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RISK AND RETURN ASSESSMENT

IN THE MATTER OF ELECTRIC TRANSMISSION INCENTIVES

Two return on equity (“ROE”) incentives proposed in FERC’s Electric
Transmission Incentives Notice of Proposed Rulemaking (Docket No.
RM20-10-000) are warranted, with potential modifications, under the
financial theory of risk and return:

¢ RTO-Participation Incentive
* Transmission Technology Incentive

Both activities (participating in an RTO and deploying advanced
transmission technology) expose transmission owners to elevated
levels of risk. Transmission companies deploying projects with such
increased risk should be compensated for that risk through the
proposed ROE adders.
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According to the financial theory
of risk and return, higher risk
must be accompanied by a higher
expected return in order to
motivate a rational entity to
engage in an economic activity.

Including adders to risk premiums
is common practice, where their
inclusion helps to compensate for
additional risks faced by investors
in a situation where that risk is
asymmetric and non-diversifiable.
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* Participating in RTOs provides access to large, competitive markets, and lower cost power for consumers.

RTO participation also optimizes use of the transmission system.

* Widespread adoption of advanced technologies can reduce consumer costs and improve the productivity

and quality of electric service.

Ultimately, the additional compensation offered through these two incentives should stimulate transmission
investment, attract diverse capital to the sector, and facilitate the deployment of transmission projects that

advance technological innovation.

For more information see LEI's whitepaper for WIRES, “Economic Considerations in the Matter of Electric Transmission Incentives”



