEKING A CWIP INCENTIVE?

GridLiance West is seeking Commission authorization to include 100% of CWIP in its rate
base with respect to the Bob Tap project.

PLEASE DESCRIBE THE BOB TAP PROJECT.

The Bob Tap project is a needed 230 kV transmission interconnection facility planned
between the Bob and Eldorado substations, which will provide a physical interconnection
between the HVTS and the rest of the CAISO system. The HVTS is currently connected to

the CAISO system by virtue of contract entitlements at the Western Area Power
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Administration’s Mead Substation that VEA will assign to GridLiance West. VEA agreed to
construct the Bob Tap project as soon as commercially reasonable as a condition of
joining CAISO. Pursuant to GridLiance West's acquisition of the HVTS, GridLiance has
agreed to take on VEA's obligation, and will provide the necessary capital to do so. The
cost for Bob Tap is projected to be approximately $23.5 million, with a projected in service
date in mid-2019. As discussed in GridLiance West witness Noman Williams' testimony,
the Bob Tap project has been identified by CAISO and VEA as a needed project that will
enhance reliability and provide economic benefits to the CAISO-controlled grid.

WHY IS IT IMPORTANT FOR GRIDLIANCE WEST TO RECOVER THE COST OF BOB
TAP IN RATE BASE DURING CONSTRUCTION?

Developing Bob Tap will require GridLiance West to spend a significant amount of money
during the pre-construction and construction phases. This will pose financial challenges
because GridLiance West, as a new non-incumbent transmission developer in the CAISO
region, does not have a business history, credit rating, debt repayment history, or regular
cash flow.

The cost and time needed to complete the Bob Tap will strain GridLiance West's
cash flow and affect GridLiance West's access to credit. GridLiance West is committed to
completing the Bob Tap project by the planned in-service date, but as discussed by
company witness Noman L. Williams, a number of project-specific factors create the risk
that the in-service date could be delayed for reasons outside GridLiance West's control.8

Recovering project costs through the CWIP incentive would help ease this financial

See Ex. GWT-500, Williams Testimony, pp. 5-7.
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pressure and reduce project costs by providing up-front certainty, improving cash flow, and
lower the overall costs to customers as GridLiance West moves forward with this very
important transmission project.

HOW WILL THE BOB TAP PROJECT AFFECT GRIDLIANCE WEST'S CASHFLOW
AND DEVELOPMENT ACTIVITIES ABSENT AUTHORIZATION FOR CWIP?

Absent authorization to include the CWIP associated with Bob Tap in rate base,
GridLiance West would not begin to recover its costs until the project is placed into service,
which is currently projected for mid-2019. The total project cost of Bob-Tap is $23.5
million, and GridLiance West's anticipated spend for Bob Tap amounts to what would be
approximately 27% of GridLiance West's rate base as of the close of its acquisition of the
HVTS. GridLiance West has an annualized return of about $7.48 million per year,
meaning Bob Tap alone would represent costs equal to approximately three years’ worth
of return for GridLiance West. GridLiance West expects $2 million to be incurred
immediately during 2017, and the majority of costs projected to be incurred shortly
thereafter in 2018. As I discuss in more detail below, GridLiance West is a true start-up
with a limited asset base that will only include the HVTS at first, and has incurred start-up
costs associated with building its business model from scratch. With a projected in-service
date in mid-2019, Bob Tap could cause a significant drain on cash flows and could
constrain GridLiance West's ability to participate in beneficial development activities, such

as participating in Order No. 1000 bidding processes if the CWIP incentive is not granted.
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HAS THE COMMISSION GRANTED THIS INCENTIVE TO OTHER ENTITIES UNDER
SIMILAR CIRCUMSTANCES?
Yes. The Commission recently acknowledged in its order on SCMCN's formula rate that
including CWIP in rate base alleviates pressures on non-incumbents’ cash flow during
development and construction of competitive projects.® In that proceeding, the
Commission granted GridLiance West's affiliate authorization to include 100 percent CWIP
in rate base for the North Liberal—Walkemeyer 115 kV transformer project (Walkemeyer
Project) if SCMCN was the selected bidder.10 GridLiance West seeks the CWIP incentive
for Bob Tap for the same reasons as SCMCN did for the Walkemeyer Project.

The Walkemeyer Project, for which SCMCN conditionally received approval for the
CWIP incentive, was projected to be very similar in size and scope to Bob Tap. As
company witness Edward Rahill testified in that proceeding, SPP projected that the cost for
the competitive upgrade portion of the Walkemeyer Project was about $16.8 million.1
SPP had also specified that the project was needed by June 1, 2019.12 The Bob Tap
project is expected to cost approximately $6 million more than the estimated cost of the
Walkemeyer Project. Bob Tap also has a similarly long lead time with a projected in-
service date in mid-2019. These factors would cause a similar delay for including the
project in rate base that the Commission recognized in granting SCMCN CWIP for its

potential construction of the Walkemeyer Project.

10

1

12

South Central MCN LLC, 153 FERC 1 61,099 at P 72 (2015); order on reh’g, 154 FERC { 61,271 (2015).
ld.

Application for Acceptance of Transmission Rate Formula and Approval of Transmission Rate Incentives of
South Central MCN LLC, Docket No. ER15-2594, Ex. SCM-100, p 24 (filed September 1, 2015) (citing SPP
Request for Proposal, RFP # SPP-RFP-000001, May 5, 2015).

SPP Request for Proposal, RFP # SPP-RFP-000001, May 5, 2015.
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HOW WILL GRIDLIANCE WEST IMPLEMENT CWIP TO ENSURE THAT ITS
CUSTOMERS WILL NOT BE CHARGED FOR CAPITALIZED AFUDC
CORRESPONDING TO PERIODS WHEN CWIP IS INCLUDED IN RATE BASE?
GridLiance West has internal controls to prevent this scenario. GridLiance West assigns
AFUDC or CWIP in rate base for capitalized projects at the work order level, and
GridLiance West's systems themselves will not allow both to occur at the same time. In
addition, Section 7 of GridLiance West's Protocols states that the annual report filed with
the Commission will include for each project under construction a demonstration that an
allowance for funds used during construction is only applied to the CWIP balance that is
not included in rate base. GridLiance West's Protocols further provide that the annual
report will reconcile the project-specific CWIP balances to the total FERC Account 107
CWIP balance reported on the FERC Form 1.

ACCOUNTING TREATMENT

PLEASE DESCRIBE HOW GRIDLIANCE WEST WILL ACCOUNT FOR REVENUES
AND EXPENSES.

GridLiance West uses the accrual method of accounting as required by the Commission
and Generally Accepted Accounting Principles to record revenues and expenses. These
revenues and expenses are and will be recorded in accounts prescribed by the
Commission’s Uniform System of Accounts. GridLiance West will record the receipt of
equity contributions from GridLiance West Holdings as equity on its balance sheet.
GridLiance West Holdings will record contributions made to subsidiaries such as
GridLiance West as investments in subsidiaries on its balance sheet. GridLiance West

transactions will be recorded in the books and records of GridLiance West. Consequently,
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the financial books and records of GridLiance West will reflect the assets, liabilities, equity,
and results of operations for GridLiance West.

PLEASE DESCRIBE HOW GRIDLIANCE WEST WILL RECORD INCOME TAXES.
GridLiance West will be a pass-through entity for income tax purposes and therefore will
not directly pay income taxes on its earnings. GridLiance West will maintain its books of
account based on the Commission’s Uniform System of Accounts as if it were a taxable
corporation, including the income tax accounting requirements. Therefore, GridLiance
West will record income taxes in its separate books of account even though these taxes
will be paid by the appropriate taxpaying entity.

PLEASE DESCRIBE HOW GRIDLIANCE WEST PROPOSES TO COMPLY WITH THE
SPECIFIC ACCOUNTING TREATMENT FERC HAS REQUIRED WHEN A UTILITY
PROPOSES TO RECOVER A CURRENT RETURN ON CWIP.

When a utility recovers a current return on CWIP, costs are recovered in a different period
than they ordinarily would under the Uniform System of Accounts. For comparability of
financial information among entities, the Commission has required utilities recovering a
current return on CWIP to “debit through FERC Account 407.3, Regulatory Debits, and
credit through FERC Account 254, Other Regulatory Liabilities, in accordance with the
objectives of those accounts. Amounts recorded in FERC Account 254 related to return

must be deducted from the rate base.”3 Instead of this treatment, GridLiance West

13

Allegheny Energy, Inc., 116 FERC 1 61,058 at P 106 (2006), order on reh’g, 118 FERC 161,042 (2007).
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requests that it be permitted to use footnote disclosures as the Commission approved for,

inter alia, ATC, Trans-Allegheny Interstate Line Company,!5 and Transource Missouri.16

AFFILIATE COST ALLOCATION

PLEASE EXPLAIN HOW AFFILIATE COSTS WILL BE ACCOUNTED FOR.

Certainly. At a high level, both direct and indirect costs will be allocated to GridLiance
West. All direct costs incurred by GridLiance Holdco LP (GridLiance) due to start-up
business activity in CAISO have been and will be tracked and assigned to GridLiance
West. Direct expenses incurred for GridLiance West may be paid for (i) directly by
GridLiance West, or (i) by an upstream holding company or centralized service company
(ManageCo), and then directly assigned to GridLiance West. Indirect expenses will be
incurred and paid for by an upstream holding company or by ManageCo, and will be
allocated to GridLiance West and other affiliates pursuant to the methodology described
below. Indirect costs were also allocated to GridLiance West during the 2016 calendar
year, when GridLiance West's start-up activity in CAISO significantly advanced.
GridLiance West will not be assigned or allocated any costs from a sister transco.
PLEASE EXPLAIN WHAT ARE CONSIDERED DIRECT COSTS AND HOW THEY ARE
ALLOCATED.

“Direct costs” for a transco are those incurred directly for the benefit of the applicable

transco. Examples of direct costs are those incurred to develop a transmission project in

14

15

16

See Am. Transmission Co. LLC, 105 FERC { 61,388 (2003), order on reh'g, 107 FERC 161,117 at PP 16-17
(2004).

See Trans-Allegheny Interstate Line Co., 119 FERC { 61,219 at P 45, order on reh’'g, 121 FERC { 61,009
(2007).

See Transource Missouri, LLC, 141 FERC { 61,075 at P 52 (2012).
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the applicable RTO/ISO or to make a regulatory filing on behalf of that transco. GridLiance
assigns all direct costs, both internal and external, directly to the benefiting transco. Each
GridLiance transco operates in a different RTO/ISO region of the country. As such, the
direct costs attributable to each GridLiance transco, including GridLiance West, are and
will be tracked, and readily identifiable by RTO/ISO and associated region.

WHAT ARE INDIRECT COSTS?

“Indirect costs” are those for which no specific beneficiary affiliate is identifiable. These
are overhead-type costs and others which would be incurred regardless of the number of
GridLiance transco(s) that may exist, and include expenses incurred by ManageCo in
connection with common use assets used to serve the transcos as the centralized service
company.

WILL THE ALLOCATOR FOR THESE COSTS BE DECIDED ON A CASE-BY-CASE
BASIS?

No. The type of allocator for indirect costs will not be decided on a case-by-case basis,
but based on the percentage of the affiliate’s direct costs. GridLiance will derive indirect
cost allocation percentages based on combined internal and external direct costs, i.e.
direct charges committed to each Transco with the exception of capital spend. More
specifically, again with the exception of capital spend, GridLiance will calculate the
percentage each transco’s direct costs represent of total direct costs incurred for the
relevant period, and allocate indirect costs to each transco based on its calculated
percentage. GridLiance refers to this process of indirect cost allocation as the “Direct
Charge” method. The direct costs of GridLiance West's Electric Reliability Council of

Texas (ERCOT) affiliate, GridLiance Texas Transco, LLC (GTT), will not be considered in
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calculating the direct cost percentages when the indirect costs to be allocated were caused
by the Commission’s jurisdiction over the remaining GridLiance transcos.

GridLiance will calculate its Direct Charge percentages based on data that
includes external costs because it utilizes external resources to perform functions that
traditional utilities often perform in-house. GridLiance is and will continue scaling up its
work force and hiring employees for each Transco as is prudent over time but it is
necessary to capture GridLiance’s engagement of external resources to accurately identify
and assign costs based on where and to what extent GridLiance is focusing its efforts
during this time. Using both internal labor and external expenditures recognizes the
substantial reliance GridLiance has placed on contract labor and will continue to use going
forward to avoid amassing large overhead expenses that would make it less competitive.

Allocations prior to 2017 are based on each transco’s proportionate share of total
direct costs in the relevant allocation month. GridLiance is able to utilize actual cost inputs
for each allocation month prior to 2017 by manually adjusting its book entries, a process
necessitated by its decision, described below, to revise its affiliate cost allocation process.
Effective January 1, 2017, Direct Charge percentages will be calculated quarterly based on
cost data from the immediately preceding quarter. The quarterly lag is necessitated
prospectively to enable GridLiance to close its monthly books and records in a timely
manner. Basing the quarterly allocations for indirect costs on the direct charge
percentages from the immediately preceding quarter results in a reasonable approximation
of costs because it is expected that there will be little quarterly variation in indirect expense
levels and direct charge percentages. Thus, utilizing cost data from the immediately

preceding quarter closely approximates an allocation that would be based on direct charge
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percentages for the allocation quarter itself and enables GridLiance to achieve
administrative efficiency. In the transmittal letter to this filing, we have included several
hypothetical examples to demonstrate these allocations.

PLEASE EXPLAIN HOW GRIDLIANCE TRACKS INTERNAL COSTS.

For internal costs, GridLiance utilizes an employee time management system. ManageCo
is the legal entity that employs all employees and pays all employee-related costs.
GridLiance employees submit time entry sheets on a monthly basis that identify time spent
by RTO, and time spent on general matters or indirect activities. Based on these time
sheets, internal employee costs are directly assigned or allocated as appropriate. For
external vendor costs, GridLiance uses billing mechanisms to track the costs and the
Transco beneficiary or beneficiaries of such work. Outside legal services, contractors and
third party consultants that GridLiance engages are instructed to track and charge their
time based on the actual time spent on matters for each Transco, and to charge for indirect
or general corporate services separately.

PLEASE EXPLAIN HOW THIS METHODOLOGY WILL RESULT IN JUST AND
REASONABLE RATES.

The Direct Charge cost allocation methodology will result in just and reasonable rates
because it is tailored to recognize the current growth stage of GridLiance West and the
other GridLiance Transcos, and will proportionately allocate indirect costs based on where

time and effort is being expended directly by Transco.



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No. ER17-__ -000
Exhibit No. GWT-400
Page 22 of 30

DO THE COST ALLOCATION POLICIES OF GRIDLIANCE WEST'S AFFILIATES
ALIGN WITH THE POLICY HEREIN?

GridLiance West's sister transco, SCMCN, submitted a cost allocation policy on
compliance in Docket No. ER15-2594 that, while similar, differs in certain material ways
from the Direct Charge method proposed above. In particular, the method set forth by
SCMCN calculated percentages for the allocation of indirect costs based on internal direct
labor with the single exception of legal and regulatory start-up expenses that were
allocated on a 50/50 basis between SCMCN and MMCN. SCMCN and MMCN operate in
the first two RTOs where GridLiance directed its competitive market entry efforts (SPP and
MISO).

Over the course of the past year, as GridLiance’s business has evolved, certain
limitations in the allocation method set forth by SCMCN have become apparent. First,
SCMCN's prior methodology did not take into account the use of substantial external
resources in calculating the direct costs GridLiance incurred in each RTO. Second, the
earlier method’s hard split of legal and regulatory expenses between two GridLiance
transcos did not enable GridLiance to account for the material expansion of its efforts into
other RTOs, including CAISO, PJM, and ERCOT. As such, after further review of the cost
allocation policy submitted in Docket No. ER15-2594, and in light of the manner in which
its business model in each RTO is developing, GridLiance determined that its earlier policy
Is not the most effective approach based on cost causation, and if not changed would
disproportionately distribute costs to only some of GridLiance’s subsidiaries to the

disproportionate benefit of others.
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GridLiance is addressing these earlier infirmities with the Direct Charge method
because it is more consistent with the principles of cost causation and beneficiary pays.
GridLiance has not conducted any external audit of the costs allocated to the GridLiance
transcos thus far.

HOW WILL THIS METHODOLOGY RESULT IN JUST AND REASONABLE RATES?
The Direct Charge method of allocating costs and GridLiance’s implementation thereof is
just and reasonable. The allocation method closely follows cost causation during
GridLiance’s initial phase of starting up its business across multiple large RTOs.
GridLiance West and its sister transcos are all start-up entities, with models of working with
cooperatives, municipals, and joint action agencies (Public Power) to address system
reliability, and develop and co-own transmission throughout large RTO footprints.
Presently, this business model is advancing faster in some RTOs than others, and the
opportunity to purchase or develop assets and begin utility operations has materialized in
only some RTOs to date. Efforts to enter and expand across other RTOs, however, is
ongoing, and some GridLiance transcos are incurring more direct costs, reflecting a larger
proportion of external and internal resources directed toward certain RTOs, than assets or
revenues may reflect.

In contrast, a methodology based on other indicators, such as each transco’s
asset base or revenues, may disproportionately skew the costs allocated to customers in
some RTOs. Each transco is at an individual stage of development, and some have not
yet obtained their first assets. A methodology based on other factors could inaccurately
skew the costs to be allocated almost entirely to RTOs where opportunities to own

transmission assets materialized quickly, despite GridLiance’s dedication of resources to
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regions in which the relevant transco does not yet own transmission assets or earn
revenues. Therefore, allocating indirect costs in accordance with how GridLiance is
actually expending its direct resources by RTO, including resources to operate existing
assets, most closely follows cost causation at this time.

WILL THE OTHER GRIDLIANCE TRANSCOS USE THIS METHODOLOGY?

If found acceptable by the Commission, GridLiance intends to apply the Direct Charge
method consistently among its subsidiary transcos. Each GridLiance Transco will file to
reflect the Direct Charge cost allocation policy as accepted by the Commission, including
SCMCN. MMCN and MAMCN will include the request as part of initial formula rate filings
pursuant to Section 205 of the FPA; SCMCN will file to update its already approved
formula rate.

Like it has for GridLiance West, GridLiance has begun allocating indirect costs
under the Direct Charge method to SCMCN, MMCN, MAMCN, and GTT, consistent with
the time at which GridLiance’s efforts to develop its business model in each RTO became
material. For SCMCN and MMCN, those efforts were material as of 2014, when
GridLiance was founded. GridLiance materially expanded its efforts in PJM in 2015, and in
ERCOT and CAISO in different months in 2016. GridLiance has assigned and will
continue to assign all direct costs, internal and external, to each transco as direct costs are
incurred for each over time, including charging direct costs to the transco prior to the time
when GridLiance first began allocating indirect costs to the transco.

Initiating the allocation of indirect costs at the time when start-up efforts in each
transco becomes material is just and reasonable because it applies cost-causation

principles. Further, because GridLiance does not yet have an effective transmission
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formula rate in any RTO, it can adjust its bookkeeping entries to initiate indirect cost
allocation in accordance with the Direct Charge method for MAMCN in PIM in 2015, and
GridLiance West in CAISO and GTT in ERCOT in 2016, as appropriate. If and when
GridLiance creates a new transco in another region and begins material efforts to develop
its business model in the new region, such new transco would begin receiving its allocation
of indirect cost based on the Direct Charge method at that time.

WILL THIS DIRECT CHARGE METHODOLOGY CHANGE OVER TIME?

GridLiance recognizes that, while the Direct Charge method reflects cost-causation
principles and results in reasonable allocations of indirect costs at this stage of its business
development, there may be other methods that more appropriately reflect cost drivers in
the future when GridLiance’s transcos transition from start-up to established operations.

At such later time, it may become appropriate to modify GridLiance’s indirect cost
allocation method, including by adding assets and revenues as relevant allocation factors.
The timing and degree of asset and revenue growth, which cannot be precisely predicted,
will be material to assessing such a transition. GridLiance will continue to monitor the
allocations of costs and propose fitting adjustments to its affiliate cost allocation method as
necessary to reflect the changes in fact and circumstance. GridLiance does, however,
commit to reviewing its methodology annually, and to providing its rationale for maintaining
its existing method or transitioning to any new method in the context of its annual update.
PLEASE EXPLAIN HOW THE COST ALLOCATION METHODS ARE INCORPORATED
INTO GRIDLIANCE WEST’'S PROTOCOLS.

In compliance with Commission precedent, GridLiance West's Protocols (section 3) require

GridLiance West to provide a detailed description in its annual updates of the
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methodologies used to allocate and directly assign costs between GridLiance West and its
affiliates by service category or function, and the magnitude of such costs that have been
allocated. GridLiance West will include in its annual updates a detailed description of
GridLiance West's direct assignment for direct costs, the allocation method of indirect
costs, as well as the amount of each that have been assigned or allocated. As explained
herein, GridLiance West intends to utilize the Direct Charge method to allocate indirect
costs for the foreseeable future, but will review the ongoing reasonableness of that method
each year.

Further, because the direct costs incurred for each GridLiance Transco may vary
quarter to quarter, the percentages used for allocating indirect costs under the Direct
Charge method will be provided.

WOULD YOU DESCRIBE HOW GRIDLIANCE WEST WILL ACCOUNT FOR CHARGES
TO BE INCLUDED IN RATES THAT ARE ALLOCATED TO IT BY ANY AFFILIATE?

All charges that will be allocated to GridLiance West using the methodology described
above, and recovered through rates, will be recorded by GridLiance West in accordance
with the Uniform System of Accounts. Such costs will also be identified in the workpapers
supporting GridLiance West's annual formula rate update. While it is difficult to predict
exactly which accounts GridLiance West will utilize, | expect it will record costs to the
following accounts, among others: (1) Account 920 — Administrative and General Salaries;
2) Account 926 Employee Pensions and Benefits (benefit payments), 3) 930.2
(Miscellaneous General Expenses), 931 (Rents), (4) Account 921 - Office Supplies and

Expenses, and (5) Account 923 — Outside Services Employed.
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DEPRECIATION RATES

PLEASE EXPLAIN THE DEPRECIATION RATES USED IN GRIDLIANCE WEST
FORMULA RATE.

GridLiance West's proposed depreciation rates are set forth in Attachment 10 to the
Formula Rate, and are based on the rates approved by the Commission in Xcel Energy
Transmission Development Co. LLC (XETD).17 These depreciation rates are incorporated
into the Formula Rate.

As a new transco in the CAISO region that has not yet acquired assets,
GridLiance West, like XETD, has no direct historical data on which to perform a
depreciation study. In addition to building new facilities in CAISO, GridLiance West will
acquire existing assets from its Public Power partners. GridLiance West does not believe
it is appropriate to use the depreciation rates that previously have been applied to these
acquired facilities. This is because GridLiance West's maintenance practices are likely to
differ from those of the prior owners, and thus depreciation of the facilities may likewise
differ from the historic rates. Accordingly, GridLiance West proposes to use the
depreciation rates approved for XETD.

WILL GRIDLIANCE WEST REVIEW THE DEPRECIATION RATES IN THE FUTURE?
Yes. Within five years, GridLiance West commits to completing a depreciation study of its
facilities based on its experience within CAISO. GridLiance West will file that study with

the Commission and revise the depreciation rates used in the formula as needed.

17

Xcel Energy Transmission Development Co. LLC, 149 FERC 1 61,181 (2014) (XETD).
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HAS THE COMMISSION APPROVED SIMILAR REQUESTS FOR DEPRECIATION
RATES BEFORE?
Yes. The Commission approved a similar depreciation rate request for SCMCN and
should do so here.

FORMULA RATE INPUTS

HAVE YOU REVIEWED GRIDLIANCE WEST’S POPULATED FORMULA RATE
TEMPLATE FOR ACCURACY?

Yes. GridLiance’s internal financial team and | have reviewed the populated template. As
discussed by Mr. Heintz, we are using a forward-looking formula rate, which calculates an
ATRR based on projections. We have reviewed the populated template and concluded
that the formula rate accurately reflects our cost projections.

HOW DID YOU DERIVE THE NET BOOK VALUE OF THE ASSETS FOR WHICH
GRIDLIANCE WEST WILL COLLECT UNDER ITS FORMULA RATE?

GridLiance West has recorded in its populated template the net book value of the assets
recorded on VEA's books as of the projected date of closing in developing its formula rate.
GridLiance West believes this is a just and reasonable approach, as the assets are already
a component of VEA's Commission-approved stated rate. Upon transfer of the assets,
GridLiance West will implement the same net book value for the assets that VEA currently

uses to develop its rates.
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HOW DID GRIDLIANCE WEST DEVELOP ITS OPERATIONS AND MAINTENANCE
(O&M) BUDGET?

As discussed in the testimony of Ed Rahill, VEA will continue to perform operations and
maintenance services for the HVTS. The O&M budget is estimated based on VEA'’s
projections.

HOW DID GRIDLIANCE WEST DEVELOP ITS CWIP PROJECTION?

As discussed above, GridLiance West seeks to collect CWIP for the Bob Tap project.
GridLiance West's CWIP estimate is based on the projected schedule for completion of
Bob Tap, expected to be constructed during 2017 with a projected in-service date in 2019.
HOW DID GRIDLIANCE WEST DEVELOP ITS ADMINISTRATIVE AND GENERAL
EXPENSE (A&G) PROJECTIONS?

A&G is allocated in accordance with the methodology | previously described. The costs
are projected and assume Commission acceptance of GridLiance West's proposal to defer
certain A&G costs into a regulatory asset.

DO YOU HAVE ANY FURTHER COMMENTS REGARDING THE FORMULA RATE
TEMPLATE INPUTS?

Yes. Projections in the formula rate were developed through GridLiance West's extensive
internal budgeting process, and are further subject to extensive review and true-up
pursuant to the GridLiance West Protocols that will ensure all costs are properly supported
and only prudent costs are collected. In this filing, GridLiance West provides its
unpopulated formula rate template, in workable Excel format, and supporting workpapers

sufficient to satisfy the requirements in GridLiance West's protocols for its annual review
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process. In this way, GridLiance West has provided sufficient transparency and cost
support regarding the formula rate inputs.

Also, in previous sections to this testimony, | discuss in detail GridLiance’s affiliate
cost allocation methodology, and how GridLiance West has implemented a just and
reasonable method to derive its depreciation rates, with a commitment to complete a
depreciation study within the next five years to accurately reflect the depreciation rates for
its facilities. These should be considered in any analysis of the formula rate inputs.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND POSITION.

My name is Noman L. Williams. | am the Senior Vice President - Engineering & Operations and
Chief Operating Officer of GridLiance West Transco LLC (GridLiance West) and GridLiance GP,
LLC, the general partner of GridLiance Holdco, LP (GridLiance), the ultimate holding company of
GridLiance West and its affiliates operating in other regions. | am employed by GridLiance
Management, LLC (ManageCo), the GridLiance West affiliate that employs the executives and staff
that work on behalf of GridLiance West and its other affiliates. My business address is 11500 NW
Ambassador Drive, Suite 310, Kansas City, MO 64153.

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND
Before joining GridLiance, | served as Vice President of Transmission Policy and Compliance for
Sunflower Electric Power Corporation, where | was responsible for the engineering services
program for Sunflower Member cooperatives, which included construction work, long-term planning
and transmission line and substation design and construction.

| earned a B.S. in Electrical Engineering from Washington State University and an M.B.A
from Colorado State University. | also hold various leadership positions in national and regional
energy organizations, including Chair of Market Operations Policy Committee (SPP), Chairman for
the Transmission Working Group (SPP), and member of the NERC Planning Committee and

NERC Planning Executive Committee.
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SCOPE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to explain how features of the first project that GridLiance West will
construct in the California Independent System Operator Corporation (CAISO) region support its
request for incentive rate authorization to include 100% of construction-work-in-progress (CWIP) in
rate base. GridLiance West is seeking authorization to include CWIP in rate base for costs
associated with the 230 kV Bob Tap-Eldorado Project (Bob Tap).

CWIP INCENTIVE

PLEASE DESCRIBE THE PROJECT.

Bob Tap is a planned approximately two- to three-mile transmission interconnection and
modification that will connect the planned Bob Switchyard, a tap intersecting the existing Mead to
Pahrump 230 kV transmission line, with Southern California Edison’s (SCE) existing 220 kV
Eldorado substation.

WHY IS GRIDLIANCE WEST PLANNING TO BUILD BOB TAP?

As discussed in the transmittal letter to this filing and the testimony of Edward M. Rahill, EX.
GWT-100, GridLiance West is filing in this docket a formula rate in anticipation of acquiring
transmission facilities from Valley Electric Transmission Association, LLC (VETA). Upon the
acquisition, GridLiance West will become a Participating Transmission Owner (PTO) in CAISO.
GridLiance West has entered into an Asset Purchase and Sale Agreement (APA) with VETA to
purchase VETA'’s high voltage transmission system (HVTS). VETA is a subsidiary of Valley

Electric Association, Inc., (VEA), a non-profit electric cooperative who formed VETA to hold its
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transmission assets. In connection with the sale of the HVTS, GridLiance West will assume VEA's
obligation to build Bob Tap.

WHY IS VEA OBLIGATED TO BUILD BOB TAP?

In connection with VEA's joining CAISO as a PTO, CAISO and VEA identified Bob Tap as a
needed addition to allow customers to realize the full benefits of VEA's joining the CAISO footprint.
As a condition of becoming a PTO, VEA and CAISO entered into a Transition Agreement which
required, among other things, that VEA complete Bob Tap as soon as possible. When CAISO filed
the Transition Agreement with FERC, it noted the customers in VEA’s interconnection queue would
benefit from the opportunity to access the CAISO-controlled grid and to deliver power to load
serving entities in CAISO.1

WILL THE PROJECT INCREASE RELIABILITY OR PROVIDE ECONOMIC BENEFITS?

Yes, the project is needed to enhance reliability in the region, reduce congestion, and provide
renewable and other generators in the region, including in VEA's footprint, access to western
markets. The project will increase available transfer capability between the VEA system and the
rest of the CAISO-controlled grid. In explaining to the Commission VEA's contractual obligation to
construct Bob Tap under filing of the Transition Agreement, CAISO noted that the facility is
“essential to ensure the [VEA] system is reliable and that CAISO market participants are provided
the full benefit of access to the [VEA] system following the transition.”2 When Bob Tap is
completed, VEA will have increased access to the CAISO markets to meet its customer needs, and

the numerous renewable generators that have requested interconnection to VEA's system will

See Transmittal Letter, California Independent System Operator Corporation Filing of Transition Agreement — Original
Rate Schedule No. 70, pg. 9, Docket No. ER12-84 (filed October 14, 2011).

d. at 19.
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have necessary access to CAISO markets. At least one generator, First Solar, in the
interconnection queue in VEA's territory has executed a Power Purchase Agreement. Based on
our discussions with First Solar and the utility off-taker, SCE, we understand Bob Tap is necessary
to ensure that the power is deliverable to load. As CAISO noted when VEA joined the CAISO as a
PTO, other generators in VEA’s queue would also benefit from having access to the CAISO
markets and customers. Indeed, Bob-Tap will benefit renewable generation connecting to the
HVTS by improving reliability on the SCE and VEA systems. It will also benefit both generators
and customers by providing deliverability for renewable generation on the HVTS to CAISO load.
WHEN IS BOB TAP EXPECTED TO GO INTO SERVICE?

GridLiance West currently projects the Bob Tap project will go into service in mid-2019. However,
there are a number of factors outside of GridLiance West's control that could delay completion of
the project.

WHAT IS THE PROJECTED COST TO BUILD BOB TAP?

GridLiance West currently estimates that the project will cost roughly $23.5 million to complete.
HAS GRIDLIANCE WEST TAKEN STEPS TOWARD COMPLETING THE PROJECT?

Yes. Even though the acquisition is not yet complete, GridLiance West has taken the initiative to
begin coordinating with the numerous entities with which GridLiance West will need to cooperate in
order to complete the interconnection. Recognizing the significant need for the project in the
CAISO region, GridLiance West is dedicated to doing what it can, within its control, to complete the
project in a timely manner. GridLiance and VEA have already reached out to the City of Boulder

City, SCE, Western Area Power Administration, CAISO and others to open lines of communication,
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and begin the process of identifying needed rights-of-way, easements, and the like. GridLiance
West has also commenced discussions with SCE.

WHAT FACTORS COULD DELAY THE PROJECT?

First, an unusually high number of utilities, organizations, and agencies will be involved in the Bob
Tap project, notwithstanding its relatively small size. Inter-company and inter-agency coordination
will be required, at a minimum, among six organizations (SCE, Western Area Power
Administration, Los Angeles Department of Water and Power, CAISO, Boulder City, the Bureau of
Land Management). GridLiance West will also need to interface with each of these parties’
contractors, as well as our own contractors and consultants. Complications with coordinating with
any one of these entities could lead to significant project delays. Based on our due diligence with
VEA, we understand that as recently as fall of 2016, SCE representatives informed VEA that the
interconnection would not occur until 2020 or 2021. We have since discussed timing with SCE and
believe SCE will work with us to expedite the project. VEA and GridLiance West are expending
significant effort to accelerate the timeline and believe it may be possible; however, meeting this
timeline is contingent on a number of external factors and GridLiance West cannot eliminate the
risk that the project may be delayed.

Besides the complexities of multi-party coordination, the Bob Tap project requires crossing
several high-voltage and extra-high voltage alternating current transmission lines (e.g., 230-kV and
500-kV) as well as a high-voltage direct current transmission line. The Bob Tap project line-
crossings affect regional reliability, and issues regarding these line crossings are another factor
that could delay the project. These line crossing will all occur within approximately two miles or

less; thus, these line crossing will have to be planned and sited within a constrained area. At the
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same time, each line crossing will have to be carefully planned to provide required clearance above
the ground and relative to the various transmission lines in order to avoid line-to-line contacts and
to minimize potential system impacts (e.g., there may be particular hours within day-types or
seasons within each year when construction of the line-crossings cannot occur). Finally, all of this
occurs only after each party first agrees to allow GridLiance to construct the new Bob Tap project
across the existing transmission lines.
WHY SHOULD THE COMMISSION AUTHORIZE GRIDLIANCE WEST TO INCLUDE 100
PERCENT OF THE CWIP FOR BOB TAP IN RATE BASE?
CWIP is essential to ensure GridLiance West has sufficient cash flow to pursue Bob Tap
aggressively. As Mr. Bishop explains in his testimony, the large upfront expenditures GridLiance
West will make in developing the project will be a significant strain on GridLiance West's cash flow,
and the real risk that the project could be delayed even further into the future creates significant
financial risks for GridLiance West. Even if the project does not experience any delays, as further
explained in Mr. Bishop’s testimony, the cost of Bob Tap amounts to about three years’ worth of
returns on GridLiance West's current rate base. GridLiance West has made significant
expenditures in forming the company and becoming a CAISO PTO. lts entry into CAISO will bring
benefits to the CAISO region. Being allowed to include 100 percent of the CWIP associated with
Bob Tap will enhance our ability to expand our planning and construction activities.

The significant project-specific risk factors involved with Bob Tap mean that project delays
are possible despite GridLiance West's best efforts. Realization of these risks could create real

harm to GridLiance West's financial situation; however, these risks can be mitigated if the
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Commission grants GridLiance West's request to include the CWIP associated with Bob Tap in

rate base.

Q.
A.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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My name is Tom Husted, and | am Chief Executive Officer of Valley Electric
Association, Inc. (“VEA™) and Valley Electric Transmission Association, Inc. (“VETA").
I provide this affidavit in support of the application of GridLiance West Transco LLC
(“GridLiance West”) to the Federal Energy Regulatory Commission (“FERC”) for
approval of the sale of VETA’s High Voltage Transmission System (“HVTS”) to
GridLiance West. [ support the transaction because it will provide long-term benefits to
VEA, and broad benefits to the region. By monetizing these assets, we will redeploy
capital that will be used to retire debt associated with our build-out of the HVTS and
benefit VEA’s members. This sale will also ensure that the development and operations
of the HVTS is overseen by a company that will be devoted singularly to developing
transmission and providing economic and reliability benefits to the region.

VEA is a member-owned nonprofit electric utility headquartered in Pahrump,
Nevada. While VEA started as a small rural electric utility in 1965, the company now
provides electric service to 17, 000 member/consumers, and a total population of more
than 45,000 people within a vast 6,800-square-mile service area located primarily along
the California-Nevada border, with the majority in Nevada. VEA also now serves
defense installations, and its wholly owned subsidiary, Valley Communications
Association (“VCA”) began providing high-speed communications to our member-
owners in the spring of 2016. Valley’s service area starts in Sandy Valley Nevada,
southwest of Las Vegas, and extends north for more than 250 miles to Fish Lake Valley.

VEA’s 230 kilovolt HVTS was completed in 2013, the same year we joined the
CAISO as a Participating Transmission Owner and transferred functional control over the
HVTS and our lower-voltage 138 kV system to the CAISO. The HVTS, which runs
north and south out of Pahrump, connecting the VEA system to the regional transmission
grid, was an entirely self-developed project that established a critical redundancy, or
backup service, to electric users so they would not have to face brownouts or blackouts
that plague other areas of the nation. Pahrump was growing fast, and Valley simply did
not have enough transmission capability to serve the load reliably, so we built one 230
kV line from Las Vegas to Pahrump to meet this need. As we continued to grow, we had
to put in another 230 kV line to meet our demand and to provide redundancy, as VEA’s
system could not withstand an N1 outage event. At the time those assets were built, there
were no regional partners who were willing to share the cost and the risk of building
those lines. Valley’s only option was to assume a substantial amount of debt to build the
needed transmission infrastructure.

Now, the HVTS provides a critical link to the regional grid, and the development
prospects associated with the line makes it an attractive asset for companies interested in
building transmission infrastructure. There are vast renewable resources in our footprint
as well, and VEA is facing substantial capital requirements to interconnect these
generators. It makes sense for Valley to sell the HVTS for several reasons. For one,

800 E Highway 372 « PO Box 237 + Pahrump, NV 89041-0237
Phone: (775) 727-5312 or (800) 742-3330 {In Nevada) + Fax: (775) 727-226] « www.vea.coop
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Valley would like to direct its resources toward retail-side endeavors, including its
development of communications infrastructure and other needed development within its
service territory. Valley’s member-owners place a high value on building critical fiber
optics infrastructure and improving the broadband network within its rural service area.

When we made the decision to monetize the HVTS, Valley engaged Collet &
Associates to direct a competitive process that would find a purchaser that would provide
the greatest benefits while ensuring we would continue to have the HVTS planned,
expanded, and operated to provide critical reliability for us. Invitations to bid were
provided to 13 companies. Non-binding Indications of Interest (“IOIs™) were due June
30, 2016, and 11 IOIs were submitted. From that group Valley selected the six most
qualified and attractive proposals and provided expanded access to due diligence
materials to those companies. Final offers were due August 29. Four proposals were
submitted and from those the Board selected two with comparable economic terms with
whom management was directed to engage in further discussions. On September 13,
2016, the Board selected GridLiance West. Because at least 2/3 of Valley’s 17,000
member/owners must vote to approve the sale, Valley opened voting and started a
proactive member information campaign on September 14, 2016. The sale was approved
at a meeting of the members on November 14, 2016.

A for-profit, transmission-only company like GridLiance West is well-positioned
to access capital and actively develop the system in ways that will benefit not only VEA
customers, but will provide competitive benefits to entire regional network. We believe
that GridLiance West’s singular focus on transmission eliminates competition for capital
within the organization that could detract from identifying and acting on transmission
development opportunities. We believe GridLiance West can take the mission VEA had
in mind in developing its HVTS even further than VEA can; that is, the mission of
promoting economic development and continued reliability and redundancy for Southern
Nevada. As noted in GridLiance West’s Transmittal, GridLiance West will not only be
active in planning for the HVTS, but will also pursue Order No. 1000 competitive
projects in CAISO—a resource-intensive endeavor we had no intention of pursuing.
While we were successful in building our 230 kV facilities, we did so out of necessity
specifically to provide needed services to our members, who are always our first priority.
We would now like to focus on different areas of infrastructure growth for our footprint
and pass the baton to an entity specializing in transmission development. We are
working to finalize procedures in a future planning agreement that will ensure that VEA
continues to have a say in planning for the reliability of transmission within its footprint
and that our planning for the LVTS and GridLiance West’s (and CAISO’s) planning for
the HVTS are done in ways that deliver measurable benefits to our member/consumers
and the rest of the CAISO regional users.

In addition to the clear benefits of the transco model, all of the finalists were
willing to work with us to design the deal on terms that were sensitive to ratepayers. A

800 E Highway 372 + PC Box 237 * Pahrump, NV 89041-0237
Phone: (775) 727-5312 or (800) 742-3330 (In Nevada) « Fax: (775) 727-226| * www.vea.coop
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critical component of the sale for us was ensuring the seller was in a position to negotiate
with our lender, the National Rural Utilities Cooperative Finance Corporation (CFC), to
transfer the debt associated with the 230 kV facilities from our books to the buyer’s
without a considerable pre-payment penalty, which could range from $16 - $30 million
under the notes. We were not eligible for investor-grade debt when we financed the
needed 230 kV facilities, and as a non-profit cooperative, we needed to raise debt in
conservative increments. These circumstances coincided with a challenging atmosphere
in the markets for borrowers. As a result, our debt costs are higher than would be
expected for an investor-owned utility. Moreover, cooperatives typically select long-term
fixed rates for our debt, which is what VEA did. Because CFC’s model relies on
preserving yields over time for fixed-price long-term borrowings from cooperatives like
VEA, prepayment penalties are designed to protect that yield for CFC. GridLiance West
has taken the initiative to negotiate payment and reissuance of the debt on the same terms
as VEA. While we had negotiated with CFC the lowest possible pre-payment penalty,
approximately $16 million, having the buyer “assume” this debt is a substantial savings
to our member-consumers and has no effect on CAISO rates, which already reflect the
cost of this debt. GridLiance West has continued negotiations with CFC and its non-
cooperative lending affiliate, and we understand that those parties will soon finalize
transfer of this debt.

By avoiding the prepayment penalty and with the premium VEA will receive, our
member/owners will be able to enjoy a reversal of the 9.9% rate increase we
implemented in 2016. We are using $10 million of the proceeds to make capital credit
retirements to the members, estimated to be $579 per member, payable shortly after we
close. In addition, some of the proceeds will be given to the VEA Charitable foundation,
which is exploring the opportunity of funding new community center near our
headquarters—which will be the first resource of this type that has ever been available in
the Pahrump community.

The value of GridLiance West as a purchaser and partner was clear to VEA’s
management and to its board of directors. That is why, on September 13, 2016, VEA’s
board of directors voted to select GridLiance West as the winning bidder in VEA’s
auction for the sale of the HVTS. Though Valley sought to sell the assets, the identity of
the future owners was a critical component of the sale. It was paramount that VEA select
a bidder that is able to reliably and efficiently serve VEA’s load, while at the same time
enhancing reliability through proactive development. VEA identified GridLiance West
as a bidder in part because of the benefits of having a transmission-only company
purchase the system, but also because of the long-term partnership envisioned as part of
the transaction. Not only is GridLiance West purchasing the assets, but they are also
entering into a long-term planning agreement with VEA, through which Valley can rely
on GridLiance West for future system improvements, allowing VEA to direct its
resources and attention to communications and retail-side improvements. In turn,
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Valley Electric Association, Inc.
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GridLiance West will hire VEA as the Operation and Maintenance contractor for the
lines, ensuring that no jobs are lost as a result of the transaction, and providing VEA an
additional revenue stream. As I note above, Valley held a membership meeting on
November 14, 2016, at which we formally declared that the required 2/3 vote of the
membership had been obtained to approve the sale.

For these reasons, [ provide this affidavit in support of the proposed transaction,

X thor 2 ﬂ‘ﬂ

Thomas H. Husted
CEOQ, Valley Electric Association, Inc.

State of Nevada
County of Nye (Notary Seal)
This instrument was acknowledged by P
217200 SRR,
-12-20
onl 2] 'gcommsssm ies: 07-11-19
ertificale No: 14

AWMz
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MANAGEMENT SERVICES AGREEMENT

This Management Services Agreement {Agreement) is made as of May 28, 2015 by and between
GridLiance Management, LLC, a Delaware limited liability company (the “Provider”), and the entities
executing this Agreement as a Recipient (individually a Recipient and collectively the Recipients). Provider
and Recipients are referred to collectively as the Parties and each individually as a Party.

WHEREAS, each Recipient is an affiliaie of Provider;
WHEREAS, each Recipient desires that Provider provide certain services o Recipient; and

WHEREAS, Provider has agreed to provide certain services to the Recipients in accordance with
the terms and conditions of this Agreement;

NOW, THEREFORE, in consideration of the foregoing and for other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties agree as follows:

ARTICLE |
SERVICES

11 The Services. Provider will provide to Recipients, on an as-needed basis, (a) corporate
support services, including corporate oversight, governance, support systems, and personnel in respect of
payroll, shareholder, financial accounting and reporting, human resources, treasury, tax, records
management, pension and benefits management, legal, corporate secretarial, internal audit, corporate
security, governmental affairs, executive management, risk management, community relations,
communications, procurement, information technology, billing and collection, accounts payable, and facility
management services, and (b) additional services as set forth on Schedule A hereto or that a Recipient
may request or require from time to time (collectively, the Services).

1.2 Performance Exceptions. Provider is not required to provide any Service to the extent the
provision thereof (a) becomes impracticable, in any material respect, as a result of a cause or causes
outside of Provider's reasonable control {including any labor dispute or labor or materials shortage or
interruption), or (b) would require Provider to violate any applicable law, regulation, or other binding
commitment or obligation of Provider to any governmental entity or other third party.

1.3 Cooperation; Information and Access. The Parties will cooperate in good faith in all
matters relating to the provision and receipt of the Services. Without limiting the generality of the foregoing,
each Recipient will provide Provider, in a timely manner, all information and access to facilities required or
reasonably requested by Provider in connection with providing the Services.

14  Additionat Resources. In providing the Services, Provider is not obligated to (a) maintain

the employment of any specific employee or (b) purchase, lease, or license any additional equipment or
materials.
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ARTICLEII
TERM AND TERMINATION

21 Term. Except as otherwise provided in Schedule 1.1 or this Section 2.1, the Services will
commence on the date of this Agreement and, unless earlier terminated in accordance with Section 2.2, will
terminate on the first anniversary of this Agreement (the “Initial Term"). After the Initial Term, this
Agreement will automatically renew for successive one-year terms (each, a “Renewal Term”).

22  Termination. Either Party may terminate this Agreement at any time, including during the
Initial Term or any Renewal Term, by providing not less than 30-days’ prior written notice to the other Party.

23  Efiect of Termination. If a Recipient terminates this Agreement, the Agreement shall
remain in full force and effect for Provider and all other Recipients. If Provider terminates this Agreement,
the Agreement shall terminate with respect to all Recipients. Upon the termination of this Agreement
between Provider and any Recipient, the Provider and such Recipient will have no further obligations
hereunder to each ofher with respect to the Services; provided, however, that notwithstanding such
termination, (a) such Recipient will remain liable to Provider for all amounts payable in respect of the
Services provided prior to the effective date of the termination, and (b) the provisions of Articles II, IV, V,
and Vil of this Agreement will survive any such termination indefinitely.

ARTICLE Il
COMPENSATION

31 Fee for Services. Each Recipient will pay to Provider the fully distributed cost to Provider
for the Services provided to such Recipient, as reasonably determined by Provider. For this purpose, “fully
distributed cost' means cost determined pursuant to a methodology that takes into account all direct and
indirect costs in relation to the Services provided, whether through the direct assignment of cosis or
through a reasonable cost allocation process. Provider must maintain reasonable supporting
documentation in connection with its costs to provide the Services.

3.2  Payment Terms. Provider will bill each Recipient on a monthly basis for all Services
provided to such Recipient hereunder.

3.3 Sales and Use Taxes. For state and local sales and use tax purposes, Provider and
Recipients will cooperate in good faith to segregate amounts payable under this Agreement into the
following categories: (a} taxable Services; (b) non-taxable Services; and (c) payments made by Provider
merely as a purchasing agent for Recipient in procuring goods or services. Provider will collect from
Recipient all state and local sales and use taxes, if any, in respect of the Services and will timely remit such
taxes to the appropriate state and local tax authorities.

ARTICLE IV
PERFORMANCE STANDARDS; DISCLAIMER; REMEDIES

4.1 Performance Standards. Provider will provide the Services in accordance with its policies,

procedures, and practices in effect immediately prior to the date hereof and as they may be updated from
time to time.
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4.2  Disclaimer of Warranties. EXCEPT AS OTHERWISE SET FORTH HEREIN, PROVIDER
MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS, IMPLIED, OR STATUTORY,
INCLUDING BUT NOT LIMITED TO THE IMPLIED WARRANTIES OF MERCHANTABILITY OR FITNESS
FOR A PARTICULAR PURPOSE, WITH RESPECT TO THE SERVICES.

43  Indemnification. Each Recipient agrees to indemnify and hold harmless Provider and its
respective directors, officers, employees, agents, and representatives from and against any and all losses,
liabilities, damages, costs, and expenses (collectively, "Losses”) arising out of, or resulting from, the
provision of the Services by Provider to such Recipient hereunder, other than Losses arising or resulting
from Provider's gross negligence or willful misconduct.

44  Limitation of Liability. IN NO EVENT WILL PROVIDER BE LIABLE TO RECIPIENT FOR
ANY LOST PROFITS, LOSS OF DATA, LOSS OF USE, BUSINESS INTERRUPTION, OR OTHER
SPECIAL, INCIDENTAL, INDIRECT, PUNITIVE, OR CONSEQUENTIAL DAMAGES, HOWEVER
CAUSED, UNDER ANY THEORY OF LIABILITY, ARISING FROM PROVIDER'S PERFORMANCE OF,
OR RELATING TO, THE SERVICES OR THIS AGREEMENT.

ARTICLE V
RELATIONSHIP BETWEEN THE PARTIES

The relationship of Provider to Recipients under this Agreement is that of an independent
contractor, and Provider will not be deemed an employee, partner, joint venturer, or agent of any Recipient
in connection with the provision of the Services by Provider. Provider will be solely responsible for the
payment of any employment-related costs or taxes in respect of the provision of the Services (except to the
extent such costs or taxes are taken into account in determining Provider's compensation under Section
3.1, above).

ARTICLE Vi
SUBCONTRACTORS

Provider may engage one or more subcontractors to provide all or any portion of the Services,
provided that Provider remains directly responsible for its obligations hereunder.

ARTICLE VII
MISCELLANEOUS

7.1 Amendment and Modification. This Agreement may be amended, modified, or
supplemented only by written agreement of the Parties.

7.2 Waiver of Compliance; Consents, Except as otherwise provided in this Agreement, any
failure of either Party to comply with any obligation, covenant, agreement, or condition herein may be
waived by the Party entitled to the benefits thereof only by a written instrument signed by the Party granting
such waiver, but such waiver or failure to insist upon strict compliance with such obligation, covenant,
agreement, or condition will not operate as a waiver of, or estoppel with respect to, any subsequent or other
failure.
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7.3  Assignment. Neither Party may assign this Agreement, in whole or in part, without the
prior written consent of the other Party, which consent shali not be unreasonably withheld or delayed;
provided, however, that Provider may assign this Agreement to a parent or subsidiary corporation, or as
part of a consolidation, merger, or sale of all or substantially all of its assets, without prior written consent.

74  Governing Law. This Agreement is govemed by and construed in accordance with the
laws of the State of Delaware as io all matters (regardless of the laws that might otherwise govern under
applicable principles of conflicts of law), including but not limited to matters of validity, construction, effect,
performance, and remedies.

7.5  Force Majeure. Provider shall be excused for any failure or delay in performing any of its
obligations under this Agreement if such failure or delay is caused by any reason beyond its control,
including, without limitation, acts of God, regulatory or judicial delay or injunction, flood, storm, strikes, war,
fire, explosion, insurrection, labor troubles, riots, government requirement, civil or military authority,
earthquakes, acts or omissions of transportation companies, loss of power, technical failure of software or
hardware, or other similar causes beyond its control.

7.6 Severability. The provisions of this Agreement will be deemed severable, and the invalidity
or unenforceability of any provision in any jurisdiction will, as to that jurisdiction, be ineffective only to the
extent of such invalidity or unenforceability, and will not affect the validity or enforceability of that or any
other provision in any other jurisdiction. If any provision of this Agreement, or the application thereof to any
person or any circumstance, is invalid or unenforceable in any jurisdiction, (a) a suitable and equitable
provision will be substituted for the invalid or unenforceable provision in order to camy out in that
jurisdiction, so far as may be valid and enforceable, the intent and purpose of the invalid or unenforceable
provision, and (b) the remainder of this Agreement, and the application of that provision to other persons or
circumstances or in other jurisdictions, will not be affected.

7.7  Entire Agreement. This Agreement will be a valid and binding agreement of the Parties
only if and when it is fully executed and delivered by the Parties, and until such execution and delivery no
legal obligation will be created by virtue hereof. This Agreement, together with any attachments hereto
(which are incorporated herein by this reference), embodies the entire agreement and understanding of the
Parties hereto in respect of the provision of Services by Provider to Recipient. There are no restrictions,
promises, representations, warranties, covenants, or undertakings in respect of the Services contemplated
by this Agreement other than those expressly set forth or referred to herein. This Agreement supersedes all
prior agreements and understandings between the Parties with respect to such Services.

78  Delivery. This Agreement may be executed in multiple counterparts {(each of which will be
deemed an original, but all of which together will constitute one and the same instrument), and may be

delivered by electronic mail or facsimile transmission with the same force and effect as the exchange of
original signature pages.

[signature page follows.}
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IN WITNESS WHEREOQF, the Parties have caused this Agreement to be signed by their respective
duly authorized officers as of the date first above written.

PROVIDER

GRIDLIANCE MANAGEMENT, LLC

ief Executive Officer

Edward M. Rahill,

RECIPIENTS

GRIDLIANCE HOLDCO, LP

Edward M. Rahi, Chief[Executive Officer

GRIDLIANCE GP, LLC

ief Executive Officer

Edward M. Rahll,

GRIDLIANCE HEARTLAND LLC

% fats)

Edward M. Rahill, Chigf Execdtive Officer

GRIDLIANCE TEXAS HOLDINGS, LLC

207, fotz!
Edward M. Rail, Chiif Execultive Officer

SOUTH CENTRAL M

NLLC

24 N% ot/

Edward M. Rafill, Chie{' Exective Officer

[Management Services Agreement — Signature Page)



MIDCONTINENT MCN LLC

4N B fots]

Edward M. Ra41ill.'Chirf Execltive Officer

GRIDLIANCE TEXAS TRANSCO, LLC

24N fots)

Edward M. Rahill, Chie(f Executive Officer

[Management Services Agreement - Signature Page]



Schedule

Description of the Services

Descriptions of different categories of Services are set forth below. Such descriptions (i) shall not be
limiting, but instead shall be broadly canstrued to include all associated, related, or similar services, and (ji)
do not necessarily cover all of the Services to be provided by Provider to a Recipient under the Agreement.

Corporate secretarial services, including entity formation, maintenance, termination, and record-
keeping

Corporate oversight and governance matters, including board of director and shareholder services
Code-of-conduct and corporate ethics programs, policies, and enforcement services

Regulatory compliance services

Legal liability assessment services, including litigation management services

Executive and employee benefits planning and administration

Labor and employment-related services, including staffing services, employee evaluation and
training, employee communications, and workforce management

Labor relations, including with respect to union employees and representatives
Payroll services
Leadership management and development services

Compensation {including bonus and incentive) programs, policies, management and administration
services

Diversity programs, policies, and services
Internal audit services

Investor relations

Internal and external communications
Community relations

Corporate finance services

Budgeting

Insurance and risk management services, including the hiring and management of insurance
advisors

Credit services, including collateral management services
Accounting services
Tax planning and reporting and other tax-related services

Treasury services, including cash management services
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Accounts payable and cashier services

Legal services, including outside counsel hiring and management
Contract management and administration services

Document retention and management services

Account management services

Extemal reporting services, including with respect to FERC, SEC, NYSE, and other governmental
reporting requirements

Environmental services, including permitting, reporting, testing, selection and management of
outside consultants and advisors, and remediation management

Corporate security services

Safety programs, policies, and services
Governmental affairs

Corporate development and sfrategic planning
Mail and postage services

Travel and expense reimbursement services
Document processing services

Facility services, including maintenance, housekeeping, decorating, grounds keeping, and janitorial
services

Receptionist and secretarial services

Capital expenditure planning, budgeting, and project-management
Purchasing and other procurement services

Operational audit services

IT and telecommunications services, including IT system planning, support, and training
Internet, intranet, and website development, support, and related services
Intellectual property management, protection, and mainienance services
Mapping and drafting services

Customer billing and accounts receivable services

Marketing and promotional services

Affiliate relationship management

The selection and hiring of outside consultants, advisers, and service providers



JOINDER AGREEMENT

THIS JOINDER AGREEMENT (Joinder Agreement) is entered into as of September 19, 2016, by
and among GridLiance Management, LLC, a Delaware limited liability company (the Provider), GridLiance
West Holdings LLC, a Delaware limited liability company and GridLiance West Transco LLC, a Delaware
limited liability company (coilectively, the Joinder Parties). The Provider and Joinder Parties are referred to
collectively as the Parties and each individually as a Party. Capitalized terms used but not defined herein
shall have the respective meanings provided in Agreement.

WHEREAS, Provider is party to that certain Management Services Agreement, dated as of May 28,
2015, by and among the Provider and the entities executing the Agreement as Recipients set forth therein
(as amended, modified or restated from time to time, the Agreement), under which Provider provides certain
Services to Recipients; and

WHEREAS, the Joinder Parties are affiliates of Provider and desire that Provider provide each of
them with Services in accordance with the terms of conditions of the Agreement; and

WHEREAS, the Provider has agreed to provide Services to each of the Joinder Parties in accordance
with the terms of conditions of the Agreement;

NOW, THEREFORE, in consideration of the foregoing, and of the representation, warranties,
covenants and agreements contained herein, and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the Parties hereto agree as follows:

Section 1. Party to Agreement. The Parties agree that, upon execution of this Joinder Agreement,
the Joinder Parties shall become a party to the Agreement and shall be fully bound by, and subject to, all of
the representations and warranties, covenants, terms and conditions of the Agreement applicable to it as
though it was an original party thereto. In furtherance thereof, each of the Joinder Parties agree that it has
read the terms of the Agreement and fufly understands its obligations and responsibilities under the terms of
the Agreement.

Section 2. Ratification. The Provider hereby reaffirms its obligations under the Agreement, and
acknowledges that the Agreement remains in full force and effect and is hereby ratified and confirmed.

Section 3. Miscellaneous.

(@) The execution, delivery and effectiveness of this Joinder Agreement shall not be
deemed to be an amendment or modification of, or operate as a waiver of, any provision of the

Agreement or any right, power or remedy of Recipient, nor constitute a waiver of any provision of the
Agreement.

(b) This Joinder Agreement may be executed in separate counterparts each of which shall
be deemed to be an original and all of which together shall constitute one and the same agreement.

(c) This Joinder Agreement may be amended, modified, or supplemented only by written
agreement of the Parties,

(d) This Joinder Agreement and the rights and obligations of the Parties hereunder shall be
governed by and construed and interpreted in accordance with the law of the State of Delaware.



IN WITNESS WHEREOF, the Parties have executed this Joinder Agreement as of the date first
written above.

GRIDLIANCE MANAGEMENT, LLC

Edward M. Rahill,'Chief ExT:utive Officer

GRIDLIANCE WEST HOLDINGS LLC

“Edward M. Rahill, Chief Erecutive Cifficer

GRIDLIANCE WEST TRANSCO LLC

Edward M. Rahill, Chief Erecutive Officer




JOINDER AGREEMENT

THIS JOINDER AGREEMENT (Jainder Agreement) is entered into as of September 24, 2015, by
and among GridLiance Management, LLC, a Delaware limited liability company (the Provider) and Mid-
Atlantic MCN LLC, a Delaware limited liability company (the Joinder Party). The Provider and Joinder Party
are referred to collectively as the Parties and each individually as a Party. Capitalized terms used but not
defined herein shall have the respective meanings provided in Agreement.

WHEREAS, Provider is party to that certain Management Services Agreement, dated as of May 28,
2015, by and among the Provider and the entities executing the Agreement as Recipients set forth therein
(as amended, modified or restated from time to time, the Agreement), under which Provider provides certain
Services to Recipients; and

WHEREAS, the Joinder Party is an affiliaie of Provider and desires that Provider provide it with
Services in accordance with the terms of conditions of the Agreement; and

WHEREAS, the Provider has agreed to provide Services to the Joinder Party in accordance with the
terms of conditions of the Agreement;

NOW, THEREFORE, in consideration of the foregoing, and of the representation, warranties,
covenants and agreements contained herein, and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the Parties hereto agree as follows:

Section 1. Party to Agreement. The Parties agree that, upon execution of this Joinder Agreement,
the Joinder Party shall become a party to the Agreement and shall be fully bound by, and subject to, all of
the representations and warranties, covenants, terms and conditions of the Agreement applicable to it as
though it was an original party thereto. In furtherance thereof, the Joinder Party agrees that it has read the
terms of the Agreement and fully understands its obligations and responsibilities under the terms of the
Agreement.

Section 2. Ratification. The Provider hereby reaffirms its obligations under the Agreement, and
acknowledges that the Agreement remains in full force and effect and is hereby ratified and confirmed.

Section 3. Miscellaneous.

(a) The execution, delivery and effectiveness of this Joinder Agreement shall not be
deemed to be an amendment or madification of, or operate as a waiver of, any provision of the

Agreement or any right, power or remedy of Recipient, nor constitute a waiver of any provision of the
Agreement.

(b) This Joinder Agreement may be executed in separate counterparts each of which shall
be deemed to be an original and all of which together shall constitute one and the same agreement.

(c) This Joinder Agreement may be amended, modified, or supplemented only by written
agreement of the Parties. This Joinder Agreement and the rights and obligations of the Pariies
hereunder shall be governed by and construed and interpreted in accordance with the law of the
State of Delaware.



IN WITNESS WHEREOF, the Parties have executed this Joinder Agreement as of the date first
written above.

GRIDLIANCE MANAGEMENT, LLC

Edward M. Rahill, Chief E)’ecutive Cfficer

MID-ATLANTIC MCN LLC

“Edward M. Rahilf Chi&s E)rcutive Officer
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FORM AGREEMENT - APA Exhibit C

TRANSMISSION OPERATOR, OPERATION AND MAINTENANCE AGREEMENT
BETWEEN
GRIDLIANCE WEST TRANSCO LLC
AND

VALLEY ELECTRIC ASSOCIATION, INC.

Dated , 201
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TRANSMISSION OPERATOR, OPERATION AND MAINTENANCE AGREEMENT

THIS TRANSMISSION OPERATOR, OPERATION AND MAINTENANCE AGREEMENT
(Agreement) made and effective this day of , 2016, by and among GRIDLIANCE
WEST TRANSCO LLC (GridLiance), a Delaware limited liability company and VALLEY ELECTRIC
ASSOCIATION, INC. (Service Provider), a Nevada cooperative corporation without stock. Service Provider
and GridLiance are each also referred to herein as a_Party and collectively as the Parties.

WHEREAS, Service Provider is registered with the North American Electric Reliability Corporation
(NERC) as a NERC-certified Transmission Operator (as defined by NERC) and is engaged in the business
of performing transmission operator services; and

WHEREAS, GridLiance and Service Provider intend to have Service Provider designated as
GridLiance’'s NERC-certified Transmission Operator in the Western Electricity Coordination Council

(WECC); and

WHEREAS, GridLiance has acquired certain transmission assets from Service Provider, and
desires to utilize the services of Service Provider to provide operation and maintenance and other services
for such transmission assets, as described in this Agreement, and Service Provider desires to provide such
services on the terms and conditions set forth herein;

WHEREAS, no other agreement between the Parties explicitly addresses performance and
administration of NERC-certified Transmission Operator Services and, as such, GridLiance and Service
Provider have agreed to enter into this Agreement to set forth the terms and conditions for having Service
Provider designated as GridLiance’s NERC-certified Transmission Operator in WECC; and.

NOW, THEREFORE, in consideration of the mutual promises and agreements set forth herein; and
for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged,
the Parties agree as follows:

Section 1. Definitions

1.1.  Affiliate. Affiliate of a specified Party means any other Person other than a natural person, directly
or indirectly controlling, controlled by, or under common control with the first such Party specified.
For purposes of this Agreement, the term “control” (including its correlative meanings, “controlled
by” and “under common control with”) shall mean possession, directly or indirectly, of the power to
direct or cause the direction of management or policies (whether through ownership of securities or
partnership or other ownership interests, by contract or otherwise).

1.2.  Administrative Services. Administrative Services has the meaning set forth in Section 2.5.

1.3.  Agreement. Agreement has the meaning set forth in the introductory paragraph of this
Agreement.

1.4.  Annual Budget. Annual Budget has the meaning set forth in Section 5.2 of this Agreement.

1.5.  Annual Operating Plan. Annual Operating Plan has the meaning set forth in Section 5.2 of this
Agreement.




1.6.

1.7.

18.

1.9.

1.10.
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1.12.
1.13.

1.14.

1.15.

1.16.

1.17.

1.18.

1.19.
1.20.
1.21.

1.22.

Approved Subcontractors. Approved Subcontractors has the meaning set forth in Section 2.9.

Bulk Electric System. Has the meaning ascribed, from time to time, by FERC, NERC or any
other entity having jurisdiction and control over the Transmission Facilities.

Business Day. Business Day means any day other than Saturday, Sunday and any day which is
a legal holiday or a day on which banking institutions in Nevada are authorized by law to be closed
for the day.

CAISO. CAISO means the California Independent System Operator Corporation, or its successor,
whether an independent system operator or regional transmission organization.

Change. Change has the meaning set forth in Section 2.6.

Claims. Claims means any claim, demand, citation, complaint, summons, notice of violation,
mediation, arbitration or proceeding (including any proceeding that is civil, criminal, administrative,
or regulatory), whether at law or equity.

Confidential Information. Confidential Information has the meaning set forth in Section 12.1.

Compensation. Compensation has the meaning set forth in Section 5.1.

Operation and Maintenance Services. Operation and Maintenance Services has the meaning
set forth in Section 2.2.

Damages. Damages means any damage, loss, cost, expense, liability, penalty, fine, judgment or
award, including reasonable expenses of investigating and reasonable attorneys’ fees in
connection with any Claim.

Discriminate and Discrimination. Discriminate has the meaning set forth in Section 2.7.3.

Due Diligence. Due Diligence means the exercise of good faith efforts to perform a required act
on a timely basis and in accordance with Good Utility Practice.

Emergency. Emergency means any unplanned circumstance, whether or not caused by the act or
omission of either Party, and whether or not within its control, which may, in the reasonable
judgment of the Party experiencing such circumstance, imminently, without intervention, could
reasonably be expected to (i) endanger the health or safety of any Person, (ii) result in damage to
any property (including any of the Transmission Facilities), (iii) result in an outage or interruption of
service, or (iv) result in the Party breaching any applicable Requirements of Law.

Emergency Services. Emergency Services has the meaning set forth in Section 2.4.

Event of Default. Event of Default has the meaning set forth in Section 8.1.

FERC. FERC means the Federal Energy Regulatory Commission or its successor.

Financial Default. Financial Default has the meaning set forth in Section 8.1.3.




1.23.

1.24.

1.25.

1.26.

1.27.
1.28.
1.29.
1.30.

1.31.

1.32.

1.33.

Good Utility Practice. Good Utility Practice means any of the practices, methods, and acts
engaged in or approved by a significant portion of the electric utility industry during the relevant
time period, or any of the practices, methods, and acts which, in the exercise of reasonable
judgment in light of the facts known at the time the decision was made, could have been expected
to accomplish the desired result at a reasonable cost consistent with good business practices,
reliability, safety, and expedition. Good Utility Practice is not intended to be limited to any one of a
number of the optimum practices, methods, or acts to the exclusion of all others, but rather to be
acceptable practices, methods, or acts generally accepted in the region, including those practices
required by Federal Power Act section 215(a)(4).

Governmental Authority. Governmental Authority means any federal, state, local or other
governmental regulatory or administrative agency, court, commission, department, board, or other
governmental subdivision, instrumentality, legislature, rulemaking board, tribunal, arbitration body,
or other governmental authority having jurisdiction over the Parties, their respective facilities, or the
respective services they provide, and exercising or entitled to exercise any administrative,
executive, police, or taxing authority or power; provided that such term does not include ether
Party, or any Affiliate thereof.

GridLiance. GridLiance has the meaning set forth in the introductory paragraph of this
Agreement.

GridLiance Assets. GridLiance Assets means the Transmission Facilities listed on Exhibit A
attached hereto.

Indemnified Party. Indemnified Party has the meaning set forth in Section 11.1,

Indemnifying Party. Indemnifying Party has the meaning set forth in Section 11.1.

Initial Term. Initial Term has the meaning set forth in Section 7.1.

Material Adverse Effect. Material Adverse Effect means, with respect to the Party making a
representation or warranty, any change or effect that has a material adverse effect on (a) the
business or financial condition of such Party, (b) the ability of such Party to perform its obligations
or receive the contemplated benefits under this Agreement, or (c) the prospects of consummating
the transactions contemplated by this Agreement.

NERC. NERC means the North American Electric Reliability Corporation, or any successor that is
delegated the responsibility of ensuring reliability of the United States electric transmission grid by
FERC, and its applicable regional entity with jurisdiction over the GridLiance Assets, currently
WECC.

NERC Compliance Registry. The NERC Compliance Registry is the listing of all organizations
registered and subject to compliance with NERC Reliability Standards, as maintained by NERC.

NERC Reliability Standards. NERC Reliability Standards are the reliability requirements for
planning and operating the Bulk Electric System, as promulgated and updated from time to time by
NERC and approved by FERC.




1.34.

1.35.
1.36.
1.37.

1.38.

1.39.
1.40.

1.41.

1.42.

1.43.

1.44.

1.45.

1.46.

1.47.

1.48.

1.49.

1.50.

Party and Parties. Party and Parties have the meanings set forth in the introductory paragraph of
this Agreement.

Payment Default. Payment Default has the meaning set forth in Section 8.1.1.

Payment Default Notice. Payment Default Notice has the meaning set forth in Section 8.1.1.

Performance Default. Performance Default has the meaning set forth in Section 8.1.2.

Person. Person means an individual, partnership, corporation, limited liability company,
association, trust, unincorporated organization, Governmental Authority, or other form of entity.

Recipient. Recipient has the meaning set forth in Section 12.1.

Reimbursable Costs. Reimbursable Costs has the meaning set forth in Section 5.3 of this
Agreement.

Related Party. Related Party means, with respect to a Party, the Party’s Affiliates, parents,
subsidiaries, members, managers, directors, officers, trustees, shareholders, contractors, permitted
subcontractors, employees, agents, Representatives, attorneys, invitees and successors.

Renewal Term. Renewal Term has the meaning set forth in Section 7.1.

Representative. Representative means, with respect to any Person, to the extent engaged by
such Person for activities contemplated hereunder, any member, shareholder, officer, director,
principal, agent, third party advisor (such as attorneys, accountants and consultants), employee or
other representative or advisor of such Person.

Requirements of Law. Requirements of Law means any applicable foreign, federal, state, county
or local laws (including common law), statutes, regulations, rules, orders, codes or ordinances
enacted, adopted, issued or promulgated by any Governmental Authority, WECC, CAISO, FERC,
or NERC (including NERC Reliability Standards), including any tariff accepted for filing and
effective.

Safety Rules. Safety Rules has the meaning set forth in Section 3.5.

Service Provider. Service Provider has the meaning set forth in the introductory paragraph of this
Agreement.

Service Provider Authorized Personnel. Service Provider Authorized Personnel has the
meaning set forth in Section 3.5.

Service Provider Insurance Policies. Service Provider Insurance Policies has the meaning set
forth in Section 10.2.

Service Provider Margin. Service Provider Margin means fifteen percent (15%).

Service Provider Materials. Service Provider Materials has the meaning set forth in Section 4.1.




1.51.

1.52.

1.53.

1.54.

1.55.

1.56.

1.57.

1.58.

Services. Services has the meaning set forth in Section 2.5.

Specified Interest Rate. Specified Interest Rate means an interest rate per annum equal to the
lesser of (a) the maximum rate permitted by Requirements of Law or (b) a rate equal to two
hundred (200) basis points over the interest rate per annum for large commercial loans as
published in The Wall Street Journal as the prime rate (sometimes referred to as the base rate)
from time to time (or, if more than one rate is published, the arithmetic mean of such rates),
determined as of the date the obligation to pay interest arises.

Substation Access Agreement. Substation Access Agreement means the agreement between
the Parties dated , 2016, governing the access and notice of access rights among the
Parties with respect to the sites defined therein.

Term. Term has the meaning as set forth in Section 7.1.

Transmission Facilities. Transmission Facilities means the tangible assets, real property
interests, infrastructure and facilities, owned by GridLiance including equipment, feeders, lines,
substations, switches, transformers and such other assets that GridLiance owns.

Transmission Operator. Transmission Operator has the meaning as defined by NERC, in
WECC, and as applied in the CAISO tariff, protocols, and procedures.

Transmission Operator Services or TOP Services. Transmission Operator Services, or TOP
Services, shall have the meaning set forth in Section 2.3.

WECC. WECC means the Western Electricity Coordinating Council or its successor.

Section 2. Engagement and Rendition of Services

2.1.

2.2.

Engagement. GridLiance hereby engages Service Provider to perform the Services on the
GridLiance Assets, as further specified below. In the event that Service Provider is in material
breach of this Agreement or Service Provider or Service Provider's designated subcontractor does
not possess or is not able to secure the qualified personnel, tools and equipment as required by
Good Utility Practice for a particular GridLiance Asset or particular Services or any particular
category of Services, GridLiance may, upon prior written notice to Service Provider, elect either to
(a) perform itself some or all of those Services or (b) engage another contractor to perform some or
all of those Services. The Parties shall memorialize any change to the scope of the Services
provided by Service Provider pursuant to this Section 2.1 in accordance with Section 2.6. The
Parties agree that the services set forth in this Section 2 shall initially be provided for the
GridLiance Assets specified in Exhibit A, and the Parties may mutually agree in writing to add or
subtract facilities to Exhibit A without the need to formally amend this Agreement.

Operation and Maintenance Services. Service Provider shall furnish and perform, on behalf of
GridLiance as NERC-registered Transmission Owner (as defined by NERC) of the GridLiance
Assets, the following specified operation, maintenance, repair, inspection, and construction,
activities for the GridLiance Assets in accordance with and in fulfillment of the standards and
requirements of NERC, WECC, and CAISO (collectively, the Operation and Maintenance
Services):




2.3.

2.2.1.

2.2.2.

2.2.3.

Transmission overhead line maintenance and inspection (including line
patrolling), substation equipment maintenance and inspection, protective
relaying and control maintenance and inspection, ongoing system
maintenance and repair services, non-electrical facilities maintenance, rights-
of-way maintenance and equipment operation for routine switching and
tagging, and construction incidental to the aforementioned. For all portions of
the GridLiance Assets, Service Provider shall test equipment, install protective
relays or other protective devices, and perform other safety and maintenance
inspections or functions that Service Provider and GridLiance reasonably
determine are necessary for GridLiance to maintain compliance with NERC,
WECC and CAISO requirements.

The Operation and Maintenance Services shall also include, but not be limited
to, the provision by Service Provider of all qualified personnel, tools and
equipment necessary or advisable in connection with the Operation and
Maintenance Services (which shall be chargeable to GridLiance as
Compensation pursuant to Section 5.1 hereof).

For the avoidance of doubt, the Operation and Maintenance Services shall not
include (a) any services with respect to Transmission Facilities that are not
GridLiance Assets, or (b) any capital replacements or capital additions to the
GridLiance Assets set forth in Exhibit A; provided, however, that the Parties
may agree pursuant to Section 2.6 that Service Provider may perform
installation or certain other services associated with the capital items or
replacements to the GridLiance Assets, as incidental and necessary to the
provision of the Operation and Maintenance Services. Once such capital
replacements or capital additions are installed, Service Provider will include
these capital items in the scope of the Operation and Maintenance Services.

Transmission Operator Services. Service Provider shall furnish and perform the functions of a
NERC-certified Transmission Operator that apply to the GridLiance Assets, specifically the
functions and compliance obligations of a NERC-certified Transmission Operator as defined in the
standards and requirements of NERC, WECC, and CAISO (TOP Services).

2.3.1. Service Provider shall be responsible for all regulatory compliance on behalf of

GridLiance for the TOP Services. This obligation includes any standards,
requirements, guides, or protocols that may now or at any time during the
Term of this Agreement be imposed on GridLiance through any applicable
Requirements of Law, including those enforced by the WECC and CAISO.
Service Provider shall be responsible for maintaining, updating, and creating, if
necessary, all regulatory procedures on behalf of GridLiance. All Transmission
Operator regulatory audits, data submittals, or reports that are either
scheduled or yet to be scheduled during the Term of this Agreement shall be
the responsibility of Service Provider.

2.3.2. The TOP Services shall also include, but not be limited to, the provision by

Service Provider of all qualified personnel, tools and equipment necessary or



24,

2.5.

2.6.

advisable in connection with the TOP Services (which shall be chargeable to
GridLiance as Compensation pursuant to Section 5.1 hereof).

2.3.3. Associated with TOP Services, Service Provider shall provide the necessary
communication services to transmit telemetry data (e.g., master station data
acquisition and meter data) between GridLiance Assets and Service Provider's
primary and backup control centers, CAISO, relevant reliability coordinator(s),
and neighboring utilities as determined necessary by Service Provider. Service
Provider shall make such telemetry data available to GridLiance based on
communication protocols mutually agreed to by the Parties. Communication
services shall also be provided between substations for purposes of system
protection (e.qg., line differential relaying) and any other operational
communications in support of the GridLiance Assets.

2.3.4. For the avoidance of doubt, the TOP Services shall not include any services with
respect to Transmission Facilities that are not GridLiance Assets.

Emergency Services. In the event of any Emergency, Service Provider shall act to prevent, avoid
or mitigate injury, damage or loss to the GridLiance Assets and shall contact GridLiance
immediately. Service Provider shall, upon discovery or receiving actual notice of an Emergency, or
written or email notice from GridLiance, perform all services reasonably necessary in accordance
with Good Utility Practice to maintain and/or restore the GridLiance Assets to their normal
operating condition within a reasonable time considering the circumstances. To the extent
consistent with Good Utility Practice in connection with response to the Emergency, Service
Provider will coordinate its provision of Emergency Services in consultation with GridLiance. If
Service Provider fails to provide Emergency Services, GridLiance may, by notice of such failure to
Service Provider, at GridLiance’s sole discretion, immediately provide such Emergency Services
on its own. The Services described in this Section 2.4 are defined as Emergency Services.

Administrative Services. Service Provider shall, on a timely basis, designate a project manager,
who will be responsible for the provision of Services under this Agreement, and who will serve as
the primary contact for matters related to this Agreement and who will be responsible for managing
and delivering the Services required under the Agreement on behalf of the Service Provider. In
addition, the Service Provider shall cause the project manager to: (a) meet with representatives of
GridLiance as reasonably requested by GridLiance; (b) provide GridLiance with such reports or
data reasonably requested by GridLiance; (c) provide GridLiance or its Representatives with
reasonable access to the GridLiance Assets; (d) maintain in good order all written and electronic
books, records, logs and accounts with respect to the Services in accordance with Requirements of
Law and upon termination of this Agreement, deliver to GridLiance all existing records with respect
to the Services (items (a)-(d) constitute the Administrative Services and collectively with the
Operation and Maintenance Services, the Emergency Services, the TOP Services and the
Communication Services, shall be referred to herein as the Services).

Changes to Services. Either Party may request a change to the Services or the GridLiance
Assets listed in Exhibit A to which the Services apply (Change) by advising the other Party in
writing of a proposed Change. Within twenty (20) Business Days thereafter, the Party receiving the
proposal for a Change shall advise the proposing Party whether it agrees with the proposed




2.7.

2.8.

Change. The Parties shall memorialize in an addendum to this Agreement all Changes, which
addendum shall be updated by the Parties from time to time. Notwithstanding the foregoing,
neither GridLiance nor Service Provider shall have any obligation to proceed with any Change
without a written authorization signed by both Parties. This section 2.6 shall apply to changes in
Services or the GridLiance Assets only, and any changes sought to the cost of Services shall be in
accordance with section 5.2.3.

Standard of Conduct.

2.7.1.

2.1.2.

2.7.3.

2.74.

Service Provider shall, at all times, perform the Services in accordance with (a)
Good Utility Practices, (b) all Requirements of Law, (c) Safety Rules, (d)
Service Provider's manuals, policies, procedures, and specifications that
Service Provider has provided to GridLiance in connection with the execution
of this Agreement, as well as new or modified manuals, policies, procedures
and specifications developed in coordination with GridLiance to the extent they
affect the Services under this Agreement, (e) written instructions from
GridLiance that are consistent with or required by (a), (b) or (c) of this Section
2.7.1.

In fulfilling its duty to provide the Services in accordance with Section 2.7.1,
Service Provider shall apply its efforts to do so consistently and without
Discrimination among all electric transmission and distribution lines that it
maintains and among its own control center functions and the TOP Services.

Discriminate means the failure of Service Provider to provide services in a
manner that treats alike each of the GridLiance Assets and the other facilities it
maintains or controls under substantially similar conditions, including the
transmission facilities utilized for service to Service Provider's members, where
dissimilar treatment (a) either (i) has a Material Adverse Effect on GridLiance
or (i) is not otherwise justified as acting in accordance with Good Utility
Practices, and (b) is evidenced by a particular practice or pattern of behavior of
Service Provider that is intended to and actually does discriminate against
GridLiance or the GridLiance Assets. The term Discrimination has a
correlative meaning. Discrimination does not include any incidental assistance
by Service Provider that it has no contractual obligation to provide. For
purposes of this Section 2.7.3, a Material Adverse Effect on GridLiance means
a material adverse effect on, or a material increase in the costs of, any of (A)
the operation and maintenance of the GridLiance Assets for the benefit of
GridLiance, (B) the performance of the Services for the benefit of GridLiance,
or (C) the business, operations or financial condition of GridLiance.

GridLiance shall not be responsible for claims or penalties, directly or indirectly
related to Service Provider’s performance of the Services, arising from Service
Provider’s violation of Requirements of Law.

Limitation on Subcontracting. Except for the subcontractors that are at the time of execution of

this Agreement, and afterwards from time to time, set forth in Exhibit B (each an Approved



Subcontractor), Service Provider shall use its own employees to perform the Services and shall not
subcontract any responsibility or obligation with respect to the performance of Services directly to
the GridLiance Assets under section 2.2 under this Agreement without the prior written consent of
GridLiance, which shall not be unreasonably withheld or delayed. In order to subcontract any of
the Services to an entity other than an Approved Subcontractor, Service Provider shall provide at
least thirty (30) days’ prior written notice to GridLiance of any Services proposed to be
subcontracted and of the identity of all proposed subcontractors. If GridLiance does not consent to
the engagement of a proposed subcontractor, Service Provider shall not engage said
subcontractor for the Services. Service Provider shall not be relieved of any responsibility or
obligation under this Agreement by subcontracting all or any portion of the Services. Service
Provider shall include in any such subcontracts any provisions of this Agreement which in any way
may be applicable to performance of the subcontract, including this Section, and all
representations, warranties, insurance, indemnity, jobsite safety and compliance provisions and all
other applicable provisions intended for the protection of GridLiance in form and substance similar
to those provisions as contained herein, and GridLiance shall be an expressed third party
beneficiary of any such subcontract. Notwithstanding the foregoing, when providing Emergency
Services, Service Provider may utilize the services of any entity, including those provided under a
mutual aid agreement with other utilities, without the prior consent of GridLiance.

Section 3. Jobsite Safety and Use

3.1

3.2.

Site and Asset Inspection. Service Provider shall be deemed to have examined all GridLiance
Asset sites where it performs Services and to have secured knowledge of conditions under which
the Services are to be performed, in each case consistent with Good Utility Practices, including, but
not limited to, observable soil conditions, available roadway, rail and other approaches to the
GridLiance Asset sites and the space available for work areas, storage, and temporary buildings
including offices. If concealed or unknown physical conditions are encountered in the
performance of the Services, below the surface of the ground or in an existing structure, of an
unusual nature, differing materially from those in existence at the time of execution of this
Agreement, ordinarily encountered and generally recognized as inherent in work of the character
provided for in this Agreement, Service Provider's compensation may be appropriately the subject
of a Change Order.

Use of Site of GridLiance Assets. GridLiance shall have the right to access sites owned or
controlled by Service Provider on which the GridLiance Assets are located; provided that, access
to such sites shall be governed by the Substation Access Agreement between Service Provider
and GridLiance. GridLiance shall permit Service Provider to access any existing or future sites
owned by GridLiance on which GridLiance Assets are located in order to perform Services under
this Agreement. Each GridLiance Asset site shall be used by Service Provider with due regard for
the land and access rights of Service Provider and any others permitted to use such locations. If it
becomes necessary for the Service Provider to move its materials or facilities for reasons not
arising under this Agreement and the GridLiance Assets may be affected by such movement, it
shall be done at the expense of Service Provider. GridLiance may request that Service Provider
install and operate equipment, machinery, and other capital improvements or otherwise use and
occupy the GridLiance Asset sites, and future GridLiance Asset sites where such new assets are
included under this Agreement, during the performance of the Services, provided that GridLiance




3.3.

34.

3.5.

shall not unreasonably interfere with Service Provider's performance of the Services under the
conditions originally contemplated.

Site Maintenance. Service Provider shall perform the Services in a manner that does not degrade
the safe and sanitary conditions of each GridLiance Asset site.

Facility Protection and Reasonable Notice. Service Provider will provide to GridLiance
reasonable notice regarding the performance of Services impacting the GridLiance Assets, as set
forth in the Annual Operating Plan. To the extent Service Provider needs to materially change the
schedule for non-Emergency services noted in the Annual Operating Plan, Service Provider shall
provide reasonable notice to GridLiance, to allow adequate time to coordinate mutually acceptable
changes in schedules. Notwithstanding the foregoing, the requirements of this Section 3.4 shall be
subject to the terms of any joint use, license, lease, or easement agreements relating to the Parties
access to any GridLiance Assets between Service Provider and GridLiance.

Safety Rules. This Section 3.5 applies to all employees, agents, subcontractors, contractors and
invitees of Service Provider, including the employees of any of them (herein called Service
Provider Authorized Personnel). Prior to commencement of the Services, the Parties will agree to
procedures that ensure that Service Provider adheres, and the Service Provider Authorized
Personnel adhere, to a mutually satisfactory safety program at all times while performing the
Services on the GridLiance Assets, by adopting procedures (the Safety Rules) that incorporate
those safety procedures applicable to Service Provider's own facilities. Service Provider shall
ensure that all Service Provider Authorized Personnel on any GridLiance Asset site conform to all
Safety Rules and attend all required safety training before starting to perform any Services.
Service Provider will ensure that all Service Provider Authorized Personnel have been instructed
with respect to all Safety Rules and have been advised to report any infractions thereof to Service
Provider without fear of recrimination. Service Provider shall immediately correct any such
infractions by Service Provider Authorized Personnel and shall be responsible for any and all
consequences thereof. Service Provider agrees to indemnify and hold harmless GridLiance from
and against any claims and liability for personal injury or death of any Service Provider Authorized
Personnel occurring while they are present on any GridLiance Asset site to the extent attributable
to any failure by Service Provider or any Service Provider Authorized Personnel to enforce or
observe any Safety Rules; provided however, that the provisions of this indemnity shall not apply if
any such injury or death is held to have been caused by the intentional wrongdoing or willful
misconduct of GridLiance, its officers, directors, or employees, or its agents, to the extent they are
not acting in the capacity as the Service Provider’s agent.

Section 4. Obligations of GridLiance

4.1.

Materials. GridLiance shall provide and have the financial responsibility for all materials required
and specified by Service Provider to perform the Services, other than certain materials included in
the Annual Budget and the Annual Operating Plan to be provided by Service Provider, which shall
be the financial responsibility of Service Provider. Service Provider shall use all materials provided
by GridLiance and all Service Provider Materials for which GridLiance has the financial
responsibility to perform the Services. Service Provider shall keep an inventory record of any
material GridLiance provides to it under this Agreement, and any Service Provider Materials that
GridLiance has paid for and, shall return any such unused materials to GridLiance upon

10



4.2.

43.

4.4,

45.

4.6.

termination or expiration of this Agreement. Service Provider shall be responsible for safeguarding
and segregating any materials provided by GridLiance in a secured location (the address of which
Service Provider shall provide to GridLiance by written notice), clearly labeled as being the
property of GridLiance. Upon removal of material, Service Provider will determine if the material
can be restocked in inventory or if it should be disposed of. Service Provider shall be responsible
for the damage or destruction of such materials while in its possession or control. For the
avoidance of doubt, treatment of unused tools and equipment is provided for in Section 7.2.6.

Manager. GridLiance shall designate a manager to represent it and to act on its behalf and
receive communications from Service Provider.

Access. GridLiance shall provide Service Provider or its representatives with access to the
GridLiance Assets that is sufficient to enable Service Provider to perform the Services in
accordance with the requirements set forth in this Agreement.

Annual Budget and Annual Operating Plan. In accordance with Sections 2.6 and 5 of this
Agreement, GridLiance shall be responsible for approval of the Annual Budget and Annual
Operating Plan. GridLiance shall be financially responsible for the charges set forth in the Annual
Budget and for all Reimbursable Costs. GridLiance may make business, management, tactical
and strategic decisions with respect to the GridLiance Assets, but if such decisions materially affect
the scope of Services to be provided under this agreement, GridLiance and Service Provider shall
agree upon appropriate revisions to the Annual Budget and Annual Operating Plan.

Permits and Licenses. GridLiance shall, with the assistance of Service Provider as may be
necessary or appropriate, be responsible for procuring and maintaining in effect all permits,
certificates and licenses needed by the owner of the GridLiance Assets for the operation and
maintenance of such GridLiance Assets.

Other. GridLiance shall provide Service Provider with such other information, oversight and
direction reasonably required by Service Provider to fulfill its responsibilities under this Agreement.

Section 5. Compensation, Billing, Payment and Audit

5.1

5.2.

Compensation. In consideration for Service Provider's performance of the Services, GridLiance
shall pay Service Provider on a monthly basis one-twelfth (1/12) of the annual operation and
maintenance charges set forth in the Annual Budget, including the Service Provider Margin. The
Annual Budget shall be agreed to by both Parties and updated on a yearly basis in accordance
with the provisions of Section 5.2 of this Agreement. In addition, GridLiance shall reimburse
Service Provider for all Reimbursable Costs in accordance with Section 5.3.

Annual Budget and Operating Plan

5.2.1.  Annual Budget, Annual Operating Plan and Capital Budget Proposals.

(@) Proposed Annual Budget. On or before July 1 of each year during the Term,
GridLiance shall provide Service Provider with a list of items and types of data
which it needs for its Annual Budget and budget forecasts in connection with its
formula rate on file with FERC. On or before August 15 of each such year,
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5.2.2.

5.2.3.

Service Provider shall prepare and submit to GridLiance a proposed annual
budget for the calendar year. The proposed annual budget shall include separate
operating, maintenance, capital and TO Service budgets. The proposed annual
budget shall also set forth, in detail acceptable to GridLiance, (i) anticipated
operations and repairs, (ii) maintenance and overhaul schedules, (iii) planned
procurement (including equipment, spare parts, and consumable inventories), (iv)
labor activities (including staffing, labor rates, and holidays), (v) administrative
activities, and (vi) other work proposed to be undertaken by Service Provider.

Proposed Annual Operating Plan. Each proposed Annual Budget shall be
accompanied by a proposed annual operating and maintenance plan setting forth
the assumptions and implementation plans underlying the proposed annual
budget. Any actions to be performed by Service Provider under the proposed
annual operating and maintenance plan shall be consistent with Service Provider's
obligations set forth in this Agreement.

Capital Budget. On or before July 1 of each year during the Term, GridLiance
shall prepare a Capital Budget taking into consideration Service Provider's
recommended new, or modifications to existing, facilities and equipment.
GridLiance shall decide in its sole discretion which expenditures are accounted as
capital expenditures in the Capital Budget. Service Provider shall include any
costs related to the installation or other services related to any items in the Annual
Budget, and if such costs arise during the year, Service Provider may submit a
Change Order to recover costs not covered by the Annual Budget.

Adoption. GridLiance shall review Service Provider’s proposed annual budget
and annual operating and maintenance plan within thirty (30) days following
receipt of the proposals. GridLiance may, by written request, propose
additions, deletions and modifications to the proposals. If requested by
GridLiance, Service Provider shall provide any cost information in Service
Provider's possession from previous calendar years applicable to items in the
proposed annual budget. If Service Provider does not agree with any
additions, deletions and modifications proposed by GridLiance, GridLiance and
Service Provider shall meet and use their reasonable commercial efforts to
agree upon a final annual budget and final annual operating plan (the Annual
Budget and Annual Operating Plan, respectively), which shall be approved in
writing by both Parties no later than October 15. If the Parties are unable to
agree on the Annual Budget and Annual Operating Plan, the matter shall be
resolved through the dispute resolution provisions of Section 16.11. The final
Annual Budget and Annual Operating Plan shall remain in effect throughout
the applicable calendar year, subject to revisions and amendments agreed in
writing by the Parties.

Change Orders. Service Provider shall notify GridLiance as soon as
reasonably possible of any significant deviations or discrepancies from the
projections contained in the Annual Budget or Annual Operating Plan or if it
otherwise anticipates that its forecast of the annual cost of providing
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5.3.

5.4.

5.5.

5.6.

maintenance or operating services is no longer accurate. Service Provider
shall specify the facts and circumstances that underlie any deviation or
inaccurate forecast and provide an updated forecast of the amounts that it
seeks to charge GridLiance (a “Change Order”). The Parties shall negotiate in
good faith to resolve and process Change Orders timely with respect to Good
Utility Practice and Requirements of Law.

5.2.4. |Initial Annual Budget and Initial Annual Operating Plan. The initial Annual
Budget and initial Annual Operating Plan, which covers the first calendar year
of this Agreement, are attached as Exhibits E and F, respectively. In the event
services under this Agreement do not begin at the start of a calendar year, the
initial Annual Budget shall be prorated based on the number of days that
Service is provided in the initial year under this Agreement. Both Parties
represent that they have approved the initial Annual Budget and initial Annual
Operating Plan, which shall become binding and effective upon execution of
this Agreement.

Reimbursable Costs. GridLiance shall reimburse Service Provider for all costs incurred by
Service Provider in performing the Services not already included in the approved Annual Budget
and Annual Operating Plan and that are incurred in the performance of Change Orders and
Emergency Services (collectively, the Reimbursable Costs). GridLiance’s obligation under this
provision is subject to Service Provider incurring costs in accordance with either or both of (i)
Section 5.2.3 (Change Orders), with Service Provider Margin, and (ii) Section 2.4 (Emergency
Services), without Service Provider Margin. If GridLiance refuses to authorize Change Orders in
excess of the Annual Budget, Service Provider shall be relieved of those duties or obligations of
this Agreement that cannot be performed without the Change Orders GridLiance refuses to
approve. Inall cases, Service Provider shall use reasonable commercial efforts to mitigate any
adverse effect from GridLiance's refusal to authorize Change Orders in excess of the Annual
Budget. GridLiance’s reimbursement of any cost related to the Services shall not be construed as
GridLiance's approval or acceptance of the Services.

Review of Reimbursable Costs. Notwithstanding the payment of any amount pursuant to the
foregoing provisions, GridLiance shall remain entitled to conduct a subsequent audit and review of
all Reimbursable Costs incurred and paid by GridLiance and of any supporting documentation in
accordance with the provisions of Section 5.7.

Invoicing. As soon as practicable after the end of each calendar month, albeit no later than
fifteen (15) days after the end of each calendar month, Service Provider shall invoice the amount of
Compensation due for the prior month under the Annual Budget, in addition to any other
Reimbursable Costs incurred by Service Provider during that month. Invoices shall include the
appropriate GridLiance designated activity and expense code and otherwise in compliance with
GridLiance’s invoicing requirements, which are set forth in Exhibit C-1 hereto.

Payment. GridLiance shall pay the amount of each invoice received from Service Provider no later
than the thirtieth (30t) day following GridLiance’s receipt of the invoice. GridLiance will make
payments by electronic funds transfer, or by other mutually agreeable method(s), to the account
designated by the Service Provider. Any amounts not paid by the due date will be deemed
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delinquent and will accrue interest at the Specified Interest Rate, such interest to be calculated
from and including the due date but excluding the date the delinquent amount is paid in full. In the
event that GridLiance has a dispute with respect to the amount of any invoice, GridLiance shall
make full payment and include with such payment, or within thirty (30) days of such payment, a
written statement specifying the amount in dispute and its reasons for disputing such amount.
GridLiance and Service Provider shall mutually endeavor in good faith to negotiate a settlement of
any disputed amounts. In the event that the Parties determine that GridLiance has paid a disputed
amount that it should not have been obligated to pay, GridLiance shall be entitled to that amount
plus Interest at the Specified Interest Rate, until paid. With respect to an overpayment by
GridLiance, such amount, including interest, shall first be used to offset any invoices due and
payable and the balance shall be refunded to GridLiance. Up to eighteen (18) months from the
date GridLiance paid for any Service, GridLiance may notify Service Provider that it wishes to audit
a charge or invoice. GridLiance may not dispute any charge after eighteen (18) months from the
date payment is owed.

5.7.  Recordkeeping. Service Provider shall maintain, for a period of three (3) years (or such longer
period as GridLiance advises Service Provider is required by NERC standards) adequate books
and records concerning the amount of Compensation billed to GridLiance. Service Provider shall
also comply with the GridLiance accrual requirements contained in Exhibit C-1. Upon twenty (20)
days advance written notice from GridLiance, Service Provider will permit GridLiance to audit
during normal business hours such records as may be reasonably necessary to verify the accuracy
of the amount of Compensation billed by Service Provider to GridLiance. Service Provider shall
cooperate with all such audits. All such audits will be conducted at the expense of GridLiance. In
the event that the Parties determine that a Party has paid or incurred an amount that it should not
have been obligated to pay or incur, such Party shall be given credit for that amount plus Interest at
the Specified Interest Rate; provided that, GridLiance may not dispute any charge after eighteen
(18) months from the date payment is owed. If GridLiance has overpaid, such amount, including
interest at the Specified Interest Rate from the date of overpayment, shall first be used to offset any
invoices due and payable and the balance shall be refunded to GridLiance within ten (10) days. If
GridLiance has underpaid, such amount, including interest at the Specified Interest Rate from the
date of underpayment, shall be paid to Service Provider within ten (10) days. The foregoing audit
provisions do not apply to the calculations used to determine firm lump sum prices for work
performed or services or materials provided under this Agreement except to the extent that
knowledge of the amount of taxable portions of Service Provider’s invoicing is necessary.

Section 6. Representations and Warranties

6.1.  Each Party. Each of the Parties represents and warrants as follows:

6.1.1.  Organization and Existence. Such Party is duly organized, validly existing and
in good standing under the laws of the State of its organization.

6.1.2.  Execution, Delivery and Enforceability. Such Party has full power and
authority to execute, deliver and carry out its obligations under this Agreement.
The execution and delivery of this Agreement, and the consummation of the
transactions contemplated hereby, have been duly authorized by all necessary
action required on the part of such Party. Assuming due authorization,
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6.2.

execution and delivery of this Agreement by the other Party hereto, this
Agreement constitutes the valid and legally binding obligation of such Party,
enforceable against such Party in accordance with its terms, except as such
enforceability may be limited by bankruptcy, fraudulent conveyance,
insolvency, reorganization, moratorium or other similar laws of general
application relating to or affecting the enforcement of creditors’ rights, by
general equitable principles and to the extent that the enforceability of
indemnification provisions may be limited by Requirements of Law.

6.1.3.  No Violation. Neither the execution and delivery of this Agreement, nor
compliance with any provision hereof, nor consummation of the transactions
contemplated hereby, (a) violate such Party’s articles of incorporation, articles
of organization, bylaws, operating agreement or any other organizational
document, each as amended to date; (b) violate any Requirements of Law as
applicable to such Party or any effective resolution of such Party, each as
amended to date, in a manner that could cause a Material Adverse Effect;

(c) result in any violation of or default (with or without notice or lapse of time, or
both) under, or give to others a right of termination, cancellation or acceleration
of any obligation under (i) any agreement, note, bond, mortgage, indenture,
lease or other contract applicable to such Party; and (i) GridLiance represents
and warrants the same as regards: (a) the Transmission Facilities for any
GridLiance Asset or (b) any Requirements of Law or any judgment, order or
decree applicable to such Party or any GridLiance Asset, which violation or
default could create a Material Adverse Effect; or (c) resulting in the imposition
or creation of any lien or encumbrance upon or with respect to GridLiance’s
Transmission Facilities that could create a Material Adverse Effect.

6.1.4.  No Consents. No consent or approval of, filing with or notice to any Person,
including any Affiliate, is required to be obtained or made by such Party in
connection with such Party’s execution, delivery and performance of this
Agreement, or the consummation of the transactions contemplated hereby.

Additional Representation of Service Provider. Service Provider further represents, warrants
and covenants to GridLiance that Service Provider and, collectively, its respective contractors,
employees, and personnel have, and shall have, at the time of performance of the Services, the
necessary licenses, certifications and qualifications, substantial expertise, and experience in (i) the
maintenance of the GridLiance Assets and (i) performance of the TOP Services.

Section 7. Term and Termination

7.1.

Term. This Agreement shall (a) commence upon the date first set forth hereinabove as the
effective date, and (b) remain in effect for thirty (30) years thereafter, unless earlier terminated
pursuant to this Section 7.1 (the Initial Term). In addition, this Agreement shall automatically renew
for an additional five (5) year term (each, a Renewal Term and collectively with the Initial Term, the
Term), upon the expiration of the Initial Term or the then-current Renewal Term (up to a maximum
of four (4) such Renewal Terms), unless terminated pursuant to Section 7.2.
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7.2.  Termination. This Agreement may not be terminated except as follows:

7.2.1.

1.2.2.

1.2.3.

1.2.4.

1.2.5.

7.2.6.

Section 8. Default

A non-defaulting Party may terminate this Agreement as provided in Section
8.4.

This Agreement may be terminated by either Party by providing written notice
at least two (2) years prior to the end of the Initial Term or any Renewal Term
or at any time by written consent, signed by both Parties.

Service Provider shall be paid the Compensation for Services actually
rendered prior to termination of this Agreement and shall also be paid
Compensation for Service during any post-termination period during which it
renders Services in accordance with Section 2.

Within sixty (60) days following termination of this Agreement, Service Provider
and GridLiance shall reconcile all amounts then due and payable to each other
under this Agreement. Within ninety (90) days after such reconciliation,
Service Provider or GridLiance, as the case may be, shall make final payment
in complete discharge of its obligations under this Agreement, except those
obligations that expressly survive the termination of this Agreement.

Service Provider shall deliver to GridLiance upon termination or expiration of
this Agreement (i) all records pertaining to the Services, (ii) all GridLiance
Owned Technology and (iii) all unused tools or equipment that GridLiance has
fully paid for. To the extent that GridLiance has partially paid for any tools or
equipment, GridLiance and Service Provider will reach agreement on either
GridLiance paying the remaining balance owed in order to retain the specific
tools or equipment it desires or Service Provider retaining the tools or
equipment by paying GridLiance for the depreciated book value of such
equipment.

The indemnification provisions in Section 3.5 (safety enforcement indemnity)
and Section 11 (indemnity), as well as the provisions in Section 12
(Confidentiality), shall each survive the termination of this Agreement.

8.1. Event of Default. An Event of Default occurs if:

8.1.1.

8.1.2.

GridLiance fails to make a payment under this Agreement when due and such
failure continues for a period of twenty (20) days after receipt of written notice
thereof from Service Provider (the Payment Default Notice) (such default being
a Payment Default); or

Any Party fails to fulfill any other material obligation under this Agreement and
such failure continues for thirty (30) days after receipt of written notice thereof
from Service Provider, if the defaulting Party is GridLiance, and GridLiance, if
Service Provider is the defaulting Party (a Performance Default); or
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8.2.

8.3.

8.4.

8.1.3.  (a) Any Party becomes insolvent or bankrupt or ceases to pay its debts as they
mature or makes an arrangement with or for the benefit of its creditors or
consents to or acquiesces in the appointment of a receiver, trustee or
liquidator for any substantial part of its property; or (b) a bankruptcy, winding-
up, reorganization, insolvency, arrangement or similar proceeding instituted by
or against such Party under the laws of any jurisdiction, which proceeding has
not been dismissed within sixty (60) days; or (c) any action or answer by such
Party approving of, consenting to, or acquiescing in, any such proceeding; or
(d) the levy of any distress, execution or attachment upon the property of such
party that substantially interferes with such Party’s performance under this
Agreement (any such event being a Financial Default).

Cure. If the nature of the failure to cure a Performance Default is such that, although curable, it
cannot with Due Diligence be cured within said thirty (30) day period, and the defaulting Party shall
have diligently prosecuted the cure of such failure within said thirty (30) days and thereafter
diligently prosecutes such cure until the failure is remedied, the time for cure of the Event of Default
shall be extended by such period of time as is reasonably necessary to cure such Event of Default,
subject to a maximum extension of ninety (90) days.

Remedies. Upon the occurrence of an Event of Default that is not cured in accordance with
Section 8.2 above, a non-defaulting Party shall be entitled to commence an action to require the
defaulting Party to remedy such Event of Default and specifically perform its duties and obligations
hereunder in accordance with the terms and conditions hereof, and may exercise such other rights
and remedies as it may have in equity or at law. In addition, if Service Provider fails to carry out
any of its obligations under this Agreement and fails, within thirty (30) days after receiving notice of
such breach from GridLiance (or within such shorter time as GridLiance reasonably believes is
prudent in light of the nature of the breach) to cure same, GridLiance may, without prejudice to any
other remedy it may have, cure such breach. Service Provider shall pay, upon demand, the costs
reasonably incurred by GridLiance in exercising its rights under this Section 8.3 and such exercise
will not diminish any of GridLiance’s rights under this Section 8.3 or any of its other rights and
obligations under this Agreement. Any amount due under this Agreement shall bear interest from
the date due until paid at the Specified Interest Rate. Service Provider’s liability for damages as
the result of a Performance Default shall not exceed the actual amount paid for direct labor by
GridLiance to Service Provider in performing such Service, reasonable overhead costs, and the
Service Provider's Margin on such amount. The Parties agree that the foregoing limitation of
damages does not apply to any liability under the indemnification provisions in Section 3.5 and
11.1.

Termination. After applicable cure periods, a non-defaulting Party may terminate this Agreement
as follows:

8.4.1.  Either Party may terminate this Agreement as the result of a Payment Default
or Financial Default, or as a result of the other Party attempting to assign this
Agreement in violation of the provisions of Sections 15.2 and 15.3, in each
case effective thirty (30) days from written notice of the Event of Default, if the
Event of Default, including any payment of applicable interest at the Specified
Interest Rate, has not been cured during that period.
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8.4.2.

GridLiance may terminate this Agreement as the result of a Performance
Default by Service Provider only if the Performance Default is a violation of the
standard of conduct in Section 2.7.1 or 2.7.2 and Service Provider does not,
before the end of the applicable cure period (as such cure period may be
extended in accordance with Section 8.2), rectify its conduct after the date of
the Performance Default to bring its performance into compliance with the
applicable standard of conduct in Sections 2.7.1 or Section 2.7.2.

Section 9. Ownership of Property, Data and Information

9.1.  Ownership. For purposes of this Agreement:

9.1.1.

9.1.2.

9.1.3.

9.14.

9.1.5.

Rights in the GridLiance Independently Developed Technology: Any
Technology prepared, developed or acquired solely by GridLiance in the
course of performing its duties under this Agreement will be owned solely by
GridLiance (the GridLiance Owned Technology). Except as otherwise
specifically provided in this Agreement, nothing in this Agreement grants or
implies a license in the GridLiance Technology.

Rights in Service Provider Independently Developed Technology: Any
Technology prepared, developed or acquired solely by Service Provider in the
course of performing its duties under this Agreement will be owned solely by
the Service Provider (the Service Provider Owned Technology). Except as
otherwise specifically provided in this Agreement, nothing in this Agreement
grants or implies a license in the Service Provider Owned Technology.

Rights in Jointly Developed Technology: Any Technology jointly prepared,
developed or acquired by GridLiance and the Service Provider will be jointly
owned (the Joint Technology). The ownership rights granted in this Section
are limited to the Joint Technology only and, except as specifically provided
for, this Section does not grant any rights, license or otherwise, in either the
GridLiance Owned Technology or the Service Provider Owned Technology
that may be necessary to use the Joint Technology.

Grant of Rights in GridLiance Owned Technology. To the extent any
GridLiance Owned Technology is needed by the Service Provider in
furtherance of performing the Services, GridLiance grants to Service Provider
a royalty-free, paid-up, non-exclusive license to use the GridLiance Owned
Technology during the Term of this Agreement and without the right to grant
sublicenses.

Grant of Rights in Service Provider Owned Technology. To the extent any
Service Provider Owned Technology used by Service Provider in performing
the Services is needed by GridLiance to make use of the GridLiance Owned
Technology or the Joint Technology or otherwise in order to operate and
maintain the GridLiance Assets, Service Provider grants to GridLiance a
royalty-free, paid-up, non-exclusive license to use the Service Provider Owned
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9.2.

9.3.

9.4.

Technology during the Term of this Agreement and without the right to grant
sublicenses.

Shared Rights in Joint Technology. GridLiance and Service Provider shall retain perpetually full
and complete rights to (e.g., make, use or sell) the Joint Technology. Neither Party may assign or
otherwise transfer any rights in the Joint Technology, by license or otherwise, to the detriment of
the other.

Technology. As used in this Section 9, “Technology” means any ideas, know-how, inventions,
developments, discoveries, trade secrets, processes, technical information and improvements
related in any way to the Services, including, without limitation, inventions, machines,
manufactures, methods, techniques, systems, computer software and documentation, data and
information (including, but not limited to, maintenance records, reports, training materials, findings,
charts, tables and diagrams) (irrespective of whether in human or machine-readable form); works
of authorship and products, whether or not patentable, copyrightable or susceptible to any other
form of protection and whether or not reduced to practice and whether or not transcribed in writing.

Third Party Intellectual Property. Service Provider shall not use any intellectual property
conceived or developed by a person other than Service Provider (other than commercial off-the-
shelf products) in performing the Services unless Service Provider has secured the rights, if any, to
use such intellectual property for the benefit of GridLiance.

Section 10. Insurance

10.1.

Proof of Insurance. Prior to commencing performance under this Agreement, Service Provider
will provide certificates of insurance for the policies listed in this Section 10. During the Term,
Service Provider may replace the policies provided only with the prior consent of GridLiance, which
may not be unreasonably withheld or delayed.

10.1.1.  Worker's Compensation. Worker's Compensation Insurance as required by all
Requirements of Law where Services are to be performed and Employer's
Liability Insurance with a limit of liability of $1,000,000 for each accident. In
the event Service Provider subcontracts the Services to be performed, the
Service Provider shall require the Approved Subcontractor to fulfill the worker's
compensation terms of this Agreement.

10.1.2.  Commercial General Liability. Commercial General Liability Insurance on a
broad form with a $1,000,000 combined single limit for bodily injury and
property damage for each occurrence, including coverage for contractual
liability, broad-form property damage, collapse, explosion and underground
hazards, personal injury and products and completed operations for one (1)
year after acceptance of the Services (or earlier termination thereof), or
insurance providing substantially similar coverage in all areas where all
Services are performed.

10.1.3. Business Auto Liability Insurance. Business Auto Liability Insurance covering
Service Provider's owned, non-owned and hired vehicles with limits of
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10.2.

10.3.

Section 11.

11.1.

10.1.4.

$1,000,000 combined single limit for bodily injury and property damage for
each accident when any auto is used in performing Services.

Excess Liability. Excess Liability Insurance covering Employer’s Liability,
Commercial General Liability, and Business Auto Liability to a limit of
$20,000,000 combined single limit for bodily injury and property damage in all
areas where Services are performed.

Reguirements for Service Provider Insurance Policies. Service Provider shall be responsible

for the payment of all deductible amounts with respect to the insurance required to be maintained
by it under this Agreement (such insurance policies hereinafter referred to as Service Provider
Insurance Policies). All Service Provider Insurance Policies shall:

10.2.1.

10.2.2.

10.2.3.

10.2.4.

10.2.5.

except for Worker's Compensation Insurance, specify GridLiance as an
additional insured where permissible by law, but only to the extent the loss in
question is caused by the negligent act or negligent omission of Service
Provider, and only to the extent necessary to provide GridLiance with coverage
for the indemnity obligations expressly assumed by Service Provider under this
Agreement, it being the express intent and understanding of the parties that
the insurance and indemnity obligations under this Agreement are dependent
upon one another and are not separate and distinct;

to the extent permitted by applicable law, and except to the extent any loss,
claim, damage, etc. is caused by the negligence, recklessness or willful
misconduct of any party indemnified hereunder by Service Provider, waive any
right of subrogation against GridLiance and waive any other right of the
insurers to any offset or counterclaim or any other deduction, whether by
attachments or otherwise, in respect of any GridLiance liability;

provide a severability of interests or cross liability clause;

provide GridLiance written notice in accordance with the relevant policy
provisions of cancellation, termination or material alteration of any such
required policy of insurance; and

be primary and not contributory.

Copies. Upon request, Service Provider shall provide GridLiance with the certificates evidencing

such insurance prior to commencing performance of the Services.

Indemnity

Mutual Indemnity. Subject to the provisions of Section 11.3, each Party (Indemnifying Party)

agrees to defend, indemnify, and hold harmless the other Party and its Related Parties (each an
Indemnified Party), as the case may be, against any and all Damages incurred by an Indemnified

Party resulting from Claims by any Person other than a Party or a Party’s Related Parties arising
out of, related to or resulting from the Indemnifying Party’s actions or failure to act under this

Agreement except to the extent caused by or resulting from the gross negligence or willful
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11.2.

11.3.

misconduct by or of the Indemnified Party or its Related Parties. A Party shall promptly notify the
other Party of its assertion of any Claim against such Party that is potentially indemnifiable by such
Party. The claiming Party shall give the Indemnifying Party an opportunity to defend such a Claim
and shall not settle such Claim without the approval of the Indemnifying Party, which approval shall
not be unreasonably denied. This indemnity shall be in addition to the indemnity set forth in
Section 3.5.

Indemnification Procedure.

11.2.1 With respect to any Claim subject to this Section 11, the Indemnified Party under this
Agreement shall give the Indemnifying Party notice of such claim as soon as practicable but in any
event on or before the thirtieth (30t) day after the Indemnified Party’s actual knowledge of such
Claim. Such notice shall describe the Claim in reasonable detail, and shall indicate the amount
(estimated if necessary) of the Claim that has been, or may be sustained by, the Indemnified Party.
To the extent that the Indemnifying Party will have been actually and materially prejudiced as a
result of the failure to provide such notice, such notice will be a condition precedent to any liability
of the Indemnifying Party under the provisions for indemnification contained in this Agreement.

11.2.2 The Indemnifying Party shall not consent to the entry of any judgment or enter into any
settlement with respect to any Claim to the extent that such judgment or settlement: (a) does not
provide for a full release of the Indemnified Party with respect to such Claim, or (b) provides for
equitable relief against the Indemnified Party, in either case without the prior written consent of the
Indemnified Party (which consent shall not be unreasonably withheld or delayed).

11.2.3 If the Indemnifying Party gives written notice to the Indemnified Party within ten (10)
Business Days after the Indemnified Party has provided notification of a Claim, that the
Indemnifying Party elects to have the Indemnified Party defend, contest, negotiate, or settle any
such Claim, or if the Indemnifying Party fails to acknowledge within ten (10) Business Days that it
shall undertake the defense of such Claim, then the Indemnified Party shall have the right to
defend, contest, negotiate or settle any such claim and Indemnifying Party shall reimburse the
Indemnified Party for all defense costs and losses incurred by the Indemnified Party, provided,
however, that the Indemnified Party shall not consent to the entry of any judgment or enter into any
settlement with respect to any Claim to the extent that such judgment or settlement: (a) does not
provide for a full release of the Indemnifying Party with respect to such Claim, or (b) provides for
equitable relief against the Indemnifying Party, in either case without the prior written consent of
the Indemnifying Party (which consent will not be unreasonably withheld or delayed), it being
understood that failure by the Indemnifying Party to object to any such settlement or compromise
within ten (10) Business Days after written notice thereof by the Indemnified Party shall be deemed
rejection of the settlement or compromise. Each Party’s indemnification obligation will survive
expiration, cancellation or early termination of this Agreement.

Limitation of Liability. With respect to claims between the Parties under this Agreement, the
measure of damages at law or in equity in any action or proceeding will be limited to direct, actual
damages only; such direct, actual damages will be the sole and exclusive remedy and all other
remedies or damages at law or in equity are waived. Neither Party will be liable in statute,
contract, tort (including negligence), strict liability, warranty, any other legal theory or otherwise to
the other Party, its Related Parties and/or assigns for any special, incidental, indirect, punitive,
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exemplary or consequential loss or damage whatsoever, without regard to the cause or causes
related thereto. The Parties expressly acknowledge and agree that this limitation on liability set
forth in this Section will not apply to any claims for indemnification under Sections 3.5 and 11 of
this Agreement. The limitation on liability set forth in this Section does not apply to claims of one
Party under this Agreement against the other Party in connection with that Party’s or its Related
Parties’ gross negligence or willful misconduct. This Section survives the expiration or earlier
termination of this Agreement.

Section 12. Confidentiality

12.1.

12.2.

12.3.

Confidential Information. While performing their obligations under this Agreement, each Party
may receive or otherwise be exposed to the other Party’s confidential and proprietary information,
including but not limited to: (a) engineering, operating and technical data, drawings, designs, plans,
discoveries, ideas, concepts, know-how, techniques, strategies, specifications, schedules,
computer programs and applications; (b) business plans and methods, customer information,
material catalogs, vendor lists and inventory files; (c) employee data which data may include
personally identifiable information (PIl) and/or personal health information (PHI); (d) all other non-
public data specific to each Party, its members and third parties to whom such Party owes a duty of
confidentiality including any information that is marked or identified as confidential and information
which under the circumstances surrounding disclosure a reasonable person would conclude should
be treated as confidential; and (e) information that is considered to be "Critical Energy
Infrastructure Information", or “CEIl”, as defined in FERC rules and policies, specifically 18 C.F.R. 8
388.113 or information that is considered to be associated with Critical Cyber Assets (‘CCA”) as
contemplated by NERC rules and policies and applicable reliability standards (collectively, the
Confidential Information).

Exceptions to Confidential Information. Notwithstanding the foregoing, Confidential Information
does NOT include information which: (a) is approved for release by written authorization of a Party,
but only to the extent of and subject to such conditions as may be imposed in such written
authorization; (b) is disclosed in response to a valid order of a court or other governmental or
regulatory body of the United States, any state or any political subdivisions thereof, but only to the
extent of and for the purposes of such order, provided that the Party from whom disclosure is
ordered must first notify the Party that is the owner of the Confidential Information of the order and
permit such Party to seek an appropriate protective order; (c) is publicly available or becomes
publicly available through no action or fault of the receiving party, (d) was already in the receiving
party’s possession or known to the receiving party prior to being disclosed or provided to the
receiving party by or on behalf of the disclosing party, provided that, to the best of the receiving
party’s knowledge, the source of such information or material was not bound by a contractual,
legal, or fiduciary obligation of confidentiality with respect thereto.

Restrictions on Disclosure and Use. Each Party hereby covenants and agrees as follows:

12.3.1. Identification and Non-Disclosure. Each Party shall use its commercially
reasonable efforts to clearly identify Confidential Information as such;
provided, however, that that a Party’s failure to do so will in no way affect the
status of the Confidential Information or the other Party’s obligations with
respect to the Confidential Information under this Agreement to the extent such
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12.3.2.

12.3.3.

12.3.4.

other Party knows or has reason to believe that information is nevertheless
Confidential Information. Each Party shall: (a) use the other Party’'s
Confidential Information solely as needed to perform its obligations under this
Agreement; (b) use the highest standard of care in safeguarding and
maintaining the confidentiality of the Confidential Information that the Party
uses in safeguarding and maintaining its own Confidential Information but in
any case at least reasonable care; (c) not disclose the Confidential Information
except with the other Party’s prior written consent or as otherwise specifically
permitted in this Agreement; (d) comply with all applicable FERC rules and
policies regarding CEIl with respect to any CEIl that may be contained in the
Confidential Information and all applicable NERC rules and policies and
applicable reliability standards regarding CCA with respect to any CCA that
may be contained in the Confidential Information; and (e) encrypt any
Confidential Information that a Party receives from the other Party and
subsequently stores or transmits in electronic form.

Ownership; No License. No right, title, or interest in or to any of the
Confidential Information is transferred to the receiving party by this Agreement
or by the delivery of Confidential Information to the receiving party hereunder.
The disclosing party grants no license, by implication or otherwise, under or of
any patent, copyright, trademark, trade secret, or other intellectual property
right by disclosing Confidential Information under this Agreement.

Party Representative. A Party may disclose Confidential Information to
Representatives who need, in the Party’s reasonable business judgment, to
know the Confidential Information to be able to perform the Party’s obligations
under this Agreement and who have been informed of the confidential nature
of the Confidential Information and of the provisions of this Agreement and
who have been directed by the Party to treat such Confidential Information in
accordance with all the terms and conditions set forth in this Agreement. Each
Party is responsible for its Representatives’ compliance with this Agreement
and for any damages suffered by the other Party as a result of its
Representatives’ breach of this Agreement, and each Party shall promptly
advise the other Party in writing if it becomes aware of any misappropriation or
misuse of the Confidential Information by its Representatives or by any other

party.

Return or Destruction of Confidential Information. Upon termination of this
Agreement for any reason or whenever requested by a Party, the other Party
shall immediately cease using and shall return to the requesting Party all
whole and partial copies and derivatives of the Confidential Information or
destroy electronic files. To the extent any automatic backup files are retained,
such files shall remain subject to the Confidential Information requirements of
this Section 12, including after the termination of this Agreement. The Parties’
duty and obligation to safeguard and maintain the confidentiality of the
Confidential Information will continue for a period of three (3) years from the
expiration or earlier termination of this Agreement; provided, however, that the
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Parties shall maintain the confidentiality with respect to any Confidential
Information that is considered "CEIl" or associated with "CCA" for such time
periods as may be set forth in the laws and regulations applicable to the same.

12.3.5. Equitable Remedies. The Parties hereby agree that any failure to perform
any obligation or duty that it has agreed to perform under this Section 12 may
cause irreparable harm, which harm cannot be adequately compensated for by
money damages. Accordingly, in the event of any actual or threatened breach
or default by a Party hereunder, the non-breaching Party, without any bond or
other security being required and in addition to whatever other remedies are or
might be available at law or in equity, shall have the right to either seek to
compel specific performance by, or seek to obtain injunctive relief against, the
breaching Party.

Section 13. Independent Contractor

Service Provider shall be an independent contractor with respect to the Services to be performed
hereunder and neither Service Provider nor its Related Parties, nor the employees or agents of its Related
Parties, shall be deemed to be the servants, employees, or agents of GridLiance. Service Provider shall be
responsible for payment of actual wages and salaries of all employees and other of its personnel providing
Services, including compensation, payroll taxes, benefits, insurance and other terms and conditions of
employment or engagement; it being understood that all employees employed by Service Provider shall be
employees of Service Provider and not of GridLiance, and GridLiance shall have no liability relating to such
employees, except as may otherwise be prescribed by law. Moreover, this Agreement does not create a
right in either Party to assume, create or incur any third party liability or obligation of any kind, express or
implied, against or in the name of or on behalf of the other party except as expressly set forth in this
Agreement.

Section 14. Force Majeure

14.1. Defined. An event of Force Majeure means any event which is not within the reasonable control of
the Party affected and which with the exercise of due diligence could not reasonably be prevented,
avoided or removed by such Party, which causes the Party claiming that an event of Force Majeure
occurred to be delayed, in whole or in part, or unable, using commercially reasonable efforts, to
partially or wholly perform its obligations under this Agreement (other than any obligation for the
payment of money) or that damages (or is reasonably expected to damage) equipment, including
any: act of God, labor disturbance, act of the public enemy, war, terrorist act, insurrection, civil
disturbance, sabotage, riot, fire, storm or flood, explosion, breakage or accident to machinery or
equipment, order, regulation or restriction imposed by a Governmental Authority, the CAISO or
lawfully established civilian authorities, or any other cause beyond a Party’s control. The burden of
proof as to whether an event of Force Majeure has occurred, its duration and whether such event
excuses a Party from performance under this Agreement shall be upon the Party claiming such
event of Force Majeure.

14.2.  Effect of Force Majeure. Neither Party shall be considered in default as to any obligation under
this Agreement (other than any obligation for the payment of money) if and to the extent prevented
from fulfilling its obligation due to an event of Force Majeure. A Party whose performance under
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14.3.

14.4.

this Agreement is hindered by an event of Force Majeure shall make all commercially reasonable
efforts to cure the Force Majeure event and to perform its obligations under this Agreement as
soon as reasonably practical. The non-claiming Party shall not be required to perform or resume
performance of its obligations to the claiming Party corresponding to the obligations of the claiming
Party excused by Force Majeure until the Force Majeure event has been abated such that it can
resume performance of its obligations under this Agreement.

Notification. If there is a Force Majeure event affecting a Party’s ability to perform its obligation
under this Agreement, the Party shall forthwith (and in any event no later than five (5) Business
Days after it first becomes aware that an occurrence constitutes a Force Majeure event) notify the
other Party in writing of the reasons why it believes the occurrence constitutes a Force Majeure
event, identifying the nature of the event, its expected duration, and the particulars of the
obligations affected by the event, and furnish to the other Party verbal reports with respect to the
Force Majeure event at such intervals as the other Party may reasonably request during the
continuance of the Force Majeure event.

Removal. If there is a Force Majeure event affecting a Party’s ability to perform its obligations
under this Agreement, the Party shall be prompt and diligent in removing, if practicable, the cause
of such inability to perform, but nothing in this Agreement shall be construed as permitting a Party
to continue to fail to perform after said cause has been removed. Notwithstanding the foregoing, a
Party shall not be obligated to agree to any settlement of a strike or labor dispute that, in that
Party’s sole opinion, may be inadvisable or detrimental.

Section 15. Assignment

15.1.

15.2.

15.3.

General. This Agreement shall be binding upon the respective Parties and their successors and
permitted assigns.

Assignments by GridLiance. GridLiance shall not assign its rights under this Agreement to
another party except with the prior written consent of Service Provider, which consent shall not be
unreasonably withheld, conditioned, or delayed; provided, however, that GridLiance shall be
permitted to assign any of its rights under this Agreement without any consent (a) to any of its
Affiliates, and/or to any entity or entities in connection with a merger, consolidation, reorganization
or other change in control or in the organizational structure of the assigning Party, (b) in
connection with a sale of substantially all of GridLiance’s Transmission Facilities, or (c) to transfer,
sell, pledge, encumber or assign this Agreement and the accounts, revenues or proceeds hereof in
connection with any financing of or for GridLiance or other financial arrangements involving
GridLiance (including to any trustee or other agent on behalf of one or more entities providing
financing to or for, or involving, GridLiance).

Assignments by Service Provider. Service Provider shall not assign its rights under this
Agreement to another party except with the prior written consent of GridLiance, which consent shall
not be unreasonably withheld, conditioned, or delayed; provided, however, that Service Provider
shall be permitted to assign any of its rights under this Agreement without any consent (a) to any of
its Affiliates or to a purchaser of all or substantially all of Service Provider’s assets, which
purchaser or Affiliate must agree to be bound by all the terms of this Agreement, or (b) to transfer,
sell, pledge, encumber or assign this Agreement and the accounts, revenues or proceeds hereof in
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15.4.

connection with any financing of or for Service Provider or other financial arrangements involving
Service Provider (including to any trustee or other agent on behalf of one or more entities providing
financing to or for, or involving, Service Provider).

No Circumvention. Notwithstanding the provisions of Sections 15.2 and 15.3, no upstream
changes in control nor assignment to an Affiliate shall be effective to circumvent a Party’s rights
under this Section 15 and no assignment otherwise permitted hereunder shall be made to any
Person that does not have (i) financial capability and operational expertise equal or greater than
the assigning Party and (ii) all rights and interests necessary to perform the assigning Party’'s
obligations hereunder.

Section 16. Miscellaneous

16.1.

16.2.

16.3.

16.4.

16.5.

Governing Law. This Agreement shall be governed by, construed, and enforced in accordance
with the laws of the State of Nevada, without regard to conflicts of law principles.

Notices. All notices and other communications required or permitted to be given hereunder shall
be in writing and shall be (i) delivered by hand, (ii) delivered by a nationally recognized commercial
overnight delivery service, (iii) mailed postage prepaid by certified mail or Express Mail® in any
such case directed or addressed to the respective addresses set forth below; or (iv) transmitted by
facsimile or electronic mail to the facsimile number or e-mail address, respectively, set on Exhibit
D, with receipt confirmed. Such notices shall be effective: (a) in the case of hand deliveries, when
received; (b) in the case of an overnight delivery service, on receipt or documented refusal thereof,
with delivery charges prepaid; (c) in the case of certified mail, upon receipt as indicated by the
written signature card indicating acceptance by addressee (or upon documented refusal thereof, or
failure to return a regular mail copy thereof within ten (10) Business Days); and (d) in the case of
facsimile or e-mail notices, the Business Day on the date on which electronic indication of receipt is
received. Any Party may change its address and facsimile number by written notice to the other
Party given in accordance with this Section, following the effectiveness of which notice such Party’'s
address or facsimile number shall be updated accordingly.

Entire Agreement. This Agreement, including all Exhibits, represents the entire agreement
between the Parties with respect to the subject matter hereof and terminates and supersedes all
prior oral and written proposals and communications pertaining hereto. There are no
representations, conditions, warranties or agreements, express or implied, statutory or otherwise,
with respect to or collateral to this Agreement other than contained in this Agreement or expressly
incorporated herein.

No Third Party Beneficiaries. No provision of this Agreement shall in any way inure to the benefit
of any third Person (including the public at large) so as to constitute any such Person as a third
party beneficiary of this Agreement or of any one or more of the terms hereof, or otherwise give
rise to any cause of action in any Person not a Party, Indemnified Party, successor or permitted
assignee.

Restoration. If any Governmental Authority, including any court of competent jurisdiction, holds
that any provision of this Agreement is invalid, or if, as a result of any Requirements of Law, or a
change in any Requirements of Law, any provision of this Agreement is rendered invalid or results

26



16.6.

in the impossibility of performance thereof, the Parties shall attempt to renegotiate new provisions
to restore this Agreement as nearly as possible to its original intent and effect.

Interpretation. In this Agreement, and in any Exhibits hereto, unless a clear contrary intention

appears:
16.6.1.

16.6.2.

16.6.3.

16.6.4.

16.6.5.

16.6.6.

16.6.7.

16.6.8.

16.6.9.

16.6.10.

16.6.11.

the singular includes the plural and vice versa;

reference to any Person includes such Person’s successors and assigns but,
in the case of a Party, only if such successors and assigns are permitted by
this Agreement, and reference to a Person in a particular capacity excludes
such Person in any other capacity;

reference to any gender includes each other gender;

reference to any agreement (including this Agreement and the Related
Agreements), document, instrument or tariff means such agreement,
document, instrument or tariff as amended or modified and in effect from time
to time in accordance with the terms thereof and, to the extent applicable, the
terms hereof;

reference to any Article, Section, or Exhibit means such Article, Section,
Exhibit or Exhibit to this Agreement, and references in any Article, Section,
Exhibit or definition to any clause means such clause of such Article, Section,
Exhibit or definition;

the captions and article and section headings in this Agreement are inserted
for convenience of reference only and are not intended to have significance for
the interpretation of or construction of the provisions of this Agreement;

where technical terms are used in the Agreement, or attachments thereto,
save and except as defined herein or therein, such technical terms shall have
the same meaning and effect as may be ascribed in the electrical transmission
industry;

hereunder, hereof, hereto, herein and words of similar import are references to
this Agreement as a whole and not to any particular Section or other provision
hereof;

including (and with correlative meaning include) means including without
limiting the generality of any description preceding such term;

relative to the determination of any period of time, from means from and
including, to means to but excluding and through means through and including;

any means any and all;
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16.7.

16.8.

16.9.

16.10.

16.11.

16.6.12. reference to any law means such law as amended, modified, codified or
reenacted, in whole or in part, and in effect from time to time, including rules
and regulations promulgated thereunder; and

16.6.13. whenever this Agreement refers to a number of days, such number shall refer
to calendar days unless Business Days are specified.

Construction. This Agreement was negotiated by the Parties with the benefit of legal
representation and any rule of construction or interpretation otherwise requiring this Agreement to
be construed or interpreted against any Party shall not apply to any construction or interpretation
hereof.

Modifications. Unless otherwise specifically provided herein, this Agreement, including all
Exhibits, may be altered, modified, varied or waived, in whole or in part, only by a written
modification executed by the duly authorized representatives of both Parties.

No Waivers. Any waiver at any time by a Party of its rights with respect to a default under this
Agreement or with respect to any other matter arising in connection with this Agreement, shall not
be deemed a waiver with respect to any subsequent default or subsequent matter of a similar
nature arising in connection therewith.

Counterparts. This Agreement may be executed in any number of counterparts by the Parties,
each of which when so executed will be an original, but all of which together will constitute one and
the same instrument. To facilitate execution of this Agreement, the Parties may execute and
exchange facsimile or other electronic form counterparts of the signature pages to this Agreement.

Dispute Resolution. All claims or disputes between the Parties to this Agreement arising out of or
relating to this Agreement or the breach thereof shall be first attempt to be resolved by appointed
company representatives. If the appointed company representatives cannot resolve the dispute,
then company designated senior officers shall meet to resolve the dispute. The appointed
company representatives and the company designated senior officers must have authority to bind
their respective companies. Any agreed-upon resolution of the matter shall be documented in
writing, signed by both Parties, and shall become a binding agreement for the resolution of the
matter. If the Parties are unable to resolve the dispute in this manner, then the Parties agree to try
in good faith to settle the dispute by mediation administered by the American Arbitration
Association under its Commercial Mediation Rules or other mutually agreed upon mediator, before
resorting to litigation.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the Parties have made and executed Transmission Operator, Operation
and Maintenance Agreement the day and year first above written intending the same to be binding upon
the Parties, their successors and assigns. This Agreement will be executed in two counterparts, each
constituting an original but altogether one and the same instrument and Agreement.

GridLiance

GridLiance West Transco LLC

Edward M. Rahill
President and Chief Executive Officer

Service Provider

Valley Electric Association, Inc.

Thomas Husted
Chief Executive Officer



EXHIBIT A

GRIDLIANCE ASSETS

Element Name Transmission Facility Description NERC BES Voltage
or No. Element Level(s) (kV)
“YES” Or “NO”
Pahrump-Mead 230 Single pole steel structures with davit arms, 795 “Drake” YES 230
kV Transmission ACRS conductor with 3/8" OHGW, 85.5 miles
Line
Pahrump Substation | Ring bus with (4) breakers, (2) 230/138 kV 60/80/100 MVA YES 230
230 kV transformers (#3 and #4), (2) line terminations from Mead
Substation (WAPA) and Innovation Substation.
Pahrump-Innovation | Single pole steel structures, a portion has VEA 138 kV and YES 230
230 kV 24.9 kV facilities installed, a portion has vacant transmission
Transmission Line positions, 954 “Rail” ACRS conductor with OPGW, 36.7
miles
Innovation Ring bus with (3) breakers, (1) 230/138 kV 75/100/125 MVA YES 230
Substation 230 kV transformer (#1), (2) line terminations from Pahrump
Substation and Desert View Switch Station.
Innovation-Desert Single pole steel structures, vacant 230 kV position, 954 YES 230
View 230 kV “Rail” ACRS conductor with OPGW, 38.4 miles.
Transmission Line
Desert View Switch Bus with (2) breakers in series, (2) line terminations from YES 230
Station 230 kV Innovation Substation and Northwest Substation (NVE) used
for metering.
Desert View- Single pole steel structures, vacation positions for future 230 YES 230
Northwest 230 kV kV and 138 kV, 954 “Rail” double bundle ACRS conductor
Transmission Line with (2) OPGW, 4.35 miles.
Mead Substation Single meter installed for CAISO balancing area boundary YES 230

230 kV — Meter

and settlements.




Exhibit A — Version Control

Version Number

Nature of Revision Author of Revision

Date of Revision




10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.

22.

EXHIBITB

APPROVED SUBCONTRACTORS and SERVICES

ABB, Inc. (station power PTs, breakers, transformers)

AmeriGas (gas for Desert View generator)

Asplundh Tree Expert Co. (vegetation management)

Basin Tree Service & Pest Control, Inc. d/b/a United Right-of-Way (weed abatement)
Biological & Environmental Consulting LLC (biological monitoring)
Cummins Rocky Mountain, LLC (generator maintenance, inspections, and testing)
Diamondback Land Surveying, LLC (surveying)

Doble Engineering Company (equipment testing)

Electro-Test and Maintenance, Inc. (testing and maintenance)

Energy Erectors, Inc. (construction)

Hampton Tedder Technical Services, Inc. (testing)

HDR Engineering, Inc. (relay testing, biological monitoring, engineering)
Jordan Transformer, LLC (transformer work)

Laskowski Construction, LLC (ROW, building maintenance, etc.)
OMICRON Electronics Corp. (equipment testing)

PAR Electrical Contractors, Inc. (construction and maintenance)
Reinhausen Manufacturing Inc. (tap changer maintenance)

R.O. Anderson Engineering, Inc. (engineering)

Ron Murphy Construction Co., Inc. (ROW maintenance)

SD Myers, Inc. (oil testing)

Shoshone Propane

Siemens Energy Inc.



23.
24,
25.
26.
27.
28.
29.
30.

1)
2)
3)

Southern Nevada Environmental, Inc. (SNEI) (biological monitoring)
Southwest Electritech Services LLC

SOS INTL, LLC (compliance services)

SPX Transformer Solutions, Inc.

Sturgeon Electric Company, Inc.

SWCA, Incorporated (environmental and biological consulting)
Wallace Morris Kline Surveying, LLC (surveying)

Waukesha Components (frmly High Voltage Supply) (tap changer parts)

SERVICES NOT REQUIRING PRIOR GRIDLIANCE APPROVAL FOR SUBCONTRACTING

Training,
Software Development, and

SCADA and EMS Services.



EXHIBIT C-1

GRIDLIANCE INVOICING REQUIREMENTS

All'invoices for Services performed under this Agreement must be submitted to:
Payables@gridliance.com

Or:

GridLiance West Transco LLC

Attn: Accounts Payable

2 N. LaSalle Street, Suite 420

Chicago, IL 60602

All Invoices presented for payment must include an invoice number or specific identifier, Invoice Date,
total amount of invoice including freight and taxes, if applicable and the appropriate general ledger (GL)
account number or work order number noted for each invoice line item. All invoices must include
charges assigned to an account in accordance with the Federal Energy Regulatory Commission Uniform
System of Accounts.

In addition, invoices shall include the following items:
« Purchase Order Number
 Purchase Order Item Number
« Change Order Number
 Change Order Item Number
 Project or Asset Name
« Job site or location
«  Description of work
« Remit address or
«  Banking information for Electronic Funds Transfers

GridLiance Accrual Requirements:

Dollar amount of additional work (by general ledger account number in Exhibit C-2 or by work order
number) completed but not yet invoiced, must be submitted via email to payables@gridliance.com or via
facsimile to 312-283-5199 on a quarterly basis, within fifteen (15) days of the end of each calendar quarter.



EXHIBIT C-2

LIST OF FERC UNIFORM SYSTEMS OF ACCOUNT BY DESCRIPTION

Operation

560
561.1
561.2
561.3
561.4
561.5
561.6
561.7
561.8
562
562.1
563
564
565
566
567
567.1

Operation supervision and engineering.

Load dispatch—Reliability.

Load dispatch—Monitor and operate transmission system.
Load dispatch—Transmission service and scheduling.
Scheduling, system control and dispatch services.
Reliability planning and standards development.
Transmission service studies.

Generation interconnection studies.

Reliability planning and standards development services.
Station expenses (Major only).

Operation of Energy Storage Equipment

Overhead line expense (Major only).

Underground line expenses (Major only).

Transmission of electricity by others (Major only).
Miscellaneous transmission expenses (Major only).
Rents.

Operation supplies and expenses (Non-major only).

Maintenance

568
569
569.1
569.2
569.3
569.4
570
570.1
571
572
573
574

Maintenance supervision and engineering (Major only).
Maintenance of structures (Major only).

Maintenance of computer hardware.

Maintenance of computer software.

Maintenance of communication equipment.

Maintenance of miscellaneous regional transmission plant.
Maintenance of station equipment (Major only).
Maintenance of Energy Storage Equipment

Maintenance of overhead lines (Major only).

Maintenance of underground lines (Major only).
Maintenance of miscellaneous transmission plant (Major only).
Maintenance of transmission plant (Non-major only).



For Service Provider:

For GridLiance:

EXHIBIT D

PERSONS DESIGNATED FOR CONTRACTUAL NOTICES

Valley Electric Association, Inc.
ATTN: Kristin Mettke

800 E. Highway 372

Pahrump, NV 89041

(O) 775-727-2164: (F) 775-727-6320
kristinm@vea.coop

With a copy to:

Davison Van Cleve PC

ATTN: Brad Van Cleve

333 SW Taylor St., Ste. 400
Portland, Oregon 97204

(0) 503-241-7242; (F) 503-241-8160
bvc@dvclaw.com

Edward M. Rabhill

President and Chief Executive Officer
GridLiance West Transco LLC

Two North LaSalle, Suite 420
Chicago, IL 60602

(0) 213-283-5200

(F) 213-283-5199
erhaill@gridliance.com

With a copy to:

N. Beth Emery

Senior Vice President, General Counsel & Secretary
GridLiance West Transco LLC

Two North LaSalle, Suite 420

Chicago, IL 60602

(0) 213-283-5222

(F) 213-283-5199

bemery@gridliance.com



EXHIBITE

INITIAL ANNUAL BUDGET




EXHIBIT F

INITIAL ANNUAL OPERATING PLAN




Appendix J

ATTESTATION



UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

GridLiance West Transco LLC ) Docket No. ER17-____-000

ATTESTATION PURSUANT TO 18 C.F.R. § 35.13(d)(6)

I, Timothy S. Salvesen, Vice President, Accounting, and Controller of GridLiance West Transco
LLC attest that to the best of my knowledge, information and belief, the cost of service
statements and supporting data submitted with this filing are true, accurate, and current
representations of Gridliance West LLC's books, budgets, and other corporate documents.

Timothy S. Salvesen
Vice President, Accounting, and Controller

'
Subscribed and sworn to before me, the undersigned notary public, this 2! day of December,

2016. _

R N N

OFFICIAL SEAL %,
NINA PATEL Notgry Public
q Notary Public - State of lllinois J ,
¢ My Commission Expires Feb 4, 2018My Bommission expires: Z)H4)18

LEGAL_US_E # 124396974.1
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