May 22, 2015
VIA ELECTRONIC FILING
The Honorable Kimberly D. Bose
Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.
Washington, D.C. 20426
Re:

Southwest Power Pool, Inc., Docket No. ER15-_____-000
Submission of Revenue Requirement, Formula Rate Template and Formula
Rate Protocols for Heartland Consumers Power District

Dear Secretary Bose:
Pursuant to Section 205 of the Federal Power Act (“FPA”), 16 U.S.C. § 824d, and
Section 35.13 of the Federal Energy Regulatory Commission’s (“Commission”)
Regulations, 18 C.F.R. § 35.13 (2014), Southwest Power Pool, Inc. (“SPP”) hereby
submits revisions to its Open Access Transmission Tariff (“Tariff”)1 to implement a
formula rate, and associated formula rate implementation protocols, to accommodate
the recovery of the annual transmission revenue requirement (“ATRR”) for SPP
member Heartland Consumers Power District (“Heartland”), to be included in the
Upper Missouri Zone (“UMZ”) of SPP, which is the Zone 19 pricing zone under the
Tariff. Heartland is a Transmission Owning Member of SPP and will transfer
functional control of certain of its transmission facilities, described herein, to SPP on
October 1, 2015 for purposes of rate recovery under the Tariff.
Heartland, a political subdivision of the State of South Dakota, is a non-jurisdictional
electric utility, and although Heartland is responsible for its content, SPP submits this

1

Southwest Power Pool, Inc., Open Access Transmission Tariff, Sixth Revised
Volume No. 1.
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filing on Heartland’s behalf. Included in this filing as exhibits are testimony and
supporting work papers provided by Heartland, which provide justification for
acceptance of the inclusion of Heartland’s ATRR, formula rate and formula rate
protocols under the Tariff. The supporting exhibits and demonstration of the justness
and reasonableness of Heartland’s proposed ATRR, formula rate and formula rate
protocols were prepared and provided by Heartland.
SPP requests an effective date of October 1, 2015 for the proposed Tariff revisions.
In support, SPP states the following:
I.

BACKGROUND
A. SPP

SPP is a Commission-approved Regional Transmission Organization (“RTO”).2 SPP
is an Arkansas non-profit corporation with its principal place of business in Little
Rock, Arkansas. SPP has 84 Members, including 14 investor-owned utilities, 11
municipal systems, 14 generation and transmission cooperatives, 8 state agencies, 13
independent power producers, 12 power marketers, 11 independent transmission
companies, and 1 federal agency. As an RTO, SPP administers open access
Transmission Service over approximately 48,930 miles of transmission lines covering
portions of Arkansas, Kansas, Louisiana, Missouri, Nebraska, New Mexico,
Oklahoma, and Texas, across the facilities of SPP’s Transmission Owners, 3 and
administers the Integrated Marketplace, a centralized day ahead and real-time energy
and operating reserve market with locational marginal pricing and market-based
congestion management.4

2

Sw. Power Pool, Inc., 109 FERC ¶ 61,009 (2004), order on reh’g, 110 FERC ¶
61,137 (2005).

3

See Sw. Power Pool, Inc., 89 FERC ¶ 61,084 (1999); Sw. Power Pool, Inc., 86 FERC
¶ 61,090 (1999); Sw. Power Pool, Inc., 82 FERC ¶ 61,267 (1998), order on reh’g, 85
FERC ¶ 61,031 (1998).

4

Sw. Power Pool, Inc., 146 FERC ¶ 61,130 (2014) (order approving the start-up and
operation of the Integrated Marketplace effective March 1, 2014).
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The Tariff specifies a zonal ATRR for each SPP transmission zone. For service to
load located within the SPP region, the transmission rates are based on the sum of the
ATRR for each Transmission Owner within the zone in which the load is located.5
The ATRR for each pricing zone used in the calculation of Network Integration
Transmission Service (“NITS”) and Point-to-Point Service (“PTP”) is set out in
Attachment H of the Tariff. The rates for PTP are set forth in Attachment T of the
Tariff. Each Transmission Owner controls the filing of its rate changes within the
zone. SPP, in turn, as administrator of the Tariff, makes the filings necessary to
incorporate any such rate changes in the Tariff.6

B. Heartland
Heartland is a public corporation and political subdivision of the State of South
Dakota, established under South Dakota’s Consumers Power District Law in 1969.
As a political subdivision of a state, Heartland is not subject to the Commission’s
jurisdiction over public utilities under the FPA.7 Heartland is subject to the exclusive
regulatory authority of its Board of Directors. Heartland provides reliable, low-cost
wholesale power to 29 municipalities in eastern South Dakota, southwest Minnesota
and northwest Iowa; to six South Dakota state agencies; and to one electric
cooperative in South Dakota. Heartland enters into wholesale power sales
agreements with its municipal customers on an all-requirements basis. Heartland has
no retail customers. Heartland’s 2014 peak customer demand was approximately 138
megawatts (“MW”), with annual energy consumption of approximately 900,000
MW-hours.
Heartland’s power supply customers are located within the Western Area Power
Administration-Upper Great Plains Region (“Western-UGP”) and the Midcontinent
Independent System Operator, Inc. (“MISO”) balancing areas. All of Heartland’s
power supply customers located within the Western-UGP balancing area and two

5

See Tariff at Schedules 7-9.

6

See Westar Energy, Inc., 122 FERC ¶ 61,268, at P 105 (2008) (requiring SPP to
include each transmission owner’s rate formula in the Tariff).

7

16 U.S.C. § 824(f).
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customers located in the MISO balancing area are co-supplied by Western-UGP, with
Heartland providing the supplemental capacity and energy above such customers’
Western-UGP hydropower allocations. In addition, Heartland has electric generating
resources located within the SPP and Western-UGP balancing areas. The generating
resource within the SPP balancing area consists of Heartland’s contracted 80 MW
share of the coal-fired Whelan Energy Center Unit 2. The generating resources
within the Western-UGP balancing area include Heartland’s 51 MW share of the
coal-fired Laramie River Station and the 51 MW Wessington Springs Wind Energy
Center.
Heartland joined SPP as a Transmission Using Member in July, 2014 with the intent
to become a Transmission Owning Member of SPP and to transfer functional control
of the transmission facilities that are the subject of this filing, owned or controlled by
Heartland, to SPP for purposes of rate recovery under the Tariff. As described in the
accompanying testimony, such Heartland facilities being transferred to SPP meet the
“Transmission Facilities” definition set forth in Attachment AI of the Tariff, and
comprise several high-voltage electric transmission facilities which Heartland jointly
owns and which are all included in the Integrated System (“IS”), discussed further
below.
As discussed in the testimony of Nate Jones (Exhibit SPP-1), these transmission
facilities include an undivided ownership share of the transmission facilities of the
Missouri Basin Power Project, the Groton Substation and the Irv Simmons Project.
The Missouri Basin Power Project includes about 750 miles of 230 kilovolt (“kV”)
and 345 kV non-radial transmission lines and substations located primarily in eastern
Wyoming and western Nebraska. These facilities are jointly owned with Basin
Electric Power Cooperative (“Basin Electric”), Lincoln Electric System, Missouri
River Energy Services, Tri-State Generation and Transmission Association, and
Wyoming Municipal Power Agency. The Groton Substation is a 345/115 kV
substation located in eastern South Dakota that Heartland jointly owns with Basin
Electric and NorthWestern Energy. The Irv 2 Simmons Project consists of a 115 kV
switching station and 7.5-mile 115 kV transmission line located in central South
Dakota. Heartland jointly owns the Irv Simmons Project with Missouri River Energy
Services and West Central Electric Cooperative.
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Pursuant to its authority and obligations under the Membership Agreement, 8
Heartland has directed SPP to make this filing to effectuate the transfer of functional
control of Heartland’s transmission facilities to SPP, with a requested effective date
of October 1, 2015.

C. The Integrated System
The Integrated System (“IS”) is generally described as the backbone of the bulk
electric transmission system in the Upper Great Plains region of the United States.
The IS includes approximately 9,500 miles of transmission lines rated 115 kV
through 345 kV and stretches across a seven-state region. The system is bounded on
the north by the Canadian border and reaches into Nebraska on the south. From west
to east, the IS spans from eastern Montana and Wyoming into western Minnesota and
Iowa. The IS is unique in that it spans the Eastern and Western Interconnections of
the U.S. electric grid. The IS includes the combined transmission facilities of three
separate entities, namely Western-UGP, Basin Electric and Heartland (collectively,
“IS Parties”). It also includes, through facility credits, facilities owned by
Northwestern Energy in South Dakota and Missouri River Energy Services.
The IS is a jointly-developed system that originally evolved from the need to deliver
Federal hydropower to preference power customers in the region. The system has
been planned, expanded and operated to serve the transmission customers in the
region on an integrated single-system basis under a common open access
transmission tariff (“Western OATT”). The transmission facilities of the IS have
been operated by Western-UGP on behalf of the IS Parties. The Western OATT was
originally accepted for filing by the Commission in Docket No. NJ98-1-000, and
continues in effect today. The collaborative development of the IS has resulted in
transmission facilities that are highly integrated, and in some instances jointly owned,
among the IS Parties and with other transmission owners in the region. Given the
difficulties inherent in operating the SPP Integrated Marketplace across the East-West
Interconnection, the IS Parties are placing only their Eastern Interconnection facilities
within the Integrated Marketplace. However, both the Eastern and Western

8

Southwest Power Pool, Inc., Membership Agreement, First Revised Volume No. 3
(“Membership Agreement”).
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Interconnection facilities in the IS will be transferred to the functional control of SPP.
Western-UGP and SPP intend to enter into a separate contractual arrangement to
address the unique requirements of the Western Interconnection facilities.
D. Prior Related SPP Filings to Modify the Tariff, Bylaws and
Membership Agreement to Accommodate the Integration of
Heartland, and the other IS Parties, into SPP
On September 11, 2014, pursuant to section 205 of the FPA, SPP submitted proposed
revisions to its Tariff, in Docket No. ER14-2850, and to its Bylaws and Membership
Agreement, in Docket No. ER14-2851 (together, the “September 11 Filings”). SPP
proposed such revisions to facilitate the decisions of Western-UGP, Basin Electric
and Heartland to join SPP as Transmission Owning Members, to place their
respective transmission facilities under the functional control of SPP, and to begin
taking transmission service under the Tariff. As noted above, the IS Parties together
jointly own and operate a significant portion of the bulk electric transmission system
in the Upper Great Plains region of the United States.
In the September 11 Filings, SPP requested that the proposed Tariff revisions become
effective October 1, 2015, and that the proposed revisions to the Bylaws and
Membership Agreement become effective November 10, 2014. In its November 10,
2014 Order on SPP’s filings, the Commission conditionally accepted in part, rejected
in part, and accepted and suspended in part for a nominal period, to become effective
as requested, subject to refund SPP’s proposed revisions to the Tariff, Bylaws and
Membership Agreement, and established hearing and settlement judge procedures.9
The instant filing represents the next step in Heartland’s integration into SPP.
Specifically, the purpose of this filing is to obtain the Commission’s acceptance of
proposed revisions to the Tariff to incorporate Heartland’s formula rate, and
associated formula rate implementation protocols, into Attachments H and T of the

9

Sw. Power Pool, Inc., 149 FERC ¶ 61,113 (2014) (“November 10 Order”). In
addition, the November 10 Order consolidated Docket Nos. ER14-2850 and ER142851 for purposes of hearing and settlement judge procedures. Settlement judge
procedures are ongoing in those consolidated dockets.
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Tariff, to accommodate the recovery of Heartland’s ATRR for those transmission
facilities over which Heartland has transferred functional control to SPP.

II.

STANDARD OF REVIEW

As a political subdivision of a state, Heartland is not a “public utility” within the
meaning of section 201 of the FPA 10 and is not subject to the Commission’s
jurisdiction under sections 205 and 20611 of the FPA. However, the Commission
does have jurisdiction under section 205 and 206 of the FPA over transmission
service rates administered by SPP.12 In this respect, the courts have made clear that
when a non-jurisdictional transmission owner voluntarily joins an RTO, the
Commission “can ensure by examining [the non-jurisdictional utility’s revenue
requirement] that the [RTO’s] rates will ultimately be just and reasonable.” 13
Nevertheless, the Commission has declined to establish a formal standard of review
to be applied to all non-jurisdictional revenue requirement cases.14
III.

JUSTIFICATION FOR TARIFF REVISIONS AND DESCRIPTION

Pursuant to the SPP Membership Agreement and Tariff, SPP members possess the
unilateral right to submit (per a FPA Section 205 filing or through SPP) changes to
the SPP member’s rates or rate structures. 15 The Membership Agreement further
provides that “[n]o approval from SPP is required for such filings.”16 Heartland has
requested SPP to implement these Tariff changes and provides testimonial support for
Heartland’s ATRR, formula rate and formula rate protocols. With this filing, SPP is

10

16 U.S.C. §§ 824(e) and (f).

11

16 U.S.C. § 824e.

12

See supra note 3.

13

See Pac. Gas & Elec. Co. v. FERC, 306 F.3d 1112, 1116 (D.C. Cir. 2002).

14

See City of Vernon, Cal., 111 FERC ¶ 61,092 at P 36, reh’g granted in part and
denied in part, 112 FERC ¶ 61,207 (2005), reh’g denied, 115 FERC ¶ 61,297 (2006).

15

Membership Agreement at § 3.10.

16

Id.
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not independently supporting or justifying the Heartland ATRR, formula rate or
protocols. SPP is merely modifying the Tariff to accommodate Heartland’s recovery
of transmission service revenues for its transmission facilities.
This filing includes the direct testimony of (1) Nate Jones, Heartland’s Chief
Operations Officer (identified as Exhibit No. SPP-1), which testimony describes
Heartland and the Integrated System, provides background regarding SPP
membership for Heartland and the other IS owners, and describes the Heartland
transmission assets to be transferred to the functional control of SPP; (2) Micheal
Malone, Heartland’s Chief Financial Officer (identified as Exhibit No. SPP-2), which
testimony sponsors Heartland’s ATRR, its formula rate, the annual update and trueup protocols for the formula rate, and supporting work papers; and (3) James
Pardikes, who is Vice President and head of the Transmission Strategy Practice at
MCR Performance Solutions (identified as Exhibit No. SPP-4), which testimony
provides justification for Heartland’s use of the fixed charge coverage ratio for its
margin requirement and requested margin on total debt service obligations as part of
the Heartland ATRR to be recovered under the Tariff for those transmission facilities
which Heartland is transferring functional control to SPP.
In the September 11 Filing, the Commission accepted revised Tariff modifications to
Attachment H to accommodate Heartland’s recovery of revenues for its transmission
facilities. Specifically, Attachment H, Section I, Table 1 (“Table 1”) specifies
Heartland’s revenue requirement as Line “19c” in the Zone 19, UMZ zonal revenue
requirements. Table 1 directs interested parties to the Rates and Revenue
Requirements (“RRR”) File on SPP’s website which contains the allocations for

[Remainder of page intentionally left blank]
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ATRR consistent with the methodology established in the Tariff.17 Additionally,
SPP requests to revise Attachment T to add a reference to the Heartland formula rate
template to the UMZ rate sheet.18 The Commission has previously approved similar
modifications to the Tariff in order to accommodate zones that include multiple
owners.19 Finally, SPP requests to revise Addendum 2 of Attachment O to include
Heartland as a participant in SPP’s planning region.

[Remainder of page intentionally left blank]

17

See Tariff at R- Definitions (The RRR File is “A file posted on the SPP website as a
reference to : (i) Annual Transmission Revenue Requirements (ATRRs) for Network
Integration Transmission Service, as referenced in Attachment H of this Tariff; (ii)
Base Plan ATRR allocation; (iii) allocation factors for Base Plan funded projects; (iv)
notes on the calculation of Base Plan ATRR amounts on a Region-wide and Zonal
basis; (v) ATRR reallocation for Balanced Portfolio projects; (vi) the calculation of
Base Plan Point-To-Point Transmission Service rates on a Region-wide and Zonal
basis in accordance with Schedule 11; and (vii) the rates for Point-To-Point
Transmission Service as referenced in Attachment T in accordance with Schedules 7
and 8.”). The Commission approved the use of the RRR File in Docket No. ER12-74000 (Dec. 5, 2011) (approving the use of the RRR File to post updates to ATRR,
Base Plan ATRR allocation, etc., consistent with the definition of the RRR File).

18

See Proposed Tariff, Attachment T (Heartland rates are included in the RRR File for
both Firm Point-To-Point Transmission Service and Non-Firm Point-To-Point
Transmission Service).

19

See Sw. Power Pool, Inc., Letter Order, Docket No. ER10-273-000 (January 11,
2010) (accepting Tariff revisions implementing rate recovery for Oklahoma
Municipal Power Authority’s revenue requirements for transmission facilities located
in SPP zones for AEP and Oklahoma Gas & Electric (“OG&E”)).
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IV.

EFFECTIVE DATE

SPP requests that the Commission accept the proposed revisions to the Tariff without
suspension or hearing,20 to become effective October 1, 2015, which is not less than
60 days, or more than 120 days, after the submission of this filing as required by the
Commission’s regulations.21
V.

ADDITIONAL INFORMATION
A.

Documents Submitted with this Filing:

In addition to this transmittal letter, the following documents are included with this
filing:
1) Clean and Redline Tariff revisions under the Sixth Revised
Volume No. 1;
2) Exhibit No. SPP-1, Direct Testimony of Nate Jones, on Behalf of
Heartland Consumers Power District;
3) Exhibit No. SPP-2, Direct Testimony of Micheal Malone, on
Behalf of Heartland Consumers Power District;
4) Exhibit No. SPP-3, populated formula rate template and
workpapers; and
5) Exhibit No. SPP-4, Direct Testimony of James Pardikes, on Behalf
of Heartland Consumers Power District.

20

In the event the Commission determines further proceedings are necessary in order to
complete its evaluation of Heartland’s ATRR, formula rate and formula rate
protocols, Heartland has voluntarily agreed to allow its ATRR, formula rate and
formula rate protocols to be treated as being accepted, subject to refund with interest
at FERC interest rates. Heartland has informed SPP that Heartland makes this
voluntary commitment without waiving or in any way limiting or altering Heartland’s
non-jurisdictional status.

21

18 C.F.R. § 35.3(a) (1) (2014).
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B.

Service:

SPP has electronically served a copy of this filing on all its Members,
Customers, and Market Participants. A complete copy of this filing will be
posted on the SPP web site, www.spp.org, and is also being served on all
affected state commissions.
C.

Requisite Agreement:

These revisions to the SPP Tariff do not require any contracts or agreements.
D.

Part 35.13 Cost of Service Support

The information Heartland has provided in this filing is intended to contain
sufficient information for the Commission to find that inclusion of Heartland’s
ATRR, formula rate and formula rate protocols in the Tariff is just and
reasonable.
To the extent necessary, Heartland and SPP request waiver of any provisions
of section 35.13 of the Commission’s regulations that may be deemed to
require cost support in the form of cost-of-service statements for the enclosed
revisions. SPP notes that the Tariff revisions are to include a revenue
requirement for Heartland. As such, SPP is serving only an administrative
function by making this filing and Heartland bears the responsibility to justify
its rates.
E.

Communications

Correspondence and communications with respect to this filing should be sent
to, and SPP requests the Secretary to include on the official service list, the
following:
Nicole Wagner
Manager–Regulatory Policy
Southwest Power Pool, Inc.
201 Worthen Drive
Little Rock, AR 72223
Telephone: (501) 688-1642
Fax: (501) 482-2022
jwagner@spp.org

Matthew Harward
Attorney
Southwest Power Pool, Inc.
201 Worthen Drive
Little Rock, AR 72223
Telephone: (501) 614-3560
Fax: (501) 482-2022
mharward@spp.org
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VI.

CONCLUSION

For all of the foregoing reasons, SPP respectfully requests that the Commission
accept the Tariff revisions proposed herein as just and reasonable, with the effective
date of October 1, 2015.

Respectfully submitted,
/s/ Matthew Harward
Matthew Harward
Southwest Power Pool, Inc.
201 Worthen Drive
Little Rock, AR 72223
Telephone: (501) 614-3560
mharward@spp.org
Attorney for
Southwest Power Pool, Inc.

FERC Docket No. ER15-___-000
Exhibit No. SPP-1
UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Southwest Power Pool, Inc.

Docket No. ER15-__-000

DIRECT TESTIMONY
OF
NATE JONES
I. INTRODUCTION AND QUALIFICATIONS
1

Q.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND

2

POSITION WITH HEARTLAND CONSUMERS POWER DISTRICT AND

3

SUMMARIZE YOUR EDUCATIONAL AND PROFESSIONAL

4

BACKGROUND.

5
6

A.

My name is Nate Jones, Chief Operations Officer (“COO”) for Heartland

7

Consumers Power District (“Heartland”). My present business address is 432 SE

8

12th Street, Madison, SD 57042-0248. I am responsible for directly supervising

9

all activities related to Heartland’s daily operations, resource planning and

10

development, asset management, regulatory compliance and marketing for

11

Heartland. I have been with Heartland since 2005. In addition to my current

12

position as COO, my prior positions at Heartland have included Senior Electrical

13

Engineer and Market Operations Manager. I have a Masters in Business

14

Administration from University of Wisconsin-Eau-Claire and a Bachelor of

15

Science in Electrical Engineering from South Dakota State University. I am a

16

licensed Professional Engineer in the State of South Dakota.

Docket No. ER15-____-000
Exhibit No. SPP-1
Page 2 of 12
1

Q.

HAVE YOU SUBMITTED OR ADOPTED TESTIMONY IN OTHER

2

ADMINISTRATIVE OR JUDICIAL PROCEEDINGS DEALING WITH

3

ENERGY AND RELATED ISSUES?

4
5

A.

No, but I have carefully reviewed and fully agree with the previously-filed

6

testimony of Heartland witness John Knofczynski, which testimony was included

7

as Exhibit No. SPP-10 as part of the consolidated proceeding in Docket Nos.

8

ER14-2850 and ER14-2851. In that consolidated proceeding, Southwest Power

9

Pool, Inc. (“SPP”) proposed revisions to its Open Access Transmission Tariff

10

(“SPP Tariff”), Bylaws, and Membership Agreement to facilitate the joint

11

decisions of the Western Area Power Administration – Upper Great Plains Region

12

(“Western-UGP”), Basin Electric Power Cooperative (“Basin Electric”) and

13

Heartland to join SPP, in a closely coordinated fashion, as Transmission Owning

14

Members, to simultaneously place their highly-integrated and jointly-developed

15

transmission facilities under SPP’s functional control, and to begin taking

16

transmission service under the SPP Tariff.

17

Q.

ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY?

18

A.

I am submitting this testimony on behalf of Heartland.

19

Q.

ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH

20
21

THIS TESTIMONY?
A.

22
23

Yes. I am sponsoring Exhibits HCPD-1 and HCPD-2.
II. SCOPE OF TESTIMONY

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
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A.

The purpose of my testimony is to describe Heartland and the Integrated System

2

(“IS”), provide background regarding SPP membership for Heartland and the

3

other IS owners, and describe the Heartland transmission assets to be transferred

4

to the functional control of SPP.

5
6

III. OVERVIEW OF HEARTLAND
Q.

7
8
9

PLEASE DESCRIBE HEARTLAND’S STRUCTURE, ITS CUSTOMERS
AND GENERATION FACILITIES.

A.

Heartland is a public corporation and political subdivision of the State of South
Dakota, established under South Dakota’s Consumers Power District Law in

10

1969. As a political subdivision of a state, Heartland is not subject to the

11

Commission’s jurisdiction over public utilities under the Federal Power Act.

12

Heartland provides reliable low-cost wholesale power to 29 municipalities in

13

eastern South Dakota, southwest Minnesota and northwest Iowa; to six South

14

Dakota state agencies; and to one electric cooperative in South Dakota. Heartland

15

enters into wholesale Power Sales Agreements with its municipal customers on an

16

all requirements basis. Heartland has no retail customers. Heartland’s 2014 peak

17

customer demand was approximately 138 megawatts (“MW”), with annual energy

18

consumption of approximately 900,000 MW-hours. Heartland’s power supply

19

customers are located within the Western-UGP and the Midcontinent Independent

20

System Operator, Inc. (“MISO”) balancing areas. All of Heartland’s power

21

supply customers located within the Western-UGP balancing area and one

22

customer located in the MISO balancing area are co-supplied by Western-UGP,

23

with Heartland providing the supplemental capacity and energy above such
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1

customers’ Western-UGP hydropower allocations. In addition, Heartland has

2

electric generating resources located within the SPP and Western-UGP balancing

3

areas. The generating resource within the SPP balancing area consists of

4

Heartland’s contracted 80-MW share of the coal-fired Whelan Energy Center Unit

5

2. The generating resources within the Western-UGP balancing area include

6

Heartland’s 51-MW share of the coal-fired Laramie River Station and the 51-MW

7

Wessington Springs Wind Energy Center.

8

Q.

WHAT TRANSMISSION FACILITIES DOES HEARTLAND OWN?

9

A.

Heartland jointly owns several high-voltage electric transmission facilities, which

10

are all included in the IS. These transmission facilities include an undivided

11

ownership share of the transmission facilities of the Missouri Basin Power

12

Project, the Groton Substation and the Irv Simmons Project. The Missouri Basin

13

Power Project includes about 750 miles of 230 kilovolt (“kV”) and 345-kV non-

14

radial transmission lines and substations located primarily in eastern Wyoming

15

and western Nebraska. These facilities are jointly owned with Basin Electric,

16

Lincoln Electric System, Missouri River Energy Services, Tri-State Generation

17

and Transmission Association, and Wyoming Municipal Power Agency. The

18

Groton Substation is a 345/115-kV substation located in eastern South Dakota

19

that Heartland jointly owns with Basin Electric and NorthWestern Energy. The

20

Irv 2 Simmons Project consists of a 115-kV switching station and 7.5-mile 115-

21

kV transmission line located in central South Dakota. Heartland jointly owns the

22

Irv Simmons Project with Missouri River Energy Services and West Central

23

Electric Cooperative.
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IV. OVERVIEW OF THE INTEGRATED SYSTEM

2

Q.

PLEASE PROVIDE AN OVERVIEW OF THE INTEGRATED SYSTEM.

3

A.

The IS is generally described as the backbone of the bulk electric transmission

4

system in the Upper Great Plains region of the United States. The IS includes

5

approximately 9,500 miles of transmission lines, rated 115 kV through 345 kV,

6

and stretches across a seven-state region. The system is bounded on the north by

7

the Canadian border and reaches into Nebraska in the south. From west to east,

8

the IS spans from eastern Montana and Wyoming into western Minnesota and

9

Iowa. The IS is unique in that it spans the Eastern and Western Interconnections

10

of the U.S. electric grid. The IS includes the combined transmission facilities of

11

Western-UGP, Basin Electric, and Heartland (collectively, “the IS Parties”;

12

individually, “IS Entity(ies)”). The IS originally evolved from the need to deliver

13

Federal hydropower from the Pick-Sloan Missouri Basin Program – Eastern

14

Division to preference power customers in the region. The system has been

15

planned, expanded and operated to serve transmission customers in the region on

16

an integrated single-system basis under a common open access transmission tariff

17

(“Western OATT”). The Western OATT was last accepted for filing by the

18

Federal Energy Regulatory Commission (“Commission”) in Docket No. NJ10-1-

19

000. The collaborative development of the IS has resulted in transmission

20

facilities that are highly integrated, and in most instances jointly owned, among
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1

the IS Parties and with other transmission owners in the region. 1 With the

2

difficulties inherent in operating the SPP Integrated Marketplace across the East-

3

West Interconnection, the IS Parties are transferring to SPP’s functional control

4

only their facilities located in the Eastern Interconnection facilities. The Western

5

Interconnection facilities will remain under the functional control of Western-

6

UGP.

7

Q.

8
9

WHAT ARE THE ROLES OF THE IS PARTIES WITHIN THE
INTEGRATED SYSTEM?

A.

As stated above, the IS Parties are comprised of Western-UGP, Basin Electric and

10

Heartland. All of the IS Parties have obligations to provide capacity and energy

11

to load serving entities within the IS and use the IS for delivery of their capacity

12

and energy. Western-UGP, on behalf of the IS, operates the IS and administers

13

the Western OATT. Western-UGP also currently acts as the region’s balancing

14

authority and, on behalf of the IS Parties and other users of the IS, enters into

15

other agreements to provide such services as reliability coordination and reserve

16

sharing. Each IS entity plans to transfer functional control of its facilities

17

included in the IS to SPP with an effective date of October 1, 2015, at which point

18

SPP will provide these services for the IS facilities on the Eastern

19

Interconnection. In addition, the IS Parties collaborate in the planning and

20

expansion of the IS, add new facilities to the IS, or change existing IS facilities,

21

only upon the mutual agreement of all three IS Parties. Accordingly, the scope of
1

Other parties also have transmission facilities in the IS. For example, Missouri River Energy Services
and Northwestern Energy have transmission investments in the IS and currently receive facilities
credits.
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the transmission system available for use under the SPP Tariff will expand to

2

include the IS Entities’ transmission facilities as of the effective date of each IS

3

Entity’s integration with SPP. Modified provisions of the SPP Tariff will be

4

effective for both network and point-to-point service on these newly transferred

5

facilities. The SPP Open Access Same-time Information System (“OASIS”) will

6

be configured to allow transmission service to be reserved on the IS Entities’

7

transmission facilities under the SPP Tariff with a start date of no earlier than

8

October 1, 2015. Further, the IS Parties frequently coordinate their efforts on

9

issues of common interest, including joint studies and filings.

10

Q.

11
12

WHAT IS HEARTLAND’S ROLE WITHIN THE INTEGRATED
SYSTEM?

A.

As explained above, Heartland owns generation and transmission facilities and

13

has load serving obligations within the IS. Although Heartland is the smallest of

14

the IS Parties, owning less than one-half percent of the facilities in the IS, it

15

serves an important role in the IS as a co-supplier with Western-UGP for many

16

small public power entities. As a co-supplier, Heartland has separate contractual

17

arrangements with the wholesale customers for supplemental power supply above

18

their Western-UGP hydropower allocations. Heartland’s power supply

19

obligations parallel Western-UGP’s obligations: Heartland performs forecasting,

20

scheduling, rate setting, billing and resource planning; has separate network

21

service reservations; and provides services for the co-supplied customers.

22
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V. SPP MEMBERSHIP AND HEARTLAND ASSETS

2

Q.

WHY DID HEARTLAND DECIDE TO PURSUE SPP MEMBERSHIP?

3

A.

As one of the IS Parties, Heartland has been involved in the numerous

4

investigations and analyses, either of Regional Transmission Organization

5

(“RTO”) development or membership, that the IS Parties have conducted since

6

the late 1990s. In each of the previous investigations, the IS Parties determined it

7

was not feasible to form or become members of an RTO. In more recent years,

8

however, the IS Parties have evaluated RTOs to address the increasing operational

9

constraints, regulatory pressures and diminishing market access experienced by

10

the IS Parties. In addition, with the 2011 start-up of its newest resource, the

11

Whelan Energy Center Unit 2, located within the SPP footprint, Heartland began

12

operating within three market regions: 1) a resource in SPP; 2) resources and

13

loads within the IS; and 3) resources and load within MISO. Managing load and

14

resources across multiple market seams and within three markets, each with

15

distinct rules, makes it more challenging for a small utility such as Heartland.

16

In early 2011, the IS Parties began another investigation of RTO membership

17

comparing membership in the SPP and MISO RTOs with continuing operations

18

on a stand-alone basis. The IS Parties’ initial investigation and subsequent

19

detailed analysis of RTOs demonstrated that all the IS Entities would benefit from

20

operation within an RTO and that SPP membership was the preferred option.

21

That investigation was based, in part, on the assumption that rates Heartland pays

22

under grandfathered contracts would be mitigated. To facilitate further evaluation

23

of the costs and benefits of SPP membership, Heartland executed a memorandum
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of understanding with SPP on October 16, 2013, pursuant to which Heartland and

2

SPP committed staff and resources required to investigate advantages of and

3

requirements for SPP membership and explored a transition plan for incorporating

4

Heartland into SPP on mutually agreeable terms.

5

On September 11, 2014, SPP submitted two filings proposing revisions to the SPP

6

Tariff, the SPP Bylaws, and the SPP Membership Agreement, in Docket Nos.

7

ER14-2850 and ER14-2851. SPP stated that the proposed changes are necessary

8

to facilitate the IS Entities’ decision to join SPP as transmission-owning

9

Members, to place their respective transmission facilities under the functional

10

control of SPP, and to begin taking transmission service under the SPP Tariff. On

11

November 10, 2014, the Commission largely accepted SPP’s proposal to integrate

12

the IS Entities into SPP, subject to hearing and settlement procedures on limited

13

issues. 2

14

Q.

SPECIFICALLY, WHAT TRANSMISSION ASSETS OWNED BY

15

HEARTLAND IS HEARTLAND TRANSFERRING FUNCTIONAL

16

CONTROL OVER TO SPP AND SEEKING COST RECOVERY UNDER

17

THE SPP TARIFF?

18

A.

All of Heartland’s transmission assets are jointly owned with other parties.

19

Heartland’s portion of the gross transmission plant on its balance sheet is

20

projected to be about $16.7 million in 2015. Of this total, about $9.9 million in

21

gross transmission plant will be transferred to SPP’s functional control; those

2

Sw. Power Pool, Inc., 149 FERC ¶ 61,113 (2014), reh’g pending.
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costs will be recovered under the SPP Tariff. These jointly owned assets are

2

comprised of: 7.5 miles of 115 kV line from Irv Simmons to Oahe, a 115 kV

3

switchyard at Irv Simmons in western South Dakota, and a 345 kV to 115 kV

4

substation at Groton, South Dakota that includes a 345/115 kV transformer.

5

Heartland’s portion of other jointly-owned transmission facilities will also be

6

transferred to SPP’s functional control. They include Heartland’s jointly-owned

7

assets in the Missouri Basin Power Project; Heartland’s jointly-owned 57.3 miles

8

of a 345 kV line that runs from Laramie River to Stegall and 123.5 miles of a 345

9

kV line that runs from Laramie River to Sydney; Heartland’s jointly-owned 68.9

10

miles of 345 kV line and 4.1 miles of 230 kV line that runs between Stegall and

11

Sydney and another 2.6 miles of 230 kV line at Stegall. Lastly, Heartland’s

12

jointly-owned two 345/230 kV substations, one at Stegall and one at Sydney, and

13

a 345 kV switchyard at the Laramie River Station will also be transferred to SPP’s

14

functional control. See Exhibit HCPD-1 for a listing of Heartland’s transmission

15

assets and its joint owners to be transferred to SPP’s functional control.

16

All of the above-referenced power lines are non-radial power lines operated above

17

60 kV, are part of closed-loop transmission circuits, are fully integrated with the

18

IS bulk transmission system, carry power in both directions as shown by load

19

flow studies, and thus qualify as “Transmission Facilities” under section II.1 of

20

Attachment AI of the SPP Tariff. In addition, all of the above-referenced

21

switchyards and substations are directly connected to and serve non-radial > 60

22

kV power lines, and all such switchyards and substations are themselves non-
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radial transmission facilities that qualify as “Transmission Facilities” within the

2

meaning of section II.1 of Attachment AI of the SPP Tariff.

3

Q.

HAS SPP REVIEWED THESE FACILITIES AND DETERMINED THAT

4

THE HEARTLAND TRANSMISSION ASSETS INCLUDED IN THE

5

HEARTLAND ANNUAL TRANSMISSION REVENUE REQUIREMENT

6

(“ATRR”) QUALIFY FOR COST RECOVERY UNDER THE SPP

7

TARIFF?

8

A.

9

Yes. SPP staff has reviewed the transmission facilities of Heartland listed in
Exhibit HCPD-1 and agrees that all such facilities meet the definition of

10

“Transmission Facilities” set forth in Attachment AI of the SPP Tariff (see

11

Exhibit HCPD-2 for SPP’s correspondence to Heartland on this issue).

12

Q.

WHICH HEARTLAND TRANSMISSION ASSETS IS HEARTLAND NOT

13

TRANSFERRING FUNCTIONAL CONTROL OVER TO SPP OR

14

SEEKING COST RECOVERY FOR UNDER THE SPP TARIFF?

15

A.

The generation step-up assets associated with the Laramie River Station are not

16

included in the Heartland ATRR, reflecting the fact that Attachment AI of the

17

SPP Tariff specifically excludes such assets from the definition of “Transmission

18

Facilities.” These assets total about $226,000 in total gross transmission plant,

19

and have been excluded from Heartland’s proposed ATRR in this proceeding. In

20

addition, Heartland owns about $6.8 million in transmission assets related to

21

Heartland’s participation in the Transmission Project number II (“TPII”). These

22

assets are currently on Heartland’s balance sheet, but East River Electric Power

23

Cooperative (“East River”) is responsible for the debt service for these assets.

Docket No. ER15-____-000
Exhibit No. SPP-1
Page 12 of 12
1

Therefore, these assets are also not included in Heartland’s proposed ATRR in

2

this proceeding. As of 2017, these assets will no longer be on Heartland’s balance

3

sheet and will be transferred to East River’s ownership.

4

Q.

DOES THIS CONCLUDE YOUR TESTIMONY?

5

A.

Yes.

Exhibit HCPD-1
Listing of Heartland Transmission Facilities Being Transferred to SPP’s Control
List of Heartland* facilities that meet the definition of “Transmission Facilities” in Attachment
AI of the SPP Tariff and that are being transferred to SPP’s functional control:
a. Irv Simmons Project
i. 115-kV Irv Simmons – Oahe line, 7.5 miles
ii. 115-kV Irv Simmons Switchyard
iii. General Description
• The Irv Simmons Project consists of a 115-kV switching
station and 7.5 mile 115-kV non-radial transmission line
interconnected to the Oahe 115-kV switching station located in
central South Dakota. Heartland jointly owns the Irv Simmons
Project with Missouri River Energy Services (MRES) and
West Central Electric Cooperative. Heartland owns 18% of the
switching station and manages the assets. Western Area Power
Administration (WAPA) and the Corps of Engineers operate
and maintain the equipment. Heartland owns 24% of the Irv
Simmons to Oahe 115 kV transmission line. The line is
constructed with 795 ACSR and has a 114 MVA rating.
iv. Total Cost of Irv Simmons Project Investment: $1,107,458***
v. Generation Interconnected: There is no generation connected to these
facilities.
b. Groton Substation
i. 345/115-kV Groton Substation (includes 345/115-kV transformer)
ii. General Description
• The Groton Substation is a 345/115-kV substation located in
eastern South Dakota and is jointly owned with Basin Electric
and NorthWestern Energy. Heartland owns 3.9% of the 345 kV
switchyard. The 345/115-kV transformer has a 400 (480) MVA
rating. Two 345-kV transmission lines flow from the Groton
Substation to WAPA facilities. A 70 mile, 345-kV
transmission line constructed with 2183 ACSR carrying a
rating of 600 MVA is interconnected to the Integrated
System’s Watertown substation and a 213 mile, 345-kV
transmission line constructed with 2183 ACSR carrying a
rating of 717 MVA is interconnected to Basin Electric Power
Cooperative’s (Basin Electric) Leland Olds substation.
iii. Total Cost of Groton Substation Investment: $400,608***
iv. Generation Interconnected:

•

•

Groton Generating Unit 1 has a Winter Rating of 105 MW net
and a Summer Rating of 92 MW net along with a Synchronous
Condenser rated at +136 MVAR – 60 MVAR. Heartland does
not have an ownership interest in this generating facility. This
generation is interconnected to the Groton Substation on the
115-kV side of the transformer.
Groton Generating Unit 2 has a Winter Rating of 105 MW net
and a Summer Rating of 92 MW net. Heartland does not have
an ownership interest in this generating facility. This
generation is interconnected to the Groton Substation on the
115- kV side of the transformer.

c. MBPP Facilities
i.
ii.
iii.
iv.
v.
vi.
vii.
viii.
ix.

345-kV Laramie River – Stegall line, 57.3 miles**
345-kV Laramie River – Sidney line, 123.5 miles**
345-kV Stegall – Sidney line, 68.9 miles**
230-kV Stegall – Stegall line, 2.6 miles**
230-kV Sidney – Sidney line, 4.1 miles**
345/230-kV Stegall Substation**
345/230-kV Sidney Substation**
345-kV Laramie River Station Switchyard**
General Description
• The Missouri Basin Power Project (MBPP) includes about 750
miles of 230 kV and 345 kV non-radial transmission lines and
substations located primarily in eastern Wyoming and western
Nebraska. These facilities are jointly owned with Basin
Electric, Lincoln Electric System, MRES, Tri-State Generation
and Transmission Association (Tri-State), and Wyoming
Municipal Power Agency. Heartland has a 3% undivided
ownership in all of the MBPP facilities. The 57.3 mile 345-kV
line from Laramie River to MBPP’s Stegall is built with 2306.2
ACSR and has a rating of 765(842) MVA. The 123.5 mile 345kV line from Laramie River to MBPP’s Sidney is built with
2306.2 ACSR and has a rating of 765(842) MVA. The 68.9
mile 345-kV line from MBPP’s Stegall to MBPP’s Sidney is
built with 2306.2 ACSR and has a rating of 478(526) MVA.
The 2.6 mile 230-kV line from MBPP’s Stegall to WAPA
Loveland’s Stegall is built with 1272 ACSR and has a rating of
400(480) MVA. The 4.1 mile 230-kV line from MBPP’s
Sidney to Tri-State’s Sidney is built with 1272 ACSR and has a
rating of 400(480) MVA.
• The MBPP 345-kV facilities were built in a triangular
formation geographically. The Laramie River Station
Switchyard is connected to both the MBPP Sidney and MBPP
Stegall substations. Interconnections are made to the Virginia

Smith and David Hamil converter stations via the 230-kV
MBPP connections to WAPA Loveland’s Stegall substation
and the Tri-State’s Sidney substation. An additional 345-kV
transmission line is interconnected to NPPD’s Keystone
substation from the MBPP Sidney substation.
x. Total Cost of MBPP Investment: $8,421,750***
xi. Generation Interconnected: Laramie River Station has 3 generators
connected to it all with the following ratings: LRS1**** has a net
rating of 570 MW and is interconnected to the East grid; LRS2 has a
net rating of 562 MW and is interconnected to the West grid; LRS3
has a net rating of 570 MW and is interconnected to the West grid.
Heartland has a 3% undivided ownership share in all MBPP facilities
but through contract is allowed to utilize its ownership share in the east
side generation.
TOTAL INVESTMENT IN GROSS PLANT: $9,929,816

*Facilities listed are total facilities, and are not separated out
according to Heartland’s ownership share
**MBPP facilities – HCPD has an undivided ownership in the
project (west and east) but through contract is allowed to claim all
its transmission ownership share in the east side facilities
***13 month average
**** Represents the only generation that HCPD owns out of all
facilities. 9% from LRS1 (51 MW)

Exhibit HCPD-2
Email from SPP Confirming Qualification of Heartland Transmission Facilities Under
Attachment AI of SPP Tariff
From: Pat Bourne [mailto:pbourne@spp.org]
Sent: Monday, February 23, 2015 2:07 PM
To: Nate Jones
Cc: Mike Malone; Adam Graff; Alfred W. Busbee; Nicole Wagner; Carl Monroe; David Kelley; Clint Savoy;
Dena Giessmann; Jay Caspary; Bert Bressers; Steve Purdy
Subject: RE: Transmission Facility questions

Nate, Based on the responses that you have provided, the facilities that we questioned should be
qualified under Attachment AI. All of the facilities that HCPD has listed appear to be qualified. Thanks,
Pat Bourne
Director, Transmission Policy
Southwest Power Pool
501-614-3249
pbourne@spp.org

VERIFICATION
Pursuant to 28 U.S.C. § 1746, I state under penalty of perjury that the foregoing testimony is true
and correct to the best of my information, knowledge and belief.
Executed this 8th day of May, 2015.

__________________________
Nate Jones
Chief Operations Officer
Heartland Consumers Power District
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Southwest Power Pool, Inc.
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DIRECT TESTIMONY
OF
MICHEAL MALONE
I. INTRODUCTION AND QUALIFICATIONS
1
2
3
4
5
6

Q.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND
POSITION WITH HEARTLAND CONSUMERS POWER DISTRICT AND
SUMMARIZE YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND.

A.

My name is Micheal Malone, and I am the Chief Financial Officer (“CFO”) for

7

Heartland Consumers Power District (“Heartland”). My present business address

8

is 432 SE 12th Street, Madison, SD 57042-0248. I am responsible for all finance,

9

accounting, investing, administrative, personnel, credit, and risk management

10

activities for Heartland. I also am responsible for coordinating and conducting

11

rate studies to assist the Heartland Board in setting rates to Heartland’s wholesale

12

customers.1 I have been employed by Heartland since 2006. Prior to my current

13

position as CFO at Heartland, I was employed by the State of South Dakota,

14

Division of Banking, as a bank examiner. I earned a Masters in Business
1

Heartland can sell only to wholesale customers per South Dakota Codified Law 49-37-5.
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Administration from University of South Dakota, a Bachelor of Science Degree in

2

economics from South Dakota State University, and I am a licensed Certified

3

Public Accountant in the State of South Dakota.

4

Q.

ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY?

5

A.

I am testifying on behalf of Heartland.

6
7
8
9

Q.

ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH
THIS TESTIMONY?

A.

Yes. I am sponsoring Exhibits HCPD-3 through HCPD-6. I am also sponsoring

10

the protocols which are included as part of Addendum 23 to Attachment H to the

11

SPP Tariff, and the populated formula rate template and work papers which are

12

included as Exhibit No. SPP-3.

13

II. SCOPE OF TESTIMONY

14

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

15

A.

I am sponsoring Heartland’s annual transmission revenue requirement (“ATRR”),

16

its formula rate, the annual update and true-up protocols for the formula rate, and

17

supporting work papers. If approved in this proceeding, Heartland’s formula rate

18

and accompanying protocols will be included in Southwest Power Pool, Inc.’s

19

(“SPP”) Open Access Transmission Tariff (“SPP Tariff”) upon the integration of

20

Heartland into SPP. That integration is currently planned to occur on or around

21

October 1, 2015. Heartland’s ATRR upon such integration will initially be based

22

upon forecasted 2015 data. Heartland’s ATRR pertains to the costs of those

23

transmission facilities which Heartland owns in the new Upper Missouri Zone

24

(“UMZ”), a pricing zone of SPP, and for which Heartland is transferring
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functional control to SPP, as described in the accompanying testimony of

2

Heartland witness Mr. Jones (see Exhibit No. SPP-1). I also discuss the

3

importance of the Fixed Charge Coverage Ratio (“FCCR”) to Heartland for

4

setting its customer rates and how it is a critical metric used by credit rating

5

agencies when they evaluate Heartland.
III. FORMULA RATE METHOD

6
7

Q.

8
9

PLEASE DESCRIBE HOW HEARTLAND PROPOSES TO RECOVER
ITS COSTS FOR ITS TRANSMISSION FACILITIES IN SPP.

A.

Heartland will use a debt service recovery formula rate2 based on forward-looking

10

data to calculate the ATRR for the Heartland-owned transmission facilities in

11

SPP’s UMZ. The source for the inputs for the formula rate will be the budgeted

12

financial and load data that Heartland develops each year in its annual budgeting

13

process. The protocols that describe the annual update and true-up process for

14

Heartland are provided in Addendum 23 to Attachment H of the SPP Tariff. The

15

inputs correspond to the financial and load data in the annual Heartland audited

16

financial statements.

17

Q.

IS THIS THE SAME FORMULA RATE THAT HEARTLAND USES TO

18

CALCULATE ITS ATRR FOR ITS INTEGRATED SYSTEM (“IS”)

19

RATES?

2

This approach recovers transmission-related costs including total debt service plus a margin on the debt
service. This method is also referred to as the margin on debt service method or the cash flow method.
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A.

No. For the IS rate (which expires September 30, 2015), Heartland has been

2

using a return on rate base formula rate patterned after the Midcontinent

3

Independent System Operator, Inc. (“MISO”) pro forma non-levelized (return on

4

rate base) formula rate. Western Area Power Administration – Upper Great

5

Plains Region (“Western-UGP”), Basin Electric Power Cooperative (“Basin

6

Electric”), and Heartland (collectively, “IS Parties”) agreed to use that approach

7

for the calculation of their respective ATRRs in IS rates under the open access

8

transmission tariff administered by Western-UGP. However, as described below,

9

the debt service recovery method is a more appropriate formula rate to calculate

10
11

Heartland’s ATRR under the SPP Tariff.
Q.

WHY IS HEARTLAND USING A DEBT SERVICE RECOVERY

12

METHOD TO CALCULATE ITS ATRR TO BE INCLUDED IN THE SPP

13

TARIFF?

14

A.

As it enters SPP, Heartland will use the debt service recovery template because it

15

better aligns with Heartland’s business situation and how Heartland calculates and

16

sets rates for its customers. In 2011, Heartland underwent a significant change

17

when it was required to start making payments for a take-or-pay agreement that it

18

executed with the Public Power Generation Agency (“PPGA”); these payments

19

are an off balance sheet fixed debt obligation tied to the cost of purchased power

20

that are included in rates to Heartland’s customers. Heartland’s rates are based on

21

a required FCCR that includes all debt service payments, including the full PPGA

22

off balance sheet take-or-pay debt service payments.
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Thus, calculating the Heartland ATRR to be included in the SPP Tariff based on

2

debt service recovery is aligned with how Heartland actually sets its rates for its

3

native load customers (i.e., its wholesale customer load). Using the debt service

4

recovery template that is consistent with how Heartland charges its customers also

5

ensures Heartland is aligned with key financial metrics that credit rating agencies

6

use to evaluate Heartland. I elaborate on this issue below.

7

Q.

PLEASE DESCRIBE HEARTLAND’S INVOLVEMENT IN PPGA.

8

A.

Heartland is a member of PPGA, an inter-local agency created under Nebraska

9

statute to build Whelan Energy Center Unit 2 (“WEC2”), a 220 megawatt

10

(“MW”) coal-fired project near Hastings, Nebraska. Heartland’s entitlement to

11

the WEC2 output is 80 megawatts (36.36%) and WEC2 became commercial in

12

May of 2011. PPGA financed construction of WEC2 directly, rather than initially

13

obtaining funding from its member participants. In addition to Heartland, the

14

participants of WEC2 are Municipal Energy Agency of Nebraska, Hastings

15

Utilities acting for and on behalf of the City of Hastings, Grand Island Utilities

16

acting for and on behalf of the City of Grand Island, and City of Nebraska City.

17

Heartland’s commitment for the output and debt of the facility extends to January

18

2041, which represents the date of final maturity on the bonds issued by PPGA

19

for the project. The PPGA contract obligates Heartland to make take-or-pay

20

payments to the PPGA for power supply and transmission from the WEC2 unit.

21

The total capital cost of the unit to date has been $624.3 million. The capital
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portion of the plant that is categorized as transmission plant is 3.61% of the total

2

capital cost, or $22.54 million.

3

Q.

4
5

HOW IS HEARTLAND’S TRANSMISSION-RELATED DEBT SERVICE
FOR THE PPGA CONTRACT CALCULATED?

A.

Heartland’s take-or-pay contract payment associated with the PPGA contract in

6

2015 of $23.17 million3 is comprised of debt service of $16.26 million and other

7

fixed, non-fuel related costs of $6.91 million (see Exhibit HCPD-3 for PPGA debt

8

service and Exhibit HCPD-4 for non-fuel and totals through 2041). As stated

9

above, the transmission portion of the capital cost is 3.61% of the total plant.

10

Thus, the transmission-related debt service for 2015 related to the PPGA contract

11

is 3.61% of $16.26 million, or about $587,000 as shown in Exhibit HCPD-3.

12

Q.

IN ADDITION TO THE PPGA TAKE-OR-PAY PAYMENTS, WHAT ARE

13

HEARTLAND’S OTHER TRANSMISSION-RELATED DEBT SERVICE

14

PAYMENTS?

15

A.

Heartland’s corporate debt service payment for 2015, not related to PPGA, is

16

projected at $6.67 million.4 The allocated transmission portion is about $1.07

17

million based on a gross plant allocator of 16.09 %. I further discuss the

18

calculation of Heartland’s 2015 total debt service below.
IV. USE OF FIXED CHARGE COVERAGE RATIO

19
3

The take or pay payment of $23.17 million for 2015 is net of the debt service obligation contracted by
Heartland to North Iowa Municipal Electric Cooperative Association (“NIMECA”).
4

Total long-term “on balance sheet” debt is currently projected to be about $14 million at the end of 2015.
On balance sheet debt service is projected at $7.10 million in 2016, $6.82 million in 2017, $923K in 2018
and 2019 and zero thereafter.
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Q.

2
3

WHY IS THE FCCR THE COVERAGE RATIO USED TO EVALUATE
HEARTLAND’S FINANCIAL CONDITION?

A.

The FCCR is tracked by Heartland’s credit agencies, Moody’s Investor Services

4

(“Moody’s”) and Standard & Poor’s Rating Services (“S&P”), because the FCCR

5

considers off-balance sheet obligations, such as the full take-or-pay payments that

6

Heartland makes for its PPGA contract (about $23.17 million in 2015 as stated

7

above). Moody’s and S&P consider purchased power take-or-pay payments (such

8

as the PPGA payments) as a fixed obligation and a form of debt service. (See

9

Pardikes testimony, Exhibit No. SPP-4). FCCR is more encompassing than the

10

debt service coverage ratio (“DSC”), which does not include obligations such as

11

the Heartland PPGA payments. Heartland’s credit rating was downgraded one

12

notch in 2012 to Baa1 by Moody’s and in 2013 to BBB+ by S&P, partially due to

13

the PPGA debt obligations and inadequate coverage of total fixed obligations.

14

Heartland management and its Board of Directors have a near-term goal of

15

restoring the Heartland credit rating up one notch to A3 for Moody’s and A- for

16

S&P (see Exhibit HCPD-5)5. Consistent with restoring its credit rating back to

17

the A3 and A- level, the Heartland Board financial policy statement (“Board

18

Policy”)6 has been recently updated7 to set customer rates to achieve a FCCR of at

5

Moody’s A3 and S&P A- are equivalent credit ratings.

6

The Board financial policy statement is entitled “Rate and Liquidity Guidelines” and is attached as
Exhibit HCPD-5. Also attached as Exhibit HCPD-5A are the minutes of the Heartland Board’s January 16,
2015 meeting, at which the amended Rate and Liquidity Guidelines were approved.

7

The Heartland Board Policy was updated in January, 2015 from a minimum 1.15 FCCR to a minimum
1.20 FCCR. The Board Policy also requires a DSC of at least 1.35. Given that the DSC is projected to be
higher than 1.35 minimum for the foreseeable future (e.g., forecasted average DSC from 2015-2017 is
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least 1.20.8 See Pardikes testimony, Exhibit No. SPP-4 and Exhibit HCPD-7, for

2

Moody’s mapping criteria of FCCR levels to credit rating.

3

Q.

WHAT FCCR HAS HEARTLAND RECENTLY ACHIEVED AND WHAT

4

IS THE FIVE-YEAR FORECAST FOR HEARTLAND’S FCCR FROM

5

2015 TO 2019?

6

A.

Heartland’s FCCR was 1.06 in 2013 and 1.31 in 2014 for an average of 1.19.

7

From 2015 to 2019, the forecasted average FCCR is 1.33. From 2015-2016, the

8

FCCR is expected to average 1.26, with a 1.25 in 2015 and 1.26 in 2016. In

9

2017-2018, the average is forecasted at 1.27; the FCCR will take a one-time dip to

10

1.04 in 2017 as Heartland intends to pay off a long-term debt issue with a large

11

debt service payment related to the financing of Missouri Basin Power Project

12

(“MBPP”) and transmission projects. The FCCR then rises back to 1.50 in 2018.

13

In 2019, the forecasted FCCR is expected to continue to improve to 1.61. (See

14

Exhibit HCPD-6 for Heartland’s FCCR forecast).

15

Q.

WHAT IS THE TEST YEAR USED TO CALCULATE THE HEARTLAND

16

2015 ATRR AND WHAT TRANSMISSION ASSETS ARE INCLUDED IN

17

THAT ATRR?

18

A.

Heartland used the projected financial and load data for the 12-month period

19

ending on December 31, 2015 to calculate its ATRR for 2015. Heartland will

20

have about 119 MW of load in SPP in 2015. Total gross transmission assets are

1.76), the relevant metric driving Heartland’s native load rates will be the FCCR of at least 1.20.
8

Preliminary FCCR prior to the final audit, which is completed by late April.
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$16.9 million in 2015. The eligible gross transmission plant for those Heartland

2

assets being placed under SPP’s functional control is about $9.93 million (see

3

Exhibit No. SPP-3, Formula Rate - Cash Flow Page 3 of 4). As noted in the

4

accompanying testimony of Heartland witness Mr. Jones (see Exhibit No. SPP-1),

5

$225,659 of gross transmission are for step-up transmission facilities associated

6

with the Laramie River Station and $6,752,305 of transmission assets are related

7

to Transmission Project II (“TP II”).9 Neither of these assets is included in the

8

Heartland ATRR in this proceeding.

9

Q.

10
11

HOW WILL HEARTLAND CALCULATE ITS ATRR FOR ITS
TRANSMISSION FACILITIES IN SPP?

A.

As mentioned previously, Heartland is calculating its ATRR for inclusion in

12

Attachment H of the SPP Tariff using the debt service recovery method.10 In this

13

type of formula rate, an annual transmission-related debt service plus a margin

14

requirement is added to transmission O&M and other expenses allocated to

15

transmission to calculate the gross ATRR. Revenue credits are subtracted from

16

the gross ATRR to determine the net ATRR. The annual debt service amount

17

includes the transmission-related portion of Heartland’s long-term annual debt

18

service plus the transmission-related portion of the PPGA debt service payment.

19

A detailed description of how this total annual debt service amount in the

20

Heartland ATRR is calculated is provided later in my testimony.

9

The debt service for the “TPII” assets is paid for by East River Electric Power Cooperative. These assets
are excluded from Heartland’s ATRR via the transmission plant allocator.

10

Also known as the cash flow recovery method.
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A fixed margin requirement of 20% applied to the annual total transmission-

2

related debt service is also included in the Heartland ATRR, reflecting the

3

minimum FCCR of 1.20 approved by Heartland’s Board of Directors. This fixed

4

margin percentage of 20% will remain fixed in Heartland’s formula rate, and will

5

not be changed absent another Section 205 filing that is ultimately accepted or

6

approved by the Commission. Further substantiation for this margin requirement

7

is described in detail in the accompanying testimony of Heartland witness

8

Pardikes (see Exhibit No. SPP-4). The expenses in the ATRR calculation include

9

direct transmission expenses and expenses that are allocated to the transmission

10

function. Because Heartland is using the debt service recovery formula rate,

11

Heartland does not include depreciation expense or a return on rate base

12

calculated on net plant in service in the Heartland ATRR; therefore, they are not

13

inputs to the Heartland formula rate.

14

The basis of the inputs for the formula rate are the projected data for the

15

upcoming calendar year, and such data will be updated in the SPP Tariff effective

16

January 1 of each year. In addition, Heartland will implement a true-up

17

mechanism to compare the projected data with the actual financial and load

18

results for the year. Any true-up for differences between actual results and the

19

projections in the formula rate under the SPP Tariff for a particular year will be

20

included in subsequent ATRR calculations, including interest at the rate set forth

21

in the Commission’s regulations. These true-up mechanics are discussed in more

22

detail later in my testimony.
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Q.

HOW DOES HEARTLAND CALCULATE THE ANNUAL DEBT

2

SERVICE AND MARGIN REQUIREMENT THAT WILL BE INCLUDED

3

IN ITS ATRR?

4

A.

Heartland’s total annual debt service is comprised of two parts. As described

5

above, the first part is the transmission-related portion of the annual PPGA debt

6

service payment. This is calculated by taking the total annual PPGA debt service

7

payment and multiplying it by transmission gross plant invested in the project as a

8

percent of total gross plant invested in the project. The transmission gross plant is

9

3.61% of the total gross plant of the PPGA project, so only 3.61% of the total

10

annual PPGA debt service payment for Heartland is transmission-related and

11

included in Heartland’s ATRR. The 2015 transmission-related debt service

12

associated with the PPGA contract is projected to be $587,090. This calculation

13

is documented in a work paper supporting the Heartland ATRR in this filing and

14

will be included in each annual update and corresponding true-up of the Heartland

15

ATRR (see Worksheet F, debt service work paper, in Exhibit No. SPP-3).

16

The second part of Heartland’s total annual debt service is the transmission-

17

related portion of Heartland’s on balance sheet long-term debt. This is calculated

18

by multiplying the Gross Plant Allocator11 derived in the Heartland formula rate

19

of 16.09% for 2015 by the total annual Heartland long-term debt service (on

20

balance sheet) for 2015 of $6.67 million. As discussed above and shown in

21

Worksheet F, debt service work paper, of Exhibit No. SPP-3, this amount for

11

The Gross Plant Allocator is calculated by dividing the transmission gross plant and an allocated portion
of the General and Intangible Plant by the total electric gross plant.
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2015 is $1.07 million. The sum of the first and second parts of the Heartland

2

annual debt service calculation described above is the total Heartland annual debt

3

service payment of $1.66 million that is included in the Heartland 2015 ATRR

4

under the SPP Tariff. Because this amount is directly related to transmission as

5

calculated in the debt service work paper, it is directly assigned to the Heartland

6

ATRR as described in Note T of the Heartland formula rate template. See Exhibit

7

No. SPP-3, Formula Rate – Cash Flow Page 2 of 4, line 9. Heartland also

8

includes a margin requirement of 20% of the total transmission-related annual

9

debt service in the Heartland ATRR. As described above and in detail in the

10

testimony of Mr. Pardikes (see Exhibit No. SPP-4), this methodology ensures

11

alignment and consistency with how Heartland calculates the rates it charges to its

12

native load (i.e., wholesale customer load) and how the credit rating agencies

13

evaluate Heartland.

14
15

V. PROJECTED ATRR FOR 2015
Q.

16
17

WHAT IS THE PROJECTED HEARTLAND 2015 ATRR USING THE
DEBT SERVICE RECOVERY METHOD?

A.

Heartland’s 2015 projected net ATRR is $2,808,263 (see Exhibit No. SPP-3).

18

This ATRR will be in effect in SPP rates on October 1 through December 31,

19

2015 (i.e., three months of the annual amount), subject to the 2015 true-up that

20

Heartland will calculate on June 1, 2016 to be included in the 2017 projected

21

ATRR. Heartland will submit its projected 2016 ATRR to SPP by October 1,

22

2015, and Heartland will also post that projected ATRR SPP’s website on the
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same date. The Heartland projected 2016 ATRR will be in effect on January 1

2

through December 31, 2016, subject to the 2016 true-up that Heartland will

3

calculate on June 1, 2017 to be included in the 2018 projected ATRR.

4
5

VI. PROTOCOLS AND ANNUAL TRUE-UP
Q.

PLEASE SUMMARIZE THE PROCEDURES HEARTLAND WILL

6

FOLLOW TO UPDATE ITS ANNUAL TRANSMISSION REVENUE

7

REQUIREMENT.

8

A.

9

Each year Heartland will update its ATRR calculated pursuant to its formula rate
included in Attachment H of the SPP Tariff, based on Heartland’s projected data

10

for the upcoming calendar year. The projected Heartland Attachment H data

11

(financial and load) will be assembled after the Heartland budgeting process is

12

completed. By October 1 of each year, Heartland’s projected ATRR for the

13

following calendar year, along with supporting schedules that document the

14

forecasted data, will be posted on the SPP website. Heartland will hold an

15

informational meeting by October 31 of each year to discuss and answer questions

16

regarding the Heartland ATRR. Heartland’s updated ATRR under the SPP Tariff

17

will be effective on January 1 each year based on the projected data for that year,

18

and as noted above, subject to being trued-up later. See additional protocol

19

details in Addendum 23 to Attachment H of the SPP Tariff.

20

Q.

PLEASE DESCRIBE THE TRUE-UP MECHANICS THAT HEARTLAND

21

WILL IMPLEMENT IN ITS FORWARD-LOOKING ATTACHMENT H

22

FORMULA RATE.
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A.

Heartland will implement a true-up mechanism that will calculate the difference

2

between the net ATRR using the projected financial data and the net ATRR using

3

the actual data. In addition, Heartland will compare the actual loads to the

4

projected loads for that year. The difference in these loads will be multiplied by

5

the rate calculated in Heartland’s ATRR. This computation will determine

6

whether there is an over or under collection in transmission revenue as a result of

7

the variance between projected and actual load volume. The sum of the over and

8

under collection due to the projected versus actual net ATRR and the over and

9

under collection due to the projected versus actual load volume, plus interest, will

10

constitute the total true-up adjustment. The true-up adjustment will be calculated

11

on or before June 1 each year after the audit of the Heartland financial statements

12

is completed. On June 1 of each year, the true-up adjustment for the preceding

13

year will be posted on the SPP website. Between June 1 and September 1 each

14

year, Heartland will hold an open meeting to allow interested parties to ask

15

questions about the true-up. This true-up will be included in the following year

16

Attachment H calculation of the Heartland net ATRR, including interest. (See

17

Addendum 23 to Attachment H of the SPP Tariff for Heartland’s annual update

18

and true-up procedures.)

19

Q.

WILL HEARTLAND INCLUDE A TRUE-UP ADJUSTMENT FOR THE

20

HEARTLAND ATRR FROM THE INTEGRATED SYSTEM RATE THAT

21

WAS BASED ON PROJECTED DATA IN 2014 AND 2015?
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A.

Yes. On or before June 1, 2015, Heartland will calculate a true-up of the 2014

2

Heartland ATRR using the same formula rate template that Heartland used to

3

calculate its 2014 ATRR using forecasted data for the IS rate. Heartland will

4

follow the true-up protocols included in Addendum 23 to Attachment H of the

5

SPP Tariff. The 2014 true-up amount with interest will be included in the 2016

6

Heartland ATRR update for the SPP Attachment H. Additionally, on or before

7

June 1, 2016, Heartland will calculate true-ups of the 2015 Heartland ATRR using

8

the same two formula rate templates that Heartland used to calculate its 2015

9

ATRR. The true-ups will be for the ATRRs calculated for the IS rate for the

10

period of January 1 to September 30, 2015 and the 2015 ATRR using the same

11

SPP formula rate template that Heartland used to calculate its 2015 ATRR for the

12

period of October 1 to December 31, 2015. The sum of these 2015 true-up

13

amounts, with interest, will be included in the 2017 Heartland ATRR update.

14

Q.

15
16

HOW WILL THE INTEREST ON THE TRUE-UP AMOUNTS BE
CALCULATED?

A.

The interest will be calculated over a two-year period. For example, any true-up

17

amount for the Heartland 2016 ATRR will be calculated for the period January 1,

18

2016 to December 31, 2017. This interest will then be included in the Heartland

19

Attachment H ATRR calculations that will be effective January 1, 2018. If

20

Heartland has over-recovered during the rate year, the interest on the over

21

recovery will be calculated in accordance with 18 C.F.R. § 35.19a. If Heartland

22

has under-recovered during the rate year, the interest on the under recovery will
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be calculated based on the annual average of the one-month London Interbank

2

Offer Rate (“LIBOR”) plus 135 basis points12 capped at the applicable refund

3

interest as provided in 18 C.F.R. § 35.19a. In either case, the interest calculated

4

will be based on the average interest rate for the twenty-four (24) months of the

5

over or under recovery. The interest amount will be shown in Exhibit SPP-3,

6

Formula Rate – Cash Flow Page 1 of 4, line 6i and included with the projected

7

costs made available on the Heartland public page on the SPP OASIS.

8

Q.

9

HEARTLAND WILL USE IN ITS FORWARD-LOOKING FORMULA

10
11

WHAT IS THE BASIS FOR THE PROJECTED DATA THAT

RATE?
A.

The projected data that Heartland will use in its forward-looking Attachment H

12

formula rate will be based on the Heartland operating and capital budgets

13

approved by the Heartland Board of Directors and its load forecast for the year in

14

which the Heartland transmission rates will be effective. For example, the 2015

15

Heartland transmission rates were based on 2015 forecasted data that became

16

available in September, 2014 and were approved by Heartland’s Board on

17

October 14, 2014.

18

VII. COMPONENTS AND PROCESS FOR PROJECTED FORMULA RATE

19

Q.

HOW WILL HEARTLAND CALCULATE THE VALUE OF THE

20

COMPONENTS OF ITS FORWARD-LOOKING FORMULA RATE

21

UNDER THE SPP TARIFF?

12

Heartland’s short term borrowing costs are LIBOR plus 135 basis points.
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A.

The following component is from the Heartland balance sheet and will be

2

calculated based on a projected thirteen (13) month average:

3

• Gross plant in service;

4

The following components are from the Heartland income statement and will be

5

calculated based on a projected twelve (12) month total:

6

• Total transmission-related debt service as described above;

7

• Sales for resale in Account 447;

8

• Rent from electric property in Account 454;

9

• Other electric revenue in Account 456;

10

• Transmission operation & maintenance expenses;

11

• Administration & general expenses;

12

• Taxes;

13

Heartland will forecast the following item in its internal annual budgeting

14

process:

15

• Load based on the 12-month peaks used as the divisor in the formula rate.

16

Q.

17
18

WHY ARE THESE SOURCES OF THE COMPONENTS FOR THE
HEARTLAND ATRR APPROPRIATE?

A.

Heartland is a FERC non-jurisdictional utility; thus, it does not complete a FERC

19

Form No. 1. To support its ATRR calculation, Heartland completes work papers

20

that detail the inputs and assigns them to FERC Uniform System of Accounts (see

21

Exhibit No. SPP-3 for work papers supporting projected ATRR for 2015). The

22

primary sources of the actual ATRR used in the annual Heartland true-up are

23

Heartland’s audited financial statements in conjunction with these work papers.
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Heartland financial statements are audited by an objective third party CPA audit

2

firm, BKD, LLP, and adhere to generally accepted auditing standards. The draft

3

audit is also reviewed by South Dakota Department of Legislative Audit prior to

4

completion, per South Dakota statute 49-38-2.

5

Q.

6
7

HOW ARE THE ALLOCATORS IN THE HEARTLAND FORMULA
RATE DERIVED?

A.

Heartland’s formula rate includes the typical Transmission Plant (“TP”) Allocator

8

and a Transmission Expense (“TE”) Allocator to account for the percentage of

9

Heartland’s transmission assets and expenses, respectively, that are not

10

recoverable in the SPP Tariff. Heartland calculates the Gross Plant Allocator by

11

dividing the transmission gross plant and an allocated portion of the General and

12

Intangible Plant by the total electric gross plant. This allocator is based on a

13

common calculation used in transmission formula rates, the Gross Plant Allocator,

14

which is used to allocate Property, Payments in Lieu of Property Taxes and Other

15

Taxes to the Heartland ATRR. In addition, the Wages and Salary Allocator is set

16

to equal the Gross Plant Allocator for the allocation of 1) General Plant to the

17

Gross Plant Allocator calculation and 2) the allocation of various expenses to

18

transmission. These expenses include Administration and General expense,

19

FERC annual fees, Electric Power Research Institute (“EPRI”) fees, regulatory

20

commission expense, non-safety advertising expense, payroll tax expense, and

21

highway and vehicle tax expenses. Setting the Wages and Salary Allocator to the

22

Gross Plant Allocator is a common transmission formula rate practice for

23

transmission owners such as Heartland who have more employees assigned to
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Administration and General (FERC Account 920) than to the sum of Production,

2

Transmission and Distribution and receive their O&M charges from other

3

utilities. All of Heartland’s employees are assigned to A&G. As I discuss below,

4

Basin Electric performs the O&M for Heartland’s jointly-owned transmission

5

investments in SPP and invoices Heartland. This is documented and explained in

6

Note L of the Heartland formula rate template.

7

Q.

HAVE OTHER TRANSMISSION OWNERS USED THE GROSS PLANT

8

ALLOCATOR TO ALLOCATE A&G AND OTHER COMMON COSTS IN

9

A FORMULA RATE?

10

A.

Yes. The use of the Gross Plant Allocator in lieu of the Wages and Salary

11

(“W&S”) Allocator has previously been approved by the Commission. Old

12

Dominion Electric Cooperative (“ODEC”), a PJM Interconnection, L.L.C.

13

transmission owner, uses the Gross Plant Allocator in lieu of the Wages and

14

Salary allocator to allocate select A&G and common expenses. My

15

understanding is that ODEC entered into an O&M agreement with a third party

16

contractor and thus did not have wages and salaries booked directly to the

17

operation and maintenance of the transmission facilities. Nonetheless, it incurs

18

A&G expenses to support the transmission facilities and thus proposed the gross

19

plant allocator rather than the wages and salaries allocator to allocate A&G and

20

general plant costs.
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This approach was accepted for filing by FERC in a letter order.13 In addition, the

2

pro forma cash flow formula rate template currently used in MISO and since its

3

origin14 provides for the use of the Gross Plant Allocator: “If the utility has more

4

employees assigned to A&G than to the sum of production, transmission, and

5

distribution, set the W&S allocator at page 3, line 22 equal to the gross plant

6

allocator (GP) at page 3, line 6.”15 This approach is currently being used by

7

MISO transmission owners, Michigan Public Power Agency (“MPPA”) and

8

Indiana Municipal Power Agency (“IMPA”). Also, Lincoln Electric System

9

(“Lincoln Electric”), an SPP owner, based its Attachment H on the cash flow

10

version of the MISO pro forma cash flow template and includes the same note L

11

as MPPA and IMPA. Lincoln Electric continues to use the wage and salary

12

methodology to allocate its A&G to transmission, but because of its inclusion of

13

Note L on it Attachment H, it has the option to allocate A&G and other common

14

expenses based on its Gross Plant Allocator.16

15

Q.

16

PLEASE GIVE AN OVERVIEW OF THE HEARTLAND BUDGETING
PROCESS.

13

See Old Dominion Electric Cooperative Transmittal Letter, Docket No. ER07-1134 at page 5 (July 5,
2007). See also id. at Attachment H-3F at 2 and id. at Exhibit ODC-1 at 11. See also FERC Letter Order,
Docket No. ER07-1134 (September 5, 2007).
14

See Note L, page 32 of 91 of the MISO Attachment O Cash Flow Formula Rate Template originally
submitted in Docket Nos. ER98-1438 and EC98-24-000 (April 7, 1999).

15

See Note L and lines 18-22 of page 3 of 4 of the pro forma MISO Attachment O Cash Flow Formula
Rate Template for MPPA and IMPA.
https://www.misoenergy.org/MarketsOperations/TransmissionSettlements/Pages/TransmissionOwnerRate
Data.aspx
16

See http://www.oasis.oati.com/spp_default.html for Lincoln Electric’s current Attachment H template.
See also Note L on page 17 of Lincoln Electric’s November 7, 2008 filing to join SPP as a transmission
owner in Docket No. ER09-257. The Lincoln Electric filing was accepted by FERC Letter Order on
January 27, 2009.
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A.

The 2015 projected data are based on forecasted and budgeted information for the

2

2015 calendar year that are developed as part of the Heartland annual budgeting

3

process. Each year Heartland prepares an operating and capital budget for the

4

following year that is approved by the Board of Directors. As part of the annual

5

budget process, Heartland also prepares a multi-year cost forecast. Based on the

6

succeeding year’s budget and the multi-year cost forecast, the Heartland Board

7

approves customer rates for the upcoming year. Beginning in late June or early

8

July, Heartland develops budgets for functional areas (e.g., generation,

9

transmission, public relations, administration and finance, etc.), including any

10

requirements for additional staffing. These budgets are based on historical trends,

11

escalated for estimated inflation and unique business events (e.g., significant non-

12

recurring expenses, scheduled maintenance outages, new customers, etc.).

13

The transmission O&M expense forecast for the vast majority of the Heartland

14

facilities in SPP is performed by Basin Electric as they are the operator of the

15

MBPP facilities and the Basin substation. Each year, Heartland requests a

16

transmission O&M forecast from Basin Electric. Heartland uses this forecast as

17

the base for the succeeding year’s budgeted transmission O&M expenses.

18

Heartland does not adjust these forecasts as long as unusual variances from prior

19

years can be explained. If Heartland does not receive a transmission O&M

20

forecast, Heartland will forecast transmission O&M like other costs, as explained

21

above. Western also provides maintenance on the Irv Simmons transmission

22

facility and provides the forecast to Heartland for those facilities. Heartland will

23

also forecast the on balance sheet and off balance debt service requirements.
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Based on the above information, Heartland prepares a recommended operating

2

and capital budget. These recommended budgets are reviewed with the Chief

3

Executive Officer (“CEO”) and other Heartland senior management in September.

4

The CEO makes the final decision on the budget recommendations, which are

5

sent to the Board of Directors in early October. The Board of Directors typically

6

approves the next year’s budget by mid-October.

7

Q.

IS HEARTLAND PROVIDING WORK PAPERS TO SUPPORT THE

8

CALCULATIONS FOR THE 2015 HEARTLAND FORWARD-LOOKING

9

ATTACHMENT H FORMULA RATE IN THIS FILING?

10

A.

11

Yes. Exhibit No. SPP-3, Worksheets A through I, provide the detail supporting
the projected rate shown in Exhibit No. SPP-3.

12

Q.

DOES THIS CONCLUDE YOUR TESTIMONY?

13

A.

Yes.

Exhibit HCPD-3
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Exhibit HCPD‐3
PPGA Debt Service

Year
1/1/2015
1/1/2016
1/1/2017
1/1/2018
1/1/2019
1/1/2020
1/1/2021
1/1/2022
1/1/2023
1/1/2024
1/1/2025
1/1/2026
1/1/2027
1/1/2028
1/1/2029
1/1/2030
1/1/2031
1/1/2032
1/1/2033
1/1/2034
1/1/2035
1/1/2036
1/1/2037
1/1/2038
1/1/2039
1/1/2040
1/1/2041

2007
$ 32,780,000.00
$ 32,781,750.00
$ 32,781,250.00
$ 32,780,250.00
$ 32,777,000.00
$ 32,778,500.00
$ 32,778,250.00
$ 32,780,000.00
$ 32,777,250.00
$ 32,778,750.00
$ 32,777,750.00
$ 32,777,750.00
$ 32,777,000.00
$ 32,778,750.00
$ 32,781,000.00
$ 32,781,750.00
$ 32,779,000.00
$ 32,780,750.00
$ 32,779,500.00
$ 32,778,000.00
$ 32,778,750.00
$ 32,779,000.00
$ 32,781,000.00
$ 32,781,750.00
$ 32,778,250.00
$ 32,777,500.00
$ 32,781,000.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

2009A
4,634,912.50
4,638,362.50
4,634,162.50
4,633,912.50
-

2009B
$ 9,050,479.28
$ 9,036,397.63
$ 9,027,009.86
$ 9,017,622.09
$ 13,638,540.44
$ 13,619,461.39
$ 13,595,424.50
$ 13,589,211.71
$ 13,581,366.82
$ 13,576,405.15
$ 13,568,599.70
$ 13,557,465.82
$ 13,552,518.81
$ 13,542,789.34
$ 13,532,792.73
$ 13,521,802.00
$ 13,509,090.12
$ 13,498,930.08
$ 13,485,352.56
$ 13,472,630.52
$ 13,459,794.66
$ 13,445,875.63
$ 13,434,904.04
$ 13,420,668.28
$ 13,402,198.96
$ 13,388,526.77
$ 13,373,197.67

Total
$ 46,465,391.78
$ 46,456,510.13
$ 46,442,422.36
$ 46,431,784.59
$ 46,415,540.44
$ 46,397,961.39
$ 46,373,674.50
$ 46,369,211.71
$ 46,358,616.82
$ 46,355,155.15
$ 46,346,349.70
$ 46,335,215.82
$ 46,329,518.81
$ 46,321,539.34
$ 46,313,792.73
$ 46,303,552.00
$ 46,288,090.12
$ 46,279,680.08
$ 46,264,852.56
$ 46,250,630.52
$ 46,238,544.66
$ 46,224,875.63
$ 46,215,904.04
$ 46,202,418.28
$ 46,180,448.96
$ 46,166,026.77
$ 46,154,197.67
TOTAL
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Transmission
Heartland
Related Debt
Allocation of Debt Service (3.61% of
Debt Service)
Service
$ 16,262,887.12 $
587,090.23
$ 15,203,948.77 $
548,862.55
$ 14,354,930.55 $
518,212.99
$ 13,296,374.68 $
479,999.13
$ 12,658,783.76 $
456,982.09
$ 12,653,989.47 $
456,809.02
$ 12,647,365.77 $
456,569.90
$ 12,646,148.65 $
456,525.97
$ 12,643,259.13 $
456,421.65
$ 12,642,315.04 $
456,387.57
$ 12,639,913.55 $
456,300.88
$ 12,636,877.04 $
456,191.26
$ 12,635,323.31 $
456,135.17
$ 12,633,147.09 $
456,056.61
$ 12,631,034.38 $
455,980.34
$ 12,628,241.45 $
455,879.52
$ 12,624,024.58 $
455,727.29
$ 12,621,730.93 $
455,644.49
$ 12,617,687.06 $
455,498.50
$ 12,613,808.32 $
455,358.48
$ 12,610,512.18 $
455,239.49
$ 12,606,784.26 $
455,104.91
$ 12,604,337.47 $
455,016.58
$ 12,600,659.53 $
454,883.81
$ 12,594,667.90 $
454,667.51
$ 12,590,734.57 $
454,525.52
$ 12,587,508.46 $
454,409.06
$ 349,486,995.04

$ 12,616,480.52
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Public Power Generation Agency
2007 Revenue Bonds
Period
Ending
1/1/2008
1/1/2009
1/1/2010
1/1/2011
1/1/2012
1/1/2013
1/1/2014
1/1/2015
1/1/2016
1/1/2017
1/1/2018
1/1/2019
1/1/2020
1/1/2021
1/1/2022
1/1/2023
1/1/2024
1/1/2025
1/1/2026
1/1/2027
1/1/2028
1/1/2029
1/1/2030
1/1/2031
1/1/2032
1/1/2033
1/1/2034
1/1/2035
1/1/2036
1/1/2037
1/1/2038
1/1/2039
1/1/2040
1/1/2041
Total

Principal
$

$

7,825,000.00
8,115,000.00
8,525,000.00
8,865,000.00
9,310,000.00
9,775,000.00
10,165,000.00
10,670,000.00
11,205,000.00
11,765,000.00
12,355,000.00
12,970,000.00
13,620,000.00
14,300,000.00
15,015,000.00
15,765,000.00
16,555,000.00
17,385,000.00
18,255,000.00
19,165,000.00
20,125,000.00
21,130,000.00
22,185,000.00
23,295,000.00
24,460,000.00
25,685,000.00
26,970,000.00
28,315,000.00
29,730,000.00
31,220,000.00
504,720,000.00

$

$

Interest
21,905,109.03
24,955,187.50
24,955,187.50
24,955,187.50
24,955,187.50
24,661,750.00
24,256,000.00
23,915,000.00
23,471,750.00
23,006,250.00
22,615,250.00
22,107,000.00
21,573,500.00
21,013,250.00
20,425,000.00
19,807,250.00
19,158,750.00
18,477,750.00
17,762,750.00
17,012,000.00
16,223,750.00
15,396,000.00
14,526,750.00
13,614,000.00
12,655,750.00
11,649,500.00
10,593,000.00
9,483,750.00
8,319,000.00
7,096,000.00
5,811,750.00
4,463,250.00
3,047,500.00
1,561,000.00
575,430,109.03
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$

$

Total Debt
Service
21,905,109.03
24,955,187.50
24,955,187.50
24,955,187.50
32,780,187.50
32,776,750.00
32,781,000.00
32,780,000.00
32,781,750.00
32,781,250.00
32,780,250.00
32,777,000.00
32,778,500.00
32,778,250.00
32,780,000.00
32,777,250.00
32,778,750.00
32,777,750.00
32,777,750.00
32,777,000.00
32,778,750.00
32,781,000.00
32,781,750.00
32,779,000.00
32,780,750.00
32,779,500.00
32,778,000.00
32,778,750.00
32,779,000.00
32,781,000.00
32,781,750.00
32,778,250.00
32,777,500.00
32,781,000.00
1,080,150,109.03

Exhibit HCPD-3
Page 3 of 5

Public Power Generation Agency
2009A Revenue Bonds
Period
Ending
1/1/2010
1/1/2011
1/1/2012
1/1/2013
1/1/2014
1/1/2015
1/1/2016
1/1/2017
1/1/2018
Total

Principal
$

$

3,500,000.00
3,630,000.00
3,790,000.00
3,920,000.00
4,105,000.00
4,265,000.00
4,445,000.00
27,655,000.00

$

$
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Interest
519,824.48
1,134,162.50
1,134,162.50
1,004,287.50
847,562.50
714,912.50
533,362.50
369,162.50
188,912.50
6,446,349.48

$

$

Total Debt
Service
519,824.48
1,134,162.50
4,634,162.50
4,634,287.50
4,637,562.50
4,634,912.50
4,638,362.50
4,634,162.50
4,633,912.50
34,101,349.48
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Public Power Generation Agency
2009B Revenue Bonds
Period
Ending
1/1/2010
1/1/2011
1/1/2012
1/1/2013
1/1/2014
1/1/2015
1/1/2016
1/1/2017
1/1/2018
1/1/2019
1/1/2020
1/1/2021
1/1/2022
1/1/2023
1/1/2024
1/1/2025
1/1/2026
1/1/2027
1/1/2028
1/1/2029
1/1/2030
1/1/2031
1/1/2032
1/1/2033
1/1/2034
1/1/2035
1/1/2036
1/1/2037
1/1/2038
1/1/2039
1/1/2040
1/1/2041
Total

Total Debt
Principal
$

$

4,635,000.00
4,855,000.00
5,080,000.00
5,320,000.00
5,570,000.00
5,835,000.00
6,110,000.00
6,395,000.00
6,700,000.00
7,015,000.00
7,345,000.00
7,690,000.00
8,050,000.00
8,430,000.00
8,825,000.00
9,240,000.00
9,675,000.00
10,130,000.00
10,610,000.00
11,110,000.00
11,630,000.00
12,180,000.00
12,755,000.00
185,185,000.00

$

$

Interest
6,146,753.11
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,075,431.00
12,723,831.90
12,355,938.30
11,970,663.90
11,567,284.50
11,144,713.80
10,702,227.60
10,239,101.70
9,753,887.70
9,245,861.40
8,713,936.50
8,157,026.70
7,574,045.70
6,963,545.10
6,324,438.60
5,655,277.80
4,954,614.30
4,220,999.70
3,452,623.50
2,648,037.30
1,805,792.70
923,717.10
301,019,629.21

$

$

Federal Subsidy

Service
6,146,753.11
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
13,411,097.70
18,046,097.70
17,930,431.00
17,803,831.90
17,675,938.30
17,540,663.90
17,402,284.50
17,254,713.80
17,097,227.60
16,939,101.70
16,768,887.70
16,590,861.40
16,403,936.50
16,207,026.70
16,004,045.70
15,788,545.10
15,564,438.60
15,330,277.80
15,084,614.30
14,830,999.70
14,562,623.50
14,278,037.30
13,985,792.70
13,678,717.10
486,204,629.21
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$

$

Federal Subsidy
w/ Sequestration
Payment
2,151,363.59 $ 2,151,363.59
4,693,884.20 $ 4,693,884.20
4,693,884.20 $ 4,693,884.20
4,693,884.20 $ 4,285,516.27
4,693,884.20 $ 4,355,924.54
4,693,884.20 $ 4,360,618.42
4,693,884.20 $ 4,374,700.07
4,693,884.20 $ 4,384,087.84
4,693,884.20 $ 4,393,475.61
4,693,884.20 $ 4,407,557.26
4,576,400.86 $ 4,310,969.61
4,453,341.16 $ 4,208,407.40
4,324,578.40 $ 4,086,726.59
4,189,732.36 $ 3,959,297.08
4,048,549.58 $ 3,825,879.35
3,900,649.84 $ 3,686,114.10
3,745,779.66 $ 3,539,761.78
3,583,685.60 $ 3,386,582.89
3,413,860.70 $ 3,226,098.36
3,236,051.50 $ 3,058,068.67
3,049,877.78 $ 2,882,134.50
2,854,959.34 $ 2,697,936.58
2,650,916.00 $ 2,505,115.62
2,437,240.78 $ 2,303,192.54
2,213,553.52 $ 2,091,808.08
1,979,347.24 $ 1,870,483.14
1,734,115.00 $ 1,638,738.68
1,477,349.90 $ 1,396,095.66
1,208,418.22 $ 1,141,955.22
926,813.06 $
875,838.34
632,027.44 $
597,265.93
323,300.98 $
305,519.43
105,356,870.31 $ 99,695,001.54

Sequestration %
0.0%
0.0%
0.0%
8.7%
7.2%
7.1%
6.8%
6.6%
6.4%
6.1%
5.8%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%
5.5%

Net Payment
$ 3,995,389.52
$ 8,717,213.50
$ 8,717,213.50
$ 9,125,581.43
$ 9,055,173.16
$ 9,050,479.28
$ 9,036,397.63
$ 9,027,009.86
$ 9,017,622.09
$ 13,638,540.44
$ 13,619,461.39
$ 13,595,424.50
$ 13,589,211.71
$ 13,581,366.82
$ 13,576,405.15
$ 13,568,599.70
$ 13,557,465.82
$ 13,552,518.81
$ 13,542,789.34
$ 13,532,792.73
$ 13,521,802.00
$ 13,509,090.12
$ 13,498,930.08
$ 13,485,352.56
$ 13,472,630.52
$ 13,459,794.66
$ 13,445,875.63
$ 13,434,904.04
$ 13,420,668.28
$ 13,402,198.96
$ 13,388,526.77
$ 13,373,197.67
$ 386,509,627.67
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2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041

Plant
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220
220

HCPD Assignment NIMECA TOTAL HCPD % PLANT
80
8
(11)
77
35%
80
6
(14)
72
33%
80
4
(16)
68
31%
80
1
(18)
63
29%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
27%
80
(20)
60
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
80
(20)
60
27%
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2015
2016
2017
2018
2019

Assignment Schedule
Jan-April May - December Average
10
7
8
7
5 5.666667
5
3 3.666667
3
0
1
0
0
0

Exhibit HCPD-4
Page 1 of 1

Exhibit HCPD‐4
Breakdown of PPGA Take‐or‐Pay Payments 2015‐2041

2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041

Debt Service Portion
of Take or Pay
Payment
$
16,262,887
$
15,203,949
$
14,354,931
$
13,296,375
$
12,658,784
$
12,653,989
$
12,647,366
$
12,646,149
$
12,643,259
$
12,642,315
$
12,639,914
$
12,636,877
$
12,635,323
$
12,633,147
$
12,631,034
$
12,628,241
$
12,624,025
$
12,621,731
$
12,617,687
$
12,613,808
$
12,610,512
$
12,606,784
$
12,604,337
$
12,600,660
$
12,594,668
$
12,590,735
$
12,587,508

Non‐Fuel
Portion of Take
or Pay
Payment
$ 6,910,316
$ 5,673,417
$ 6,320,930
$ 5,378,073
$ 5,399,925
$ 5,534,923
$ 5,673,296
$ 5,815,129
$ 5,960,507
$ 6,109,520
$ 6,262,258
$ 6,418,814
$ 6,579,285
$ 6,743,767
$ 6,912,361
$ 7,085,170
$ 7,262,299
$ 7,443,857
$ 7,629,953
$ 7,820,702
$ 8,016,219
$ 8,216,625
$ 8,422,040
$ 8,632,591
$ 8,848,406
$ 9,069,616
$ 9,296,357
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Total PPGA Take
or Pay Payment
$ 23,173,203
$ 20,877,366
$ 20,675,861
$ 18,674,448
$ 18,058,709
$ 18,188,913
$ 18,320,662
$ 18,461,278
$ 18,603,766
$ 18,751,835
$ 18,902,171
$ 19,055,691
$ 19,214,608
$ 19,376,914
$ 19,543,395
$ 19,713,411
$ 19,886,324
$ 20,065,588
$ 20,247,640
$ 20,434,510
$ 20,626,732
$ 20,823,409
$ 21,026,378
$ 21,233,251
$ 21,443,074
$ 21,660,351
$ 21,883,865
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Heartland Rate and Liquidity Guidelines
Heartland sets forth written documentation of the financial policies and guidelines the
organization uses to conduct business. The document incorporates current financial guidelines
and establishes new guidelines that Heartland will follow.
It is Heartland’s goal to achieve and maintain a credit rating from Moody’s Investor Services
(Moody’s), Standard & Poor’s Rating Services (Standard & Poor’s), of at least A3 and A-,
respectively. A corresponding rating is targeted in the event Heartland receives a rating from
Fitch Ratings (Fitch).
Staff will implement the following guidelines immediately upon approval of the Heartland Board
of Directors. The guidelines shall be reviewed and revised, if necessary, at least once per year.
I.

Rating Setting Guidelines
Heartland, at such intervals as it deems necessary, but not less frequently than once each
year, reviews and adjusts the rates for power and energy sold to its customers.
Heartland’s rates are to be sufficient for Heartland to meet the cost of operation and
maintenance of the Heartland facilities, the cost of any electric power and energy
purchased for resale and cost of transmission service to Heartland’s customers, all debt
service costs, any costs incurred to fulfill commitments under the power sale agreements
and the cost of providing for the establishment and maintenance of reasonable reserves as
outlined below.
A.

B.

Rate Forecasts
1.

Annually, Heartland will prepare a detailed budget to establish wholesale
rates for the immediately succeeding fiscal year based on known
information and other quantifiable information.

2.

Heartland will prepare at least a five-year rate forecast based on projected
costs and load requirements. This forecast is used to develop a rate-setting
plan for future years. The rate forecast will be reviewed and approved by
the Board annually.

Fixed Charge Coverage Ratio
Heartland will establish rates each fiscal year to achieve a minimum fixed cost
coverage ratio of at least 1.20. Fixed Charge Coverage Ratio is calculated as the
most restrictive coverage ratio as defined by Moody’s, Standard & Poor’s, or
Fitch’s corresponding rating methodology. To help achieve this goal, Heartland
has established a Rate Stabilization Account as defined in Section II.C below.

C.

Debt Coverage

As amended and approved by Heartland Board of Directors January 16, 2015 (supersedes May 12, 2009)
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Heartland will establish rates each fiscal year to achieve a minimum debt service
coverage ratio of 1.35; however, it is Heartland’s goal to achieve a debt service
coverage ratio (Net margins, as represented by net profit after tax before unusual
items + Interest + Depreciation & Amortization) / (Interest + Principal Payment)
of 1.50 or greater, Heartland will maintain this higher target until 2017, or when
its resources and committed customer load requirements are matched and reserves
have reached target levels. To help achieve this goal, Heartland has established a
Rate Stabilization Account as defined in Section II.C below.
D.

Production Cost Adjustment
Heartland will maintain a Production Cost Adjustment (PCA) to pass on the
incremental unforeseen energy cost increases. Pursuant to its policies regarding
Heartland’s Rate Stabilization Fund, Heartland’s preference is to use the Rate
Stabilization Fund as defined in Section II. C below to the extent practicable prior
to invoking the production cost adjustment (“PCA”) clause in its rate schedules,
but in no event is Heartland precluded from invoking the PCA clause. Heartland's
actual cost of providing energy may vary during each monthly billing period from
the budgeted monthly maximum cost.
In any month when the cost of energy exceeds the threshold listed in the current
approved rate schedule, the PCA to be included pursuant to this rate schedule
shall be an amount which may be added to the Customer's bill. The PCA will be
sufficient to recover the actual applicable and approved expenses associated with
producing electric energy in a preceding billing period.
The "cost of energy" per kilowatt-hour for purposes of this adjustment shall
consist of the production costs of energy at Heartland's generating facilities and
payments for electric energy purchased by Heartland from others during the
previous billing period, both adjusted for losses to the point(s) of delivery, and
then divided by the total kilowatt-hours measured at the points of delivery of all
Customers receiving power and energy in the immediately preceding billing
period.

II.

Liquidity Guidelines
A.

Working Capital
Heartland requires adequate liquidity to fund its normal, recurring business
activities, as well as to provide for extraordinary expenses. Heartland’s goal is to
maintain free operating cash reserves equal to at least 60 days operating expenses
to meet its working capital needs. One Days Cash = (Operating Cash +
unrestricted investments)/ (Operating expenses excluding depreciation).

As amended and approved by Heartland Board of Directors January 16, 2015 (supersedes May 12, 2009)
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B.

Cash Contingencies
Heartland maintains relationships with several banking institutions that have the
ability and capacity to facilitate lines of credit. The liquidity facility will be
included to calculate “Adjusted Days Liquidity on Hand”. Adjusted Days
Liquidity on Hand will be calculated as defined by Moody’s rating methodology
for US Municipal Joint Action Agencies dated October 3, 2012. Heartland will
maintain at least a liquidity facility adequate with other available fund to meet at
least the minimum Adjusted Days Liquidity on Hand of the “A” category as
described in Moody’s rating methodology. The letter of credit will be
immediately available in the event that energy purchases are required due to loss
of generating capacity from owned or contracted energy sources, increased
market purchase price or quantity, unforeseen capital expenditures, or as
otherwise deemed necessary by the Board of Directors. The letter of credit will
be reviewed annually and meet the criteria set for by Moody’s and Standard &
Poor’s.

C.

Rate Stabilization Account
Heartland’s Bond Resolution allows a rate stabilization account to maintain debt
service coverage in cases of revenue shortfalls or higher than expected expenses,
and to provide a mechanism for Heartland to use excess revenue to stabilize
future rates. A rate stabilization fund is allowable under Heartland’s Bond
Resolution.
Through the use of the Rate Stabilization Fund, Heartland has the ability to
stabilize customer rates and attempt to keep them near the annual goal.
Heartland will annually determine the minimum balance for the RSF as
hereinafter set out, and any funds in excess of that minimum balance can be used
in future periods to cover unanticipated budget shortfalls including Debt Service
Coverage and Fixed Charge Coverage Ratio targets. In addition, the RSF can be
used to pay other expenses and capital as approved by the Board.
Heartland’s Board of Directors are responsible for approving any transfer of
revenues to the rate stabilization fund and evaluating the adequacy of the Fund’s
balance.
Heartland’s accounting policies conform to GASB Statement No 62, which
permits an entity with cost-based rates to defer certain costs or income that would
otherwise be recognized when incurred to the extent that the rate-regulated entity
is recovering or expects to recover such amounts in rates charged to its customers.
The above handling is allowable in accordance with GASB Statement No. 62

As amended and approved by Heartland Board of Directors January 16, 2015 (supersedes May 12, 2009)
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The Rate Stabilization Fund sources are the interest earned by the Fund and
monies transferred into the Fund from the General Reserve Fund. Any transfers
from the General Reserve Fund shall be in compliance with the Bond Resolution.
The Rate Stabilization Fund is intended to provide additional liquidity and
minimize the impact upon Heartland’s rates due to risk affecting Heartland.
Heartland requires additional liquidity above its working capital needs to mitigate
the rate exposure to its Customers and provide additional liquidity for increase
expenses related to:
1.

Increased purchased power expenses related to a planned or unplanned
event that could cause a sudden increase in rates.

2.

Reduction in surplus sales revenue from either a reduction in market price
or mega-watt hours available for sale.

3.

Unexpected capital expenditures.

It is the goal of the Heartland Board that a minimum balance in this Fund be met
before an adjustment is made in Heartland’s rate to its Customers to replenish the
Fund, in whole or in part. That goal is 60 days’ cash (in addition to working
capital) or as otherwise determined by the Board of Directors. Heartland will set
rates appropriate to achieve the 60 minimum days’ cash level by January 1, 2018.
Funds will be replenished within two years in the event the funds fall below target
levels.
Heartland will evaluate this goal at least annually, and make changes to this goal
as the Heartland Board in its sole discretion deems appropriate. Factors to be
considered in the establishment of the rate stabilization level include: the match
of committed contracts and resources; dependence on uncommitted wholesale
sales profits; environmental risks, and other risks.
After sufficient funds have been accumulated Heartland will use excess funds for
operating expenses, capital projects and other lawful uses as directed by the Board
of Directors.
III.

Monitoring of Liquidity Levels and Coverage Targets
Heartland will review the established goal and the level of its line of credit at least
annually during its rate projection and budget process. The goals should provide the
appropriate level of liquidity protection given the risk associated with projected costs and
revenues. In the event Heartland’s reserve funds fall below established goals, Heartland
will replenish these funds through increases in customer rates in the succeeding two to
three years in order to provide for uninterrupted operations.

As amended and approved by Heartland Board of Directors January 16, 2015 (supersedes May 12, 2009)
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Heartland deems it necessary to review the liquidity and coverage goals monthly until
such time as it otherwise deems appropriate. Management will report to the Board of
Directors monthly on the current liquidity levels and the ability to meet the Debt Service
and Fixed Charge Coverage Ratio targets. The report shall contain the projected Debt
Service and Fixed Charge Coverage Ratio compared to the target levels of 1.50x and
1.20x respectively. In the event that Management reasonably believes Heartland will not
make the liquidity or coverage targets as stated above, Management will recommend to
the Board of Directors the necessary action needed to meet the deficiency. The
recommendation may include but is not limited to increasing customer rates, reducing
costs where applicable, and utilizing the Rate Stabilization Fund.
References & Methodologies
Moody’s Investor Services
Rating Methodology - US Municipal Joint Action Agencies, October 3, 2012
www.moodys.com
http://www.publicpower.org/files/JointActionWorkshop/jaa%20methodology.pdf
Standard & Poor’s Rating Services
USPF Criteria: Electric and Gas Utility Ratings, December 16, 2014
USPF Criteria: Wholesale Utilities, May 24, 2005
USPF Criteria: Methodology: Definitions And Related Analytic Practices For Covenant
And Payment Provision in U.S. Public Finance Revenue Obligations, November 29, 2011

As amended and approved by Heartland Board of Directors January 16, 2015 (supersedes May 12, 2009)
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MINUTES
OF
HEARTLAND CONSUMERS POWER DISTRICT
January 16,2015
The regular meeting of the Board of Directors of the Heartland Consumers Power District
was called to order by President VanWalleghen at 9:35 A.M. at the Heartland
Headquarters Building, Madison, South Dakota, on Friday, January 16, 2015, in
accordance with the Notice of the Meeting.

Roll Call:
Those Directors present for ail or a portion the meeting were, President VanWalleghen,
Vice President Joffer, Secretary Anderson, Treasurer Westbrock and Directors
Heinemeyer, Nielson and Rave. Directors Fritz, Hahler and Higman were absent.
Also present for ail or a portion of the meeting were Dennis Duncan, General Counsel,
Sharla Fedeler, Adam Graft, Ann Hyland, Nate Jones, Mike Malone and Russell Olson of
Heartland Consumers Power District.
Seating of Board of Directors:
It was moved by Nielson, seconded by Rave, to seat the Board of Directors from
Subdivision 4 and 6; motion carried.

Oath ofOfficei
The Oath of Office forms were signed by Kay Anderson (Subdivision 4), and Jeff
Heinemeyer (Subdivision 6), and are on file at the Office of the Secretary of State and a
copy on file at the District's office.

Election of Officers:
Nominations were cast for Merlin VanWaileghen for the Office of President. It was moved
byWestbrock, seconded by Rave, that nominations cease and a unanimous vote be cast
for Merlin VanWalleghen; motion carried.
Nominations were cast for Mark Joffer for the Office of Vice President. !t was moved by
Westbrock, seconded by Nielson, that nominations cease and a unanimous vote be cast
for Mark Joffer; motion carried.
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Nominations were cast for Kay Anderson for the Office of Secretary, it was moved by
( Joffer, seconded by Heinemeyer, that nominations cease and a majority vote be cast for
Anderson; motion carried.
Nominations were cast for David Westbrock for the Office of Treasurer. It was moved by
Rave, that nominations cease and a majority vote be cast forWestbrock; motion carried.
Nominations were cast for Roger Fritz for the Office of Assistant Secretary/Treasurer. It
was moved by Rave, seconded by Nieison, that nominations cease and a majority vote
be cast for Fritz; motion carried.
The Election for the Office of President was conducted by Dennis Duncan, General
Counsel. Other Elections of Officers were conducted by President Merlin VanWalleghen.
Agenda:
The proposed Agenda was considered. It was moved by Heinemeyer, seconded by
Joffer, that the Agenda be approved as amended; motion carried.
Consideration of Minutes:
The Minutes of the December 15, 2014, Regular Meeting were considered and it was
moved by Anderson, seconded by Rave, that the Minutes for the Regular Meeting be and
hereby are ratified and affirmed; motion carried.
The Minutes of the January 6, 2015, Special Meeting were considered and it was moved
by Anderson, seconded by Westbrock, that the Minutes for the Special Meeting be and
hereby are ratified and affirmed; motion carried.
Disbursements and Inter-Fund Transfers:
The Directors reviewed the January 16, 2015 list of disbursements, authorizations and
wire transfers. It was moved byWestbrock, seconded byJoffer,that(1) checks numbered

ACH520 through ACH21 already issued be ratified; (2) that wire transfers be ratified; and
(3) that authorizations IV-86-2189, IV-92-554, iV-92-555, Vlll-92-207, Vlll-92-208, IV-862190, IV-86-2191, IV-86-2192, IV-86-2193, Vl-86-203, SUB OBL 2011-6, IV-86-2194, IV86-2195, IV-86-2196, IV-86-2197 and IV-86-2198 be ratified; motion carried.
Chief Executive Officer's Report:

Graffand Jones reported on SPP Integration Activities; Other Activities, which included
Auburn, IA New Service; Second Annual HCPD Winter Conference; SPP MOPC Meeting;
WEC2 Regulation Group; RFP Responses-Meeting with Bill Leung; MISO Dispute Filing

(

for New Ulm; Operations, which included HCPD Load; Customer Energy; LRSAvailability, Capacity Factor, Coal inventory, and Water Levels; WEC2-Availability,

\

(Heartland Board Minutes - 1/16/15 - Page 2)
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Capacity Factor, Coa! Levels and End of Year Operating Statistics; Wessington Springs
Wind-Capacity Factor and 2014 End of Year Operating Statistics; SPP/WAPA Market
Purchases; Resource Summary; Surplus Sales Summary; and Forward Looking Pricing;
Upcoming Activities, which included Energy Scheduler Interviews; NPPD Point-to-Point

Transmission; PPGA Board Meeting; and MMUA Legislative Meetings.
Malone reported on November 2014 Sales Revenue-Customer and Surplus; November
2014 Sales Comparison-Demand and Energy; November 2014 Financial Results; Yearto-Date Rate Revenue and Surplus Sales; Year-End Projections; and Liquidity. Other

Activities, which included MCR Performance Solutions-FERC-ATRR; PPGA Underwriter
RFP; HCPD Line of Credit RFP; and HCPD Defeasance.
Hyiand reported on Year-End Energy Efficiency; Energy Efficiency Grant Request from
the City of Madison; and an Energy Efficiency Grant Request for the City of Colman.
Olson reported on HCPD Managers Meeting on Transmission; 2015 SD Governor's

Inauguration; Other Activities, which included HCPD Policy Review; Board Planning
Session; BNSF Contract Negotiations with MBPP Management Committee; MMUA and
Iowa Legislative Raliys; and Federal Government Activities-FERC Filing.
Dennis Duncan discussed the future format and presentation of the Legal Report. A
current Legal Report was presented to the Board.
It was moved by Nielson, seconded by Rave, to accept the Chief Executive Officer's
Report: and the Legal Report; motion carried.
Energy Efficiency Grants:
The Energy Efficiency Grants requests for the cities of Madison and Colman were
considered.

It was moved by Joffer, seconded by Rave, to approve the Energy Efficiency Grant with
the City of Madison; motion carried.
It was moved by Westbrock, seconded by Heinemeyer, to approve the Energy Efficiency

Grant with the City of Coiman; motion carried.
NRECA Annual Meetinci and Federated Annual IVIeeting:
Jerad Higman is not able to attend the NRECA Annual Meeting, to which he was
appointed the delegate, and the Federated Annual Meeting, to which he was appointed
the alternate, therefore, it was moved by Westbrock, seconded by Rave, to appoint Larry

Nieison as the delegate and to appoint Jeff Heinemeyer as the alternate to the NRECA
Annual Meeting and to appoint Jeff Heinemeyer as the delegate and to appoint Larry
Nielson as the alternate to the Federated Annual Meeting; motion carried.

(Heartland Board Minutes - 1/16/15 - Page 3)
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Resolutions:
It was moved byWestbrock, seconded byJoffer, to adopt Resolution No. 2015-01, which
thanks Edward H. Lamers for his outstanding service to Heartland; motion carried.
It was moved by Rave, seconded by Nielson, to adopt Resolution No. 2015-02, the
Corporate Authorization Resolution with First National Bank; motion carried.
Policies:
It was moved by Nielson, seconded by Heinemeyer, to accept the changes to Policy No.
1-2 - Chief Executive Officer; motion carried.
It was moved by Rave, seconded by Joffer, to accept the title changes to Policy No. 1-6 Authorized Signatures and to accept the title changes to Policy No. 1-9 -Audit Committee;
motion carried.

February 2015 Board Meetina Date:
It was moved by Nielson, seconded by Westbrock, to change the February 2015 Board
Meeting date to February 9, 2015; motion carried.
Executive Session:
It was moved by Heinemeyer, seconded by Joffer, that pursuant to SDCL 1-25-2(4) and
(5), to enter into Executive Session to discuss marketing and pricing strategies; motion
carried. Also present for all or a portion of the Executive Session were Sharla Fedeler,
Ann Hyland, Adam Graft, Nate Jones, Mike Maione, Russell Olson and Dennis Duncan.
It was moved by Rave, seconded by Nielson, to adjourn the Executive Session and
reconvene into Regular Session; motion carried.
New Business:
It was moved by Westbrock, seconded by Joffer, to amend the Rates and Liquidity
Guidelines; motion carried.
It was moved by Joffer, seconded by Westbrock, to authorize the President of the Board
to sign the Legal Retainer Agreement with Zimmer, Duncan and Cole; motion carried.
!t was moved by Nielson, seconded by Rave, to authorize Heartland's lobbyist to advance
the legislation on Board member qualifications; motion carried.

(Heartland Board Minutes - 1/16/15 - Page 4)
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Next Regular Meeting:
The next regular meeting of the Heartland Consumers Power District Board of Directors,
will be held on Monday, February 9, 2015, at the Heartland Headquarters Building in
Madison, South Dakota, beginning at 9:30 A.M.
At 2:31 P.M-, it was moved by Heinemeyer, seconded byWestbrock, that the meeting be
adjourned; motion carried.

A/?^ t^!^^.

Secretary

Exhibit HCPD-6
Page 1 of 1

Exhibit HCPD‐6

Heartland Projected Fixed Charge Coverage Ratio

FCCR
2013‐14 avg
2015‐16 avg
2017‐18 avg
2015‐19 avg

2013 act
1.06

2014
1.31
1.19

2015
1.25

2016
1.26

2017
1.04

2018
1.50

2019
1.61

1.26
1.27
1.33

1 of 1

VERIFICATION
Pursuant to 28 U.S.C. § 1746,1 state under penalty of perjury that the foregoing testimony is true
and correct to the best of my information, knowledge and belief.

Executed this 8th day of May, 2015.

Micheal Malone
Chief Financial Officer
Heartland Consumers Power District
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Heartland Consumers Power District
Attachment H Workpapers
For the 12 Months Ended December 31, 2015
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Formula Rate - Cash Flow

Formula Rate Template

12/31/2015

Heartland
Line
No.
1

GROSS REVENUE REQUIREMENT

(page 2, line 24)

$

2
3
4
5
6

REVENUE CREDITS
(Note Q)
Account No. 454
(page 3, line 34)
Account No. 456
(page 3, line 37)
Revenues from Grandfathered Interzonal Transactions
Revenues from service provided by the ISO at a discount
TOTAL REVENUE CREDITS (sum lines 2-5)

Total

6a
6b
6c

Historic Year Actual ATRR
Historic Year Projected ATRR
Historic Year ATRR True-up

6d
6e
6f
6g
6h

Historic Year Actual Divisor
Historic Year Projected Divisor
Difference in Divisor
Historic Year Projected Annual Cost ($/kW/Yr)
Historic Year Divisor True-up

6i

Interest on Historic Year True-up

7

NET REVENUE REQUIREMENT

8
9
10
11
12
13
14
15

DIVISOR (Note R)
Average of 12 coincident system peaks for requirements (RQ) service
Plus 12 CP of firm bundled sales over one year not in line 8
Plus 12 CP of Network Load not in line 8
Less 12 CP of firm P-T-P over one year (enter negative)
Plus Contract Demand of firm P-T-P over one year
Less Contract Demand from Grandfathered Interzonal transactions over one year (enter negative) (Note P)
Less 12 CP or Contract Demands from service over one year provided by ISO at a discount (enter negative)
Divisor (sum lines 8-14)

1,104
161,976
0
0

TP
TP
TP
TP

Allocator
58.73%
58.73%
58.73%
58.73%

Allocated
Amount
2,904,039

648
95,127
0
0
95,776

(line 6a - line 6b)

0
0
0

(line 6e - line 6d)

0
0
0
$

(line 6f * line 6g)

0
0

$

(line 1 - line 6 + line 6c+ line 6h + line 6i)

(Note A)
(Note B)
(Note C)
(Note D)

2,808,263

119,021
0
0
0
0
0
0
119,021

IS Point to Point Revenue
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Formula Rate - Cash Flow

Formula Rate Template
0

(1)
Line
No.

(2)

12/31/2015

Heartland
(3)

(4)

(5)

Allocator

(Col 3 times Col 4)

Transmission
Reference

Company Total

1
1a
2
3
4
5
5a
6
7
8

O&M (Note R)
Transmission
Less LSE Expenses included in Transmission O&M Accounts (Note S)
Less Account 565
A&G
Less FERC Annual Fees
Less EPRI & Reg. Comm. Exp. & Non-safety Ad (Note F)
Plus Transmission Related Reg. Comm. Exp. (Note F)
Common
Transmission Lease Payments
TOTAL O&M (sum lines 1, 3, 5a, 6, 7 less lines 1a, 2, 4, 5)

5,402,571
0
5,101,319
3,897,731
0
174,030
152,000
0
0
4,176,953

9
10
11

DEBT SERVICE (Note R)
Debt Service (Note T)
Amortization of premium or discount (Note U)
TOTAL DEBT SERVICE (Sum lines 9 - 10)

1,661,318
0
1,661,318

12
13
14
15
16
17
18
19

TAXES OTHER THAN INCOME TAXES (Notes G and R)
LABOR RELATED
Payroll
Highway and vehicle
PLANT RELATED
Property
Gross Receipts
Other
Payments in lieu of taxes
TOTAL OTHER TAXES (sum lines 12 - 18)

20

SUBTOTAL (sum lines 8, 11, 19)

21

MARGIN REQUIREMENT (Note H)

22

REV. REQUIREMENT (sum lines 20, 21)

6,463,776

2,904,039

23

REV. REQUIREMENT TO BE COLLECTED
UNDER ATTACHMENT H

6,463,776

2,904,039

TE

58.73%

3,172,891

TE
W/S
W/S
W/S
TE
CE

58.73%
16.09%
16.09%
16.09%
58.73%
16.09%
100.00%

2,995,967
627,282
0
28,008
89,268
0
0
865,466

DA
GP

100.00%
16.09%

1,661,318
1,661,318

118,838
0

W/S
W/S

16.09%
16.09%

19,125
0

160,724
13,680
0
0
293,242

GP

16.09%

25,866
0
0
0
44,991

zero
GP
GP

16.09%
16.09%

6,131,513
332,264

2,571,775
DA

100.00%

332,264
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Formula Rate - Cash Flow

Formula Rate Template

12/31/2015

Heartland
Line
No.

1
2
3
4
5
6

SUPPORTING CALCULATIONS AND NOTES

GROSS PLANT IN SERVICE (Note V)
Production
Transmission
Distribution
General & Intangible
Common
TOTAL GROSS PLANT (sum lines 1-5)

Reference

Company Total
44,792,976
16,907,780
0
4,618,891
0
66,319,647

Allocator
NA
TP
58.73%
NA
W/S
16.09%
CE
16.09%
GP=
16.09%

Transmission
9,929,816
743,342
0
10,673,158

TRANSMISSION PLANT INCLUDED IN ISO RATES
7
8
9
10

Total transmission plant (line 2)
Less transmission plant excluded from ISO rates
(Notes J and V)
Less transmission plant included in OATT Ancillary Services (Notes K and V )
Transmission plant included in ISO rates (line 7 less lines 8 & 9)

11

Percentage of transmission plant included in ISO Rates (line 10 divided by line 7)

16,907,780
6,752,305
225,659
9,929,816
TP=

TP-II - East River Facilities
GSU's

58.73%

TRANSMISSION EXPENSES (Note R)
12
13
14

Total transmission expenses (page 2, line 1, column 3)
Less transmission expenses included in OATT Ancillary Services (Note I)
Included transmission expenses (line 12 less line 13)

15
16
17

Percentage of transmission expenses after adjustment (line 14 divided by line 12)
Percentage of transmission plant included in ISO Rates (line 11)
Percentage of transmission expenses included in ISO Rates (line 15 times line 16)

5,402,571
0
5,402,571

TP
TE=

100.00%
58.73%
58.73%

=

W&S Allocator
($ / Allocation)
16.09%

WAGES & SALARY ALLOCATOR (W&S) (Note L)
$
18
19
20
21
22

Production
Transmission
Distribution
Other
Total (sum lines 18-21)

Allocation
0
0
0
0
0

0%
0%
0%
0%

0
0
0
0
0

Cell to solve for W/S by setting this to zero by changing J203
0.00%

COMMON PLANT ALLOCATOR (CE) (Note M)
23
24
25
26

$
66,319,647
0
0
66,319,647

Electric
Gas
Water
Total (sum lines 23-25)

% Electric
(line 23 / line 26)
1.00000
*

Labor Ratio
(line 22)
16.09% =

CE
16.09%

REVENUE CREDITS (Note R)
Load
31
32
33

ACCOUNT 447 (SALES FOR RESALE)
a. Bundled Non-RQ Sales for Resale
b. Bundled Sales for Resale included in Divisor on page 1
Total of (a)-(b)

34

ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY)

35
36
37

ACCOUNT 456 (OTHER ELECTRIC REVENUES)
a. Transmission charges for all transmission transactions
b. Transmission charges for all transmission transactions included in Divisor on page 1
Total of (a)-(b)

(Note O)

(Note N)

0
0
0
$1,104

$3,103,902
$2,941,926
$161,976

IS Point to Point Revenue
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Formula Rate - Cash Flow

Formula Rate Template
0

12/31/2015

Heartland
Note
Letter
A

The utility's maximum monthly megawatt load (60-minute integration) for RQ service at time of applicable pricing zone coincident monthly peaks.
RQ service is service which the supplier plans to provide on an on-going basis (i.e., the supplier includes projected load for
this service in its system resource planning).

B

Includes LF, IF, LU, IU service. LF means "firm service" (cannot be interrupted for economic reasons and is intended to remain reliable
even under adverse conditions), and long-term (duration of at least five years); does not meet definition of RQ service. IF is "firm service"
for a term longer than one but less than five years. LU is service from a designated generating unit, of a term no less than five years.
LI is service from a designated generating unit for a term between one and five years. Measured at time of applicable pricing zone coincident monthly peaks.

C

LF as defined above at time of applicable pricing zone coincident monthly peaks.

D

LF as defined above at time of applicable pricing zone coincident monthly peaks.

E

The FERC's annual charges for the year assessed the Transmission Owner for service under this tariff, if any.

F

Line 5 - EPRI Annual Membership Dues, all Regulatory Commission Expenses, and non-safety
related advertising. Line 5a - Regulatory Commission Expenses directly related to transmission service,
ISO filings, or transmission siting.

G

Includes only FICA, unemployment, highway, property, gross receipts, and other assessments charged in the current year.
Taxes related to income are excluded. Gross receipts taxes are not included in transmission revenue requirement in the Rate Formula
Template, since they are recovered elsewhere.

H

The Margin Requirement is the margin the utility uses in calculating rates applicable to its native load sales. The Margin Requirement
Heartland uses is based on the Fixed Charge Coverage Ratio ("FCCR") approved for use in setting rates by the Heartland Board of Directors.
Heartland's Margin Requirement is fixed at 20% and will not be changed absent a Section 205 filing.

I

Removes dollar amount of transmission expenses included in the OATT ancillary services rates, including all of Account No. 561.1, 561.2,

J

Removes transmission plant determined by Commission order to be state-jurisdictional according to the seven-factor test

561.3 and 561.BA.
For Heartland this amount represents the step-up transmission facilities associated with the Laramie River Station.
K

Removes dollar amount of transmission plant related to TP II - East River facilities. These transmission assets are
on the HCPD balance sheet until 2017 but the transmisssion assets are paid for by East River so are not
includable in the HCPD ATRR.

L

If the utility has more employees assigned to A&G than to the sum of production, transmission, and distribution, set the W&S
allocator at page 3, line 22 equal to the gross plant allocator (GP) at page 3, line 6. All of Heartland's employees are
assigned to A&G. After 2017 there will be no amount included from TP II on this line.

M
N

Enter dollar amounts.
Line 33 must equal zero since all short-term power sales must be unbundled and the transmission component reflected in Account
No. 456 and all other uses are to be included in the divisor.

O

Includes income related only to transmission facilities, such as pole attachments, rentals and special use.

P

Grandfathered agreements whose rates have been changed to eliminate or mitigate pancaking - the revenues are included in line 4 page 1
and the loads are included in line 13, page 1. Grandfathered agreements whose rates have not been changed to eliminate or mitigate

Q

The revenues credited on page 1 lines 2-5 shall include only the amounts received directly (in the case of grandfathered agreements)

pancaking - the revenues are not included in line 4, page 1 nor are the loads included in line 13, page 1.
or from the ISO (for service under this tariff) reflecting the Transmission Owner's integrated transmission facilities. They do not include
revenues associated with FERC annual charges, gross receipts taxes, ancillary services, facilities not included in this template (e.g., direct
assignment facilities and GSUs) which are not recovered under this Rate Formula Template.
R
S

Calculated using end of year projected amounts.
Account Nos. 561.4 and 561.8 consist of RTO expenses billed to load-serving entities and are not included in Transmission Owner revenue requirements.
revenue requirements.

T

Debt service calculation is supported by the debt service work paper and is comprised of the gross plant allocator portion of the Heartland long-term
debt plus the transmission-related portion of the debt service for the Public Power Generation Agency payments. The work paper calculates
the transmission only debt service that is entered on line 9, page 2 0f 4 so it is 100% directly assigend to the ATRR.

U

Includes amounts recorded to accounts 428 and 429.

V

Calculated using 13 month average balance. Gross Plant in Service amounts exclude Asset Retirement Obligation amounts unless
authorized by FERC.
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Worksheet A

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
Divisor
Line No.

Month

Year

1

January

0

127,452

2
3
4
5
6
7
8
9
10
11
12
13
14

February
March
April
May
June
July
August
September
October
November
December

0
0
0
0
0
0
0
0
0
0
0

125,640
116,791
108,133
104,632
118,512
127,032
127,924
115,827
109,681
118,413
128,214

12 Month Average

12 CP Load

119,021
Attach H, page 1, line 8
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Worksheet B

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
Electric Utility Plant
Line No.

Gross Plant in Service

Year

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

December
January

‐1
0
0
0
0
0
0
0
0
0
0
0
0

February
March
April
May
June
July
August
September
October
November
December
13 Month Average
Attachment H, Page 2

Production

$
$
$
$
$
$
$
$
$
$
$
$
$
$

44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
44,704,100
45,859,490

Transmission

$
$
$
$
$
$
$
$
$
$
$
$
$

44,792,976 $
Line 1

16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
16,898,916
17,014,149

Distribution

$
$
$
$
$
$
$
$
$
$
$
$
$

16,907,780 $
Line 2

Line 3

General

-

$
$
$
$
$
$
$
$
$
$
$
$
$

‐

$

4,614,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276
4,619,276

Intangible

$
$
$
$
$
$
$
$
$
$
$
$
$

4,618,891 $
Line 4

Line 4

Common

-

$
$
$
$
$
$
$
$
$
$
$
$
$

‐

$

‐
Line 5

Total Gross Plant in
Service
$
66,217,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
66,222,291
$
67,492,914
$

66,319,647
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Worksheet C

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
Transmission O&M Expenses
Transmission O&M Expenses
Operation
560 – Operation Supervision and Engineering
561 – Load Dispatching
561.1 – Load Dispatch – Reliability
561.2 – Load Dispatch – Monitor and Operate Transmission System
561.3 – Load Dispatch – Transmission Service and Scheduling
561.4 – Scheduling, System Control and Dispatch Services
561.5 – Reliability, Planning and Standards Development
561.6 – Transmission Service Studies
561.7 – Generation Interconnection Studies
561.8 – Reliability, Planning and Standards Development Service
562 – Station Expenses
563 – Overhead Lines Expenses
564 – Underground Lines Expenses
565 – Transmission of Electricity by Others
566 – Miscellaneous Transmission Expenses
567 – Rents
Total Operation Expense
Maintenance
568 – Maintenance Supervision and Engineering
569 – Maintenance of Structures
569.1 – Maintenance of Computer Hardware
569.2 – Maintenance of Computer Software
569.3 – Maintenance of Communication Equipment
569.4 – Maintenance of Miscellaneous Regional Transmission Plant
570 – Maintenance of Station Equipment
571 – Maintenance of Overhead Lines
572 – Maintenance of Underground Lines
573 – Maintenance of Miscellaneous Transmission Plant
Total Maintenance Expense

Total Transmission O&M Expense

Amount
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$

55,443
38,559
32,096
5,101,319 Attachment H, page 2 line 2
119,858
5,347,275
21,831
23,744
9,721
55,296

5,402,571 Attachment H, page 2 line 1
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Worksheet D

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
Admin & General Expenses
Customer Accts & Admin and General Expenses
Customer Accounts Expenses
901 – Supervision
902 – Meter Reading Expenses
903 – Customer Records and Collection Expenses
904 – Uncollectible Accounts
905 – Miscellaneous Customer Accounts Expenses
Total Customer Accounts Expense
Customer Service and Informational Expenses
907 – Supervision
908 – Customer Assistance Expenses
909 – Informational and Instructional Expenses
910 – Miscellaneous Customer Service and Informational Expenses
Total Customer Service and Informational Expenses
Sales Expenses
911 – Supervision
912 – Demonstrating and Selling Expenses
913 – Advertising Expenses
916 – Miscellaneous Sales Expenses
Sales Expenses
Administrative and General Expenses
920 – Administrative and General Salaries
921 – Office Supplies and Expenses
922 – Administrative Expenses Transferred Credit
923 – Outside Services Employed
924 – Property Insurance
925 – Injuries and Damages
926 – Employee Pension and Benefits
927 – Franchise Requirements
928 – Regulatory Commission Expenses
929 – Duplicate Charges Credit
930.1 – General Advertising Expenses
930.2 – Miscellaneous General Expenses
931 – Rents
935 – Maintenance of General Plant
Administrative and General Expenses

Amount

-

-

224,163
361,322
-

585,485

-

1,220,542
73,147
654,307
9,852
16,908
400,052
152,000
22,030
1,168,771

180,122

3,897,731 Attach H, page 2, line 3
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Worksheet E

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
FERC Fees

Attachment H, page 2, line 4
FERC fees recorded to expense during the year
FERC fees payable to FERC
FERC fees paid to SPP
Other FERC fees paid
Total

Account
Charged

Amount

-

$
$

-

‐

$

‐

‐

$

‐
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Worksheet F

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
HCPD Debt Service Calculation
Total Annual Fixed Charge
Transmission-related Portion of Fixed Charge
Total Annual Fixed Cahrge related to Transmssion

$

16,262,887
3.61%
$587,090

Total Annual Debt Service
Gross Plant Allocator as calculated in Attachment H
Total Annual Debt Service related to Transmssion

$

6,674,913
16.09%
$1,074,228

From Att H Line 6, Page 3 of 4

$1,661,318

Att H Line 9, Page 2 of 4

Total Annual Debt Service and Fixed Charge Related
to Transmission
Margin Requirement Percentage
Margin Requirement on Total Annual Debt Service

20.00%
$332,264

Fixed and will not be changed absent a Section 205 filing.
Att H Line 21, Page 2 of 4
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Worksheet G

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
EPRI Reg Comm Non Safety
Attachment H, page 2, lines 5 and 5a
EPRI Costs

Regulatory Commission Expense (provide a brief but descriptive list of charges) Indicate by yellow highlight if Transmission Related
Commission Expense for SPP ATRR filing

$

recorded in Usof A account ________, reflected in I/S in _______ exp

$ 152,000 recorded in UsofA account 928, reflected in I/S in A&G exp
$
recorded in USofA account ________, reflected in I/S in _________ exp
$

Non Safety Advertising (provide a brief but descriptive list of charges
Advertising costs for required public notices in local newspapers.
Xxxxxxxx

-

152,000

$ 22,030 recorded in USofA account 930.1 reflected in I/S in A& A&G exp
$
recorded in USofA account ________, reflected in I/S in ________ exp
$ 22,030

Exhibit No. SPP-3
Page 13 of 14
Worksheet H

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015

Taxes Other Than Income Taxes
Payroll
Highway & Vehicle
Property
Gross Receipts
Other

$
$
$
$
$

Payment In Lieu of Taxes (Transfer)

$

Fed & State income Tax
Total

$
$

118,838
160,724
13,680
‐

293,242

Attachment H, page 2, line 12
Attachment H, page 2, line 13
Attachment H, page 2, line 15
Attachment H, page 2, line 16
Attachment H, page 2, line 17
Attachment H, page 2, line 18
Not reported on Attach H
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Worksheet I

Heartland Consumers Power District
For the 12 Months Ended December 31, 2015
Account 454 (Rent from Electric Property)

Account 454 (Rent from Electric Property)

Attachment H, page 3, line 30

Property Description

Amount

Use of pro‐rata share of 110 MW of transmission access on MBPP
west‐side transmsision system
$ 1,104
XXXXX
XXXXX
XXXXX
‐
Total Rent Income
$ 1,104
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Southwest Power Pool, Inc.

Docket No. ER15-_____- 000

PREPARED DIRECT TESTIMONY
OF
JAMES PARDIKES
I. INTRODUCTION AND QUALIFICATIONS
1

Q.

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

2

A.

My name is James Pardikes. I am a Vice President and head of the Transmission

3

Strategy Practice at MCR Performance Solutions (“MCR”). MCR is a

4

management consulting firm that provides a wide range of services to the public

5

utilities industry. I have been employed by MCR since 2001. My present

6

business address is 155 N. Pfingsten Road, Suite 155, Deerfield, IL 60015.

7

Q.

ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY?

8

A.

I am submitting this testimony on behalf of Heartland Consumers Power District

9
10

(“Heartland”).
Q.

11
12
13

ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH
THIS TESTIMONY?

A.

Yes, I am sponsoring Exhibit HCPD-7, which pertains to Moody’s rating
methodology for joint action agencies, and Exhibit HCPD-8, which lists Federal
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1

Energy Regulatory Commission (“FERC” or “Commission”) dockets in which I

2

have sponsored testimony.

3

Q.

4
5

PLEASE BRIEFLY DESCRIBE YOUR RESPONSIBILITIES AS HEAD
OF THE TRANSMISSION STRATEGY PRACTICE AT MCR.

A.

I lead transmission-related projects for MCR’s clients. I have advised joint action

6

public power agencies, municipal utilities, and generation and transmission

7

cooperatives (“G&Ts”) on a variety of transmission strategy and capital planning

8

matters. In the Transmission Strategy area, I have provided expert testimony,

9

analytics and intervention support for various client filings (see Exhibit HCPD-8)

10

under Section 205 of the Federal Power Act, including: 1) establishing

11

transmission rates and variances to the standard formula rate templates; 2)

12

transitioning from an historical test year to a forward looking test year; 3)

13

implementing previously approved transmission rate incentives and recovering

14

regulatory asset costs; and 4) seeking approvals for project cost-sharing. I have

15

also led engagements and provided expert testimony and analytics for numerous

16

clients requesting transmission rate incentives under Order No. 679, including a

17

hypothetical capital structure, construction work in progress in rate base,

18

abandoned plant cost recovery and regulatory asset, and the associated

19

implementation of formula rates.

20

I have assisted numerous clients in evaluating the economics of joining a

21

Regional Transmission Organization (“RTO”) as a transmission owner; developed

22

financial models and performed analyses evaluating the economics of major

23

transmission projects; and managed the preparation and review of transmission
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1

revenue requirement rate formulas and schedules, including the pro forma

2

Midcontinent Independent System Operator, Inc. (“MISO”) Attachment O and the

3

Southwest Power Pool, Inc. (“SPP”) Attachment H, and presented the results of

4

these efforts to management personnel and boards of directors at MCR’s clients.

5

In addition, I have managed or conducted several engagements for clients that are

6

non-FERC-jurisdictional members of SPP and MISO, analyzing levels of return

7

on equity (“ROE”) and levels and types of margin calculations using either the

8

return on rate base method or the margin on debt service method respectively, and

9

calculated the equivalent (imputed ROE) for various levels of margin for such

10

non-jurisdictional entities.

11

In the capital planning area, I work with utilities to evaluate the economics and

12

risks of various capital projects, including transmission and generation projects,

13

define capital prioritization processes and apply the concepts of net present value

14

and risk analysis to the evaluation of major projects. In addition, I have assisted

15

G&T clients in developing presentations for credit rating agencies to justify a

16

targeted credit rating. This has included, for instance, analyzing historical and

17

projected company financial metrics, credit rating agency reports, industry

18

financial metrics data, and company and industry credit reports to determine the

19

factors key to improving a utility’s credit rating. As part of this process, I have

20

developed financial targets and financial and business communications for client

21

companies aimed at helping them achieve appropriate credit ratings.

22
23
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1

Q.

2
3

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

A.

I earned a Bachelors in Business Administration with an emphasis in Accounting

4

from the University of Michigan Business School in 1979. I obtained a Masters

5

of Business Administration in Finance from Michigan State University in 1982.

6

After graduation, I worked for the Consulting Division of Arthur Andersen for

7

five years on strategy projects. There, I worked on several financial modeling

8

assignments for investor-owned utilities (“IOUs”) and public power electric

9

utilities, gaining experience in revenue requirements and cost of capital. From

10

1987 to 1999, I worked at CSC Planmetrics, a management consulting firm

11

dedicated to serving electric and natural gas utilities, where I focused on

12

wholesale power marketing, strategic planning, and retail competitive energy

13

markets for IOUs and G&Ts. From 1999 to 2001, I worked for Accenture in its

14

energy practice, where I assisted utility and energy clients in wholesale and

15

competitive retail energy markets. In 2001, I joined MCR, where I am a Vice

16

President and lead the Transmission Strategy Practice. I have authored and co-

17

authored many MCR white papers on topics such as investing in new transmission

18

within SPP and MISO, transmission incentive rates, formula rate protocols, the

19

economics of membership as an RTO Transmission Owner (“TO”), cost

20

allocation methodologies within MISO, and capital project evaluations, including

21

quantitative risk analysis of major projects.

22
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1

II. SCOPE OF TESTIMONY

2

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

3

A.

My testimony provides justification for Heartland’s use of the fixed charge

4

coverage ratio (“FCCR”) for its margin requirement and requested margin on total

5

debt service obligations of 20% as part of the Heartland annual transmission

6

revenue requirement (“ATRR”) to be recovered under the SPP Open Access

7

Transmission Tariff (“SPP Tariff”) for those transmission facilities which

8

Heartland is transferring functional control to SPP.

9
10

III. SUMMARY OF TESTIMONY
Q.

PLEASE SUMMARIZE WHY HEARTLAND PROPOSES TO USE THE

11

FIXED CHARGE COVERAGE RATIO AS THE BASIS FOR ITS

12

MARGIN REQUIREMENT FOR ITS ATRR UNDER THE SPP TARIFF.

13

A.

As explained in the accompanying testimony of Heartland witness Malone

14

(“Malone Testimony”), Exhibit No. SPP-2 at 3-5, Heartland will be using the debt

15

service recovery formula rate method (which recovers total debt service and

16

includes a margin requirement) to calculate its ATRR for those facilities being

17

placed under SPP’s functional control. There are three primary reasons why

18

Heartland is justified in using FCCR as its basis for calculating its margin

19

requirement under that debt service recovery method in its ATRR.

20

1. Based on Board policy, Heartland sets its rates to its wholesale customers to

21

achieve a minimum FCCR and a minimum debt service coverage ratio

22

(“DSC”). Given that Heartland has both off-balance sheet debt and on-
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1

balance sheet debt, the relevant metric for the foreseeable future that

2

Heartland’s customer rates will be based on will be the FCCR (see Malone

3

Testimony, Exhibit No. SPP-2, at 7-12). That is, Heartland sets its wholesale

4

customer (i.e., its native load) rates to cover all of its obligations, including

5

costs associated with both off- and on-balance sheet debt. The FCCR formula

6

reflects both on- and off-balance sheet contractual obligations, whereas DSC

7

includes only on-balance sheet debt.

8
9

2. Heartland’s credit rating agencies consider all contractual obligations,
including required off-balance sheet take-or-pay payments, when evaluating

10

the required level of coverage on these obligations. Using the debt service

11

recovery template that applies the FCCR for calculating the margin percentage

12

on total debt service obligations ensures Heartland’s customer rates are

13

aligned with the coverage metric that independent credit rating agencies use to

14

evaluate Heartland’s credit rating.

15

3. The Commission has approved various methodologies for determining the

16

margin for those SPP non-jurisdictional TOs using the debt service recovery

17

formula, provided the method is consistent with what is used to set rates to

18

such TOs’ native load customers (see discussion below). As a political

19

subdivision of South Dakota, Heartland is not subject to the Commission’s

20

jurisdiction over “public utilities” under the Federal Power Act. Heartland’s

21

use of FCCR is consistent with various methodologies the Commission has

22

previously approved and is consistent with how Heartland sets its rates to its

23

native load customers.
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1

Q.

PLEASE SUMMARIZE WHY A MARGIN LEVEL OF 20% ON TOTAL

2

DEBT SERVICE OBLIGATIONS IS APPROPRIATE FOR HEARTLAND

3

TO USE IN ITS ATRR.

4

A.

A 1.20 FCCR (i.e., 20% margin on total debt service obligations) is appropriate

5

for use in Heartland’s ATRR for SPP for at least the following reasons:

6

1.

The policy of Heartland’s Board of Directors, which has exclusive authority

7

over Heartland’s rates, is to set its rates to its wholesale customers to achieve

8

a FCCR of at least 1.20 and a minimum DSC of at least 1.35. See Malone

9

Testimony at Exhibit HCPD-5. As stated above, Heartland’s rates to its

10

customers (native load) will be driven by the 1.20 FCCR for the foreseeable

11

future because Heartland has substantial off balance sheet obligations in

12

addition to its on balance sheet debt. The use of a 1.20 FCCR satisfies both

13

Board minimum coverage requirements, i.e., at least a 1.20 FCCR and at least

14

a 1.35 DSC.

15

2. A 1.20 FCCR is consistent with the Heartland Board near-term goal of

16

restoring Heartland’s credit rating to A3 for Moody’s and A- for S&P.

17

3. The average FCCR for 2013 and 2014 is consistent with the 1.20 FCCR level,

18

and the projected average FCCR over the next five years exceeds this level

19

which means that Heartland’s rates to its customers will be set at margin

20

levels, on average, that are even higher than the margin levels paid by SPP’s

21

customers.

22

In summary, using a 20% margin in the Heartland debt service recovery formula

23

rate is reasonable because it is consistent with the policy of Heartland’s Board for
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1

setting rates to its native load customers based on a minimum FCCR of 1.20 and

2

is consistent with the Board’s policy of restoring Heartland’s credit rating to the

3

“A-” level. 1

4
5

IV. MEMBER RATES AND CREDIT RATINGS
Q.

6
7

PLEASE DESCRIBE FURTHER HOW HEARTLAND ESTABLISHES ITS
RATES TO ITS WHOLESALE CUSTOMERS.

A.

Heartland has a Board-approved policy that Heartland will set its wholesale rates

8

to its customers to achieve certain minimum levels of coverage for its contractual

9

obligations consistent with restoring its credit rating to A3 for Moody’s and A-

10

for S&P (see Malone Testimony, Exhibit No. SPP-2 at 7). Heartland’s current

11

credit ratings are Baa1 for Moody’s and BBB+ for S&P. 2 Credit rating agencies

12

classify Heartland as an all requirements joint action agency as it performs similar

13

functions as other joint action agencies. 3 The Board policy establishes minimum

14

levels for two coverage metrics: FCCR and DSC. However, since 2011, and for

15

the foreseeable future, FCCR is the relevant metric for Heartland because of its

16

take-or-pay, off-balance sheet obligations related to its long term Public Power

17

Generation Agency (“PPGA”) agreement. As a result of the PPGA agreement,

18

Heartland has substantially more off balance sheet debt service ($16.26 million

19

for 2015) than on-balance sheet debt service ($6.67 million), making FCCR the
1

As explained in this testimony, the current credit rating is once notch below “A-“.
These ratings are equivalent.
3
For example, Moody’s includes Heartland in its October, 2012 joint action industry report. Similar to
other agencies performing joint action functions, Heartland is authorized to finance, own and operate
anywhere, singly or jointly, any electric light and power plants, lines or systems for the generation,
transmission or transformation of electric power and energy. Heartland is authorized to sell, transmit and
deliver electric power and energy at wholesale to distributors within and outside the boundaries of South
Dakota.
2
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1

relevant metric for determining coverage of debt service and for setting rates to

2

Heartland’s customers. (See Malone Testimony, Exhibit No. SPP-2 at 6).

3

Heartland does not plan to issue any long term debt (on-balance sheet debt) for

4

the foreseeable future, thus the DSC metric will not be the driver of Heartland’s

5

customer rates.

6

Q.

DO HEARTLAND’S CREDIT RATING AGENCIES USE FCCR OR DSC

7

AS THE KEY METRIC FOR DETERMINING COVERAGE ON DEBT

8

SERVICE?

9

A.

Moody’s uses FCCR, while S&P uses both FCCR and DSC. Moody’s and S&P

10

report FCCR for joint action agencies because it is more complete than DSC and

11

accounts for all contractual debt-like obligations, including required take-or-pay

12

payments. Compared to DSC, the value of a FCCR metric is lower because

13

FCCR includes on-balance sheet debt service and off-balance sheet take-or-pay

14

payments (the two metrics will be equal only if there are no off-balance sheet

15

obligations). In fact, Moody’s specifically cites Heartland in its 2012 joint action

16

agency industry report as an example why FCCR is the more relevant coverage

17

metric: 4

18
19
20
21
22

We use the fixed obligation charge coverage ratio to measure a
JAA’s [joint action agency’s] ability to repay annual debt service
costs from recurring revenues net of recurring expenses, excluding
one-time revenues or extraordinary charges. The fixed charge
coverage ratio is similar to debt service coverage ratio but also
4

See Exhibit HCPD-7: Moody’s Rating Methodology for US Municipal Joint Action Agencies, October,
2012, page 16. Also available by link at:
http://www.publicpower.org/files/JointActionWorkshop/jaa%20methodology.pdf.
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1
2
3
4
5
6

incorporates “debt like” obligations related to the ownership of
resource assets through a take-or-pay cont[r]act. For example,
Heartland Consumers Power District, which is an all-requirement
agency, has take-or-pay contract obligations to a project owned by
the Public Power Generation Agency.
Q.

IS THE HEARTLAND METHOD FOR CALCULATING FCCR

7

CONSISTENT WITH THE METHOD USED BY ITS CREDIT RATING

8

AGENCIES?

9

A.

Yes. The Heartland method for calculating FCCR is based on the Moody’s

10

formula as defined in the October, 2012 Moody’s Rating Methodology for joint

11

action agencies. 5 The Moody’s formula is similar to the standard DSC

12

calculation, which includes on-balance sheet debt service except that it also adds

13

the take-or-pay payments associated with off-balance sheet obligations to both the

14

numerator and the denominator. Moody’s includes the entire 2015 take-or-pay

15

payment of $23.17 million associated with the PPGA agreement in Heartland’s

16

calculation of FCCR because it is a contractually-fixed obligation. 6 The portion

17

of the $23.17 million total take-or-pay payment in 2015 associated with

18

Heartland’s debt service is $16.26 million, which is tied to the debt issued by

19

PPGA; this debt service cannot be avoided by Heartland. See Malone Testimony,

5

The Moody’s definition for FCCR is:
Financial Operating Resiliency: Fixed Obligation Charge Coverage Ratio.
(Annual recurring revenues plus interest income)-(recurring annual operating expenses-depreciation
expense and adjusted for other non-cash items – debt service portion of payments to take-or-pay project) /
(aggregate annual debt service plus debt service portion of payments to take-or-pay project). See Exhibit
HCPD-7 at 29.
In contrast to FCCR, credit rating agencies generally define DSC as:
Operating revenues – operating expenses + depreciation + amortization + interest income divided by debt
service paid (interest and principal payments).
6
S&P also includes the entire Heartland take-or-pay payment for each year in its calculation of the annual
FCCR.
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1

Exhibit No. SPP-2 at Exhibits HCPD-3 and HCPD-4, for the forecast of

2

Heartland’s PPGA take-or-pay payments through 2041. The remaining $6.91

3

million obligation in 2015 reflects Heartland’s portion of all other non-fuel costs,

4

and this payment also cannot be avoided. Consistent with the credit rating agency

5

formulas, Heartland’s FCCR is set to recover Heartland’s total annual costs,

6

which include the company’s on-balance sheet debt service and off-balance sheet

7

take-or-pay payments, plus a margin. In contrast, the margin calculation in the

8

Heartland cost recovery formula proposed in this proceeding is based only on the

9

sum of the transmission-related on-balance sheet debt service (allocated to

10

transmission based on the gross plant allocator) plus the transmission-related debt

11

service portion of the take-or-pay payment (see Malone Testimony, Exhibit No.

12

SPP-2 at 11-12). That is, no margin is calculated on the portion of the take-or-pay

13

payment related to the other non-fuel costs even though a portion of those costs

14

could be allocated to transmission. Such exclusion of margin on that portion of

15

Heartland’s costs adds to the conservative nature of the proposed 1.20 FCCR in

16

this proceeding.

17

Q.

WHAT METHODS HAS THE COMMISSION PREVIOUSLY APPROVED

18

FOR ESTABLISHING THE MARGIN REQUIREMENT IN THE DEBT

19

SERVICE RECOVERY FORMULA FOR NON-JURISDICTIONAL

20

TRANSMISSION OWNERS IN SPP?

21

A.

The Commission has approved numerous methodologies for determining the

22

margin requirement for those SPP non-jurisdictional TOs using the debt service

23

recovery formula. These methods include DSC, Times Interest Earned Ratio
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1

(“TIER), Margin for Interest (“MFI”), 7 a portion of upcoming capital

2

requirements, 8 or a combination of multiple measures that includes FCCR (see

3

Omaha Public Power District (“OPPD”) Attachment H, note L reference in

4

footnote below). The common element to all these methodologies is that they set

5

their margin requirement based on the methodologies that are used to set rates for

6

their native load – precisely what Heartland proposes in this proceeding. 9 The

7

For example, Grand River Dam Authority (“GRDA”) and Tex-La Electric Cooperative of Texas, Inc., use
DSC; Deep East Texas Electric Cooperative and East Texas Electric Cooperative, Inc. use TIER;
Sunflower Electric Power Corporation (“Sunflower Electric”) uses the maximum margin generated from
DSC or TIER; and Mid-Kansas Electric Company, LLC (“Mid-Kansas Electric”) uses the maximum
margin generated from MFI and DSC.
8
“Nebraska Public Power District's (“NPPD”) investments in infrastructure are funded under existing rates
charged to its native load customers, through debt service (annual interest expense and principal payments)
and the recovery of a margin referred to as "Construction from Revenue." NPPD includes planned plant
additions in its projected cost-of-service. NPPD determines what portion of such additions will be funded
with debt and includes the projected costs of such debt service in the embedded debt service component of
the transmission cost-of-service. The remaining difference between the funding from debt and the projected
cost of the planned plant additions is funded with the separate component of NPPD's cost-of-service
referred to as "Construction from Revenue." See SPP filing on November 7, 2008 on behalf of NPPD in
Docket No. ER09-255, Transmittal Letter at 8.
9
For example, see the pro forma MISO Attachment O cash flow template (Note H for MPPA and IMPA).
https://www.misoenergy.org/Library/Tariff/Pages/Tariff.aspx;
https://www.misoenergy.org/MarketsOperations/TransmissionSettlements/Pages/TransmissionOwnerRate
Data.aspx.
In SPP, also see NPPD, OPPD and Lincoln Electric System (“Lincoln Electric”) Attachment H templates:
http://www.oasis.oati.com/spp_default.html.
For example (underlined text for emphasis),
NPPD Attachment H, Note F states: “Construction from Revenue replaces the Margin Requirement and is
the margin the utility uses in calculating rates applicable to its native load sales.”
OPPD’s formula rate in SPP’s Tariff states, in Note L, as follows: “The Margin Requirement is the margin
OPPD uses in calculating rates applicable to its native load customers. The Margin Requirement, in
conjunction with depreciation and amortization expense, must cover OPPD principal payments, the
minimum level of debt service coverage (ratio of net receipts to debt service) and an adequate return on
equity to provide internally generated funds for OPPD's regular construction and working capital needs.
Equity is also one of the factors contributing to OPPD's financial standing. OPPD sets its Margin
Requirement based on a variety of financial ratios including Debt Service Coverage Ratio, Fixed Charge
Ratio and earnings.”
Lincoln Electric’s formula rate in SPP’s Tariff states, in Note M, as follows: “Margin Ratio (MR). Some
utilities have MRs required by bond covenants and/or MRs that include expenses additional to interest or
debt service (for example, an MR equal to a percentage of the sum of DS+O&M). The ISO will review
such party's filings to assure that the MRs are consistent with those applicable to native load or required by
bond covenants and utility must provide workpapers showing derivation of margin.” (emphasis added).
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margin requirement calculation for public power entities results in a dollar level

2

generally designed to achieve one or more of the following: replace depreciation,

3

help fund capital expenditure growth, fund debt service reserves to meet bond

4

covenants, ensure sufficient equity to pay for unforeseen operating expenses and

5

capital costs, and ensure ongoing debt service coverage and liquidity to meet

6

credit rating financial metrics consistent with the targeted credit rating. The rates

7

charged to native load (in Heartland’s case, its wholesale customers) is a key

8

principle the Commission considers when evaluating whether a non-jurisdictional

9

entity’s margin requirement used in RTO rates is just and reasonable. The

10

Commission has consistently approved transmission formula rate 10 margin

11

requirements based on this principle and has stated that it will continue to

12

evaluate margin requirement levels on a case-by-case basis. 11

13

Q.

14
15

WHY ARE HEARTLAND RATES TO ITS CUSTOMERS SET TO
ACHIEVE AT LEAST A 1.20 FCCR?

A.

As mentioned previously, Heartland has a Board policy that states that Heartland

16

will set its rates to its customers to achieve a certain minimum coverage of debt

17

service obligations (FCCR) consistent with restoring its credit rating to A3 for

The preceding language is the same as that in the formula rates for Michigan Public Power Agency and
Indiana Municipal Power Agency in MISO’s tariff.
10
The Commission has approved formula based rates in SPP using margins that are based on fixed
percentages or ratios (e.g., GRDA, Mid-Kansas Electric, Sunflower Electric) or dollar margin levels that
vary each year (e.g., NPPD, OPPD, Lincoln Electric).
11
Sw. Power Pool, Inc., 147 FERC ¶ 61,003 at P 22 (2014) (“we will reject Xcel Energy’s request that the
Commission develop policy guidelines and analyses for determining just and reasonable debt service
coverage and time interest earned ratio factors to be used for transmission purposes as beyond the scope of
this proceeding. We will continue to evaluate these costs on a case-by-case basis.”) (emphasis added).
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Moody’s and A- for S&P (see Malone Testimony, Exhibit No. SPP-2 at 7). 12 A

2

higher credit rating (from BBB+ into the “A” category) for Heartland will help to

3

ensure ongoing availability of long-term debt at reasonable cost. 13 Consistent

4

with this policy, the Heartland Board has established a 1.20 minimum FCCR

5

because it is consistent with Moody’s criteria for all “A” rated (A1, A2 and A3)

6

all-requirements joint action agencies 14 to have a FCCR in the range of 1.20 –

7

1.40. A 1.20 FCCR is at the low end of Moody’s “A” credit rating consistent

8

with an A3 rating.

9

Q.

ARE HEARTLAND’S RECENT AND PROJECTED FCCRS

10

CONSISTENT WITH THE BOARD’S POLICY OF SETTING NATIVE

11

LOAD RATES TO ACHIEVE AT LEAST A 1.20 FCCR?

12

A.

Yes, as stated in the Malone Testimony, Exhibit No. SPP-2 at 8 and shown in

13

Exhibit HCPD-6 to the Malone Testimony, the average FCCR for 2013 and 2014

14

is 1.19. The five-year average FCCR projected from 2015 through 2019 is 1.33,

15

consistent with moving Heartland’s FCCR solidly into the Moody’s range for its

16

“A” category. Therefore, on average, into the future Heartland will be charging

17

rates to SPP customers that are less than what it will be charging its own

18

customers.

12

These ratings are equivalent.
According to Barclay’s indexes, as of 12/26/2014, the difference between A rated bonds and BBB rated
municipal bonds is about 63 basis points. Extrapolating, a one-notch improvement from BBB+ to A- is
equivalent to about 21 basis points in today’s relatively low interest rate environment.
See http://www.schwab.com/public/schwab/nn/articles/Municipal-Bond-Outlook-for-2015-Flatter-YieldCurve-Increased-Volatility.
14
See Exhibit HCPD-7 at 17. Note that S&P does not publish mapping of metrics levels to credit rating
categories.
13
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Q.

WHAT MARGIN LEVEL IS HEARTLAND REQUESTING TO BE

2

INCLUDED IN ITS CALCULATION OF ITS ATRR UNDER THE SPP

3

TARIFF?

4

A.

Consistent with the Board’s updated policy of setting rates to its customers to

5

achieve a minimum FCCR of at least 1.20, Heartland is requesting to use a 20%

6

margin requirement on total transmission-related debt service obligations for its

7

calculation of its ATRR under the SPP Tariff, with a proposed effective date of

8

October 1, 2015. 15 A 20% margin requirement for Heartland’s ATRR under the

9

SPP Tariff is reasonable because it will be less than the expected average margin

10

used to set rates to native load over the next five years (i.e., the average FCCR is

11

forecasted at 1.33 as described above).

12

Q.

13
14

IS HEARTLAND PROPOSING TO ADJUST ITS MARGIN
REQUIREMENT PERCENTAGE IN ITS ATRR ANNUALLY?

A.

No. Heartland is requesting a fixed margin requirement of 20% on total debt

15

service obligations, consistent with its Board minimum level. Even though

16

Heartland is forecasting customer rates over the next five years to achieve a

17

FCCR above the Board minimum of 1.20, as its total on- and off-balance sheet

18

obligations are projected to decline by 2018, the requested margin percentage for

19

SPP customers will not be changed absent Commission approval of another

20

Section 205 filing that includes such a request. Similarly, if some time in the

21

future Heartland were to base its SPP margin requirement on something other
15

Heartland is using the return on rate base template for the first nine months of 2015 (i.e., prior to
Heartland’s integration into SPP), reflecting that its Integrated System cost recovery template will still be in
place prior to such integration.
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than FCCR, this would also require Commission approval following a Section

2

205 filing.

3
4

V. JUST AND REASONABLE
Q.

5
6

PLEASE SUMMARIZE WHY HEARTLAND’S REQUEST FOR A 20%
MARGIN BASED ON ITS FCCR IS JUST AND REASONABLE.

A.

The 20% margin is based on the rates charged to Heartland’s customers and is

7

necessary and consistent with the Board policy of restoring an A3/A- credit rating

8

to ensure ongoing availability of debt at reasonable interest rates. The 1.20 FCCR

9

is reasonable because it is at the low end of Moody’s “A” category of 1.20-1.40.

10

It is also reasonable because it is consistent with Heartland’s 2013-2014 average

11

FCCR and less than the projected five year average FCCR of 1.33. The

12

Commission has consistently approved various methodologies for calculating the

13

margin requirement and has approved margin requirement levels for other RTO

14

transmission owners based on what is charged to native load.

15

Q.

IS HEARTLAND REQUESTING AN RTO ROE ADDER?

16

A.

No. Even though many other non-jurisdictional TOs in SPP have requested and

17

the Commission has approved an RTO ROE (or its margin requirement

18

equivalent) adder for network and/or cost-shared projects, Heartland is not

19

requesting it at this time.

20

Q.

DOES THIS CONCLUDE YOUR TESTIMONY?

21

A.

Yes, it does.
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This methodology explains Moody’s approach to credit ratings assigned to revenue bonds of
US municipal Joint Action Agencies (JAA). JAAs are formed by a group of U.S. municipal
utilities (participants) to provide reliable and competitively priced energy or energy related
services typically through asset ownership. This methodology replaces the September 2006
US Municipal Joint Power Agencies methodology and governs ratings assigned to 46
individual joint action agency issuers by Moody’s that encompass 95 separate ratings (See
Appendix A). While incorporating many of the core principles of the previous approach, the
updated methodology identifies the four key ratings drivers for take-or-pay projects and five
key rating drivers for all-requirement agencies as shown below:
»

Participant Credit Quality and Cost Recovery Framework

»

Asset Quality (Take-or-Pay) / Resource Risk Management (All-Requirement)

»

Competitiveness

»

Financial Strength and Liquidity

»

Willingness to Recover Costs With Sound Financial Metrics (All-Requirement)

This methodology is intended as a reference tool to use when evaluating credit profiles within
the industry, helping companies, investors, and other interested market participants understand
how key qualitative and quantitative risk characteristics are likely to affect rating outcomes.
This methodology should enable the reader to understand the qualitative considerations and
financial information and ratios that are usually most important for ratings in this sector.
No rating changes will result from publication of this rating methodology.
This report includes a detailed rating grid and the purpose of the rating grid is to provide a
reference tool that can be used to approximate credit profiles within the JAA sector. The grid
provides summarized guidance for the factors that are generally most important in assigning
ratings to these issuers. The weights shown for each factor in the grid represent an
approximation of their importance for rating decisions but actual importance may vary
significantly. In addition, the illustrative mapping in this document uses historical results
while our ratings also consider forward-looking expectations. As a result, a grid-indicated
rating is not expected to match the actual rating of each issuer.
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The publication includes the following sections:
»

About the Rated Universe: An overview of the Joint Action Agency sector

»

About the Rating Methodology: A description of our rating methodology, including a detailed
explanation of each of the key factors that drive our ratings

»

Grid Limitations and Other Considerations: Comments on the rating methodology’s limitations,
including a discussion of other rating considerations that are not included in the grid

»

Appendices: Tables including the scorecard, issuers covered in this update and definitions of key
ratios

About the Rated Universe
Joint Action Agencies are formed by a group of U.S. municipal utilities (participants) to provide
reliable and competitively priced energy or energy related services. Most rated JAAs were formed to
provide power, though we also rate JAAs that provide natural gas, electric transmission, or
telecommunications services for energy assets. The participating municipal utility systems share an
obligation established through a long-term contractual arrangement to cover the JAA’s operating,
capital, and debt service costs. Moody’s currently maintains public ratings on debt issued by some 46
joint action agency issuers totaling approximately $42 billion of revenue debt outstanding. Some JAA
issuers have multiple distinct project ratings that are rated on a standalone basis. For example,
Southern California Public Power Authority (SCPPA) is considered a joint action agency issuer and it
has thirteen separate take-or-pay projects whereby each project is rated based on its standalone credit
fundamentals.
The credit quality of the JAA sector averages in the ‘A’ category primarily due to the member
participants’ strong credit quality, JAA's unregulated rate setting ability and long-term contracts with
participants. Competitive rates, sound asset quality and conservative resource risk management are
other factors supportive of the average sector rating. This business model suggests a fundamentally
high probability of timely debt service payment.
FIGURE 1

Rating Distribution: Joint Action Agencies
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Take-or-Pay Projects

Our approach to rating the sector divides JAAs into two broad types consisting of take-or-pay projects
or all-requirement agencies. Typical characteristics of take-or-pay projects are contracts that extend to
at least debt maturity, a single asset or group of assets defined upfront for the life of the debt, fixed
participants’ share for the life of the contract, no firm obligation by the project to deliver any energy
resource, and participants’ obligation to pay their respective share of all costs including debt service
even if the project is not completed, operating, or capable of operating. Take-or-pay projects
represent approximately 73% of the JAA ratings and $30 billion of the debt. Approximately 77% of
the ratings are in the ‘A’ category, which reflects the participants’ credit quality typically in the ‘A’
category.
All-Requirement Agencies

All-requirement agencies also generally obligate participants to take the underlying energy resource and
pay for their respective share of the JAA's costs through at least debt maturity similar to take-or-pay
projects. That said, all-requirement agencies share many similarities with Generation and
Transmission Cooperatives (G&T Cooperatives) such as an obligation to meet all of the energy
resource needs of its participants. Some partial-requirements agencies are sufficiently similar to allrequirement agencies and they fall within this methodology.
Given its supply obligation, an all-requirement agency will have an energy resource portfolio typically
consisting of an evolving mixture of supply contracts and physical assets to match the energy resource
requirements of its participants. The evolving resource needs of the participants expose the allrequirement agency to the potential for insufficient or excess energy resource. Additionally, a
participant's share of a JAA could change over time depending on a participant’s energy resource needs
relative to other members. Furthermore, the entrance of new members or the exit of existing members
could also change participants’ shares. All-requirement contracts sometimes include a provision
allowing a participant member to end its participation though that member typically remains
responsible for its share of the outstanding debt.
All-requirement agencies comprise the remaining 27% of rated JAAs and have total debt of
approximately $12 billion. Similar to take-or-pay projects, about 69% of the ratings are in the ‘A’
category which reflects this sector’s cost competitiveness, willingness to raise rates, steady financial
metrics, and participant credit quality typically in the ‘A’ category.
While this methodology primarily applies to JAAs, we will consider applying this methodology to
municipal energy projects that have identical or substantially similar characteristics to a JAA take-orpay project. For example, Omaha Public Power District's (OPPD) Nebraska City Unit 2 project is
wholly owned and operated by OPPD and five of the project’s municipal utility offtakers entered into
long-term take-or-pay contracts with OPPD who issued separate bonds secured by these contracts.
However, this methodology does not apply to municipal energy projects that do not have typical 'takeor-pay' contract terms (e.g. unconditional payment obligation of the participants to pay for operating,
capital, and debt service cost irrespective of whether the project is completed, operating, or capable of
operating). For example, for a project with an offtake contract that has conditional payments or
material limitations on the obligation by its participants, Moody's will apply the 'Power Generation
Projects', 'Generic Project Finance’, or other appropriate methodology.
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About the Rating Methodology
Moody’s approach to rating Joint Action Agencies for both take-or-pay projects and all-requirement
agencies as outlined in this rating methodology, incorporates the following steps:

1. Identification of the Key Rating Factors
Broadly, the majority of the factors included in Moody’s 2006 Joint Power Agency Methodology are
incorporated in this update and the updated methodology explicitly separates the rating approach for
take-or-pay projects and all-requirement agencies. The JAA methodology also integrates elements
from other Moody’s methodologies including the 2011 U.S. Public Power Electric Utilities with
Generation Ownership Exposure methodology.
This methodology update includes the assignment of percentage weights to the four broad rating
factors for take-or-pay projects and five broad rating factors for all-requirement agencies. A change in
our assessment of one or more of the factors or sub factors influences the grid indicated rating
depending on the weighting and the degree of change in our assessment.
We have identified the following four key rating factors when assigning ratings to take-or-pay projects.
Take-or-Pay Projects

I.

Participant Credit Quality and Cost Recovery Framework (45%)

II.

Asset Quality (15%)

III. Competitiveness (15%)
IV. Financial Metrics (25%)
a.

Adjusted Days Liquidity on Hand (10%)

b.

Debt Ratio (5%)

c.

Fixed Obligation Charge Coverage Ratio (10%)

All-requirement agencies broadly share similar factors to take-or-pay projects; however, the ‘Ability
and Willingness to Recover Costs and Maintain Financial Metrics’ is incorporated as Factor 5.
All-Requirement Agencies

I.

Participant Credit Quality and Cost Recovery Framework (25%)

II.

Resource Risk Management (10%)

III. Competitiveness (15%)
IV. Financial Metrics (25%)

V.

4
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a.

Adjusted Days Liquidity on Hand (10%)

b.

Debt Ratio (5%)

c.

Fixed Obligation Charge Coverage Ratio (10%)

Willingness to Recover Costs With Sound Financial Metrics (25%)
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2. Measurement of the Key Rating Factors in the Grid
We explain below how each factor and sub factor are calculated or estimated for the grid and the
weighting for each individual factor and sub factor. We also explain the rationale for using each
particular factor, and the ways in which we apply them during the rating process. The information
used in scoring the factors and sub factors in the grid is found in or calculated from information in
company financial statements, derived from other observations or estimated by Moody’s analysts.
Our ratings are forward looking and incorporate our expectations for future financial and operating
performance. In assigning ratings, we attempt to look through the energy industry’s characteristically
volatile financial metrics, which can be caused by weather variations and fuel or commodity price
changes. The rating process also makes extensive use of historic financial statements. Such historic
results help us understand the pattern of a JAA’s financial and operating performance and how a joint
action agency compares to its peers. Analysts will use three-year average results to assess financial
metrics, in order to mitigate one-time factors that might skew results. We also utilize financial
projections to ascertain management’s planning capability better, as well as expectations for future
financial performance, rate levels, and capital and debt requirements. All financial measures
incorporate our standard adjustments to the balance sheet and income statement. This methodology
adopts the two new financial metrics (fixed obligation charge coverage ratio and adjusted days liquidity
on hand) introduced in the 2011 U.S. Public Power Electric Utilities with Generation Ownership
Exposure methodology.

3. Mapping Factors to Rating Categories
After identifying the measurement criteria for each factor, we match a JAA's performance on each
factor and sub-factor to one of Moody’s rating categories ranging from ‘Aaa’ to ‘B’ categories. In this
report, we provide a range or description for each of the measurement criteria. For example, we specify
what level of fixed obligation charge coverage ratio is generally representative of an ‘Aa’ versus an ‘A’
rating. In other words, there is only one rating from the grid for each factor, multiple rating choices
for sub-factors are not incorporated. We will further determine the JAA’s position within the rating
category for Factor 1. For example, participant credit quality at ‘A1’ is at the high end of the ‘A’
category and would thus score at ‘A1’.

4. Determining the Overall Grid-Indicated Rating
To determine the overall grid-indicated rating, each of the assigned scores for the factors and subfactors generally is converted into a numeric value based on the following scale:
Aaa

Aa

A

Baa

Ba

B

1

3

6

9

12

15

For the scoring of participant credit quality, we will utilize the interpolated numeric value that
corresponds to the applicable participant credit quality. For example, participant credit quality of A1
would be scored at the interpolated numeric score of 5. The ability to distinguish between a strongly
or weakly positioned participant credit quality remains an important driver of JAA ratings especially
for take-or-pay projects.
Once each factor and sub-factor is scored, each factor’s or sub-factor’s corresponding numeric value is
multiplied by its assigned weight and then summed to produce a composite weighted average score.
This weighted average score is then mapped to the ranges specified in the table below, and the alphanumeric rating is determined based on where the total score falls within the ranges.
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Grid-Indicated Rating

Aggregate Weighted Total Factor Score

Aaa

x < 1.5

Aa1

1.5 ≤ x < 2.5

Aa2

2.5 ≤ x < 3.5

Aa3

3.5 ≤ x < 4.5

A1

4.5 ≤ x < 5.5

A2

5.5 ≤ x < 6.5

A3

6.5 ≤ x < 7.5

Baa1

7.5 ≤ x < 8.5

Baa2

8.5 ≤ x < 9.5

Baa3

9.5 ≤ x < 10.5

Ba1

10.5 ≤ x < 11.5

Ba2

11.5 ≤ x < 12.5

Ba3

12.5 ≤ x < 13.5

B1

13.5 ≤ x < 14.5

B2

14.5 ≤ x < 15.5

B3

15.5 ≤ x < 16.5

Caa1

16.5 ≤ x < 17.5

Caa2

17.5 ≤ x < 18.5

Caa3

18.5 ≤ x < 19.5

Ca

x ≥ 19.5

As an example of how the grid works, an issuer with a composite weighted average score of 5.8 would
have a grid-indicated rating of A2. We use the same procedure to derive the grid-indicated rating for
each of the factors that are embedded in the discussion of the methodology. The composite weighted
grid-indicated rating is then reviewed against the current rating and against any of the outlier factors
that may have skewed the rating higher or lower. This comparison allows us to better assess the
reasoning behind the weighting of a particular factor.

5. Limitations of the Grid and Other Rating Considerations
This section discusses limitations in the use of the grid to map against actual ratings and additional
factors that are not included in the grid that can be important in determining ratings.

The Broad Rating Factors
Moody's analysis of a take-or-pay project focuses on four broad factors while the analysis of an allrequirement agency incorporates an additional fifth factor:
I.

Participant Credit Quality and Cost Recovery Mechanism

II. Asset Quality (Take-or-Pay Project) or Resource Risk Management (All-Requirement Agency)
III. Competitiveness
IV. Financial Strength and Liquidity
V. Willingness to Recover Costs With Sound Financial Metrics (All-Requirement Agency)
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Rating Factor 1: Participant Credit Quality and Cost Recovery Mechanism
Why It Matters

Fundamental to the credit rating of a joint action agency is the long-term contract with its participants
that allows the JAA to recover all of its costs including debt service. Since the participants typically
bear all of the operating, capital, and debt service costs, the underlying participant credit quality is a
major driver of the JAA’s credit quality, especially for take-or-pay projects.
Given the importance of the participant credit quality, a typical JAA's rating will generally be capped
to no more than two notches higher than the weighted average participant credit quality since the
participants are the primary source of cash flow. If the weighted average participant credit quality is
near or at speculative grade, the JAA’s rating is likely to be capped at the weighted average participant
credit quality for all requirement agencies or at the ‘weak link’ participant credit quality for a take-orpay project (see section ‘How We Measure Participant Credit Quality and Cost Recovery Framework
for the Grid’ for definition of ‘weak link’ participant).
Factor 1 also considers the joint action agency’s cost recovery framework. Most joint action agencies
and their participants have the statutory authority to establish their own rates and charges locally
without external regulation, which provides greater certainty to timely and full cost recovery. This
strength is further bolstered for most JAAs by minimum bond security covenants that require current
revenues to match current expenses, including payment of debt service.
On the other hand, cost recovery or governance issues that complicate timely and full cost recovery
will override the participants’ credit strength since these issues become the prevailing risk
consideration. To the extent the scoring for Factor 1 is ‘Baa’ or lower due to cost recovery or
governance issues, we will likely place greater weight on Factor 1.
Although Southern Montana Electric Generation and Transmission (not rated) is not a JAA, its
default in late 2011 which was partially caused by extensive member disputes serves as a recent
example of the importance of proper governance and cost recovery. The largest example remains
Washington Public Power Supply System’s (WPPSS) Projects 4 and 5 defaults caused by members
challenging their contractual obligations. A rate regulated JAA or a JAA whose participants are rate
regulated would be viewed as having a weaker cost recovery framework since any rate changes will need
third party regulatory approvals. The bankruptcy filings of Cajun Electric Power Cooperative,
Wabash Valley Power Association and Big Rivers Electric Corporation in the 1980’s and 1990’s were
partially due to insufficient rate relief by its state regulators. While these examples are of G&T
cooperatives, they still represent worthy examples of the added uncertainty and risk caused by third
party rate regulation.
We emphasize the relatively stronger importance of participant credit quality for take-or-pay projects
vs all-requirements projects in two ways. First, for take-or-pay projects we give Factor 1a weight of
45% versus a 25% weighting for all-requirement agencies, reflecting the take-or-pay project’s narrow
business profile and stronger contract terms. Second, the final score for each of Factors 2, 3, and 4 for
take-or-pay projects is generally arrived at in two steps. In the first step, we determine scores for each
of the underlying asset quality (Factor 2), competitiveness (Factor 3) and financial strength (Factor 4).
We call these initial scorings the ‘baseline factor assessments’. The second step involves comparing each
of the baseline factor assessments to the Factor 1 score. The scores for Factors 2, 3, and 4 are then
adjusted to be the higher of either the baseline factor assessment or the Factor 1 score. As noted
below, there are certain exceptions.
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Thus, if the assessment of Factor 1 is higher than that of the baseline factor assessments of Factors 2, 3,
and 4, for a well performing, competitive take-or-pay project with strong contracts, participant credit
quality will effectively represent 100% of the weight in the scorecard before notching considerations.
For example, a take-or-pay project with 1.1x fixed charge coverage ratio (Factor 4(c)) would have a
baseline factor assessment of ‘Baa’ for Factor 4(c); however, assuming Factor 1 was mapped to ‘A’, the
final scoring for Factor 4(c) would be ‘A’. The same process would be followed for Factors 4(a) and
4(b), as well as for Factors 2 and 3. The approach described above only applies if the individual
baseline factor assessment is at least commensurate with a ‘Baa’ category and the approach does not
apply if the baseline factor assessment is ‘Ba’ category or lower. This reflects our view that speculative
grade characteristics such as poor asset quality or uncompetitive costs increase the probability that the
underlying take-or-pay contract could ultimately be challenged or that some other credit negative
action might be taken.
For all-requirement agencies, Moody’s incorporates a fifth factor, ‘Willingness to Recover Costs With
Sound Financial Metrics’ (see Factor 5) given the lower weight attributed to Factor 1.
How We Measure Participant Credit Quality and Cost Recovery Framework for the Grid

We compute the weighted average participant credit quality by multiplying the percentage of the
municipal utility’s share in the joint action agency by the participant’s credit rating or equivalent
assessment, using the 10-year global corporate idealized probability of default curve. We use our
published credit ratings as a measure of participant credit quality and in the absence of an underlying
published credit rating, Moody's utilizes multiple approaches to assess participant credit quality (see
section 'Evaluating Unrated Participants in JAAs').
For take-or-pay projects, Moody’s will generally cap Factor 1 to the lower of (a) the weighted average
participant credit quality or (b) no more than 2 notches above the weak link participants' credit
quality. Typically, the 'weak link' is the participant that straddles the lower 20th percentile and upper
80th percentile of all participants ranked by credit quality. We selected this threshold since the typical
25% step up provision in a take-or-pay contract allows participants aggregating up to a 20% share to
default. The limit of two notches above the weak link participant reflects the higher default
probability associated with weaker participant credit quality. For example if the average participant
credit quality was Aa2 but the 'weak link' participant was rated A3, Factor 1 would likely be scored at
A1. If the step up was lower than 25%, we will consider the appropriate threshold to arrive at the
'weak link' participant. For example, a take-or-pay project with a 15% step up would allow for
participants with an aggregate 13% share to default. Thus, in this example, Moody's would factor in
the credit quality of a participant that straddles the lower 13th percentile and upper 87th percentile of
all participants ranked by credit quality.
Take-or-Pay Projects (45% weight)
Factor

Factor 1:
Participant
Credit
Quality
and Cost
Recovery
Framework
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Weight

Aaa

Aa

A

Baa

Ba

B

45%

Participant
credit
quality at
cap is at
‘Aaa’. JAA &
participant
rates are
unregulated.

Participant
credit
quality at
cap is ‘Aa’.
JAA &
participant
rates are
unregulated.

Participant
credit quality
at cap is ‘A’.
JAA &
participant
rates are
unregulated.

Participant
credit quality
at cap is ‘Baa’
OR
JAA or
majority of
participant
rates are
regulated.

Participant
credit
quality at
cap is ‘Ba’
OR
Below
average
governance
or cost
recovery.

Participant
credit
quality at
cap is ‘B’
OR
Consistent
record of
poor
governance
or cost
recovery.

RATING METHODOLOGY: US MUNICIPAL JOINT ACTION AGENCIES

INFRASTRUCTURE

Moody’s will also consider whether the JAA or its participants are rate regulated and the extent of the
rate regulation. If the JAA or the majority of its participants are fully rate regulated, Factor 1 could be
scored in the ‘Baa’ category even if the participant credit quality is higher than the ‘Baa’ category since
a JAA’s regulated rate setting could pose challenges to timely cost recovery.
Additionally, Moody’s will consider the cost recovery framework and governance issues that have led
or could lead to extensive delays in rate changes, under-recovery of costs, member challenges to their
contractual obligations, or other credit negative outcomes. For example, participants challenging their
contractual obligation are likely to map at the ‘B’ category and override participant credit quality.
For all-requirement agencies, Factor 1 does not explicitly incorporate the weakest participant since
participants’ shares can change over time due to changing resource requirements or the exit and
entrance of new participants over time. Likewise, many contracts do not explicitly cap non-defaulting
member step up obligations, so stronger participants may be asked to increase contributions in case a
weak participant fails to pay. Additionally, an all-requirement agency’s contract allows the JAA to raise
rates to recover its costs and often its contract will contain an explicit provision that allows the JAA to
raise rates due to a defaulting member. If the all-requirement agency is unable to recover a defaulted
participant’s share of the JAA costs, Moody’s may place greater weight on the weakest participant’s
credit quality in scoring Factor 1.
All-Requirement Agencies (25% weight)
Factor

Factor 1:
Participant
Credit
Quality
and Cost
Recovery
Framework

Weight

25%

Aaa

Aa

A

Baa

Ba

Weighted
Weighted
Weighted
Weighted
Weighted
average ‘Ba’
average ‘Aaa’ average ‘Aa’
average ‘A’
average ‘Baa’
participant
participant
participant
participant
participant
credit quality. credit quality. credit quality. credit quality. credit quality.
JAA &
JAA &
JAA &
OR
OR
participant
participant participant rates
JAA or majority Below average
rates
rates
unregulated.
of participant governance or
unregulated. unregulated.
rates are
cost recovery.
regulated.

B

Weighted
average ‘B’
participant
credit quality.
OR
Consistent
record of poor
governance or
cost recovery.

Rating Factor 2: Asset Quality (Take-or-Pay Project) or Resource Risk
Management (All-Requirement Agency)
Why it Matters

The primary rationale for the creation of a joint action agency is the cost effective delivery of an energy
resource such as power, natural gas, or some other energy related service such as electric transmission.
The underlying quality of the asset or resource risk management has a direct impact on quality of
service, leverage capacity, competitiveness and customer satisfaction. Participant support for the JAA
rooted in customer satisfaction can translate into greater willingness to establish the revenue
requirements needed to keep the JAA in sound financial condition. JAAs must keep the confidence of
their governing board and the participants. A lack of operational success could lead to questions as to
the rationale for establishing the JAA in the first place. Poorly operating assets or poor resource risk
management are likely to drive higher all-in costs for the energy resource while also potentially
inducing participants to seek alternate energy resources to meet their needs. An inability of the joint
action agency to ultimately deliver its resource at competitive rates could cause the participants to
challenge their contractual obligations.
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If a take-or-pay project's baseline factor assessment scores to at least ‘Baa’, the final scoring for Factor 2
will generally be the higher of (a) the score used in Factor 1 or (b) the baseline factor assessment. This
approach reflects our view that the strong asset quality minimizes the likelihood that the participants
could seek to challenge their obligations under the take-or-pay contract.
However, certain assets with significant event risk such as nuclear plants or assets with 'Ba' or lower
characteristics do not benefit from the typical positive lift of its participant credit quality in the final
scoring for Factor 2. For these types of assets, the scoring will be at the baseline factor assessment.
This reflects our view that the increased asset risk could lead to asset non-performance and ultimately
increases the possibility that participants will challenge their contractual obligations or take some other
negative action.
Factor 2 has a slightly higher weight for take-or-pay projects relative to all-requirement agencies since
take-or-pay projects typically are a single asset, which heightens operating risk. On the other hand, allrequirement agencies typically have a portfolio approach with a combination of assets, contracts and
market purchases.
How We Measure Asset Quality or Resource Risk Management for the Grid

When considering asset quality for take-or pay projects, we will consider the asset diversity, technology
of the project, and the quality of the operator. While take-or-pay projects are typically single assets, we
consider multiple assets a credit positive since the operational diversity reduces the negative impact of a
single asset outage. The underlying technology or equipment providing the resource is also a major
consideration and we review aspects such as the equipment provider, equipment warranties, and
operational history. Moody’s will also consider the resource operator's ability to operate the asset to
ensure cost-effective and reliable operations. To the extent possible, we review the JAA’s operating
statistics for the relevant energy resource. For example, Moody's will review statistics such as
availability factor (% of time a unit is operational); capacity factor (% of rated capacity the generation
unit runs); and heat rates (efficiency of a generator to convert fuel into electrical energy) for power
generation assets.
For take-or-pay projects, the ‘Aaa’ and ‘Aa’ categories generally apply to simple, proven assets with
little to no moving components such as electric transmission lines. An ‘A’ category would typically
represent a diverse portfolio of proven, strongly operating assets covering a range of technologies.
portfolios with limited diversification or single asset such as a well operating gas fired plant with a
known and reputable operator would likely be scored in the ‘Baa’ category. Assets that would typically
be in the ‘Ba’ or ‘B’ categories could include but are not limited to assets with poor operating history;
projects with new, unproven technology; or projects that require sizeable new investment to meet new
regulatory rules.
Take-or-Pay Projects (15% weight )
Factor

Factor 2:
Asset
Quality
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Weight

Aaa

15%

Diversified
portfolio of
simple,
proven assets
and minimal
reinvestment
requirement.

Aa

A

Baa

Simple,
Diverse
proven
portfolio of
asset(s) and
proven
minimal
assets
reinvestment
across
requirement. technologies

Standard,
commercially
proven
asset(s).

Ba

B

Asset(s)
with some
operating
challenges.

Largely
unproven
technology or
poorly
performing
asset(s).
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For all-requirement agencies, we assess energy resource risk management, which is broader than asset
quality since all-requirement agencies typically meet their participants’ resource requirements through
a combination of assets and short to long-term contracts or mostly contractual arrangements. To
assess resource risk management, Moody’s will consider the overall energy resource supply mix, asset
quality, energy resource supply contract terms and counterparties, and the JAA’s strategic plans to
ensure affordable and reliable energy resource for its participants. In the context of the overall energy
resource supply mix, maintaining a diverse energy resource mix increases the JAA’s flexibility to
manage resource demand while limiting the JAA’s exposure to volatile commodity and energy market
prices, disruptions in the delivery of a single resource, or increased costs associated with a particular
asset, like the cost of environmental compliance.
If an all-requirement agency heavily relies on third party resource suppliers under short and long-term
contracts, we will consider the diversity and quality of the energy resource suppliers. Additionally, key
underlying terms of supply contracts such as maturity, payment provisions, and amount of contracted
resource will be assessed. For Factor 2, the ‘Aaa’ and ‘Aa’ rating category will be considered for allrequirement agencies that have long term supply contract(s) that typically have the following
characteristics: strong ‘Aaa’ or ‘Aa’ counterparties; contract terms that extends to at least debt maturity;
prices are at or below market prices; and a supply contract covering all or most of the all-requirement
agency’s load. If counterparties are typically rated in the ‘A’ category and the all-requirement agency
maintained a portfolio of medium to long term contracts on a rolling basis to ensure energy resource
supply and price stability, the scoring for Factor 2 could be commensurate with an ‘A’ category. A
supply portfolio with ‘Baa’ counterparties and consisting mostly of shorter term contracts would be
commensurate with ‘Baa’. The ‘Ba’ or ‘B’ category for Factor 2 typically reflect suppliers rated below
investment grade or poor resource management such as high exposure to short term markets or
expensive supply contracts.
For all-requirement agencies, we score Factor 2 typically based on the weakest element in the JAA's
resource risk management. For example, if a power JAA had single asset or fuel concentration ranging
from 56% to 75% but had wholesale market purchases at 10%, we would likely score Factor 2 in the
'Baa' category since the asset or fuel concentration is the dominant risk.
All-Requirement Agencies (10% weight )
Factor

Factor 2:
Resource Risk
Management
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Weight

Aaa

Aa

10%

Exceptional
energy
resource risk
management
Less than
10% market
purchases.
OR Diverse,
proven assets.
Single asset
or fuel less
than 20% of
supply. OR
Long-term,
competitive
supply
contract with
Aaa rated
supplier.

Very strong
energy resource
risk
management.
10-20% from
market
purchases. OR
Diverse, proven
portfolio. Single
asset or fuel
comprises 2040% of the
energy resource
mix. OR Longterm,
competitive
supply contract
with Aa rated
supplier.

A

Baa

Strong energy
resource risk
management.
20-30% from
market
purchases.
OR Proven
assets. Single
asset or fuel
comprises
41- 55% of
the energy
resource mix.
OR Well
managed
portfolio of
supply
contracts
with 'A' rated
suppliers.

Average
energy
resource risk
management.
30-40% from
market
purchases.
OR Single
asset or fuel
provides 5675% of the
energy
resource mix.
OR
Adequately
managed
supply
portfolio with
‘Baa’ rated
suppliers.

Ba

Below
average
energy
resource risk
management.
40-60% from
market
purchases.
OR Single
asset or fuel
provides over
76 - 100% of
the energy
resource mix.
OR
Adequately
managed
supply
portfolio with
‘Ba’ or lower
rated
suppliers.

B

Poor energy
resource risk
management.
More than
60% from
market
purchases.
OR Assets
with
unproven
technology or
history of
problems OR
Poorly
managed
supply
portfolio with
‘Ba’ or lower
rated
suppliers.
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Rating Factor 3: Competitiveness
Why it Matters

An important credit factor in JAA ratings is the competitiveness of the energy resource provided to its
participants. Competitive resource costs represent a core rationale for a participant’s role as offtaker in
a JAA. Moody’s views a combination of both legal and economic incentives serving as the strongest
leverage for participants to pay. Competitive prices also provide the JAA greater flexibility to raise
rates compared to a JAA whose rates are already high.
On the other hand, high rates could cause pressure on the JAA’s management to either lower rates or
not raise rates when necessary. High rates also could negatively affect the credit quality of the
participants since energy resource costs typically represent the majority of the final cost to the retail
customers. High energy costs could negatively affect the participant distribution utility’s ability to
retain retail customers leading to lower load and higher rates to spread the same fixed costs over a
lower sales base.
In the worst case scenario, participants could challenge their obligations to a joint action agency.
WPPSS’s $2.25 billion bond default in 1983 on Projects 4 and 5 remains an iconic example of a
successful challenge.
Moody’s also recognizes the ability of a JAA's participants to access major wholesale energy markets
over the last decade. The increased alternatives for participants have increased the importance of price
competitiveness as a key credit factor. Because of these greater supply options, we expect municipallyowned utilities to evaluate the financial benefits of a relationship with a JAA more closely.
How We Measure Competitiveness for the Grid

Our evaluation of a take-or-pay project’s cost competitiveness takes into consideration the project’s
rate (including debt service) to its members relative to what a participant would have to pay in the
wholesale market on a historic and forward-looking basis, typically over a 3-year period. In volatile
market conditions, Moody’s will consider longer periods spanning a commodity price cycle that seeks
to smooth the market ups and downs to determine the long-term future competitive position of the
asset. We estimate regional market price benchmarks from publicly available industry data such as the
Energy Information Administration (EIA) and third party data service providers, as well as data from
across our portfolio of other rated issuers. Moody’s will consider other benefits that a take-or-pay
project provides to its participants such as renewable power that helps meet state or local renewable
portfolio standards, the project’s fit within the overall participants’ energy resource portfolio, or the
participants’ need for the asset for reliability purposes. These other benefits could result in the scoring
of a project’s baseline competitiveness up to the ‘Baa’ category even though its rates relative to market
are commensurate with ‘Ba’ or lower. For example, a wind project with all-in costs substantially above
the prevailing market price of power could be scored at ‘Baa’ if the wind project is an important
renewable asset that allows the municipal utility participants to meet their state-mandated renewable
portfolio requirements.
For take-or-pay projects, an asset that has competitive rates through all parts of the market cycle would
be in the ‘A’ to ‘Aaa’ categories depending on the extent of its low rates. Assets typically in the ‘Baa’
category are competitive in an average market environment but could be up to 50% more expensive
relative to market prices during a cyclical downturn. The ‘Ba’ is typically for assets that are
competitive only in a high price environment while the ‘B’ category represents uncompetitive rates in
nearly all conditions.
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Take-or-Pay Projects (15% total)
Factor

Factor 3:
Competitiveness

Weight

Aaa

Aa

A

Baa

Ba

15%

Extremely
competitive
asset through
market
cycle.Rates
more than
50% below
market. OR
Very strong
monopoly
position with
no
alternative.

Very
competitive
asset
through
market
cycle. Rates
more than
30% to
50% below
market. OR
Strong
monopoly
position
with very
unlikely
alternatives
over the
long term.

Competitive
asset
through
market
cycle. Rates
0% to 30%
below
market. OR
Quasi
monopoly
with
plausible
alternatives
over the
medium to
long term.

Competitive
asset during
average
market.
Rates up to
50% above
market
lows.

Competitive
asset during
market
highs. Rates
could be
100% above
market
lows.

B

Uncompetitive
asset in nearly
all price
environments.
Rates more
than 100%
above market
lows.

As the competitiveness of a take-or-pay project or all-requirement agency falls into the ‘Ba’ category or
lower, the rating committee could attribute greater weight to Factor 3 given the increased probability
of adverse outcomes such as participants challenging their contract obligations.
If there is no wholesale market benchmark for the underlying characteristics of the assets (e.g. electric
transmission lines), Moody's will consider the asset’s monopoly position, the benefit that the asset
provides to the participants, and the importance of the asset.
If a take-or-pay project's baseline factor assessment scores to at least ‘Baa’, the final scoring for Factor 3
will generally be the higher of (a) the score used in Factor 1 or (b) the baseline factor assessment. This
approach reflects our view that the asset's competitive position minimizes the likelihood that the
participants could seek to challenge their obligations under their take-or-pay contract. Baseline factor
assessments at ‘Ba’ or lower do not benefit from this approach.
For all-requirement agencies, we will primarily consider rates charged by comparable energy resource
providers in the region on a historic and forward-looking basis typically over a 3-year period. For
power all-requirement agencies, Moody's will consider peer rates charged by other power allrequirement agencies, G&T cooperatives, or other comparable rates. To the extent wholesale energy
market information or peer rate data is unavailable, we also evaluate a JAA participants’ retail rates
against regional competitors as an indirect measure of the JAA’s competitiveness since energy costs
typically represent a sizeable component of retail rates.
All-Requirement Agencies (15% total)
Factor

Factor 3:
Competitiveness
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Weight

Aaa

Aa

A

Baa

Ba

B

15%

Rates more
than 25%
below
average

Rates below
average by
more than
10% to 25%

Rates 10%
below average
to less than
5% above
average

Rates
above
average by
5% to less
than 25%

Rates above
average by
25% but not
more than
50%

Rates at
least 50%
above
average
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Rating Factor 4: Financial Strength and Liquidity
We have identified three key financial ratios that we consider the most useful in evaluating a JAA’s
financial profile. The three ratios measure liquidity, leverage, and cash flow coverage:
1. Adjusted Days Liquidity on Hand Ratio
2. Debt Ratio
3. Fixed Obligation Charge Coverage Ratio
Why it Matters

Moody’s evaluates the financial performance and position of a JAA to determine its ability to manage
business risks while assuring payment of debt service. Strong liquidity and cash flow metrics indicate
greater resiliency by a JAA to withstand unexpected events such as asset outages, volatility of
commodity prices, economic downturn, deterioration in participants’ credit quality or even disputes
among participants. Strong financial metrics also provides an issuer with more time to implement any
necessary rate changes and also to change rates over a longer period of time to minimize rate impact.
Conversely, low liquidity and cash flow metrics forces greater emphasis on a JAA’s rate setting possibly
leading to more frequent and larger rate changes.
Additionally, Moody’s utilizes the debt ratio as a measure of an issuer’s leverage which indicates the
extent of debt service costs embedded in a JAA’s overall cost structure. The higher the debt and debt
service, the higher the likely all-in costs and ultimately the rates a JAA will have to charge its members
to recover costs. Additionally, the debt ratio indicates the extent of asset coverage for bondholders.
Furthermore, joint action agencies typically are obligated under their bond documents to meet certain
financial parameters such as minimum fixed charge or debt service coverage and we take a positive
view of financial performance that exceeds the minimum requirements. We review several years of
financial statements in order to assess a JAA’s track record over time. We also evaluate ratios to
determine trends and to assess the relationships to peer medians while seeking to balance quantitative
measures with qualitative factors discussed in this report.
As described in Factor 1, if a take-or-pay project's baseline financial metrics score to at least ‘Baa’, the
final scoring for Factor 4 will generally be the higher of (a) the score used in Factor 1 or (b) the
baseline factor assessment, which reflects our view that the take-or-pay project is performing equal to
or better than the base case expectations.
How We Measure Financial Strength for the Grid
Financial Strength: Liquidity – Adjusted Days Liquidity on Hand Ratio (10% weight)

The assessment of liquidity to meet day-to-day operating cash flow requirements and as a cushion
against unexpected situations is a key element in the financial analysis of a JAA and includes both
internal and external sources of liquidity. The sources of funds are compared to the JAA's operating
cash flow needs over the next year and beyond. We will use a new ratio called the adjusted days
liquidity on hand ratio, which was introduced in the US Public Power Utilities with Generation
Ownership Exposure methodology in November 2011. The adjusted days liquidity on hand ratio is
calculated based on a JAA's available adjusted liquidity including unrestricted cash and investments
and unrestricted bank lines of credit times 365 days divided by the JAA's annual operating and
maintenance expenses.
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The primary difference between the traditional days cash on hand ratio and the new adjusted days
liquidity on hand ratio is the inclusion of unrestricted bank lines and certain legally required reserves as
available liquidity. We may review each bank line agreement on a case-by-case basis to determine
whether or not the agreement satisfies our criteria in order to be included in our assessment of a JAA’s
liquidity.
The highest “Aaa” and “Aa” scores under this sub-factor would be assigned to those JAAs that are
financially strong with robust levels of internal liquidity and little to no reliance on external funding
sources such as bank lines.
Evaluation of a Bank Line

Moody’s will incorporate available bank lines into the calculation of a JAA's liquidity based on the
strength of the bank line. As part of the assessment, Moody’s will typically consider three main
factors: the tenor, the counterparty’s credit quality, and any restriction or covenants that could affect
the bank line’s availability during periods of unexpected market events or JAA credit stress.
Moody’s will consider the bank line provider’s credit quality as part of our assessment since the
liquidity benefit of the bank line is limited if the bank is unable to provide funds when needed by the
JAA. As such, Moody’s will likely exclude bank lines provided by banks of unknown or weak credit
quality.
We will also evaluate the tenor of the agreement since shorter dated credit lines represent greater
renewal risk. Typically, longer dated tenors are more favorable from a credit perspective. If the external
liquidity line is expiring in less than a year and Moody’s views a renewal or replacement as unlikely,
the external liquidity line could be excluded even if it is free from draw restrictions or covenants.
Additionally, our analysis includes a review of loan documentation for any language that might weaken
the quality of the facility by potentially blocking a borrower’s access, such as a material adverse change
(MAC) clause. A MAC clause is a legal provision within a credit agreement that gives lenders the right
to refuse to fund a commitment should the borrower experience sufficiently adverse business or
economic developments. These adverse conditions can include numerous undefined factors the bank
could cite to delay or avoid the funding requirement. Moody’s will include the bank line only to the
extent we believe the terms of the bank line contain no material restrictions to ensure the line’s
availability at the time of a potential draw on the facility.
Financial Strength: Leverage -Debt Ratio (5% weight)

Moody’s utilizes the debt ratio to measure the JAA's leverage (the ratio of net funded debt divided by
net fixed assets plus net working capital). We also compare the absolute level of the JAA's current debt
ratio to the median for similar JAAs and evaluate the likely future trend in the ratio. Net working
capital is defined as cash and investments plus receivables expected to be collected minus current
liabilities unrelated to debt.
We recognize that a JAA's capital structure is heavily reliant on debt since a joint action agency is
typically all debt funded at inception. As a result, a JAA's debt ratio is usually much higher than other
municipal infrastructure issuers such as public power utilities with generation. The ratings can
accommodate higher relative leverage because of the participants’ contractual obligation to the JAA to
pay for all costs including debt service and timely cost recovery process given the lack of third party
rate regulation.
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A JAA that is highly leveraged may have less financial flexibility and higher, less competitive rates
compared to a less leveraged JAAs with similar amounts of owned resources relative to their size. High
leverage may also prevent or limit a JAA's ability to construct or acquire new energy sources or
maintain existing facilities.
Financial Strength: Cash Flow Coverage - Fixed Obligation Charge Coverage Ratio (10% weight)

Moody’s analyzes short and long-term trends in financial performance to assess the stability and
resiliency of the JAA. We use the fixed obligation charge coverage ratio to measure a JAA's ability to
repay annual debt service costs from recurring revenues net of recurring expenses, excluding one-time
revenues or extraordinary charges. The fixed charge coverage ratio is similar to debt service coverage
ratio but also incorporates “debt like “obligations related to the ownership of resource assets through a
take-or-pay contact. For example, Heartland Consumers Power District, which is an all-requirement
agency, has take-or-pay contract obligations to a project owned by the Public Power Generation
Agency. We view these contractual obligations as fixed and the annual payments as “debt like”.
Moody’s fixed obligation charge coverage ratio subtracts the debt portion of the take-or-pay
contractual payment from the JAA's operating expenses when calculating net revenues, and
subsequently adds the debt portion of the take-or-pay contractual payment to the total debt service
costs when calculating coverage.
The fixed obligation charge coverage ratio facilitates uniform comparisons of JAAs that finance
generation assets on balance sheet with JAAs that finance assets off balance sheet through a separate
take-or-pay project. We use the fixed obligation charge coverage ratio in the analysis of financial results
to provide a more consistent comparison of JAAs, regardless of the approach to financing energy
resource ownership.
A consistent and stable fixed obligation charge coverage ratio provides increased resiliency to withstand
revenue and expense volatility. A stable or improving fixed obligation charge coverage ratio is an
important indicator of financial stability; whereas declines in the coverage ratio could be indicative of
financial strain or an unwillingness or inability to raise rates to fully recover the cost of service, which
in turn could contribute to a weakening in credit quality.
For take-or-pay projects, financial performance with fixed obligation charge coverage ratios below 1.0
time is modeled as ‘B’ for Factor 4(c) and the rating scorecard output is unlikely to be reliable to
within 1-2 notches of an actual rating. A take-or-pay project that sustains below 1.0 times fixed
obligation charge coverage ratio is not consistent with investment grade characteristics and violates a
fundamental assumption of timely and full cost recovery. Under-recovery of actual costs by a take-orpay project will also likely result in Factor 1 being scored at ‘Ba’ or lower since difficulties in cost
recovery override participant credit quality. That said, we would adjust the fixed obligation charge
coverage ratio calculation for any technical factors such as accounting adjustments, timing of payments
or other unusual technical issues, which could obfuscate the in-substance level of coverage.
The difference in scoring for financial metrics for all-requirement agencies and take-or-pay projects
reflects the fundamentally different approaches between take-or-pay projects and all-requirement
agencies as outlined in this methodology. For take-or-pay projects, the typically stronger metrics for a
given sub factor reflects greater comparability to project financings especially at the higher end of the
range of financial metrics. Additionally, all-requirement agencies’ financial metric ranges were set to
provide greater comparability to G&T cooperatives, which have many similarities to all-requirement
agencies that provide power, and public power with generation.
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Take-or-Pay Projects (25% total)
Factor

Weight

Aaa

Aa

A

Baa

Ba

B

Factor 4(a): Adjusted Days
Liquidity on Hand (days)

10%

> 250

175 < x
< 250

100 < x
< 175

30 < x
< 100

15 < x < 30

< 15

Factor 4(b): Debt ratio (%)

5%

< 25%

25% < x
< 50%

50% < x
< 75%

75% < x
< 150%

150% < x
< 225%

>225%

Factor 4(c): Fixed charge
coverage ratio (x)

10%

> 3.0x

2.2x < x
< 3.0x

1.6x < x
< 2.2x

1.0x < x
< 1.6x

< 1.0x

All-Requirement Agencies (25% total)
Factor 4(a): Adjusted Days
Liquidity on Hand (days)

10%

> 250

150 < x
< 250

90 < x
< 150

30 < x < 90

15 < x < 30

Factor 4(b): Debt ratio (%)

5%

< 50%

50% < x
< 70%

70% < x
< 100%

100% < x
< 150%

150% < x
< 200%

Factor 4(c): Fixed charge
coverage ratio (x)

10%

> 2.0x

1.4x < x
< 2.0x

1.2x < x
< 1.4x

1.1x < x
< 1.2x

1.0x < x
< 1.1x

< 15
>200%
< 1.0x

Rating Factor 5: Willingness to Recover Costs with Sound Financial Metrics (AllRequirement Agencies)
Why it Matters

Independent and local rate-setting authority guided by sound bond covenants and governance is a
fundamental credit strength and a heavily weighted rating factor. An all-requirement agency’s business
profile is significantly more dynamic relative to that of a take-or-pay project and faces greater potential
need for rate changes similar to G&T cooperatives and public power utilities with generation resulting
in the addition of a fifth rating factor. For example, an all-requirement agency’s participants could
experience resource demand growth that requires the JAA to acquire or build new energy resources.
An all-requirement agency’s willingness to recover costs while maintaining a financial buffer to help
mitigate the impact of modest credit stress events demonstrates the stability and certainty of cash flows
inherent in a JAA’s business model. On the other hand, unwillingness or inability to establish
sufficient rates to maintain sound financial metrics would be contrary to the cash flow stability
expected in a JAA. Generally, the willingness to implement rate increases will, at some point, affect
the relative financial performance of the JAA as measured in Factor 4. Without sound rate-setting that
is predictable and timely, cash flow to service debt or financial liquidity may be compromised. As
such, we believe that this rating factor is often a leading indicator of the direction of future financial
performance for a JAA. This highlights that some entities may have a high tolerance for exposure to
risks readily anticipated through more conservative management practices and policies.
How We Measure Willingness to Recover Costs for the Grid

Moody’s evaluates the governing board’s rate-setting process for its transparency and timeliness in
setting the rates. A key measure is the demonstrated record of willingness to charge the rates required
to recover operating and capital costs, provide a cushion for fixed obligation charge coverage ratio, and
maintain sound liquidity. The number of days it takes to implement new rates and collect the
additional revenues is also a major consideration.
The longer and more complicated the process, the more pressure the delay in raising rates may put on
a JAA’s liquidity. In the end, the willingness to establish timely new rates to meet the appropriate cost
recovery requirement is weighted heavily in this rating factor. This is of particular importance when
considering an all-requirement agency’s capital program and whether future rates will be sufficient to

17

OCTOBER 3, 2012

RATING METHODOLOGY: US MUNICIPAL JOINT ACTION AGENCIES

INFRASTRUCTURE

manage increased debt service requirements. An all-requirement agency’s willingness to enact rates and
charges sufficiently and quickly to maintain the associated financial metrics for a JAA's rating category
would result in a higher rating assigned to this rating factor. In cases where the management has
established planning targets for financial metrics that are lower than the associated financial metrics for
a JAA’s rating category and the joint action agency has consistently met those targets, we may score the
JAA’s willingness at a level higher than its financial metrics may indicate.
Moody’s may also map Factor 5 higher than the financial metrics may indicate based on the joint
action agencies’ and participants' demonstrated commitment and ability to maintain financial stability
and resiliency. For example, an automatic monthly adjustment at both the JAA and its participants
for changes in energy resource costs is an important rating consideration given the fluctuations in
energy costs over the past decade. Such adjustment mechanisms serve to narrow the potential drain on
the JAA and its participants’ liquidity and the resulting impact on credit quality. Another example
would be a JAA increasing its liquidity in advance of a construction project to mitigate incremental
construction risk.
All-Requirement Agencies (25% total)
Factor

Factor 5:
Willingness
to Recover
Costs with
Sound
Financial
Metrics

Weight

Aaa

Aa

A

Baa

Ba

B

25%

Strong
rate
setting
record.
Rates set
to
maintain
financial
metrics in
the 'Aaa'
category.

Above
average rate
setting
record.
Rates set to
maintain
financial
metrics in
the 'Aa'
category.

Adequate
rate setting
records.
Rates set to
maintain
financial
metrics in
the 'A'
category.

Below
average rate
setting
records.
Rates set to
maintain
financial
metrics in the
'Baa'
category.

Below
average rate
setting
records.
Rates set to
maintain
financial
metrics in
the 'Ba'
category.

Record of
insufficient
rate relief
and history
of under
recovery.

Limitations of the Grid and Other Rating Considerations
This section discusses limitations in the use of the grid to map against actual ratings and additional
factors that are not included in the grid that can be important in determining ratings.
The purpose of the rating grid is to provide a reference tool that can be used to approximate credit
profiles within this sector. The grid provides summarized guidance for the factors that are generally
most important in assigning ratings to these issuers and represents a decision to favor simplicity that
enhances transparency and to avoid greater complexity that would enable the grid to map more closely
to actual ratings. Accordingly, the four to five rating factors in the grid do not constitute the exhaustive
treatment of all the considerations that are important for ratings in the JAA sector. In addition, our
ratings incorporate expectations of future performance while the financial information that is used to
illustrate the mapping in the grid is mainly historical. In some cases, our expectations for future
performance may be informed by confidential information that we cannot publish or otherwise
disclose. In other cases, we estimate future results based upon past performance, industry trends,
demand and price outlooks, peer actions, and other factors. In either case, predicting the future is
subject to the risk of substantial inaccuracy and the grid indicated rating is not expected to match the
actual rating of each issuer in each case.
In choosing the factors for this rating methodology grid, we did not include certain important factors
that are common to assessing an issuer’s credit quality, such as the quality and experience of
management, assessments of governance, and the quality of financial reporting and information
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disclosure. The assessment of these factors can be highly subjective and variable over time. Therefore,
ranking these factors by rating category in the grid would in some cases suggest too much precision in
the relative ranking of particular issuers against all other issuers that are rated in various industry
sectors. We note, however, that these excluded factors do affect those that are included in the grid
(such as management’s experience affecting an issuer’s revenue performance over time)
Ratings may include additional factors that are difficult to quantify or that only have a meaningful
effect in differentiating credit quality in some cases. Such factors include environmental compliance,
nuclear decommissioning trust obligations, and financial controls. While these are important
considerations, it is not possible to precisely express these in the rating methodology grid without
making the grid excessively complex and significantly less transparent.
Actual ratings assigned may also reflect circumstances in which the weighting of a particular factor will
be different from the weighting suggested by the grid. For example, there may be instances where a
JAA’s competitiveness will be given greater consideration in the assigned rating than what is indicated
by the weighting in the grid.
This variation in weighting rating considerations can also apply to factors that we choose not to
represent in the grid. For example, management quality is a consideration frequently critical to ratings
and which may not, in other circumstances, have a substantial impact in discriminating between two
issuers with a similar credit profile. As an example of the limitations, ratings can be heavily affected by
conservative management that reduces business risk and thus reduces default risk but two identical
companies might be rated the same if their only differentiating feature is that one has a conservative
management while the other has an extremely conservative management.
Other Rating Considerations

Moody’s considers other factors in addition to those discussed in this report, but in most cases
understanding the framework presented herein will enable a good approximation of our view on the
credit quality of companies in the JAA sector. Moody’s considers additional factors, including future
operating and financial performance that may deviate from historic performance, the quality of the
management, financial controls, event risk and seasonality. The analysis of these factors remains an
integral part of our rating process.
Management Quality

The quality of management is an important factor supporting an issuer’s credit strength. Moody’s
normally meets with senior executives to assess management’s business strategies, policies, and
philosophies and evaluates management’s performance relative to performance of competitors and our
projections. Once established, a record of consistency provides Moody’s with insight into
management’s likely future performance in stressed situations and can be an indicator of
management’s tendency to depart significantly from its current business philosophy.
Financial Controls

Moody’s relies on the accuracy of audited financial statements to assign and monitor ratings. Such
accuracy is only possible when companies have sufficient internal controls, including centralized
operations and the proper tone at the top, and consistency in accounting policies and procedures.
Weakness in the overall financial reporting processes, financial statement restatements or delays in
reporting filings can be indications of a potential breakdown in internal controls.
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Event Risk

We also recognize the possibility that an unexpected event could cause a sudden and sharp decline in
an issuer’s fundamental creditworthiness. Typical special events include capital restructuring programs,
litigations, outages, and extreme weather, among others.

Notching Conventions
While the factors and sub-factors within the grid are designed to include the key rating drivers
reflecting the fundamental risks of JAAs, the grid alone cannot capture some of the wide-ranging
factors that may impact the credit rating.
The notching factors are designed to adjust, either upwards or downwards, a JAA’s indicated rating
based on other considerations not adequately addressed in the rating grid. Moody’s analysts may or
may not assign a notch upwards or downwards to a rating as this is a case by case assessment
determined by a rating committee. Unless specifically provided for in this methodology (e.g.
diversity), the extent of notching by a rating committee may exceed more than one notch since these
considerations (e.g. contractual structure) can potentially encompass a wide deviation from the
assumptions incorporated in this methodology.

Contractual Structure and Legal Environment
JAAs that have unusually strong or weak offtake contract terms, legal structure, or inherent legal
environment could be notched higher or lower. For example, a court validated offtake contract that
incorporates a general obligation pledge of the municipal city in addition to the municipal utility's
revenues would be considered exceptionally strong resulting in up to a 1-notch lift. Additionally, an
all-requirement contract with exceptionally strong provisions, such as take-or-pay features, could
benefit from a positive adjustment up to 1 notch.
On the other hand, a downward notching adjustment could be made for weak contractual features
such as a lack of a participant step-up provision or similar feature in a multi-party contract. The
importance of the step-up provision was highlighted when Massachusetts Municipal Wholesalers
Electric Company's Project No 6’s (MMWEC) participants in Vermont successfully challenged their
take-or-pay contracts. In this case, MMWEC had to exercise the step up provision resulting in the
Massachusetts participants taking the Vermont participants’ share and assuming the associated costs.
Another weak contractual feature is limitations in the offtake contract. For example, Energy
Northwest's Nine Canyon Wind project has an inflation indexed annual payment cap, which is a
requirement under Washington State law. This limitation is considered highly unusual compared to a
typical take-or-pay project and this feature reduces the effectiveness of a cost pass-through mechanism
under its contract.
For take-or-pay projects, the flexibility to add assets by increasing leverage or partial or full
commingling of funds with other businesses could be viewed as a downward notching consideration.
Furthermore, concerns regarding the legal structure such as a JAA's undivided ownership interest in a
project with co-owners that are of significantly weaker credit quality could result in a downward
notching adjustment.

Participant Diversity and Concentration
In conjunction with a significant step-up provision, a diverse participant pool is a source of credit
enhancement and could result in an upward adjustment by up to one notch to the grid-indicated

20

OCTOBER 3, 2012

RATING METHODOLOGY: US MUNICIPAL JOINT ACTION AGENCIES

INFRASTRUCTURE

rating. A diverse participant pool with low participant concentration serves to mitigate the potential
risk of one or more of a JAA's participants defaulting since the non-defaulting participants would be
required to step up their respective share to cover the defaulted member's share. The larger group of
participants with low concentration would allow a greater number of participants to default. That
said, the diversity benefit is limited to no more than one notch since regional and sector concentration
results in meaningful correlation among participants. Additionally, a lack of a step-up provision is
likely to result in no upward notching for diversity while a step up provision for less than 25% could
result in lower notching than indicated.
Participant diversity is measured by three equal weighted factors: (1) total number of participants, (2)
aggregate share of small participants (participants with less than 1% share of the JAA) and (3)
aggregate share of the five largest participants. A joint action agency that has diversity measures all or
mostly in the 'strong' category would benefit from a 1-notch lift while those that average in the
'medium' category would benefit from a 0.5 notch lift.

Weight

Participant Diversity and
Concentration

Strong

Medium

Low

1/3

Total number of participants

More than 30

20 to 30

Less than 20

1/3

Aggregate share of small
participants (participants with
less than 1% share of a JAA)

Greater than 10%

5% to 10%

Less than 5%

1/3

Aggregate share of the five
largest participants

Less than 40%

40% to 50%

More than 50%

Construction Risk
Moody’s assesses each JAA’s construction risks and may adjust the grid-indicated rating if there is
unmitigated or insufficiently mitigated risk. Construction delays and cost overruns were major drivers
of three energy related municipal debt defaults (see Moody's special comment 'U.S. Municipal Bond
Defaults and Recoveries, 1970-2011'). Washington Public Power Supply System's (WPPSS) Projects
4 and 5, which defaulted on approximately $2.25 billion of debt in 1983, is the most notable example
of massive construction delays and cost overruns that precipitated the largest municipal bond payment
default in history at that time.
In our evaluation of construction risk, we look to third-party consulting engineers to provide an
assessment of the risks associated with a particular project. The review of a well-defined project
feasibility study or independent engineer's report is often a critical component of our evaluation.
Factors such as the contractor's experience and financial strength, previous experience by the joint
action agency in managing construction projects, and raw construction risk are key drivers of our
overall construction risk assessment. Raw construction risk can vary from projects using small, simple
cycle turbines to large, complex nuclear projects. The greater the raw construction risk, the higher the
probability of construction delays and cost overruns. Inclusion of first-of-kind engineering is viewed
as an additional risk contributor.
Our assessment will also consider typical construction risk mitigants such as an engineering,
procurement and construction (EPC) contract that is fixed price, date certain, and lump price
payment with liquidated damages provisions. Performance and payment bonds or letter of credit
backing a contractor's obligations can be a key credit consideration depending on the contractor's
credit quality. A joint action agency that has extensive and recent experience in managing comparable
construction projects is also considered a strength.
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Debt Service Reserve, Debt Structure and Financial Engineering
While a typical JAA benefits from a debt service reserve sized to one year of maximum annual debt
service, some JAAs have no reserves or reserves with less than one year of debt service. We believe that
fully funded maximum annual debt service reserve funds are an important part of revenue bondholder
security, particularly given multiple party contractual arrangements and asset concentration in a typical
joint action agency. The lack of a debt service reserve fund could result in a grid-indicated rating
being adjusted downward. The grid-indicated rating may be adjusted down by one notch for JAAs
with less than six months of debt service reserve fund while a half notch downward adjustment is made
for joint action agencies with at least a 6 month debt service reserve but less than a full year. Debt
service reserves backed by low rated or unrated financial guarantors are assumed to have no value.
As an alternative to notching, we will consider subtracting the difference between a fully funded
annual debt service reserve and the actual debt service reserve funding level maintained by the JAA
from adjusted days liquidity on hand in cases where the JAA maintains unrestricted liquidity beyond
normal working capital requirements. If the pre-notched scorecard output is not affected by the
revised adjusted days liquidity on hand, no notching adjustment might be applied for lack of a oneyear debt service reserve. For example, a notching adjustment for lack of a debt service reserve might
not be made if an all-requirement agency’s liquidity drops from 400 adjusted days liquidity on hand to
260 adjusted days liquidity on hand after netting a full year of debt service.
Moody’s will also evaluate the existing and projected debt structure and may adjust the grid-indicated
rating if unmitigated risks are identified. We will look at the bond covenanted legal protections (e.g.
rate covenant), the debt amortization schedule, and the exposure to variable rate debt and interest rate
swap agreements. We will evaluate debt management and interest rate swap policies, board oversight of
interest rate swaps, and a JAA’s disclosure of the risks and exposures associated with its debt.
We evaluate exposure to unhedged variable rate instruments in relation to the JAA’s liquidity and its
debt management record, including the absolute level of variable rate debt. We also closely evaluate the
potential for financial stress related to a change in short-term interest rates, credit market volatility,
and/or a tightening of available internal and external liquidity. We assess the joint action agency’s
interest rate swap derivatives and the circumstances under which the JAA will be required to post
collateral and the right of the joint action agency’s swap counterparty to terminate the swap should
certain events occur, such as a downgrade of the JAA below a certain rating level.
Moody’s will also review the JAA’s bond security provisions and if they are weak against the typical
and standard provisions, this may affect the credit rating. For example, rate covenants that do not
contain at least a sum sufficient provision will be viewed as a major credit negative.

Unmitigated Exposure to Wholesale Power Markets
JAAs that have excess energy resource supply or were established to supply the energy resource on a
wholesale basis have potential additional credit risks should the JAA's financial operations not include
mitigation factors to limit the impact of wholesale market price volatility. Wholesale exposure for a
take-or-pay project is highly unusual though it could have wholesale exposure indirectly through its
participants. On the other hand, an all-requirement agency could have varying degrees of wholesale
exposure depending on expected customer needs and supply arrangements. Some power allrequirement agencies have used margins from selling excess power into wholesale energy markets to
limit participant rates. Reliance on significant wholesale margins exposes the JAA to significant cash
flow volatility and ultimately contributes to participant rate volatility and could present challenges to a
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JAA’s willingness to raise rates on a timely basis. Exposure to the wholesale power market may result
in an adjustment to the grid-indicated rating unless it is mitigated by wholesale power contracts with
sound counterparties, strong available liquidity that could withstand a period of lower wholesale
energy margins, and a timely and transparent rate-setting process.

Evaluating Unrated Participants in JAAs
Most JAAs include both rated and unrated participants. If the participant is not rated but the general
obligation of the municipality that owns the utility is rated, we will also consider the municipality's
rating and make a notching adjustment to determine the utility's credit quality based on the utility's
operational and financial performance. For unrated entities that have at least a 5% share of a JAA and
are not owned by a rated municipality, we will apply non-public, internal ratings on the unrated
municipal utility based on factors outlined in the US Public Power Electric Utilities with Generation
Ownership Exposure methodology published in November 2011.
If information is insufficient to assign a non-public, internal rating on the municipal utility as
described above or for unrated participants with less than 5% share in the JAA, we will apply the
Quantitative Ratings Estimator (QRATE) to assess the municipality's credit quality and make at least
one notch downward adjustment to reflect the limited information utilized in the QRATE model and
enterprise risk. In cases where the QRATE model is used and the participants share is at least 3% or
greater, we will take a two notch downward adjustment on the QRATE as described in our “Updated
Approach to the Usage of Credit Estimates in Rated Transactions”, published in October 2009.
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Appendix A: Issuers Included in Methodology Update
Take-or-Pay Projects

Debt Outstanding ($M)

American Municipal Power - Hydro Project

2,043

American Municipal Power - JV 5 Belleville Hydroelctric Project

110

American Municipal Power - Meldahl Hydroelectric Project

685

American Municipal Power - Prairie State Project

1,697

American Municipal Power - Fremont Energy Center

540

Central Minnesota Municipal Power Agency - Transmission Project

35

Delaware Municipal Electric Corporation – Facilities

63

Energy Northwest - Nine Canyon Wind

141

Energy Northwest - Project 1

1,740

Energy Northwest - Columbia Generation Station

2,487

Energy Northwest - Project 3

1,625

Florida Municipal Power Agency - St. Lucie Project

318

Florida Municipal Power Agency - Stanton Project

66

Florida Municipal Power Agency - Stanton Project II

167

Florida Municipal Power Agency - Tri-City Project

25

Intermountain Power Agency - Intermountain Power Project

2,092

Kentucky Municipal Power Agency - Prairie State

491

Lafayette Public Power Authority

52

Louisiana Energy and Power Authority - Rodemacher No. 2

9

Massachusetts Municipal Wholesalers Electric Company - Nuclear Project Mix No. 1

21

Massachusetts Municipal Wholesalers Electric Company - Nuclear Project No. 3

68

Massachusetts Municipal Wholesalers Electric Company - Nuclear Project No. 4

76

Massachusetts Municipal Wholesalers Electric Company - Nuclear Project No. 5

21

Massachusetts Municipal Wholesalers Electric Company - Nuclear Project No. 6

180

Michigan Public Power Agency - Belle River Project

158

Michigan Public Power Agency - Campbell Project

15

Michigan Public Power Agency - Combustion Turbine No. 1 Project

26

Michigan Public Power Agency - AFEC Project

35

Municipal Energy Agency of Mississippi - Plum Point Project

103

Missouri Joint Municipal Electric Utility Commission - Iatan Project

285

Missouri Joint Municipal Electric Utility Commission - Plum Point Project

332

Missouri Joint Municipal Electric Utility Commission - Prairie State Project

836

M-S-R Public Power Agency - San Juan Project

313

Municipal Electric Authority of Georgia - Combined Cycle

302

Municipal Electric Authority of Georgia - Non PPA Project M Vogtle Units 3 & 4
Municipal Electric Authority of Georgia- PPA 2 Project P Vogtle Units 3 & 4
Municipal Electric Authority of Georgia - PPA Project J Vogtle Units 3 & 4
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390
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Municipal Electric Authority of Georgia - Combustion Turbine Project

312

Municipal Electric Authority of Georgia - General Resolution Project
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Take-or-Pay Projects

Debt Outstanding ($M)

Municipal Electric Authority of Georgia - Project One

2,510

Municipal Electric Authority of Georgia - Telecommunications Project
Northern California Power Agency - Capital Facilities

55

Northern California Power Agency - Geothermal Project

36

Northern California Power Agency - Hydroelectric Project 1

450

Northern California Power Agency - Lodi Energy Center

255

Northern California Power Agency - Lodi Energy Center (CDWR)

141

Northern California Power Agency - California-Oregon Transmission Project

400

Northern Illinois Municipal Power Agency-Praire State

533

Omaha Public Power District, NE - Nebraska City 2 Separate System Bonds

245

Public Gas Partners - Gas Supply Pool 1

102

Public Power Generation Agency - Whelan Energy Center

746

Southern California Public Power Authority - Canyon Power Project

312

Southern California Public Power Authority - Hoover Project

13

Southern California Public Power Authority - Magnolia Project

360

Southern California Public Power Authority - Mead-Adelanto Project

166

Southern California Public Power Authority - Mead-Phoenix Project

52

Southern California Public Power Authority - Wind Corridor Phase 1 Project

61

Southern California Public Power Authority - Gas Project B (Burbank)

32

Southern California Public Power Authority - Gas Project C (Colton)

13

Southern California Public Power Authority - Palo Verde

76
127

Southern California Public Power Authority - Tieton Hydro Project

54

Southern California Public Power Authority - Transmission Project

775

Texas Municipal Power Agency, TX

859

Utah Associated Municipal Power System - Central-St. George Transmission Project

41

Utah Associated Municipal Power System - San Juan Project

25

Vermont Public Power Supply Authority - McNeal Project

9

Vermont Public Power Supply Authority - Swanton Peaking Facility
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252

Southern California Public Power Authority - Gas Project A (Anaheim)

Southern California Public Power Authority - San Juan Project

25

6
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All Requirement Agencies

American Municipal Power
Alabama Municipal Electric Authority
Connecticut Municipal Electric Energy Cooperative
Connecticut Transmission Municipal Electric Energy Cooperative
Florida Municipal Power Agency - All-Requirements Project
Florida Gas Utility
Heartland Consumers Power District

38
175
19
1,120
Issuer Rating
36
1,233

Indiana Municipal Power Agency

1,332

Minnesota Municipal Power Agency
Missouri Joint Municipal Electric Utility Commission - MoPEP pool

30
292
54

Municipal Energy Agency of Nebraska

177

Municipal Gas Authority of Georgia

131

North Carolina Eastern Municipal Power Agency

2,105

North Carolina Municipal Power Agency 1

1,541

Northern Municipal Power Agency

256

Oklahoma Municipal Power Authority

608

Patriots Energy Group
Piedmont Municipal Power Agency, SC

50
1,094

Platte River Power Authority, CO

257

Southern Minnesota Municipal Power Agency

702

Utah Municipal Power Agency
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Issuer Rating

Illinois Municipal Electric Agency
Kansas Power Pool

26

Debt Outstanding ($M)

28

Western Minnesota Municipal Power Agency - Power Supply

278

Wisconsin Public Power Inc.

398

Wyoming Municipal Power Agency

110
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Appendix B: Take-or-Pay Projects Factor Grid
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Factor

Sub-Factor / Description Weight

Aaa

Aa

A

Baa

Ba

B

1. Participant Credit
Quality and Cost
Recovery Framework

-Participant credit
quality
-Cost recovery
structure and
governance

45%

Participant credit
quality at cap is at
‘Aaa’. JAA &
participant rates are
unregulated.

Participant credit
quality at cap is ‘Aa’.
JAA & participant
rates are
unregulated.

Participant credit
quality at cap is ‘A’.
JAA & participant
rates are
unregulated.

Participant credit
quality at cap is ‘Baa’.
OR
JAA or majority of
participant rates are
regulated.

Participant credit
quality at cap is ‘Ba’.
OR
Below average
governance or cost
recovery.

Participant credit
quality at cap is ‘B’.
OR
Consistent record of
poor governance or
cost recovery.

2. Asset Quality

-Asset diversity,
complexity and
history

15%

Diversified portfolio
of simple, proven
assets and minimal
reinvestment
requirement.

Simple, proven asset
and minimal
reinvestment
requirement.

Diverse portfolio of
proven assets across
technologies.

Standard,
commercially proven
asset(s).

Asset(s) with some
operating challenges.

Largely unproven
technology or poorly
performing asset(s).

3. Competitiveness

-Cost
competitiveness
relative to market

15%

Extremely
competitive asset
through market
cycle.Rates more
than 50% below
market. OR
Very strong
monopoly position
with no alternative.

Very competitive
asset through
market cycle. Rates
30% to 50% below
market.
OR
Strong monopoly
position with very
unlikely alternatives
over the long term.

Competitive asset
through market
cycle.Rates 0% to
30% below market.
OR
Quasi monopoly
with plausible
alternatives over the
medium to long
term.

Competitive asset
during average
market. Rates up to
50% above market
lows.

Competitive asset
during market
highs.Rates could be
100% above market
lows.

Uncompetitive asset
in nearly all price
environments.Rates
more than 100%
above market lows.

4. Financial Strength
and Liquidity

4(a) Adjusted days
liquidity on
hand(days)

10%

> 250

175 < x < 250

100 < x < 175

30 < x < 100

15 < x < 30

< 15

4(b) Debt ratio (%)

5%

< 25%

25% < x < 50%

50% < x < 75%

75% < x < 150%

150% < x < 225%

> 225%

4(c) Fixed obligation
charge coverage ratio
(x)

10%

> 3.0x

2.2x < x < 3.0x

1.6x < x < 2.2x

1.0x < x < 1.6x
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Appendix C: All-Requirement Agencies Factor Grid
Factor

Sub-Factor / Description

Weight

Aaa

Aa

A

Baa

Ba

B

1. Participant Credit
Quality and Cost
Recovery Framework

-Weighted average
participant credit qualityUnregulated rate setting
including participants Cost recovery structure
and governance

25%

Avg. ‘Aaa’
participant credit
quality. JAA &
participant rates
unregulated.

Avg ‘Aa’ participant
credit quality. JAA
& participant rates
unregulated.

Avg ‘A’ participant
credit quality. JAA
& participant rates
unregulated.

Avg ‘Baa’
participant credit
quality.OR JAA or
majority of
participant rates
are regulated.

Avg ‘Ba’ participant
credit quality. OR
Below average
governance or cost
recovery.

Avg ‘B’ participant
credit quality. OR
Consistent record of
poor governance or
cost recovery.

2. Resource Risk
Management

-Resource diversity -Asset
quality and complexityResource supply contract
terms and counterparty
credit quality-Wholesale
market purchase
exposure

10%

Exceptional energy
resource risk
management. Less
than 10% market
purchases. OR
Diverse, proven
portfolio. Single
asset or fuel less
than 20% of
supply.ORLongterm, competitive
supply contract
with Aaa rated
supplier

Very strong energy
resource risk
management.1020% from market
purchases. OR
Diverse, proven
assets. Single asset
or fuel comprises
20 - 40% of the
energy resource
mix.ORLong-term,
competitive supply
contract with Aa
rated supplier

Strong energy
resource risk
management.2030% from market
purchases.OR
Proven assets.
Single asset or fuel
comprises 41- 55%
of the energy
resource mix. OR
Well managed
portfolio of supply
contracts with 'A'
rated suppliers.

Average energy
resource risk
management.3040% from market
purchases. OR
Single asset or fuel
provides 56 - 75%
of the energy
resource mix.OR
Adequately
managed supply
portfolio with ‘Baa’
rated suppliers

Below average
energy resource risk
management.4060% from market
purchases. OR Single
asset or fuel provides
over 76 - 100% of
the energy resource
mix.OR Adequately
managed supply
portfolio with ‘Ba’ or
lower rated suppliers.

Poor energy resource
risk
management.More
than 60% from
market purchases.
OR Assets with
unproven technology
or history of
problems OR Poorly
managed supply
portfolio with ‘Ba’ or
lower rated suppliers.

3. Competitiveness

-Cost competitiveness
relative to regional peers

15%

Rates more than
25% below average

Rates below
average by more
than 10% to 25%

Rates 10% below
average to less than
5% above average

Rates above
average by 5% to
less than 25%

Rates above average
by 25% but not more
than 50%

Rates at least 50%
above average

4. Financial Strength
and Liquidity

4(a) Adjusted days
liquidity on hand(days)

10%

> 250

150 < x < 250

90 < x < 150

30 < x < 90

15 < x < 30

< 15

4(b) Debt ratio (%)

5%

< 50%

50% < x < 70%

70% < x < 100%

100% < x < 150%

150% < x < 200%

> 200%

4(c) Fixed obligation
charge coverage ratio (x)

10%

> 2.0x

1.4x < x < 2.0x

1.2x < x < 1.4x

1.1x < x < 1.2x

1.0x < x < 1.1x

<1.0x

-Rate setting recordTimeliness of rate
recovery -Stability and
strength of financial
metrics

25%

Strong rate setting
record.Rates set to
maintain financial
metrics in the 'Aaa'
category.

Above average rate
setting record.
Rates set to
maintain financial
metrics in the 'Aa'
category.

Adequate rate
setting records.
Rates set to
maintain financial
metrics in the 'A'
category.

Below average rate
setting records.
Rates set to
maintain financial
metrics in the 'Baa'
category.

Below average rate
setting records. Rates
set to maintain
financial metrics in
the 'Ba' category.

Record of insufficient
rate relief and history
of under recovery.

5. Willingness to
Recover Costs with
Sound Financial Metrics
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Appendix D: Definition of Ratios
Liquidity: Adjusted Days Liquidity on Hand (days)
((Available unrestricted cash and investments) + (eligible unused bank line)) x 365 days / (JAA’s
annual operating and maintenance expenses)

Leverage: Debt Ratio (%)
(Gross debt –debt service funds –interest payable and debt service reserve funds) / (Gross fixed plant
assets –accumulated depreciated on plant plus net working capital (net current liquid assets unrelated
to debt –net current liabilities unrelated to debt))

Financial Operating Resiliency: Fixed Obligation Charge Coverage Ratio (x)
(Annual recurring revenues plus interest income)-(recurring annual operating expenses-depreciation
expense and adjusted for other non-cash items – debt service portion of payments to take-or-pay
project) / (aggregate annual debt service plus debt service portion of payments to take-or-pay project).
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Moody’s Related Research
Industry Outlooks:

»

US Public Power Electric Utilities: Outlook Stable Amidst Regulatory Pressures That Affect
Affordability, June 2012 (141124)

»

Outlook for U.S. Local Governments Remains Negative in 2012, February 2012 (139418)

»

US Power Projects: Increased Strategic Activity Expected, February 2012 (139912)

»

US Regulated Electric and Gas Utilities: Stable Despite Rising Headline Rhetoric, January 2012
(137878)

»

US Unregulated Power Companies: Hunkering Down in Hope for Better Prices, January 2012
(138140)

»

U.S. Public Power Electric Utility Medians, April 2011 (131623)

Rating Methodologies:

»

Public Sector Pool Financings, July 2012 (143938)

»

U.S. Public Power Electric Utilities with Generation Ownership Exposure, November 2011
(135299)

»

Generic Project Finance Methodology, December 2010 (127446)

»

U.S. Municipal Pool Program Debt, August 2010 (127107)

»

U.S. Electric Generation & Transmission Cooperatives, December 2009 (121189)

»

Unregulated Utilities and Power Companies, August 2009 (118508)

»

Regulated Electric and Gas Utilities, August 2009 (118481)

»

Power Generation Projects, December 2008 (112366)

»

U.S. Municipal Joint Power Agencies, September 2006 (99024)

Rating Implementation Guidance:

»

Updated Approach to the Usage of Credit Estimates in Rated Transactions, October 2009
(120461)

Special Comments:

»

U.S. Municipal Bond Defaults and Recoveries, 1970-2011, March 2012 (140114)

»

Increasingly Stringent Environmental Mandates Lurch Forward, January 2012 (139096)

»

Credit Implications Associated with Increasingly Stringent Environmental Regulations, November
2011 (136831)

»

Southern Montana Electric Bankruptcy Is Credit Negative for US Generation and Transmission
Cooperative Sector, October 2011 (137017)

»

Re-evaluating Creditworthiness for Global Nuclear Generators, April 201 (131818)

Request For Comment:

»

Moody’s Considers Use Of New Financial Metrics In U.S. Public Power Electric Utility Rating
Methodology, June 2011 (133787)

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of
this report and that more recent reports may be available. All research may not be available to all clients.
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Exhibit No. HCPD-8
James Pardikes
Testimony Experience
Federal Energy Regulatory Commission – Direct Testimony
Xcel Energy Utilities, Inc., Docket No. ER07-1415 on behalf of Midwest Municipal
Transmission Group and Central Minnesota Municipal Power Agency
Central Minnesota Municipal Power Agency and Midwest Municipal Transmission Group,
Docket No. EL08-32 on behalf of Central Minnesota Municipal Power Agency and Midwest
Municipal Transmission Group
Midwest Independent Transmission System Operator, Docket Nos. ER11-2700, ER11-2700-001,
ER11-2700-002, ER11-2700-003 on behalf of Midwest Independent Transmission System
Operator at the behest of the Central Minnesota Municipal Power Agency and its member
utilities, and the Midwest Municipal Transmission Group
Midcontinent Independent System Operator and Central Minnesota Municipal Power Agency,
Docket No. ER13-2468 on behalf of Central Minnesota Municipal Power Agency
Midwest Independent Transmission System Operator, Docket No. ER12-427 on behalf Central
Minnesota Municipal Power Agency and the Midwest Municipal Transmission Group
Central Minnesota Municipal Power Agency, Docket No. ER14-246 on behalf Central
Minnesota Municipal Power Agency
Missouri River Energy Services, Docket No. EL11-45-000, on behalf of Missouri River Energy
Services
WPPI Energy, Docket No. EL12-67-000 on behalf of WPPI Energy
Dairyland Power Cooperative, Docket No. EL13-19-000 on behalf of Dairyland Power
Cooperative
Midcontinent Independent System Operator, Inc., Docket No. ER15-1079 on behalf of South
Mississippi Electric Power Association
WPPI Energy, Docket No. ER15-1544-000 on behalf of WPPI Energy
Midcontinent Independent System Operator, Inc., Docket No. ER15-1689-000 on behalf of
Dairyland Power Cooperative

Addendum 23 to Attachment H
Heartland Consumers Power District
Attachment H Workpapers
For the 12 Months Ended December 31, 20XX
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Formula Rate - Cash Flow

Formula Rate Template

12/31/20XX

Heartland
Line
No.
1

2
3
4
5
6

GROSS REVENUE REQUIREMENT
(page 2, line 24)
REVENUE CREDITS
(Note Q)
Account No. 454
(page 3, line 34)
Account No. 456
(page 3, line 37)
Revenues from Grandfathered
Interzonal Transactions
Revenues from service provided by
the ISO at a discount
TOTAL REVENUE CREDITS (sum
lines 2-5)

$
Total
0
0
0

Allocator
TP 0.00%
TP 0.00%
TP 0.00%

0
0
0

0

TP 0.00%

0
0

6a
6b
6c

Historic Year Actual ATRR
Historic Year Projected ATRR
Historic Year ATRR True-up

(line 6a - line 6b)

0
0
0

6d
6e
6f
6g
6h

Historic Year Actual Divisor
Historic Year Projected Divisor
Difference in Divisor
(line 6e - line 6d)
Historic Year Projected Annual Cost
($/kW/Yr)
Historic Year Divisor True-up
(line 6f * line 6g)

0
0
0
$
0

6i

Interest on Historic Year True-up

0

7

NET REVENUE REQUIREMENT

8
9
10
11
12
13
14

15

(line 1 - line 6 + line 6c+ line 6h
+ line 6i)

DIVISOR (Note R)
Average of 12 coincident system peaks for requirements
(RQ) service
Plus 12 CP of firm bundled sales over one year not in line
8
Plus 12 CP of Network Load not in
line 8
Less 12 CP of firm P-T-P over one
year (enter negative)
Plus Contract Demand of firm P-T-P
over one year
Less Contract Demand from Grandfathered Interzonal transactions
over one year (enter negative) (Note P)
Less 12 CP or Contract Demands
from service over one year provided
by ISO at a discount (enter
negative)
Divisor (sum lines 8-14)

$
-

(Note
A)
(Note
B)
(Note
C)
(Note
D)

0
0
0
0
0
0
0

0

Allocated
Amount

Formula Rate - Cash Flow
(1)
Line
No.

1
1a
2
3
4
5
5a
6
7
8

9
10
11

(2)

Formula Rate Template
0
Heartland
(3)

Reference
O&M (Note R)
Transmission
Less LSE Expenses included in Transmission
O&M Accounts (Note S)
Less Account 565
A&G
Less FERC Annual Fees
Less EPRI & Reg. Comm. Exp. & Non-safety
Ad (Note F)
Plus Transmission Related
Reg. Comm. Exp. (Note F)
Common
Transmission Lease
Payments
TOTAL O&M (sum lines 1, 3, 5a, 6, 7 less lines
1a, 2, 4, 5)
DEBT SERVICE (Note R)
Debt Service (Note T)
Amortization of premium or
discount (Note U)
TOTAL DEBT SERVICE (Sum
lines 9 - 10)

Company
Total

12/31/20XX
(4)

(5)
Transmission
(Col 3 times
Col 4)

Allocator

0
0

TE

0.00%

0

0
0
0
0

TE
W/S
W/S
W/S

0.00%
0.00%
0.00%
0.00%

0
0
0
0

0

TE

0.00%

0

0
0

CE

0.00%
100.00%

0
0

0

0
0

0

DA
GP

100.00%
0.00%

0

0
0

W/S
W/S

0.00%
0.00%

0
0

0
0
0
0
0

GP

0.00%
zero
0.00%
0.00%

0
0
0
0
0

0

0

TAXES OTHER THAN

12
13
14
15
16
17
18
19

INCOME TAXES (Notes G and
R)
LABOR RELATED
Payroll
Highway and vehicle
PLANT RELATED
Property
Gross Receipts
Other
Payments in lieu of taxes
TOTAL OTHER TAXES (sum
lines 12 - 18)

GP
GP

20

SUBTOTAL (sum lines 8, 11,
19)

0

0

21

MARGIN REQUIREMENT
(Note H)

0

22

REV. REQUIREMENT (sum
lines 20, 21)

0

0

23

REV. REQUIREMENT TO BE
COLLECTED
UNDER ATTACHMENT H

0

0

DA

100.00%

0
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Formula Rate Template
Heartland

Line

SUPPORTING CALCULATIONS
AND NOTES

No.

1
2
3
4
5
6
7
8
9
10
11

12
13
14
15
16

12/31/20XX

GROSS PLANT IN SERVICE
(Note V)
Production
Transmission
Distribution
General & Intangible
Common
TOTAL GROSS PLANT (sum
lines 1-5)
TRANSMISSION PLANT
INCLUDED IN ISO RATES
Total transmission plant (line 2)
Less transmission plant excluded
from ISO rates
(Notes J and
V)
Less transmission plant included
in OATT Ancillary Services
(Notes K and V )
Transmission plant included in
ISO rates (line 7 less lines 8 &
9)
Percentage of transmission plant
included in ISO Rates (line 10
divided by line 7)
TRANSMISSION EXPENSES
(Note R)
Total transmission expenses
(page 2, line 1, column 3)
Less transmission expenses
included in OATT Ancillary
Services (Note I)
Included transmission expenses
(line 12 less line 13)
Percentage of transmission
expenses after adjustment (line
14 divided by line 12)
Percentage of transmission plant
included in ISO Rates (line 11)

Reference

Company
Total
0
0
0
0
0
0

Allocator
NA
TP
NA
W/S
CE
GP=

Transmission
0.00%

0

0.00%
0.00%

0
0

0.00%

0
0
0
0
0
TP=

0.00%

0
0
0
0.00%
TP

0.00%

Percentage of transmission
expenses included in ISO Rates
17 (line 15 times line 16)
WAGES & SALARY
ALLOCATOR (W&S) (Note L)
18
19

Production
Transmission

20

Distribution

21
22

Other
Total (sum lines 18-21)

TE=
$
0 0%
0 0%

Allocation
0
0

0 0%

0

0 0%
0

23
24
25
26

Electric
Gas
Water
Total (sum lines 23-25)

% Electric
(line 23 /
line 26)
0.00000 *

0
0
0
0

REVENUE CREDITS (Note R)
ACCOUNT 447 (SALES FOR
RESALE)
a. Bundled Non-RQ Sales for
31 Resale
b. Bundled Sales for Resale included in Divisor on
32 page 1
33 Total of (a)-(b)
ACCOUNT 454 (RENT FROM
ELECTRIC PROPERTY) (Note
34 O)
ACCOUNT 456 (OTHER
ELECTRIC REVENUES)
a. Transmission charges for all
35 transmission transactions
b. Transmission charges for all transmission
transactions included in Divisor on
36 page 1
37 Total of (a)-(b)

W&S
Allocator

Labor
Ratio
(line 22)
0.00% =

Load

(Note N)

Cell to solve for
W/S by setting
this to zero by
changing J203
0.00%

($ /
0
Allocation)
0 =
0.00%

COMMON PLANT ALLOCATOR
(CE) (Note M)
$

0.00%

0
0
0

$0

$0
$0
$0

CE

0.00%
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Formula Rate Template

0

Heartland
Note
Letter
A The utility's maximum monthly megawatt load (60-minute integration) for RQ service at time of applicable pricing zone coincident monthly
peaks.
RQ service is service which the supplier plans to provide on an on-going basis (i.e., the supplier includes projected load for this service in its
system resource planning).
B Includes LF, IF, LU, IU service. LF means "firm service" (cannot be interrupted for economic reasons and is intended to remain reliable even
under adverse conditions), and long-term (duration of at least five years); does not meet definition of RQ service. IF is "firm service" for a
term longer than one but less than five years. LU is service from a designated generating unit, of a term no less than five years. LI is service
from a designated generating unit for a term between one and five years. Measured at time of applicable pricing zone coincident monthly
peaks.
C LF as defined above at time of applicable pricing zone coincident monthly peaks.
D LF as defined above at time of applicable pricing zone coincident monthly peaks.
E The FERC's annual charges for the year assessed the Transmission Owner for service under this tariff, if any.
F Line 5 - EPRI Annual Membership Dues, all Regulatory Commission Expenses, and non-safety related advertising. Line 5a - Regulatory
Commission Expenses directly related to transmission service, ISO filings, or transmission siting.
G Includes only FICA, unemployment, highway, property, gross receipts, and other assessments charged in the current year. Taxes related to
income are excluded. Gross receipts taxes are not included in transmission revenue requirement in the Rate Formula Template, since they
are recovered elsewhere.
H The Margin Requirement is the margin the utility uses in calculating rates applicable to its native load sales. The Margin Requirement
Heartland uses is based on the Fixed Charge Coverage Ratio ("FCCR") approved for use in setting rates by the Heartland Board of Directors.
Heartland's Margin Requirement is fixed at 20% and will not be changed absent a Section 205 filing.
I Removes dollar amount of transmission expenses included in the OATT ancillary services rates, including all of Account No. 561.1, 561.2,
561.3 and 561.BA.
J Removes transmission plant determined by Commission order to be state-jurisdictional according to the seven-factor test. For Heartland this
amount represents the step-up transmission facilities associated with the Laramie River Station.
K Removes dollar amount of transmission plant related to TP II - East River facilities. These transmission assets are on the HCPD balance
sheet until 2017 but the transmission assets are paid for by East River so are not includable in the HCPD ATRR.
L If the utility has more employees assigned to A&G than to the sum of production, transmission, and distribution, set the W&S allocator at
page 3, line 22 equal to the gross plant allocator (GP) at page 3, line 6. All of Heartland's employees are assigned to A&G. After 2017 there
will be no amount included from TP II on this line.
M Enter dollar amounts.
N Line 33 must equal zero since all short-term power sales must be unbundled and the transmission component reflected in Account No. 456
and all other uses are to be included in the divisor.
O Includes income related only to transmission facilities, such as pole attachments, rentals and special use.
P Grandfathered agreements whose rates have been changed to eliminate or mitigate pancaking - the revenues are included in line 4 page 1
and the loads are included in line 13, page 1. Grandfathered agreements whose rates have not been changed to eliminate or mitigate
pancaking - the revenues are not included in line 4, page 1 nor are the loads included in line 13, page 1.
Q The revenues credited on page 1 lines 2-5 shall include only the amounts received directly (in the case of grandfathered agreements) or from
the ISO (for service under this tariff) reflecting the Transmission Owner's integrated transmission facilities. They do not include revenues
associated with FERC annual charges, gross receipts taxes, ancillary services, facilities not included in this template (e.g., direct assignment
facilities and GSUs) which are not recovered under this Rate Formula Template.

12/31/20XX

R
S
T

Calculated using end of year projected amounts.
Account Nos. 561.4 and 561.8 consist of RTO expenses billed to load-serving entities and are not included in Transmission Owner revenue
requirements.

Debt service calculation is supported by the debt service work paper and is comprised of the gross plant allocator portion of the Heartland
long-term debt plus the transmission-related portion of the debt service for the Public Power Generation Agency payments. The work paper
calculates the transmission only debt service that is entered on line 9, page 2 0f 4 so it is 100% directly assigned to the ATRR.
U Includes amounts recorded to accounts 428 and 429.
V Calculated using 13 month average balance. Gross Plant in Service amounts exclude Asset Retirement Obligation amounts unless
authorized by FERC.

Worksheet A

Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Divisor
Line No.

Month

Year

12 CP Load

1

January

0

-

2

February

0

-

3

March

0

-

4

April

0

-

5

May

0

-

6

June

0

-

7

July

0

-

8

August

0

-

9

September

0

-

10

October

0

-

11

November

0

-

12

December

0

-

13
14

12 Month Average

Attach H, page 1,
line 8

Worksheet B

Heartland Consumers Power
District
For the 12 Months Ended December 31,
20XX
Electric Utility Plant
Line No.

Gross Plant in Service

Year

Production

Transmission

Distribution

General

Intangible

Common

1

December

0

$

- $

- $

- $

- $

- $

-

2

January

0

$

- $

- $

- $

- $

- $

-

3

February

0

$

- $

- $

- $

- $

- $

-

4

March

0

$

- $

- $

- $

- $

- $

-

5

April

0

$

- $

- $

- $

- $

- $

-

6

May

0

$

- $

- $

- $

- $

- $

-

7

June

0

$

- $

- $

- $

- $

- $

-

8

July

0

$

- $

- $

- $

- $

- $

-

9

August

0

$

- $

- $

- $

- $

- $

-

10

September

0

$

- $

- $

- $

- $

- $

-

11

October

0

$

- $

- $

- $

- $

- $

-

12

November

0

$

- $

- $

- $

- $

- $

-

13

December

0

$

- $

- $

- $

- $

- $

-

$
-

$
-

$
-

$
-

$
-

$
-

14
15

13 Month Average
Attachment H, Page 2

Line 1

Line 2

Line 3

Line 4

Line 4

Total Gross
Plant in Service
$
$
$
$
$
$
$
$
$
$
$
$
$
$
-

Line 5

Worksheet C
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Transmission O&M Expenses
Transmission O&M Expenses
Operation
560 – Operation Supervision and Engineering
561 – Load Dispatching
561.1 – Load Dispatch – Reliability
561.2 – Load Dispatch – Monitor and Operate
Transmission System
561.3 – Load Dispatch – Transmission Service and
Scheduling
561.4 – Scheduling, System Control and Dispatch
Services
561.5 – Reliability, Planning and Standards
Development
561.6 – Transmission Service Studies
561.7 – Generation Interconnection Studies
561.8 – Reliability, Planning and Standards
Development Service
562 – Station Expenses
563 – Overhead Lines Expenses
564 – Underground Lines Expenses
565 – Transmission of Electricity by Others
566 – Miscellaneous Transmission Expenses
567 – Rents
Total Operation Expense
Maintenance
568 – Maintenance Supervision and Engineering
569 – Maintenance of Structures
569.1 – Maintenance of Computer Hardware
569.2 – Maintenance of Computer Software
569.3 – Maintenance of Communication Equipment
569.4 – Maintenance of Miscellaneous Regional
Transmission Plant
570 – Maintenance of Station Equipment
571 – Maintenance of Overhead Lines
572 – Maintenance of Underground Lines
573 – Maintenance of Miscellaneous Transmission
Plant
Total Maintenance Expense
Total Transmission O&M Expense

Amount
$

-

$

-

$

-

$

-

$

-

$
$
$

-

$
$
$
$

-

$
$
$
$

-

$
$
$
$
$

-

$
$
$
$

-

$
$

-

$

-

Attachment H, page
2 line 2

Attachment H, page
2 line 1

Worksheet D
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Admin & General Expenses
Customer Accts & Admin and General Expenses
Customer Accounts Expenses

Amount

901 – Supervision

-

902 – Meter Reading Expenses

-

903 – Customer Records and Collection Expenses

-

904 – Uncollectible Accounts

-

905 – Miscellaneous Customer Accounts Expenses

-

Total Customer Accounts Expense

-

Customer Service and Informational Expenses
907 – Supervision

-

908 – Customer Assistance Expenses

-

909 – Informational and Instructional Expenses

-

910 – Miscellaneous Customer Service and Informational
Expenses

-

Total Customer Service and Informational Expenses

-

Sales Expenses
911 – Supervision

-

912 – Demonstrating and Selling Expenses

-

913 – Advertising Expenses

-

916 – Miscellaneous Sales Expenses

-

Sales Expenses

-

Administrative and General Expenses
920 – Administrative and General Salaries

-

921 – Office Supplies and Expenses

-

922 – Administrative Expenses Transferred Credit

-

923 – Outside Services Employed

-

924 – Property Insurance

-

925 – Injuries and Damages

926 – Employee Pension and Benefits

-

927 – Franchise Requirements

-

928 – Regulatory Commission Expenses

-

929 – Duplicate Charges Credit

-

930.1 – General Advertising Expenses

-

930.2 – Miscellaneous General Expenses

-

931 – Rents

-

935 – Maintenance of General Plant

-

Administrative and General Expenses

-

Attach H, page 2,
line 3

Worksheet E
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
FERC Fees
Attachment H, page 2, line 4

Account
FERC fees recorded to expense during the year

Charged

Amount

FERC fees payable to FERC

-

$

-

FERC fees paid to SPP

-

$

-

Other FERC fees paid

-

$

-

Total

-

$

-

Worksheet F
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
HCPD Debt Service Calculation
Total Annual Fixed Charge
Transmission-related Portion of Fixed Charge
Total Annual Fixed Charge related to Transmission

Total Annual Debt Service
Gross Plant Allocator as calculated in Attachment H
Total Annual Debt Service related to Transmission

$
3.61%
$0

$
0.00%
$0

From Att H Line 6, Page 3 of 4

Total Annual Debt Service and Fixed Charge Related to
Transmission

$0

Att H Line 9, Page 2
of 4

Margin Requirement Percentage

20.00%

Fixed and will not be changed absent a Section 205 filing.

Margin Requirement on Total Annual Debt Service

$0

Att H Line 21, Page 2 of 4

Worksheet G
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
EPRI Reg Comm Non Safety
Attachment H, page 2, lines 5 and 5a
EPRI Costs

Regulatory Commission Expense (provide a brief but descriptive list of charges) Indicate by
yellow highlight if Transmission Related
Commission Expense for SPP ATRR filing

$
-

recorded in USofA account ________, reflected in I/S in
_______ exp

$
$
$
-

recorded in USofA account 928, reflected in
I/S in A&G exp
recorded in USofA account ________, reflected in I/S in
_________ exp

Non Safety Advertising (provide a brief but descriptive list of charges
Advertising costs for required public notices in local newspapers.
Xxxxxxxx

$
$
$
-

recorded in USofA account ________, reflected in I/S in
________ exp
recorded in USofA account ________, reflected in I/S in
________ exp

Worksheet H
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Taxes Other Than Income Taxes
Payroll

$

-

Attachment H, page 2, line 12

Highway & Vehicle

$

-

Attachment H, page 2, line 13

Property

$

-

Attachment H, page 2, line 15

Gross Receipts

$

-

Attachment H, page 2, line 16

Other

$

-

Payment In Lieu of Taxes (Transfer)

$

Fed & State income Tax

$

-

Total

$

-

Attachment H, page 2, line 17
-

Attachment H, page 2, line 18
Not reported on Attach H

Worksheet I
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Account 454 (Rent from Electric Property)

Account 454 (Rent from Electric Property)
Attachment H, page 3, line 30

Property Description

Amount

XXXXX
XXXXX
XXXXX

$

XXXXX

$
-

Total Rent Income

-

HEARTLAND CONSUMERS POWER DISTRICT
FORMULA RATE IMPLEMENTATION PROTOCOLS
Section I. Applicability
The following procedures shall apply to Heartland Consumers Power District’s (“Heartland”) calculation of its annual transmission
revenue requirement (“ATRR”), True-Up Adjustment, and Projected ATRR. The ATRR shall be determined for January 1 to December
31 of a given calendar year (the “Rate Year”). The Formula Rate Template shall become effective for recovery of Heartland’s ATRR
upon the effective date authorized by the Federal Energy Regulatory Commission (“Commission”) under Section 205 of the Federal
Power Act (“FPA”).
Section II. Annual True-Up and Projected ATRR
A. Beginning on or before June 1, 2016, and on or before each subsequent June 1, Heartland shall determine its Annual True-Up
pursuant to these Protocols, to derive a True-Up Adjustment to be included in Heartland’s projected ATRR (“Projected ATRR”) for the
subsequent Rate Year.
B. On or before June 1, 2016, and on or before each subsequent June 1, Heartland shall post its Annual True-Up, actual ATRR, and
True-Up Adjustment at a publicly accessible location on the SPP website.1
C. On or before October 1, 2015, and on or before each subsequent October 1, Heartland shall provide its Projected ATRR to SPP and
post such information at a publicly accessible location on the SPP website.
D. If the date for posting the Annual True-Up or the Projected ATRR falls on a weekend or a holiday recognized by the Federal Energy
Regulatory Commission (“FERC" or “Commission”), then the posting shall be due on the next business day. The date on which posting
of the Annual True-Up occurs shall be that year’s “Publication Date.” Any delay in the Publication Date or in the posting of the Projected
ATRR will result in an equivalent extension of time for the submission of Information Requests discussed in Section III of these
protocols.

1

The Annual True-Up is the process for determining the magnitude of the True-Up Adjustment. The True-Up Adjustment, the result of
the Annual True-Up process, is calculated pursuant to the procedures in Section VII of these Protocols. The True-Up Adjustment
compares the Actual ATRR to the Projected ATRR for the True-Up Year to determine any excess or shortfall in the Projected ATRR
that was used for billing purposes in the True-Up Year.

E. The Annual True-Up shall:
1. Include a workable data-populated Formula Rate Template and underlying work papers in native format with all formulas intact;
2. Be based on Heartland’s audited financial statements for the prior calendar year;
3. Provide the formula rate calculations and all inputs thereto, as well as supporting documentation and work papers for data that are
used in the Annual True-Up that are not otherwise available in audited financial statements;
4. Identify all material adjustments made to the audited financial statements data in determining formula inputs;
5. With respect to any change in accounting that materially affects inputs to the formula rate or the resulting charges billed under the
formula rate (“Material Accounting Change”):
a. Identify:
i. The initial implementation of an accounting standard or policy;
ii. The initial implementation of accounting practices for unusual or unconventional items where FERC has not provided
specific accounting direction;
iii. Correction of errors and prior period adjustments that affect the
True-Up Adjustment calculation;
iv. The implementation of new estimation methods or policies that change prior estimates; and
v. changes to income tax elections (if applicable);
b. Identify items included in the Annual True-Up at an amount other than on a historic cost basis (e.g., fair value adjustments);
c. Identify any reorganization or merger transaction during the previous year and explain the effect of the accounting for such
transaction(s) on inputs to the Annual True-Up;
d. Provide, for each item identified pursuant to items II.E.8.a - II.E.8.c of these protocols, a narrative explanation of the individual
impact of such changes on the True-Up Adjustment.
F. The Projected ATRR shall:
1. Include a workable data-populated Formula Rate Template and underlying work papers in native format with all formulas intact;
2. Provide the formula rate calculations and all inputs thereto, as well as supporting documentation and work papers for data that are
used in the Projected ATRR;

3. With respect to any Material Accounting Change:
a. Identify:
i. The initial implementation of an accounting standard or policy;
ii. The initial implementation of accounting practices for unusual or unconventional items where FERC has not provided
specific accounting direction;
iii. Correction of errors and prior period adjustments that impact the Projected ATRR calculation;
iv. The implementation of new estimation methods or policies that change prior estimates; and
v. Changes to income tax elections (if applicable);
b. Identify items included in the Projected ATRR at an amount other than on a historic cost basis (e.g., fair value adjustments);
c. Identify any reorganization or merger transaction during the previous year and explain the effect of the accounting for such
transaction(s) on inputs to the Projected ATRR;
d. Provide, for each item identified pursuant to items II.F.4.a - II.F.4.c of these protocols, a narrative explanation of the individual
impact of such changes on the Projected ATRR.
G. Heartland shall hold an open meeting among Interested Parties (“Annual True-Up Meeting”) between the Publication Date and
September 1 of each year. No less than seven (7) days prior to such Annual True-Up Meeting, Heartland shall provide notice on the at
a publicly accessible location on of the SPP website of the time, date, and location of the Annual True-Up Meeting. For purposes of
these Protocols, the term “Interested Parties” includes, but is not limited to, customers under the Tariff, state utility regulatory
commissions, consumer advocacy agencies, and state attorneys general. The Annual True-Up Meeting shall (i) permit Heartland to
explain and clarify its Annual True-Up and True-Up Adjustment and (ii) provide Interested Parties an opportunity to seek information
and clarifications from Heartland about the Annual True-Up and True-Up Adjustment.
H. Heartland shall hold an open meeting among Interested Parties between the date that the Projected ATRR is posted to the
Heartland page on the SPP OASIS (as described in Section II.C of these protocols) and October 31 of each year (“Annual Projected
Rate Meeting”). No less than seven (7) days prior to such Annual Projected Rate Meeting, Heartland shall provide notice at a publicly
accessible location on the SPP website of the time, date, and location of the Annual Projected Rate Meeting. The Annual Projected
Rate Meeting shall (i) permit Heartland to explain and clarify its Projected ATRR and (ii) provide Interested Parties an opportunity to
seek information and clarifications from Heartland about the Projected ATRR.
Section III. Information Exchange Procedures
Each Annual True-Up and Projected ATRR shall be subject to the following information exchange procedures (“Information Exchange
Procedures”):

A. Interested Parties shall have until December 1 following the Publication Date (unless such period is extended with the written
consent of Heartland or by FERC order) to serve reasonable information and document requests on Heartland (“Information Exchange
Period”). If December 1 falls on a weekend or a holiday recognized by FERC, the deadline for submitting all information and document
requests shall be extended to the next business day. Such information and document requests shall be limited to what is necessary to
determine:
(1) The extent or effect of a Material Accounting Change;
(2) Whether the Annual True-Up or Projected ATRR fails to include data properly recorded in accordance with these protocols;
(3) The proper application of the formula rate and procedures in these protocols;
(4) The accuracy of data and consistency with the formula rate of the calculations shown in the Annual True-Up or Projected ATRR;
(5) The prudence of actual costs and expenditures;
(6) The effect of any change to the underlying Uniform System of Accounts; or
(7) Any other information that may reasonably have substantive effect on the calculation of the charge pursuant to the formula.
The information and document requests shall not otherwise be directed to ascertaining whether the formula rate is just and reasonable.
B. Heartland shall make a good faith effort to respond to information and document requests within fifteen (15) business days of receipt
of such requests. Heartland shall respond to all information and document requests received on or before December 1 by no later than
January 10 following the Publication Date, unless the Information Exchange Period is extended by Heartland or FERC.
C. Heartland will cause to be posted at a publicly accessible location on the SPP website all information requests regarding Heartland
ATRR in SPP from Interested Parties and Heartland’s response(s) to such requests; except, however, if responses to information and
document requests include material deemed by Heartland to be confidential information, such information will not be publicly posted but
will be made available to requesting parties pursuant to a confidentiality agreement to be executed by Heartland and the requesting
party.
D. Heartland shall not claim that non-confidential responses to information and document requests provided pursuant to these protocols
are subject to any settlement privilege, in any subsequent FERC proceeding addressing Heartland’s Annual True-Up or Projected
ATRR.
Section IV. Resolution of Issues and Challenges to Projected ATRR Update and/or Annual True-Up

No later than December 5 of each year, any Interested Party may notify Heartland in writing of any specific challenge(s) to any
component of the most recently posted Annual True-up and/or Projected ATRR ("Preliminary Challenge”). Within five (5) business days
of receiving notice of such challenge(s), Heartland shall provide written notice to all Interested Parties of such challenge(s) and post
notice of such challenge(s) at a publicly accessible location on the SPP website. Heartland and the Interested Party shall make good
faith efforts to resolve the Preliminary Challenge through informal negotiations, and shall allow any Interested Party to participate in
such negotiations. Any modification to the Annual True-up or the Projected ATRR that results from such negotiations and that is
agreed upon no later than November 15 shall be incorporated into the Projected ATRR and Annual True-up for the next Rate Year and
incorporated into Heartland’s Informational Filing. However, to the extent such negotiations lead to agreed-upon changes to the
Projected ATRR, such changes shall be incorporated into the Projected ATRR for the next rate year.
Heartland shall provide and post a written response within fourteen (14) calendar days of receiving a Preliminary Challenge. Its written
response shall notify all Interested Parties of the extent to which Heartland agrees or disagrees with the position raised by the
Interested Party(ies), and what, if any, modifications to the Projected ATRR or Annual True-up will result. If Heartland disagrees with
the issue(s) raised in the Preliminary Challenge, it shall provide supporting documentation with its response.
If Heartland and the Interested Parties have not resolved all identified issues within thirty (30) calendar days after receipt of Heartland's
response to the issue(s), senior management representatives of Heartland and the Interested Parties shall meet to try to resolve the
issue(s).
If these senior management representatives are not able to resolve the issue(s) within thirty (30) calendar days, any Interested Party
that has not resolved any Preliminary Challenge to an Annual True-up may then file with FERC a Formal Challenge to an Annual Trueup pursuant to these Implementation Procedures ("Formal Challenge").
In any proceeding ordered by the FERC in response to a Formal Challenge raised under these Implementation Procedures, Heartland
shall bear the burden of demonstrating the justness and reasonableness of the charges resulting from its application of the Formula
Rate, and of proving that it properly applied the
Formula Rate, properly calculated the challenged Projected ATRR or Annual True-up pursuant to the Formula Rate, and that adoption
of any material
change is just and reasonable. Nothing herein is intended to alter the burden applied by FERC with respect to prudence challenges.
Section V. Changes to True-Up Adjustment or Projected ATRR
Any changes to the data inputs, including but not limited to revisions as the result of any FERC proceeding to consider the Annual TrueUp or Projected ATRR, or as a result of the procedures set forth herein, shall be incorporated into the Projected ATRR for the next Rate
Year. This reconciliation mechanism shall apply in lieu of mid-Rate Year adjustments. Interest on any refund or surcharge shall be
calculated in accordance with the procedures outlined in Section VII of these protocols. The fixed margin percentage of 20% set forth in
Heartland’s Formula Rate Template will remain fixed in that Template and will not be changed absent a filing pursuant to section 205 of
the Federal Power Act.

Section VI. Informational Filings
By March 15 of each year, Heartland shall submit to FERC an informational filing
(“Informational Filing”) of its Projected ATRR for the Rate Year, including its Annual True-Up and True-Up Adjustment. This
Informational Filing must include the information that is reasonably necessary to determine: (1) that input data under the formula rate
are properly recorded in any underlying work papers; (2) that Heartland has properly applied the formula rate and these procedures; (3)
the accuracy of data and the consistency with the formula rate of the Transmission Revenue Requirement and rates under review; (4)
the extent of accounting changes that affect formula rate inputs; and (5) the reasonableness of projected costs. The Informational Filing
must also describe any corrections or adjustments made during that period, and must describe all aspects of the formula rate or its
inputs that are the subject of an ongoing dispute under the Informal or Formal Challenge procedures. The transmittal letter
accompanying the Informational Filing shall inform the Commission that the Informational Filing is not intended to be subject to the
Commission’s notice requirements, and that it is not being submitted for the purpose of having the Commission assign a docket number
to the filing nor for the purpose of obtaining Commission acceptance, approval or other review of the filing.
Section VII. Calculation of True-Up Adjustment
True-Up Procedure
The True-Up Adjustment will be determined in the following manner:
(1) Actual ATRR for the previous year shall be compared to the Projected ATRR for the same year (“True-Up Year”) to determine any
excess or shortfall in the Projected ATRR that was used for billing purposes in the True-Up Year. In addition, actual divisor load, the
average 12 monthly coincident peaks (“12 CP”) will be compared to the projected 12 CP and the difference multiplied by the rate
calculated in the Formula Rate Template to determine any excess or shortfall in collection due load volume. The sum of the excess or
shortfall due to the actual versus Projected ATRR and the excess or shortfall due to load volume will constitute the True-Up Adjustment.
The True-Up Adjustment and related calculations will be posted at a publicly accessible location on the SPP website no later than June
1 (or if that day falls on a weekend or a holiday recognized by FERC, then the posting shall be due on the next business day) following
the issuance of the Heartland audited financial statements for the previous year, as set forth in Section II of these protocols.
(2) Interest on any over recovery of the ATRR or any over recovery due to load volume changes will be determined based on the
Commission’s regulation at 18 C.F.R. § 35.19a. Interest on any under recovery of the ATRR or any under recovery due to load volume
changes will be based on the annual average of the one-month London Interbank Offer Rate (“LIBOR”) plus 135 basis points capped at
the applicable
Commission refund interest rate. In either case, the interest payable will be calculated using an average interest rate for the twenty-four
(24) months during which the over or under recovery in the ATRR or load volume changes exists. The interest amount (Page 1, Line 6i
of Attachment H- Heartland) will be included in the projected costs made available by October 1 in accordance with Section II.C above.

(3) The ATRR for transmission services for the following year shall be the sum of the Projected ATRR for the following year, plus or
minus the True-Up Adjustment (sum of Page 1, Lines 6+6c-6h+6i of Attachment H- Heartland) from the previous year, if any, including
interest as explained above.
(4) Heartland may accelerate the refund of any over recovery amounts by one year. The interest calculation will be adjusted to reflect
the period the over recovery exists.
Example True-Up of 2012 ATRR:
Projected ATRR was $7,000,000, projected load was 600,000 kW.
Actual 2016 net ATRR calculated based on the Formula Rate Template data available in
June 2017 is $6,800,000, actual 12 CP load is 580,000 kW. The rate calculated in the Formula Rate Template to determine any excess
or shortfall in collection due load volume = $15 per kW-yr
True-Up Calculation:
There is an over recovery of the ATRR equal to $200,000 ($7,000,000 - $6,800,000 = $200,000).
There is a $300,000 shortfall in revenue collection due to volume
((600,000 kW – 580,000 kW) x $15.00 per kW-yr = $300,000).
The total True-Up Adjustment amount would be a net under recovery of $100,000 ($300- 000 - $200,000 = $100,000), which would be
applied as an increase to the 2018 Projected ATRR beginning January 2018.

ADDENDUM 2 TO ATTACHMENT O
ENROLLMENT IN THE SPP TRANSMISSION PLANNING REGION
The following entities have elected to become part of the SPP transmission planning region:
AEP Oklahoma Transmission Company, Inc.
Basin Electric Power Cooperative
City of Coffeyville
City of Independence, MO
City Utilities of Springfield, Missouri
East Texas Electric Cooperative, Inc.
Empire District Electric Company
Grand River Dam Authority
Heartland Consumers Power District
ITC Great Plains, LLC
Kansas City Power & Light Company
Kansas Gas and Electric Company
Kansas Power Pool
KCP&L Greater Missouri Operations Company
Lincoln Electric System
Mid-Kansas Electric Company, LLC
Midwest Energy, Inc.
Nebraska Public Power District
Oklahoma Gas and Electric Company
Oklahoma Municipal Power Authority
Omaha Public Power District
Public Service Company of Oklahoma
Southwestern Electric Power Company
Southwestern Power Administration*
Southwestern Public Service Company
Sunflower Electric Power Corporation
Tex-La Cooperative of Texas, Inc.
Tri-County Electric Cooperative
Westar Energy, Inc.
Western Farmers Electric Cooperative

__________________________
*
Participates in SPP regional planning through Attachment AD of this Tariff.

Upper Missouri Zone
Rate Sheet for Point-To-Point Transmission Service
The currently effective rates for Point-To-Point Transmission Service in the Upper
Missouri (“UMZ”) rate zone are set forth in the “UMZ PTP Rate Att T” tab of the Revenue
Requirements and Rates File (“RRR File”) posted on the SPP website. Transmission Owners
that have Commission approved rate(s) in the UMZ rate zone are:

Basin Electric Power

Cooperative (“Basin Electric”); Heartland Consumers Power District (“Heartland”); and Western
Area Power Administration, Upper Great Plains Region (“Western-UGP”).

Balanced Portfolio Reallocation Adjustment of Point-To-Point Rates
Rates for Point-To-Point Transmission Service specified in this Attachment T shall be
adjusted to reflect any amount reallocated from the Zonal Annual Transmission Revenue
Requirement in accordance with Section IV.A of Attachment J.

The rates, including any

applicable reallocation adjustment, shall be set forth in the RRR File posted on the SPP website.

Firm Point-To-Point Transmission Service
The Transmission Customer shall compensate the Transmission Provider each month for
Reserved Capacity at the sum of the applicable charges based upon the rates set forth in the RRR
File, calculated pursuant to the formula rates of Basin Electric, Heartland, and Western-UGP,
including any ATRR associated with facility credits provided in the UMZ rate zone, set forth in
Attachment H, Addendums 22, and 23 (list appropriate addendums, respectively) of the Tariff,
and as described below:
1.

Yearly delivery: the UMZ Monthly delivery rate multiplied by 12 months.

2.

Monthly delivery: the sum of the Basin Electric, Heartland, and WesternUGP Annual Transmission Revenue Requirements determined under these
entities’ formula rates, including any ATRR associated with facility
credits provided in the UMZ rate zone, divided by the UMZ total load
estimate and divided by 12 months (to three significant digits).

3.

Weekly delivery: the UMZ Yearly delivery rate divided by 52.

4.

Daily delivery: the UMZ Weekly delivery rate divided by 7.

Non-Firm Point-To-Point Transmission Service
The Transmission Customer shall compensate the Transmission Provider for Non-Firm
Point-To-Point Transmission Service up to the sum of the applicable charges based upon the
rates set forth in the RRR File, calculated pursuant to the formula rates of Basin Electric,
Heartland, and Western-UGP, including any ATRR associated with facility credits provided in
the UMZ rate zone, and as described below:
1.

Monthly delivery: the sum of the Basin Electric, Heartland, and WesternUGP Annual Transmission Revenue Requirements determined under these
entities’ formula rates, including any ATRR associated with facility
credits provided in the UMZ rate zone, divided by the UMZ total load
estimate and divided by 12 months (to three significant digits).

2.

Weekly delivery: the UMZ Monthly delivery rate multiplied by 12 and
divided by 52.

3.

Daily delivery: the UMZ Weekly delivery rate divided by 7.

4.

Hourly delivery: the UMZ Monthly delivery rate divided by 730 hours
per month.

Addendum 23 to Attachment H
Heartland Consumers Power District
Attachment H Workpapers
For the 12 Months Ended December 31, 20XX

Page 1 of 4
Formula Rate - Cash Flow

Formula Rate Template

12/31/20XX

Heartland
Line
No.
1

2
3
4
5
6

GROSS REVENUE REQUIREMENT
(page 2, line 24)
REVENUE CREDITS
(Note Q)
Account No. 454
(page 3, line 34)
Account No. 456
(page 3, line 37)
Revenues from Grandfathered
Interzonal Transactions
Revenues from service provided by
the ISO at a discount
TOTAL REVENUE CREDITS (sum
lines 2-5)

$
Total
0
0
0

Allocator
TP 0.00%
TP 0.00%
TP 0.00%

0
0
0

0

TP 0.00%

0
0

6a
6b
6c

Historic Year Actual ATRR
Historic Year Projected ATRR
Historic Year ATRR True-up

(line 6a - line 6b)

0
0
0

6d
6e
6f
6g
6h

Historic Year Actual Divisor
Historic Year Projected Divisor
Difference in Divisor
(line 6e - line 6d)
Historic Year Projected Annual Cost
($/kW/Yr)
Historic Year Divisor True-up
(line 6f * line 6g)

0
0
0
$
0

6i

Interest on Historic Year True-up

0

7

NET REVENUE REQUIREMENT

8
9
10
11
12
13
14

15

(line 1 - line 6 + line 6c+ line 6h
+ line 6i)

DIVISOR (Note R)
Average of 12 coincident system peaks for requirements
(RQ) service
Plus 12 CP of firm bundled sales over one year not in line
8
Plus 12 CP of Network Load not in
line 8
Less 12 CP of firm P-T-P over one
year (enter negative)
Plus Contract Demand of firm P-T-P
over one year
Less Contract Demand from Grandfathered Interzonal transactions
over one year (enter negative) (Note P)
Less 12 CP or Contract Demands
from service over one year provided
by ISO at a discount (enter
negative)
Divisor (sum lines 8-14)

$
-

(Note
A)
(Note
B)
(Note
C)
(Note
D)

0
0
0
0
0
0
0

0

Allocated
Amount

Formula Rate - Cash Flow
(1)
Line
No.

1
1a
2
3
4
5
5a
6
7
8

9
10
11

(2)

Formula Rate Template
0
Heartland
(3)

Reference
O&M (Note R)
Transmission
Less LSE Expenses included in Transmission
O&M Accounts (Note S)
Less Account 565
A&G
Less FERC Annual Fees
Less EPRI & Reg. Comm. Exp. & Non-safety
Ad (Note F)
Plus Transmission Related
Reg. Comm. Exp. (Note F)
Common
Transmission Lease
Payments
TOTAL O&M (sum lines 1, 3, 5a, 6, 7 less lines
1a, 2, 4, 5)
DEBT SERVICE (Note R)
Debt Service (Note T)
Amortization of premium or
discount (Note U)
TOTAL DEBT SERVICE (Sum
lines 9 - 10)

Company
Total

12/31/20XX
(4)

(5)
Transmission
(Col 3 times
Col 4)

Allocator

0
0

TE

0.00%

0

0
0
0
0

TE
W/S
W/S
W/S

0.00%
0.00%
0.00%
0.00%

0
0
0
0

0

TE

0.00%

0

0
0

CE

0.00%
100.00%

0
0

0

0
0

0

DA
GP

100.00%
0.00%

0

0
0

W/S
W/S

0.00%
0.00%

0
0

0
0
0
0
0

GP

0.00%
zero
0.00%
0.00%

0
0
0
0
0

0

0

TAXES OTHER THAN

12
13
14
15
16
17
18
19

INCOME TAXES (Notes G and
R)
LABOR RELATED
Payroll
Highway and vehicle
PLANT RELATED
Property
Gross Receipts
Other
Payments in lieu of taxes
TOTAL OTHER TAXES (sum
lines 12 - 18)

GP
GP

20

SUBTOTAL (sum lines 8, 11,
19)

0

0

21

MARGIN REQUIREMENT
(Note H)

0

22

REV. REQUIREMENT (sum
lines 20, 21)

0

0

23

REV. REQUIREMENT TO BE
COLLECTED
UNDER ATTACHMENT H

0

0

DA

100.00%

0
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Formula Rate - Cash Flow

Formula Rate Template
Heartland

Line

SUPPORTING CALCULATIONS
AND NOTES

No.

1
2
3
4
5
6
7
8
9
10
11

12
13
14
15
16

12/31/20XX

GROSS PLANT IN SERVICE
(Note V)
Production
Transmission
Distribution
General & Intangible
Common
TOTAL GROSS PLANT (sum
lines 1-5)
TRANSMISSION PLANT
INCLUDED IN ISO RATES
Total transmission plant (line 2)
Less transmission plant excluded
from ISO rates
(Notes J and
V)
Less transmission plant included
in OATT Ancillary Services
(Notes K and V )
Transmission plant included in
ISO rates (line 7 less lines 8 &
9)
Percentage of transmission plant
included in ISO Rates (line 10
divided by line 7)
TRANSMISSION EXPENSES
(Note R)
Total transmission expenses
(page 2, line 1, column 3)
Less transmission expenses
included in OATT Ancillary
Services (Note I)
Included transmission expenses
(line 12 less line 13)
Percentage of transmission
expenses after adjustment (line
14 divided by line 12)
Percentage of transmission plant
included in ISO Rates (line 11)

Reference

Company
Total
0
0
0
0
0
0

Allocator
NA
TP
NA
W/S
CE
GP=

Transmission
0.00%

0

0.00%
0.00%

0
0

0.00%

0
0
0
0
0
TP=

0.00%

0
0
0
0.00%
TP

0.00%

Percentage of transmission
expenses included in ISO Rates
17 (line 15 times line 16)
WAGES & SALARY
ALLOCATOR (W&S) (Note L)
18
19

Production
Transmission

20

Distribution

21
22

Other
Total (sum lines 18-21)

TE=
$
0 0%
0 0%

Allocation
0
0

0 0%

0

0 0%
0

23
24
25
26

Electric
Gas
Water
Total (sum lines 23-25)

% Electric
(line 23 /
line 26)
0.00000 *

0
0
0
0

REVENUE CREDITS (Note R)
ACCOUNT 447 (SALES FOR
RESALE)
a. Bundled Non-RQ Sales for
31 Resale
b. Bundled Sales for Resale included in Divisor on
32 page 1
33 Total of (a)-(b)
ACCOUNT 454 (RENT FROM
ELECTRIC PROPERTY) (Note
34 O)
ACCOUNT 456 (OTHER
ELECTRIC REVENUES)
a. Transmission charges for all
35 transmission transactions
b. Transmission charges for all transmission
transactions included in Divisor on
36 page 1
37 Total of (a)-(b)

W&S
Allocator

Labor
Ratio
(line 22)
0.00% =

Load

(Note N)

Cell to solve for
W/S by setting
this to zero by
changing J203
0.00%

($ /
0
Allocation)
0 =
0.00%

COMMON PLANT ALLOCATOR
(CE) (Note M)
$

0.00%

0
0
0

$0

$0
$0
$0

CE

0.00%
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Formula Rate - Cash Flow

Formula Rate Template

0

Heartland
Note
Letter
A The utility's maximum monthly megawatt load (60-minute integration) for RQ service at time of applicable pricing zone coincident monthly
peaks.
RQ service is service which the supplier plans to provide on an on-going basis (i.e., the supplier includes projected load for this service in its
system resource planning).
B Includes LF, IF, LU, IU service. LF means "firm service" (cannot be interrupted for economic reasons and is intended to remain reliable even
under adverse conditions), and long-term (duration of at least five years); does not meet definition of RQ service. IF is "firm service" for a
term longer than one but less than five years. LU is service from a designated generating unit, of a term no less than five years. LI is service
from a designated generating unit for a term between one and five years. Measured at time of applicable pricing zone coincident monthly
peaks.
C LF as defined above at time of applicable pricing zone coincident monthly peaks.
D LF as defined above at time of applicable pricing zone coincident monthly peaks.
E The FERC's annual charges for the year assessed the Transmission Owner for service under this tariff, if any.
F Line 5 - EPRI Annual Membership Dues, all Regulatory Commission Expenses, and non-safety related advertising. Line 5a - Regulatory
Commission Expenses directly related to transmission service, ISO filings, or transmission siting.
G Includes only FICA, unemployment, highway, property, gross receipts, and other assessments charged in the current year. Taxes related to
income are excluded. Gross receipts taxes are not included in transmission revenue requirement in the Rate Formula Template, since they
are recovered elsewhere.
H The Margin Requirement is the margin the utility uses in calculating rates applicable to its native load sales. The Margin Requirement
Heartland uses is based on the Fixed Charge Coverage Ratio ("FCCR") approved for use in setting rates by the Heartland Board of Directors.
Heartland's Margin Requirement is fixed at 20% and will not be changed absent a Section 205 filing.
I Removes dollar amount of transmission expenses included in the OATT ancillary services rates, including all of Account No. 561.1, 561.2,
561.3 and 561.BA.
J Removes transmission plant determined by Commission order to be state-jurisdictional according to the seven-factor test. For Heartland this
amount represents the step-up transmission facilities associated with the Laramie River Station.
K Removes dollar amount of transmission plant related to TP II - East River facilities. These transmission assets are on the HCPD balance
sheet until 2017 but the transmission assets are paid for by East River so are not includable in the HCPD ATRR.
L If the utility has more employees assigned to A&G than to the sum of production, transmission, and distribution, set the W&S allocator at
page 3, line 22 equal to the gross plant allocator (GP) at page 3, line 6. All of Heartland's employees are assigned to A&G. After 2017 there
will be no amount included from TP II on this line.
M Enter dollar amounts.
N Line 33 must equal zero since all short-term power sales must be unbundled and the transmission component reflected in Account No. 456
and all other uses are to be included in the divisor.
O Includes income related only to transmission facilities, such as pole attachments, rentals and special use.
P Grandfathered agreements whose rates have been changed to eliminate or mitigate pancaking - the revenues are included in line 4 page 1
and the loads are included in line 13, page 1. Grandfathered agreements whose rates have not been changed to eliminate or mitigate
pancaking - the revenues are not included in line 4, page 1 nor are the loads included in line 13, page 1.
Q The revenues credited on page 1 lines 2-5 shall include only the amounts received directly (in the case of grandfathered agreements) or from
the ISO (for service under this tariff) reflecting the Transmission Owner's integrated transmission facilities. They do not include revenues
associated with FERC annual charges, gross receipts taxes, ancillary services, facilities not included in this template (e.g., direct assignment
facilities and GSUs) which are not recovered under this Rate Formula Template.

12/31/20XX

R
S
T

Calculated using end of year projected amounts.
Account Nos. 561.4 and 561.8 consist of RTO expenses billed to load-serving entities and are not included in Transmission Owner revenue
requirements.

Debt service calculation is supported by the debt service work paper and is comprised of the gross plant allocator portion of the Heartland
long-term debt plus the transmission-related portion of the debt service for the Public Power Generation Agency payments. The work paper
calculates the transmission only debt service that is entered on line 9, page 2 0f 4 so it is 100% directly assigned to the ATRR.
U Includes amounts recorded to accounts 428 and 429.
V Calculated using 13 month average balance. Gross Plant in Service amounts exclude Asset Retirement Obligation amounts unless
authorized by FERC.

Worksheet A

Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Divisor
Line No.

Month

Year

12 CP Load

1

January

0

-

2

February

0

-

3

March

0

-

4

April

0

-

5

May

0

-

6

June

0

-

7

July

0

-

8

August

0

-

9

September

0

-

10

October

0

-

11

November

0

-

12

December

0

-

13
14

12 Month Average

Attach H, page 1,
line 8

Worksheet B

Heartland Consumers Power
District
For the 12 Months Ended December 31,
20XX
Electric Utility Plant
Line No.

Gross Plant in Service

Year

Production

Transmission

Distribution

General

Intangible

Common

1

December

0

$

- $

- $

- $

- $

- $

-

2

January

0

$

- $

- $

- $

- $

- $

-

3

February

0

$

- $

- $

- $

- $

- $

-

4

March

0

$

- $

- $

- $

- $

- $

-

5

April

0

$

- $

- $

- $

- $

- $

-

6

May

0

$

- $

- $

- $

- $

- $

-

7

June

0

$

- $

- $

- $

- $

- $

-

8

July

0

$

- $

- $

- $

- $

- $

-

9

August

0

$

- $

- $

- $

- $

- $

-

10

September

0

$

- $

- $

- $

- $

- $

-

11

October

0

$

- $

- $

- $

- $

- $

-

12

November

0

$

- $

- $

- $

- $

- $

-

13

December

0

$

- $

- $

- $

- $

- $

-

$
-

$
-

$
-

$
-

$
-

$
-

14
15

13 Month Average
Attachment H, Page 2

Line 1

Line 2

Line 3

Line 4

Line 4

Total Gross
Plant in Service
$
$
$
$
$
$
$
$
$
$
$
$
$
$
-

Line 5

Worksheet C
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Transmission O&M Expenses
Transmission O&M Expenses
Operation
560 – Operation Supervision and Engineering
561 – Load Dispatching
561.1 – Load Dispatch – Reliability
561.2 – Load Dispatch – Monitor and Operate
Transmission System
561.3 – Load Dispatch – Transmission Service and
Scheduling
561.4 – Scheduling, System Control and Dispatch
Services
561.5 – Reliability, Planning and Standards
Development
561.6 – Transmission Service Studies
561.7 – Generation Interconnection Studies
561.8 – Reliability, Planning and Standards
Development Service
562 – Station Expenses
563 – Overhead Lines Expenses
564 – Underground Lines Expenses
565 – Transmission of Electricity by Others
566 – Miscellaneous Transmission Expenses
567 – Rents
Total Operation Expense
Maintenance
568 – Maintenance Supervision and Engineering
569 – Maintenance of Structures
569.1 – Maintenance of Computer Hardware
569.2 – Maintenance of Computer Software
569.3 – Maintenance of Communication Equipment
569.4 – Maintenance of Miscellaneous Regional
Transmission Plant
570 – Maintenance of Station Equipment
571 – Maintenance of Overhead Lines
572 – Maintenance of Underground Lines
573 – Maintenance of Miscellaneous Transmission
Plant
Total Maintenance Expense
Total Transmission O&M Expense

Amount
$

-

$

-

$

-

$

-

$

-

$
$
$

-

$
$
$
$

-

$
$
$
$

-

$
$
$
$
$

-

$
$
$
$

-

$
$

-

$

-

Attachment H, page
2 line 2

Attachment H, page
2 line 1

Worksheet D
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Admin & General Expenses
Customer Accts & Admin and General Expenses
Customer Accounts Expenses

Amount

901 – Supervision

-

902 – Meter Reading Expenses

-

903 – Customer Records and Collection Expenses

-

904 – Uncollectible Accounts

-

905 – Miscellaneous Customer Accounts Expenses

-

Total Customer Accounts Expense

-

Customer Service and Informational Expenses
907 – Supervision

-

908 – Customer Assistance Expenses

-

909 – Informational and Instructional Expenses

-

910 – Miscellaneous Customer Service and Informational
Expenses

-

Total Customer Service and Informational Expenses

-

Sales Expenses
911 – Supervision

-

912 – Demonstrating and Selling Expenses

-

913 – Advertising Expenses

-

916 – Miscellaneous Sales Expenses

-

Sales Expenses

-

Administrative and General Expenses
920 – Administrative and General Salaries

-

921 – Office Supplies and Expenses

-

922 – Administrative Expenses Transferred Credit

-

923 – Outside Services Employed

-

924 – Property Insurance

-

925 – Injuries and Damages

926 – Employee Pension and Benefits

-

927 – Franchise Requirements

-

928 – Regulatory Commission Expenses

-

929 – Duplicate Charges Credit

-

930.1 – General Advertising Expenses

-

930.2 – Miscellaneous General Expenses

-

931 – Rents

-

935 – Maintenance of General Plant

-

Administrative and General Expenses

-

Attach H, page 2,
line 3

Worksheet E
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
FERC Fees
Attachment H, page 2, line 4

Account
FERC fees recorded to expense during the year

Charged

Amount

FERC fees payable to FERC

-

$

-

FERC fees paid to SPP

-

$

-

Other FERC fees paid

-

$

-

Total

-

$

-

Worksheet F
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
HCPD Debt Service Calculation
Total Annual Fixed Charge
Transmission-related Portion of Fixed Charge
Total Annual Fixed Charge related to Transmission

Total Annual Debt Service
Gross Plant Allocator as calculated in Attachment H
Total Annual Debt Service related to Transmission

$
3.61%
$0

$
0.00%
$0

From Att H Line 6, Page 3 of 4

Total Annual Debt Service and Fixed Charge Related to
Transmission

$0

Att H Line 9, Page 2
of 4

Margin Requirement Percentage

20.00%

Fixed and will not be changed absent a Section 205 filing.

Margin Requirement on Total Annual Debt Service

$0

Att H Line 21, Page 2 of 4

Worksheet G
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
EPRI Reg Comm Non Safety
Attachment H, page 2, lines 5 and 5a
EPRI Costs

Regulatory Commission Expense (provide a brief but descriptive list of charges) Indicate by
yellow highlight if Transmission Related
Commission Expense for SPP ATRR filing

$
-

recorded in USofA account ________, reflected in I/S in
_______ exp

$
$
$
-

recorded in USofA account 928, reflected in
I/S in A&G exp
recorded in USofA account ________, reflected in I/S in
_________ exp

Non Safety Advertising (provide a brief but descriptive list of charges
Advertising costs for required public notices in local newspapers.
Xxxxxxxx

$
$
$
-

recorded in USofA account ________, reflected in I/S in
________ exp
recorded in USofA account ________, reflected in I/S in
________ exp

Worksheet H
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Taxes Other Than Income Taxes
Payroll

$

-

Attachment H, page 2, line 12

Highway & Vehicle

$

-

Attachment H, page 2, line 13

Property

$

-

Attachment H, page 2, line 15

Gross Receipts

$

-

Attachment H, page 2, line 16

Other

$

-

Payment In Lieu of Taxes (Transfer)

$

Fed & State income Tax

$

-

Total

$

-

Attachment H, page 2, line 17
-

Attachment H, page 2, line 18
Not reported on Attach H

Worksheet I
Heartland Consumers Power District
For the 12 Months Ended December 31, 20XX
Account 454 (Rent from Electric Property)

Account 454 (Rent from Electric Property)
Attachment H, page 3, line 30

Property Description

Amount

XXXXX
XXXXX
XXXXX

$

XXXXX

$
-

Total Rent Income

-

HEARTLAND CONSUMERS POWER DISTRICT
FORMULA RATE IMPLEMENTATION PROTOCOLS
Section I. Applicability
The following procedures shall apply to Heartland Consumers Power District’s (“Heartland”) calculation of its annual transmission
revenue requirement (“ATRR”), True-Up Adjustment, and Projected ATRR. The ATRR shall be determined for January 1 to December
31 of a given calendar year (the “Rate Year”). The Formula Rate Template shall become effective for recovery of Heartland’s ATRR
upon the effective date authorized by the Federal Energy Regulatory Commission (“Commission”) under Section 205 of the Federal
Power Act (“FPA”).
Section II. Annual True-Up and Projected ATRR
A. Beginning on or before June 1, 2016, and on or before each subsequent June 1, Heartland shall determine its Annual True-Up
pursuant to these Protocols, to derive a True-Up Adjustment to be included in Heartland’s projected ATRR (“Projected ATRR”) for the
subsequent Rate Year.
B. On or before June 1, 2016, and on or before each subsequent June 1, Heartland shall post its Annual True-Up, actual ATRR, and
True-Up Adjustment at a publicly accessible location on the SPP website.1
C. On or before October 1, 2015, and on or before each subsequent October 1, Heartland shall provide its Projected ATRR to SPP and
post such information at a publicly accessible location on the SPP website.
D. If the date for posting the Annual True-Up or the Projected ATRR falls on a weekend or a holiday recognized by the Federal Energy
Regulatory Commission (“FERC" or “Commission”), then the posting shall be due on the next business day. The date on which posting
of the Annual True-Up occurs shall be that year’s “Publication Date.” Any delay in the Publication Date or in the posting of the Projected
ATRR will result in an equivalent extension of time for the submission of Information Requests discussed in Section III of these
protocols.

1

The Annual True-Up is the process for determining the magnitude of the True-Up Adjustment. The True-Up Adjustment, the result of
the Annual True-Up process, is calculated pursuant to the procedures in Section VII of these Protocols. The True-Up Adjustment
compares the Actual ATRR to the Projected ATRR for the True-Up Year to determine any excess or shortfall in the Projected ATRR
that was used for billing purposes in the True-Up Year.

E. The Annual True-Up shall:
1. Include a workable data-populated Formula Rate Template and underlying work papers in native format with all formulas intact;
2. Be based on Heartland’s audited financial statements for the prior calendar year;
3. Provide the formula rate calculations and all inputs thereto, as well as supporting documentation and work papers for data that are
used in the Annual True-Up that are not otherwise available in audited financial statements;
4. Identify all material adjustments made to the audited financial statements data in determining formula inputs;
5. With respect to any change in accounting that materially affects inputs to the formula rate or the resulting charges billed under the
formula rate (“Material Accounting Change”):
a. Identify:
i. The initial implementation of an accounting standard or policy;
ii. The initial implementation of accounting practices for unusual or unconventional items where FERC has not provided
specific accounting direction;
iii. Correction of errors and prior period adjustments that affect the
True-Up Adjustment calculation;
iv. The implementation of new estimation methods or policies that change prior estimates; and
v. changes to income tax elections (if applicable);
b. Identify items included in the Annual True-Up at an amount other than on a historic cost basis (e.g., fair value adjustments);
c. Identify any reorganization or merger transaction during the previous year and explain the effect of the accounting for such
transaction(s) on inputs to the Annual True-Up;
d. Provide, for each item identified pursuant to items II.E.8.a - II.E.8.c of these protocols, a narrative explanation of the individual
impact of such changes on the True-Up Adjustment.
F. The Projected ATRR shall:
1. Include a workable data-populated Formula Rate Template and underlying work papers in native format with all formulas intact;
2. Provide the formula rate calculations and all inputs thereto, as well as supporting documentation and work papers for data that are
used in the Projected ATRR;

3. With respect to any Material Accounting Change:
a. Identify:
i. The initial implementation of an accounting standard or policy;
ii. The initial implementation of accounting practices for unusual or unconventional items where FERC has not provided
specific accounting direction;
iii. Correction of errors and prior period adjustments that impact the Projected ATRR calculation;
iv. The implementation of new estimation methods or policies that change prior estimates; and
v. Changes to income tax elections (if applicable);
b. Identify items included in the Projected ATRR at an amount other than on a historic cost basis (e.g., fair value adjustments);
c. Identify any reorganization or merger transaction during the previous year and explain the effect of the accounting for such
transaction(s) on inputs to the Projected ATRR;
d. Provide, for each item identified pursuant to items II.F.4.a - II.F.4.c of these protocols, a narrative explanation of the individual
impact of such changes on the Projected ATRR.
G. Heartland shall hold an open meeting among Interested Parties (“Annual True-Up Meeting”) between the Publication Date and
September 1 of each year. No less than seven (7) days prior to such Annual True-Up Meeting, Heartland shall provide notice on the at
a publicly accessible location on of the SPP website of the time, date, and location of the Annual True-Up Meeting. For purposes of
these Protocols, the term “Interested Parties” includes, but is not limited to, customers under the Tariff, state utility regulatory
commissions, consumer advocacy agencies, and state attorneys general. The Annual True-Up Meeting shall (i) permit Heartland to
explain and clarify its Annual True-Up and True-Up Adjustment and (ii) provide Interested Parties an opportunity to seek information
and clarifications from Heartland about the Annual True-Up and True-Up Adjustment.
H. Heartland shall hold an open meeting among Interested Parties between the date that the Projected ATRR is posted to the
Heartland page on the SPP OASIS (as described in Section II.C of these protocols) and October 31 of each year (“Annual Projected
Rate Meeting”). No less than seven (7) days prior to such Annual Projected Rate Meeting, Heartland shall provide notice at a publicly
accessible location on the SPP website of the time, date, and location of the Annual Projected Rate Meeting. The Annual Projected
Rate Meeting shall (i) permit Heartland to explain and clarify its Projected ATRR and (ii) provide Interested Parties an opportunity to
seek information and clarifications from Heartland about the Projected ATRR.
Section III. Information Exchange Procedures
Each Annual True-Up and Projected ATRR shall be subject to the following information exchange procedures (“Information Exchange
Procedures”):

A. Interested Parties shall have until December 1 following the Publication Date (unless such period is extended with the written
consent of Heartland or by FERC order) to serve reasonable information and document requests on Heartland (“Information Exchange
Period”). If December 1 falls on a weekend or a holiday recognized by FERC, the deadline for submitting all information and document
requests shall be extended to the next business day. Such information and document requests shall be limited to what is necessary to
determine:
(1) The extent or effect of a Material Accounting Change;
(2) Whether the Annual True-Up or Projected ATRR fails to include data properly recorded in accordance with these protocols;
(3) The proper application of the formula rate and procedures in these protocols;
(4) The accuracy of data and consistency with the formula rate of the calculations shown in the Annual True-Up or Projected ATRR;
(5) The prudence of actual costs and expenditures;
(6) The effect of any change to the underlying Uniform System of Accounts; or
(7) Any other information that may reasonably have substantive effect on the calculation of the charge pursuant to the formula.
The information and document requests shall not otherwise be directed to ascertaining whether the formula rate is just and reasonable.
B. Heartland shall make a good faith effort to respond to information and document requests within fifteen (15) business days of receipt
of such requests. Heartland shall respond to all information and document requests received on or before December 1 by no later than
January 10 following the Publication Date, unless the Information Exchange Period is extended by Heartland or FERC.
C. Heartland will cause to be posted at a publicly accessible location on the SPP website all information requests regarding Heartland
ATRR in SPP from Interested Parties and Heartland’s response(s) to such requests; except, however, if responses to information and
document requests include material deemed by Heartland to be confidential information, such information will not be publicly posted but
will be made available to requesting parties pursuant to a confidentiality agreement to be executed by Heartland and the requesting
party.
D. Heartland shall not claim that non-confidential responses to information and document requests provided pursuant to these protocols
are subject to any settlement privilege, in any subsequent FERC proceeding addressing Heartland’s Annual True-Up or Projected
ATRR.
Section IV. Resolution of Issues and Challenges to Projected ATRR Update and/or Annual True-Up

No later than December 5 of each year, any Interested Party may notify Heartland in writing of any specific challenge(s) to any
component of the most recently posted Annual True-up and/or Projected ATRR ("Preliminary Challenge”). Within five (5) business days
of receiving notice of such challenge(s), Heartland shall provide written notice to all Interested Parties of such challenge(s) and post
notice of such challenge(s) at a publicly accessible location on the SPP website. Heartland and the Interested Party shall make good
faith efforts to resolve the Preliminary Challenge through informal negotiations, and shall allow any Interested Party to participate in
such negotiations. Any modification to the Annual True-up or the Projected ATRR that results from such negotiations and that is
agreed upon no later than November 15 shall be incorporated into the Projected ATRR and Annual True-up for the next Rate Year and
incorporated into Heartland’s Informational Filing. However, to the extent such negotiations lead to agreed-upon changes to the
Projected ATRR, such changes shall be incorporated into the Projected ATRR for the next rate year.
Heartland shall provide and post a written response within fourteen (14) calendar days of receiving a Preliminary Challenge. Its written
response shall notify all Interested Parties of the extent to which Heartland agrees or disagrees with the position raised by the
Interested Party(ies), and what, if any, modifications to the Projected ATRR or Annual True-up will result. If Heartland disagrees with
the issue(s) raised in the Preliminary Challenge, it shall provide supporting documentation with its response.
If Heartland and the Interested Parties have not resolved all identified issues within thirty (30) calendar days after receipt of Heartland's
response to the issue(s), senior management representatives of Heartland and the Interested Parties shall meet to try to resolve the
issue(s).
If these senior management representatives are not able to resolve the issue(s) within thirty (30) calendar days, any Interested Party
that has not resolved any Preliminary Challenge to an Annual True-up may then file with FERC a Formal Challenge to an Annual Trueup pursuant to these Implementation Procedures ("Formal Challenge").
In any proceeding ordered by the FERC in response to a Formal Challenge raised under these Implementation Procedures, Heartland
shall bear the burden of demonstrating the justness and reasonableness of the charges resulting from its application of the Formula
Rate, and of proving that it properly applied the
Formula Rate, properly calculated the challenged Projected ATRR or Annual True-up pursuant to the Formula Rate, and that adoption
of any material
change is just and reasonable. Nothing herein is intended to alter the burden applied by FERC with respect to prudence challenges.
Section V. Changes to True-Up Adjustment or Projected ATRR
Any changes to the data inputs, including but not limited to revisions as the result of any FERC proceeding to consider the Annual TrueUp or Projected ATRR, or as a result of the procedures set forth herein, shall be incorporated into the Projected ATRR for the next Rate
Year. This reconciliation mechanism shall apply in lieu of mid-Rate Year adjustments. Interest on any refund or surcharge shall be
calculated in accordance with the procedures outlined in Section VII of these protocols. The fixed margin percentage of 20% set forth in
Heartland’s Formula Rate Template will remain fixed in that Template and will not be changed absent a filing pursuant to section 205 of
the Federal Power Act.

Section VI. Informational Filings
By March 15 of each year, Heartland shall submit to FERC an informational filing
(“Informational Filing”) of its Projected ATRR for the Rate Year, including its Annual True-Up and True-Up Adjustment. This
Informational Filing must include the information that is reasonably necessary to determine: (1) that input data under the formula rate
are properly recorded in any underlying work papers; (2) that Heartland has properly applied the formula rate and these procedures; (3)
the accuracy of data and the consistency with the formula rate of the Transmission Revenue Requirement and rates under review; (4)
the extent of accounting changes that affect formula rate inputs; and (5) the reasonableness of projected costs. The Informational Filing
must also describe any corrections or adjustments made during that period, and must describe all aspects of the formula rate or its
inputs that are the subject of an ongoing dispute under the Informal or Formal Challenge procedures. The transmittal letter
accompanying the Informational Filing shall inform the Commission that the Informational Filing is not intended to be subject to the
Commission’s notice requirements, and that it is not being submitted for the purpose of having the Commission assign a docket number
to the filing nor for the purpose of obtaining Commission acceptance, approval or other review of the filing.
Section VII. Calculation of True-Up Adjustment
True-Up Procedure
The True-Up Adjustment will be determined in the following manner:
(1) Actual ATRR for the previous year shall be compared to the Projected ATRR for the same year (“True-Up Year”) to determine any
excess or shortfall in the Projected ATRR that was used for billing purposes in the True-Up Year. In addition, actual divisor load, the
average 12 monthly coincident peaks (“12 CP”) will be compared to the projected 12 CP and the difference multiplied by the rate
calculated in the Formula Rate Template to determine any excess or shortfall in collection due load volume. The sum of the excess or
shortfall due to the actual versus Projected ATRR and the excess or shortfall due to load volume will constitute the True-Up Adjustment.
The True-Up Adjustment and related calculations will be posted at a publicly accessible location on the SPP website no later than June
1 (or if that day falls on a weekend or a holiday recognized by FERC, then the posting shall be due on the next business day) following
the issuance of the Heartland audited financial statements for the previous year, as set forth in Section II of these protocols.
(2) Interest on any over recovery of the ATRR or any over recovery due to load volume changes will be determined based on the
Commission’s regulation at 18 C.F.R. § 35.19a. Interest on any under recovery of the ATRR or any under recovery due to load volume
changes will be based on the annual average of the one-month London Interbank Offer Rate (“LIBOR”) plus 135 basis points capped at
the applicable
Commission refund interest rate. In either case, the interest payable will be calculated using an average interest rate for the twenty-four
(24) months during which the over or under recovery in the ATRR or load volume changes exists. The interest amount (Page 1, Line 6i
of Attachment H- Heartland) will be included in the projected costs made available by October 1 in accordance with Section II.C above.

(3) The ATRR for transmission services for the following year shall be the sum of the Projected ATRR for the following year, plus or
minus the True-Up Adjustment (sum of Page 1, Lines 6+6c-6h+6i of Attachment H- Heartland) from the previous year, if any, including
interest as explained above.
(4) Heartland may accelerate the refund of any over recovery amounts by one year. The interest calculation will be adjusted to reflect
the period the over recovery exists.
Example True-Up of 2012 ATRR:
Projected ATRR was $7,000,000, projected load was 600,000 kW.
Actual 2016 net ATRR calculated based on the Formula Rate Template data available in
June 2017 is $6,800,000, actual 12 CP load is 580,000 kW. The rate calculated in the Formula Rate Template to determine any excess
or shortfall in collection due load volume = $15 per kW-yr
True-Up Calculation:
There is an over recovery of the ATRR equal to $200,000 ($7,000,000 - $6,800,000 = $200,000).
There is a $300,000 shortfall in revenue collection due to volume
((600,000 kW – 580,000 kW) x $15.00 per kW-yr = $300,000).
The total True-Up Adjustment amount would be a net under recovery of $100,000 ($300- 000 - $200,000 = $100,000), which would be
applied as an increase to the 2018 Projected ATRR beginning January 2018.

ADDENDUM 2 TO ATTACHMENT O
ENROLLMENT IN THE SPP TRANSMISSION PLANNING REGION
The following entities have elected to become part of the SPP transmission planning region:
AEP Oklahoma Transmission Company, Inc.
Basin Electric Power Cooperative
City of Coffeyville
City of Independence, MO
City Utilities of Springfield, Missouri
East Texas Electric Cooperative, Inc.
Empire District Electric Company
Grand River Dam Authority
Heartland Consumers Power District
ITC Great Plains, LLC
Kansas City Power & Light Company
Kansas Gas and Electric Company
Kansas Power Pool
KCP&L Greater Missouri Operations Company
Lincoln Electric System
Mid-Kansas Electric Company, LLC
Midwest Energy, Inc.
Nebraska Public Power District
Oklahoma Gas and Electric Company
Oklahoma Municipal Power Authority
Omaha Public Power District
Public Service Company of Oklahoma
Southwestern Electric Power Company
Southwestern Power Administration*
Southwestern Public Service Company
Sunflower Electric Power Corporation
Tex-La Cooperative of Texas, Inc.
Tri-County Electric Cooperative
Westar Energy, Inc.
Western Farmers Electric Cooperative

__________________________
*
Participates in SPP regional planning through Attachment AD of this Tariff.

Upper Missouri Zone
Rate Sheet for Point-To-Point Transmission Service
The currently effective rates for Point-To-Point Transmission Service in the Upper
Missouri (“UMZ”) rate zone are set forth in the “UMZ PTP Rate Att T” tab of the Revenue
Requirements and Rates File (“RRR File”) posted on the SPP website. Transmission Owners
that have Commission approved rate(s) in the UMZ rate zone are:

Basin Electric Power

Cooperative (“Basin Electric”); Heartland Consumers Power District (“Heartland”); and Western
Area Power Administration, Upper Great Plains Region (“Western-UGP”).

Balanced Portfolio Reallocation Adjustment of Point-To-Point Rates
Rates for Point-To-Point Transmission Service specified in this Attachment T shall be
adjusted to reflect any amount reallocated from the Zonal Annual Transmission Revenue
Requirement in accordance with Section IV.A of Attachment J.

The rates, including any

applicable reallocation adjustment, shall be set forth in the RRR File posted on the SPP website.

Firm Point-To-Point Transmission Service
The Transmission Customer shall compensate the Transmission Provider each month for
Reserved Capacity at the sum of the applicable charges based upon the rates set forth in the RRR
File, calculated pursuant to the formula rates of Basin Electric, Heartland, and Western-UGP,
including any ATRR associated with facility credits provided in the UMZ rate zone, set forth in
Attachment H, Addendums 22, and 23 (list appropriate addendums, respectively) of the Tariff,
and as described below:
1.

Yearly delivery: the UMZ Monthly delivery rate multiplied by 12 months.

2.

Monthly delivery: the sum of the Basin Electric, Heartland, and WesternUGP Annual Transmission Revenue Requirements determined under these
entities’ formula rates, including any ATRR associated with facility
credits provided in the UMZ rate zone, divided by the UMZ total load
estimate and divided by 12 months (to three significant digits).

3.

Weekly delivery: the UMZ Yearly delivery rate divided by 52.

4.

Daily delivery: the UMZ Weekly delivery rate divided by 7.

Non-Firm Point-To-Point Transmission Service
The Transmission Customer shall compensate the Transmission Provider for Non-Firm
Point-To-Point Transmission Service up to the sum of the applicable charges based upon the
rates set forth in the RRR File, calculated pursuant to the formula rates of Basin Electric,
Heartland, and Western-UGP, including any ATRR associated with facility credits provided in
the UMZ rate zone, and as described below:
1.

Monthly delivery: the sum of the Basin Electric, Heartland, and WesternUGP Annual Transmission Revenue Requirements determined under these
entities’ formula rates, including any ATRR associated with facility
credits provided in the UMZ rate zone, divided by the UMZ total load
estimate and divided by 12 months (to three significant digits).

2.

Weekly delivery: the UMZ Monthly delivery rate multiplied by 12 and
divided by 52.

3.

Daily delivery: the UMZ Weekly delivery rate divided by 7.

4.

Hourly delivery: the UMZ Monthly delivery rate divided by 730 hours
per month.

