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L Background and Summary

On June 3, 2023, President Joe Biden signed the Fiscal Responsibility Act into law.! That
law required the North American Electric Reliability Corporation (NERC), as the nation’s
Electric Reliability Organization, to “conduct a study of total transfer capability as defined in
section 37.6(b)(1)(v1) of title 18, Code of Federal Regulations, between transmission planning
regions.”” On Nov. 19, 2024, NERC submitted to the Federal Energy Regulatory Commission
(FERC, or the Commission) the required Interregional Transfer Capability Study (Study). On
Nov. 25, 2024, FERC issued a Notice of Request for Comments on the Study.

The result of NERC’s Study is clear: Our country’s current electricity system is
inadequate to reliably meet customer demand going forward. NERC’s efforts underscore this
insufficiency on a reliability basis.® However, what remains to be seen are the opportunities to
cost-effectively expand our interregional transmission capabilities. Said differently, Congress did
not ask NERC, and NERC did not study, whether building or using interregional transmission
could lower retail electric bills or meet demand in a more cost-effective manner.

NERC'’s Study did confirm the validity of Congress’s interest and concerns and should
prove helpful as lawmakers and regulators seek to address legal and regulatory barriers to
regional and interregional transmission development. The study also buttresses the sagacity of
Congress’s preference to not initially mandate uniform interregional transfer capabilities.* As the
report notes, a uniform approach to regional transfer capabilities would be “inefficient and
ineffective.”®

II. Benefits of the Study

The Study’s ability to provide the public with the bimodal state (winter and summer) of
transfer capabilities in the near future helps underscore the work that has been done to date and
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the relative inadequacy of capabilities in certain parts of the country, or in certain seasons. NERC
was fairly clear that its “recommendations should be considered as a starting point, prioritizing
those areas where the study suggests significant reliability improvements.”® This level-setting is
helpful in identifying the current state of the bulk power system and should serve to best inform
solutions to actual, rather than perceived, shortcomings of our national grid. Although it provides
a great starting point to discern the work that awaits the industry, the Study does not provide the
complete picture needed to support a massive buildout of transmission infrastructure across the
nation. Initially, as NERC makes clear, its “prudent additions” are technical in nature, and not
based on economic justifications.’

Thankfully, the study identified dynamic line ratings (DLRs) as a practical and available tool
to increase transfer capability.® Many commenters, including the R Street Institute, have
conveyed to the Commission in other proceedings how cost-beneficial grid-enhancing
technologies, including DLRs, can be in meeting customer demand.® Regretfully, “DLRs have
been, and will continue to be chronically underutilized because of [transmission providers’]
perverse incentives under cost-of-service regulation.”*? The Commission must do more to
remedy this perverse incentive, and R Street requests that the Commission move efficiently on
issuing a notice of proposed rulemaking on the subject, based on the record created in Docket
No. RM24-6-000. As fixed transmission ratings were used for the Study, the robust
implementation of DLRs should have a direct effect, even if only marginally in certain instances,
on transfer capabilities.?

HI.  Critiques

The Study noted that future work on transfer capabilities could include “exploring alternative
resource mixes” or that “[fluture studies can offer more nuanced insights into how to optimally
balance local generation with transfer capability.”*> NERC’s pleading stated that “[m]ore transfer
capability and a carefully planned resource mix are desirable to address [...] identified
challenges.”*3 Respectfully, it is beyond the purpose of this Study and beyond current
congressional authority for anyone at the federal level to determine a national or interregional
“carefully planned resource mix,” nor is a “carefully planned resource mix” likely to be
efficient.'* Given inherent information asymmetries; shortcomings of current planning and
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regulatory processes; incumbent interests; and the knowledge problem, regardless of how
“carefully planned” a resource mix is, it is guaranteed to not be optimal.'® Herein lies the benefit
of wholesale competition; to the degree a resource mix is not optimal, competitive providers on
the supply and demand side are either motivated to act to efficiently address needs, or are the
ones that take losses on misallocated capital. “Planned” systems where the costs and risk are
shouldered exclusively by customers through cost-of-service regulation are anything but
“desirable.” Attempting to finely tune transmission planning to accommodate a predetermined
“optimal” resource mix effectively hard-codes that those resources will be built, but because
future customer demands and changes in technology are impossible to project with any certainty,
that predetermined resource mix will prove to be anything but “optimal.”

It is important to note that NERC’s study breaks some Order 1000 regions down into
subregions, considering transfers across them to be “interregional.” However, current “regional”
processes exist today to address inadequacies between some planning regions used by the NERC
study. For instance, PJM and MISO both have robust Order 1000 regional planning processes
and were broken up into three and four regions, respectively, for the purposes of this Study. The
success of transmission planning within these Order 1000 regions is demonstrated in NERC’s
Study, especially relative to the paucity of transfer capability in the Southeastern Regional
Transmission Planning (SERTP) region. With the exception of MISO South, regions within
MISO and PJM have significant transfer capability in the winter or summer analyses.'® MISO
South is, of course, a notable letdown when it comes to Order 1000 implementation.!’ Similarly,
given its failure to meaningfully implement Order 1000 and “provide any real regional
transmission planning solutions” over the past decade, it is unsurprising to see such low import
capabilities across the SERTP region.!® It is therefore past time that the Commission recommit to
the principles and requirements of Order 1000 and ensure that utilities faithfully adhere to their
obligations under current rules.

IV.  Issues the Study Did Not Address

As previously noted, NERC’s Study did not conduct economic assessments of
transmission, indicating that “economic analysis, cost-benefit evaluation, or financial modeling
were not factors in determining prudent recommendations. The focus was strictly on improving
energy adequacy.”*® A core principle of regional planning—maximizing the net benefits of
economic and reliability criteria jointly—is equally applicable to interregional planning.?°
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Economics and reliability work hand in glove in this arena. Regardless, other studies exist that
evince the profound negative economic impact to customers within RTOs caused by inadequate
or insufficient intraregional (or for purposes of this Study, interregional) transmission transfer
capability. For instance, inadequate transmission infrastructure within RTOs in the Midwest,
namely MISO and SPP, drives inefficiencies to the tune of billions of dollars each year.?* These
regions have mature Order 1000 processes and a track record of successful intra- and
interregional transmission planning, likely understating the cost impacts of inefficiencies in other
parts of the country, and, in particular, non-RTO areas.?” Incumbent interests and disparate state
processes drive many of these largely unnecessary costs.

Insufficiencies of state- and regional-planning processes are clearly shown in the Study’s
findings. In many states that require integrated resource planning, utilities fail to holistically
integrate transmission and resource planning within their own footprint, let alone on a state- or
region-wide basis as the Study suggests.?® The inability or unwillingness of utilities and state
public utility commissions (PUCs) to consider the possibility of cost-effectively meeting energy
adequacy in conjunction with other utilities or states leads to inefficiencies and, as the Study
notes, could unreasonably subject their consumers to reliability risks. Although the current bulk
power system may show sub-regional energy adequacy, regional and interregional transmission
provides a likely candidate for cost-effectively meeting forecasted customer demand. In addition
to congressional action to address some shortcomings in the regional and interregional
transmission world, states should consider amending current—or creating new—state-level
processes to ensure customers’ needs are met in an efficient and effective manner. If nothing else,
PUCs with utilities that conduct their own resource adequacy planning should take heed of
NERC’s suggestion to participate in wide-area planning and also actively participate in Order
1000 and Order 1920 regional processes to ensure that their customers are not unduly penalized
by self-interested utilities’ preferences.?*

R Street does appreciate NERC’s mention, if only in passing, of some of the barriers that
exist today in planning and building transmission that would ultimately improve transfer
capability in the future, including siting and permitting and cost allocation. As R Street has noted
before, “[c]onsistent upfront benefit methodology would reduce key discrepancies between
RTOs willing to explore interregional collaboration.”?® State interests pose a barrier for siting
and permitting and for cost allocation. Encouraging state participation in a collaborative,
interregional planning process, such as a convening run by the Department of Energy, could
cultivate the buy-in needed to encourage agreement on cost allocation and state siting
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approvals—the latter of which are seldom coordinated, create clear barriers to entry for
transmission, and have become increasingly challenging.?

As it relates to truly interregional transmission (between markets), R Street still believes
that the Commission should take efforts to investigate removing barriers to merchant high
voltage direct current (MHVDC) development.?” Although MHVDC developers face barriers to
intra- and interregional development, they have largely led on interregional transmission
activities.?® But depending exclusively on this merchant model to build interregional
transmission runs the risk that development will ultimately be inefficient because many benefits
cannot be captured by the developer.?® Regardless, MHVDC has advantages over cost-of-service
regulated facilities, where questions of cost allocation and rate recovery (including transmission
incentives) are not at play, given the voluntary nature of subscriptions and the market revenues
available in arbitraging prices between regions. However, these facilities have to overcome
numerous significant hurdles, including:

e The lack of eminent domain authority and parochial state and local interests
complicate the development process;*

e Due to its operational characteristics, MHVDC acts similarly to generation, thus
posing a competitive risk to incumbent generators. There exists an opportunity
and motive for incumbent transmission operators that own generation to act in
ways that complicate MHVDC development;3?

e Vertically integrated utilities have a financial incentive to build generation rather
than subscribe to MHVDC capacity because they earn a return on the former but
not the latter;

e Market integration is poor;3? and
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e Regional interties are not optimized, leading to incorrect price signals that are in
conflict with prevailing energy flows.33

V. Suggestions for FERC’s Recommendations to Congress

While the Commission should investigate the barriers to interregional and MHVDC
development—separately or in conjunction—it should also amplify to Congress NERC’s
suggestion to “consider mechanisms to address existing challenges associated with siting/permit
approvals” in order to maintain, and potentially increase, transfer capabilities.>* The Commission
should suggest to Congress that permitting and siting for regional and interregional transmission
should be equalized with local transmission for multistate projects. Equalization of permitting
alongside Commission efforts on the quantification of interregional transmission benefits could
provide states where transmission “passes through” an interest in working toward durable
solutions to projects, as they could have a role that allows them to successfully address their
concerns.®
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