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How Data Centers Drive Up Transmission Costs
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1. Transmission Rates are Increasing

AEP. In March, the PUCO approved $126 million increase in transmission
costs, up 9.5% over the prior amount. That will add $7.91 per month to the
average residential bill, according to the Consumers Counsel.

AES. In the past two years alone, increased transmission rates have added
over $6 per month to the average residential customer’s bill.

AEP, AES and other Ohio utilities are presently planning billions in additional
transmission spending over the next five years.

2. Data Centers Are Driving Transmission Investment

Data centers of 50+ MW typically connect at transmission voltages (<100 kV)
The existing transmission system does not have capacity for these loads.

Utilities must construct costly upgrades, with individual projects sometimes
costing more than $1 billion.

Existing customers start paying for upgrades before new data centers come
online =rates increase in the nearterm.

Many data centers require transmission upgrades that they will never repay
in rates because the investments are too expensive.

3. The PUCO Can Allocate These Costs to Large Loads

FERC/PJM have authority over some aspects of transmission cost
recovery, but the PUCO can decide which retail customers pay the bill.

Under that authority, the PUCO can direct a utility to pass increased
transmission costs to specific customers or customer classes.

Instead, the PUCO generally assigns transmission costs to large loads
based on their peak usage.

Upshot: large loads will often pay less to use the system than the cost of
new infrastructure built to serve them.

Solution: Require the PUCO to allocate the cost of transmission
facilities built to serve data centers to those data centers (see
backside for more detail).
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Under Ohio law, the PUCO has authority over transmission cost
allocation. Ohio R.C. 4928.05(B)(1). Right now, utilities allocate
transmission upgrades built to serve data centers across all customer
classes, including residential customers. The PUCO has two options
for requiring data centers to pay their transmission costs:

1. The PUCO could require utilities to directly assign the costs of
new transmission facilities to the data center customers that
require them. Utilities in other states have recently adopted or
proposed this approach, including NV Energy in Nevada, Evergy
in Kansas, and PG&E in California.

2. The PUCO could collectively assign the costs of data center
upgrades to a large load customer class (e.g. all customers with
load over 50 MW). This approach ensures residential customers
do not fund data center upgrades, but it also creates a “free
rider” problem for data center siting—data centers with high
upgrade costs pay the same amount as those that choose to site
their facilities in areas that will require fewer upgrades. The
PUCO is presently considering this approach but has not
required any utilities to adopt it.

The legislature can address rising transmission costs on residential
bills by directing the PUCO to implement either option.

Note: FERC is also considering rules that may also require data
centers to pay a greater portion of their transmission costs. However,
FERC action could take several years, and in that time residential bills
will continue to increase. The PUCO should not wait for FERC to act.
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https://www.nvenergy.com/publish/content/dam/nvenergy/brochures_arch/about-nvenergy/rates-regulatory/electric-rules-north/Rule_09_Electric_North.pdf
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