
UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 
 )  
Interstate Power and Light Company, ) Docket No. EL09-_____
   )  
  Complainant, )  
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 )  
 

 
COMPLAINT OF INTERSTATE POWER AND LIGHT COMPANY 

 
 

 Interstate Power and Light Company (“IPL”) complains to the Federal Energy 

Regulatory Commission (“FERC”) against ITC Midwest, LLC (“ITCM”), to seek relief from 

ITCM’s improper implementation of its formula rate for FERC-jurisdictional transmission 

service for 2009 and beyond.1  Through the implementation of its rate formula, ITCM proposes 

to assess transmission service charges beginning January 1, 2009, that IPL believes will collect 

several million dollars in excess costs from IPL.  ITCM’s unjust and unreasonable charges will 

harm IPL and its customers. 

 ITCM has a formula transmission rate on file with FERC in Docket No. ER07-887 that 

allows ITCM to recover its transmission revenue requirement on a forward-looking basis.  

ITCM’s transmission formula rate is consistent with the Attachment O rate methodology under 

the Transmission and Energy Markets Tariff (“EMT”) of Midwest Independent Transmission 

System Operator, Inc. (“MISO”).  IPL does not object to ITCM’s formula rate itself or ITCM’s 

                                                 
1. IPL submits this complaint pursuant to Section 206 of the Federal Power Act, 16 U.S.C. § 824e, 

and Section 206 of FERC’s Rules of Practice and Procedure, 18 C.F.R. § 385.206. 
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application of its formula rate on a forward-looking basis.  IPL is compelled to file this 

complaint, however, because ITCM’s formula rate implementation is improper.  ITCM has 

included millions of dollars in excess projected operations and maintenance (“O&M”) and 

administrative and general (“A&G”) expenses in its transmission service charges for 2009.  IPL 

also understands that ITCM is booking extraordinary cost increases to its O&M and A&G 

accounts in 2008 that it will charge to customers in 2010 through the true-up component of its 

formula rate construct.  The inclusion of those excess expenses will cause ITCM to assess unjust 

and unreasonable transmission service charges in 2009 and later years.  ITCM has failed to 

satisfy its obligations under its annual rate calculation and true-up procedures to provide 

adequate information to IPL about its expenditures and rate calculations, giving IPL further need 

to complain to FERC under FPA § 206. 

 IPL requests FERC to grant the following relief: (1) set for investigation ITCM’s 

transmission service charges established under its MISO EMT Attachment O formula rate; (2) 

establish a refund effective date of January 1, 2009, with respect to ITCM’s transmission service 

charges for service in 2009 and beyond; and (3) establish hearing procedures on the issue of the 

justness and reasonableness of ITCM’s transmission service charges under its Attachment O 

formula rate.  ITCM will begin assessing its inflated transmission service charges beginning on 

January 1, 2009, so IPL urges FERC to act on this complaint without delay to mitigate the 

burden on IPL and its customers from payment of ITCM’s excessive charges. IPL has an 

obligation to itself and its customers to make sure that it does not allow itself to be subject to 

ITCM’s unjust and unreasonable charges.  FERC should grant this complaint and commence an 

investigation to ensure that ITCM is implementing its formula rate correctly and not charging 

unjust and unreasonable rates. 
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I. SUMMARY OF COMPLAINT 

 ITCM’s charges for transmission service on its system in 2009, as established under its 

MISO EMT Attachment O formula rate on file with FERC, appear to be greatly excessive with 

respect to ITCM’s recovery of O&M and A&G expenses and therefore unjust and unreasonable.  

ITCM’s plans to recover O&M expenses in 2009 that are 213% greater than the O&M expenses 

that ITCM projected just eighteen months ago and A&G expenses that are 309% greater than 

ITCM projected eighteen months ago.  Moreover, IPL understands that ITCM is booking 

extraordinary cost increases to its O&M and A&G accounts in 2008 that it will charge to 

customers in 2010 through the true-up component of its formula rate construct.  The information 

ITCM has provided to IPL has failed to counter IPL’s belief that ITCM’s intended recovery of 

O&M and A&G expenses through its Attachment O formula rate is greatly excessive and will 

cause ITCM’s 2009 transmission services charges to be unjust and unreasonable. 

 While IPL does not object to ITCM’s formula rate on file with FERC, IPL is forced to 

complain about ITCM’s implementation of its formula rate.  ITCM bears an on-going burden to 

demonstrate that its formula rate produces just and reasonable transmission service charges.  

FERC should investigate ITCM’s implementation of its formula rate to determine if its 

transmission service charges for 2009 and beyond are just and reasonable. 

 FERC will serve the public interest by investigating ITCM’s transmission service 

charges.  FERC has encouraged the formation of independent transmission companies 

(“Transcos”) and the divesture of transmission facilities by vertically-integrated public utilities to 

Transcos.2  IPL believes in the Transco model and sold its transmission system to ITCM in 

                                                 
2. See, e.g., Promoting Transmission Investment Through Pricing Reform, Order No. 679, 71 Fed. 

Reg. 43,294 at P 224 (July 31, 2006), order on reh’g 72 Fed. Reg. 1152 (“By eliminating competition for capital 
between generation and transmission functions and thereby maintaining a singular focus on transmission investment, 
the Transco model responds more rapidly and precisely to market signals indicating when and where transmission 
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furtherance of that model.  Having encouraged the formation of Transcos, FERC has an 

obligation to ensure that Transcos operate in accordance with the requirements of the Federal 

Power Act and FERC’s regulations and that their rates are just and reasonable.  FERC must carry 

out that obligation here and investigate ITCM’s implementation of its formula rate to ensure that 

ITCM’s transmission service charges are just and reasonable.  If FERC fails to do so, it will 

discourage vertically-integrated utilities from transferring their systems to Transcos out of 

concern that they will put themselves and their customers at a disadvantage arising from 

inattentive regulatory oversight.   

 

II. PARTIES AND BACKGROUND 

 A. ITCM and IPL 

 ITCM is an independent transmission company that owns and operates the transmission 

system formerly owned by IPL.  ITCM is a subsidiary of ITC Holdings Corp. (“ITC Holdings”), 

a public company that also owns two other Transcos, International Transmission Company d/b/a 

ITCTransmission (“ITCTransmission”), and Michigan Electric Transmission Company 

(“METC”).  ITCM was formed to purchase and operate IPL’s transmission system. 

 IPL is a public utility that serves approximately 700,000 electric retail customers in Iowa 

and Minnesota.  IPL is a wholly-owned subsidiary of Alliant Energy Corporation, a holding 

company that also owns Wisconsin Power and Light Company, an electric and gas public utility 

in Wisconsin.  

 

                                                                                                                                                             
investment is needed. We agree that Transcos have no incentive to maintain congestion in order to protect their 
owned generation. Moreover, Transcos’ for-profit nature, combined with a transmission-only business model, 
enhances asset management and access to capital markets and provides greater incentives to develop innovative 
services. By virtue of their stand-alone nature, Transcos also provide non-discriminatory access to all grid users.”) 
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 B. Background 

 IPL formerly owned the transmission system now owned and operated by ITCM.  In 

January 2007, IPL entered into an asset sale agreement with ITCM under which IPL agreed to 

sell its transmission system to ITCM.  IPL completed the sale of its transmission system to 

ITCM on December 20, 2007, following receipt of FERC approval under FPA § 203,3 approvals 

from the Illinois Commerce Commission (“ICC”), the Iowa Utilities Board (“IUB”), the 

Minnesota Public Utilities Commission (“MPUC”), and the Missouri Public Service 

Commission (“MoPSC”), and satisfaction of other conditions.  When IPL owned the system, it 

comprised approximately 6,800 miles of transmission lines and associated substations and 

infrastructure located in Iowa, Minnesota, Missouri, and Illinois.  On IPL’s information and 

belief, ITCM has since made additions to the former IPL system. 

 ITCM is a transmission-owning member of MISO and has adopted MISO’s Attachment 

O formula rate methodology to recover its transmission revenue requirement.4  Under ITCM’s 

formula rate, ITCM annually projects its transmission revenue requirement and establishes 

charges for transmission service on the basis of its projections, then it trues-up its actual revenue 

collection with its actual cost of service and collects or refunds the difference in the following 

year with interest.5  

 Before it sold its transmission system to ITCM in 2007, IPL was a transmission-owning 

member of MISO and established its rates for transmission service through the MISO EMT 

Attachment O methodology.6  In connection with its acquisition of the IPL system, ITCM agreed 

to maintain through 2008 the charges for transmission service on the former IPL system in effect 

                                                 
3. ITC Holdings Corp., et al., 121 FERC ¶ 61,229 (2007) (“ITC Holdings”).  
4. Id. 
5. ITCM’s Attachment O is part of the MISO EMT at pages 1365Z.16C-16I. 
6. ITC Holdings at P 50. 
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through MISO EMT Attachment O as of June 1, 2007.  Starting January 1, 2008, ITCM’s 

transmission service charges became subject to true-up in the year following the filing of 

ITCM’s FERC Form 1 with information as to its actual revenue requirement for 2008.7  Starting 

January 1, 2009, ITCM’s charges for transmission service will change to reflect its projected 

revenue requirement for 2009.8 

 IPL and ITCM jointly filed an application with FERC on May 11, 2007, in Docket Nos. 

EC07-89 and ER07-887, requesting FPA § 203 authorization for IPL’s sale of its transmission 

system to ITCM and FERC acceptance under FPA § 205 of ITCM’s rate construct under MISO 

EMT Attachment O.  In that filing and in responsive pleadings in the dockets considering the 

joint application, ITCM proffered brief prepared testimony and narrative explanation about its 

proposed rate methodology; it did not provide evidence concerning the projected impacts of its 

proposed rate structure.  IPL supported ITCM’s rate filing at the time and still does not object to 

ITCM’s formula rate methodology itself.  

 While the evidence in the FERC proceeding in Docket Nos. EC07-89 and ER07-887 did 

not provide a forecast of ITCM’s future transmission service charges under its Attachment O 

formula, ITCM did proffer evidence about future rate impacts in the IPL/ITCM joint applications 

to the IUB and MPUC for Iowa and Minnesota regulatory approvals for the IPL/ITCM 

transaction.  In those proceedings, ITCM submitted extensive prepared testimony by Edward M. 

Rahill, ITC Holdings’ Chief Financial Officer, and Charles P. Neff, ITC Holdings’ Supervisor 

for Regulatory Accounting and Analysis, in which those witnesses made representations about 

expected rate impacts.   

                                                 
7. Id. 
8. Id. 
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 Consistent with IPL’s understanding of ITCM’s plans to invest in capital improvements 

for the former IPL transmission system after ITCM’s acquisition, the evidence in the IUB and 

MPUC proceedings made clear that transmission service rates would increase under ITCM’s 

ownership on account of those investments.  ITCM’s proffered evidence suggested, however, 

that its O&M cost would remain effectively the same as IPL’s O&M cost,9 which at the time was 

approximately $6.15 million.10  In addition, ITCM’s witnesses testified about how ITCM would 

develop its projected A&G expenses for collection under the ITCM formula: by aggregating 

A&G expenses among the three operating subsidiaries of ITC Holdings (ITCTransmission, 

METC, and ITCM), then allocating that pool of A&G dollars among those operating subsidiaries 

on a load ratio share basis.11    

 Under ITCM’s Annual Rate Calculation and True-Up Procedures that are part of MISO 

EMT Attachment O, ITCM was required to make its transmission service charges for 2009 

available to customers not later than September 30, 2008.12  ITCM posted its MISO EMT 

Attachment O charges for 2009 on its Internet website on September 1, 2008.13  On October 24, 

2008, ITCM posted revised MISO EMT Attachment O charges for 2009 on its Internet website.14  

The following table summarizes ITCM’s Attachment O charges for 2009.  For comparison 
                                                 

9. See Direct Testimony of Edward M. Rahill, dated March 30, 2007, in IPL/ITCM joint application 
in IUB Docket No. SPU-07-11 at 8 (“Rahill IUB Direct Testimony”) (“The revenue requirement analysis sponsored 
by Mr. Neff assumes that ITC Midwest would continue the same level of capital investment and the same level of 
O&M activity as IPL, and at effectively the same cost.”).  A copy of Mr. Rahill’s IUB testimony is provided as 
Attachment A.  On June 22, 2007, Mr. Rahill filed comparable testimony in support of the IPL/ITCM joint 
application in MPUC Docket No. E001/PA-07-540.  A copy of Mr. Rahill’s MPUC testimony is provided as 
Attachment B. 

10. See Direct Testimony of Charles P. Neff, dated March 30, 2007, in IPL/ITCM joint application in 
IUB Docket No. SPU-07-11 at Exhibit CPN-1, Schedule B (2008) (“Neff IUB Direct Testimony”).  A copy of Mr. 
Neff’s IUB testimony is provided as Attachment C.  On June 22, 2007, Mr. Neff filed comparable testimony in 
support of the IPL/ITCM joint application in MPUC Docket No. E001/PA-07-540.  A copy of Mr. Neff’s MPUC 
testimony is provided as Attachment D. 

11. Id. at 9. 
12. MISO EMT at 1365A.16I. 
13. A copy of ITCM’s September 1, 2008, Attachment O posting is provided as Attachment E. 
14. A copy of ITCM’s October 24, 2008, revised Attachment O posting is provided as Attachment F. 

20081118-5112 FERC PDF (Unofficial) 11/18/2008 4:33:53 PM



 8

purposes, the table also summarizes ITCM’s projected 2009 Attachment O charges as 

represented to the IUB and MPUC in 2007 and ITCM’s current transmission service charges 

applicable during 2008: 

in thousands 
ITCM 

Attachment O Charges for 2009 
from Attachment O Posting (10/24/2008 

OASIS Posting) 

 
ITCM Projected 

Attachment O Charges for 2009 
from IUB/MPUC Cases (2007) 

ITCM 
Current 

Transmission 
Charges 

 

ITCM 
Attachment O  

for 2009 15 

 
 

Change from 
ITCM Current 

Charges for 2008 

 
 

ITCM 
Projected 

Attachment O 
for 200916 

Change from 
ITCM Current 

Charges for 2008 

ITCM 
Current 

Charges for 
200817 

Net Revenue 
Requirement $151,509 $69,323 84.3% 

 
$105,903 $3,717 28.9% 

 
$82,186 

Schedule 1 Rev. 1,968 (27.8) (1.4)% 2,072 76 3.8% 1,995 
Total Rev. Req. $153,477 $69,295 82.3% $107,974 $23,793 28.3% $84,181 
IPL Share (92%) $141,199 $63,752 82.3% $99,336 $21,890 28.3% $77,447 
Others (8%) $12,278 $5,543 82.3% $8,638 $1,903 28.3% $6,734 
        
        
Total Net Plant $579,075 $171,214 42.0% $458,287 $50,426 12.4% $407,861 
      
O&M $19,233  $12,850 201.3% $6,147 $236 3.7% $6,383 
Total O&M $19,233  $12,850 201.3% $6,147 $236 3.7% $6,383 
IPL Share (92%) $17,694 $11,822 201.3% $5,655 $217 3.7% $5,872 
Others (8%) $1,539 $968 201.3% $492 $19 3.7% $511 
        
A&G          $24,438  $19,525 397.4% $5,977 $1,065 21.7% $4,913 
A&G deductions 28.7 (171.3)  0 0 (200) (200) 
Total A&G $24,409 $19,697 418.0% $5,977 $1,265 26.9% $4,713 
IPL Share (92%) $22,457 $18,121 418.0% $5,499 $1,164 26.9% $4,335 
Others (8%) 1,952 1,576 418.0% 478 102 26.9% 377 
        
Total  
O&M + A&G $43,642 $32,547 293.3% $12,124 $1,029 9.3% 

 
$11,095 

IPL Share (92%) $40,150 $29,943 293.3% $12,124 $1,029 9.3% $10,207 
Others (8%) 3,492 2,604 293.2% 970 82 9.3% 888 
        
 ITCM’s Attachment O charges would impose a transmission charge on IPL of 

approximately $141.2 million in 2009, representing a $63.8 million cost increase in comparison 

                                                 
15. Data Source: Attachment F, ITCM’s October 24, 2008, revised Attachment O posting. 
16.  Data Source: Neff IUB Direct Testimony at Exhibit CPN-1, Schedule B (2009).  A copy is 

provided as Attachment C. 
17. Data Source: IPL 2007 MISO Attachment O cost of service.  A copy is provided as Attachment G.   
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with IPL’s current transmission rates of $77.4 million, a total increase of approximately 82%.18  

A portion of that cost increase is attributable to new transmission investment and is not 

objectionable to IPL.  However, ITCM projects 2009 total O&M and A&G expenses of 

approximately $19.2 million and $24.4 million, respectively, for a total O&M and A&G expense 

of approximately $43.6 million.  Those figures represent increases from 2008 to 2009 of 

approximately $12.9 million in O&M expense (201%) and $19.7 million in A&G expense 

(418%), for a total increase in O&M and A&G expense of approximately $32.5 million, or 

(293%).  Assuming that IPL would bear 92% of that total increase based on its share of the load 

on the ITCM system,19 IPL would bear approximately $29.9 million of the increase in ITCM’s 

O&M and A&G expense ($40.2 million in 2009 vs. $10.2 million in 2008).  Upon reviewing 

ITCM’s 2009 charges in its Attachment O postings, those amounts appeared to IPL to be 

substantially excessive and greatly higher than the projected total levels of O&M and A&G 

expense of $12.1 million that ITCM had represented in its state regulatory filings in 2007. 

 IPL sought additional information from ITCM regarding its 2009 transmission service 

charges, particularly with respect to its projected O&M and A&G expenses.  ITCM has not 

provided IPL detailed information about 2009 O&M and A&G expenses that would allow IPL to 

make an informed assessment whether ITCM’s projected O&M and A&G spending levels are 

prudent or reasonable or whether ITCM is providing value to its customers commensurate with 

the level of its spending.   

 In addition, information that ITCM provided to IPL shows that ITCM adopted an A&G 

expense allocation methodology for 2009 that is very different from the methodology that 

ITCM’s Mr. Neff explained in his testimony before the IUB and MPUC in 2007.  Upon 
                                                 

18. IPL’s share of ITCM’s total transmission revenue requirement is approximately 92%, based on its 
load ratio share.  See Attachment C at Schedule A-2. 

19. Id. 

20081118-5112 FERC PDF (Unofficial) 11/18/2008 4:33:53 PM



 10

information and belief, ITCM’s new methodology will shift approximately $5 million more 

A&G expense to IPL than IPL would have borne had ITCM utilized the A&G expense allocation 

methodology it represented to state regulators. 

IPL also is concerned with the level of ITCM’s O&M and A&G spending in 2008.  

ITCM’s MISO EMT Attachment O charges for 2008 were based upon IPL’s MISO EMT 

Attachment O charges, as established on June 1, 2007.20  Under its Attachment O true-up 

mechanism, ITCM will be able to collect dollar-for-dollar (with interest) the shortfall between its 

actual revenues under its 2008 Attachment O charges and its actual cost of service as determined 

by inputting into ITCM’s Attachment O formula its actual costs incurred during 2008, as 

accounted for in its FERC Form 1 annual report for 2008.  ITCM will collect any 2008 revenue 

shortfall, as calculated under its true-up mechanism, through ITCM’s 2010 Attachment O 

charges.  IPL understands that ITCM currently projects that its 2010 true-up adjustment will be 

roughly $50 million. IPL’s concerns are not limited to ITCM’s forward-looking 2009 

Attachment O charges, but to its true-up as well.  Accordingly, FERC should investigate ITCM’s 

current O&M and A&G spending to prevent ITCM’s from collecting unjust and unreasonable 

transmission service charges in 2010 through its Attachment O true-up mechanism. 

 

                                                 
20. See Attachment G. 
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III. COMPLAINT 

 It is settled law that a public utility may recover only prudently-incurred costs of serving 

its customers,21 and a public utility filing rates with FERC must establish that its proposed rates 

are just and reasonable.22  Once FERC accepts a public utility’s formula rate, that public utility 

retains the burden of demonstrating that its rate formula results in just and reasonable charges.23  

FERC has accepted ITCM’s formula rate for filing as part of MISO EMT Attachment O, and IPL 

does not allege here that ITCM’s formula rate itself is unjust and unreasonable.  But because 

ITCM projects O&M and A&G expenses in 2009 for collection through its formula rate that far 

exceed its recently-projected cost levels for those expenses and which appear to be greatly 

excessive, and also because ITCM apparently is booking extraordinary cost increases to its O&M 

and A&G accounts that it will charge to customers in the future, FERC should grant this 

complaint and investigate whether ITCM satisfies its on-going burden of demonstrating that the 

application of its formula rate results in just and reasonable charges. 

 IPL reiterates that it supported ITCM’s MISO EMT Attachment O rate filing at the time 

ITCM filed it with FERC in 2007, and IPL still does not object to ITCM’s forward-looking 

formula rate methodology.  IPL complains here about ITCM’s implementation of its formula 

rate.  In particular, ITCM’s projected O&M and A&G expenses far exceed the projected cost 

levels for O&M and A&G expense that ITCM had represented in its state regulatory filings in 

2007, and ITCM’s projected 2009 O&M and A&G expenses appear to be excessive and unjust 

and unreasonable.  Moreover, IPL understands that ITCM is booking extraordinary cost 

                                                 
21. See, e.g., Connecticut Yankee Atomic Power Co., 108 FERC ¶ 61,212 at P 42 (2004) (under 

FERC’s prudence test, a utility “is entitled to recover its costs from consumers if it acted ‘prudently’ in incurring 
those costs, or stated conversely, [a utility] may not recover its costs if those costs were incurred ‘imprudently.’” 

22.  See, e.g., Allegheny Energy, Inc., et al., 118 FERC ¶ 61,042 (2006). 
23. Virginia Electric and Power Co., 123 FERC ¶ 61,098 at P 47 (2008) (“VEPCO continues to bear 

the burden of demonstrating the justness and reasonableness of the rate resulting from its application of the formula 
[approved by the Commission]”). 
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increases to its O&M and A&G accounts in 2008 that it will charge to customers in 2010 through 

the true-up component of its formula rate construct, leading to IPL’s concern that ITCM is 

imprudently overspending on O&M and A&G activities and will pass those excess costs to IPL 

and other customers through ITCM’s true-up mechanism.  IPL therefore brings this complaint 

and requests FERC to investigate whether ITCM’s formula rate produces just and reasonable 

charges for transmission service. 

 As shown in the table in Section II.B, above, in the 2007 applications to the IUB and 

MPUC for transaction approvals, ITCM proffered Mr. Neff’s testimony sponsoring a cost of 

service study that included transmission service charges under ITCM’s transmission rate formula 

in the years 2008 through 2012.24  ITCM’s O&M and A&G cost recovery under its Attachment 

O for 2009 differs radically from Mr. Neff’s cost of service projections for 2009 as represented 

to the IUB and MPUC.  The following table summarizes ITCM’s forward-looking cost of service 

for 2009 at issue in this complaint as compared with ITCM’s O&M and A&G cost of service for 

ITCM for 2009, as presented by Mr. Neff to the IUB and MPUC in 2007: 

 in thousands 
 

 

ITCM 
Attachment O 

Recovery for 200925 

 
ITCM 

Attachment O 
Recovery for 2009 

in IUB/MPUC 
Cases26 

Difference:  
Projected vs. 

Attachment O 
Recovery 

 
 
 
 

% Change 

1 Total Net Plant $579,075 $458,287 $120,788 26.4% 
      
2 O&M          $19,233 $6,146        $13,087  212.9% 
3 A&G          $24,438 $5,977        $18,461  308.9% 
4 A&G deductions $(28.7) $0             $ (28.7)  
5 Total O&M and A&G $43,642 $12,123        $31,519  260.6% 
      

 

                                                 
24. See Attachment C (Neff IUB Direct Testimony). 
25. See ITCM 2009 Attachment O Rate Presentation.  As noted, a copy is provided as Attachment E. 
26. Attachment C (Neff IUB Direct Testimony), Exhibit CPN-1, Schedule B (2009). 
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A. ITCM’s O&M Expense Collection for 2009 Appears to be Unjust and 
Unreasonable 

 
 In his testimony to the IUB and the MPUC, ITCM witness Rahill explained that the 

revenue requirement analysis sponsored by Mr. Neff assumed that ITCM “would continue the 

same level of capital investment and the same level of O&M activity as IPL, and at effectively 

the same cost.”27  As shown in the table above, Mr. Neff projected ITCM’s 2009 O&M expense 

to be approximately $6.1 million.  

 IPL had reason to expect that ITCM’s actual O&M expense would exceed, to some 

extent, the expense Mr. Neff projected in his 2007 IUB testimony because IPL understood that 

ITCM planned to make investments in transmission infrastructure.  True to that understanding, 

ITCM’s total net plant for 2009 is projected to be approximately 26% greater than Mr. Neff 

projected in his 2007 IUB testimony.  IPL further understood that with the additional facilities 

associated with ITCM’s investment would come increased O&M work and expense.  To IPL’s 

shock, however, ITCM’s O&M expense recovery for 2009 is approximately $19.2 million, or 

213%, greater than projected by Mr. Neff in 2007. 

 On the basis of the available information, ITCM’s 2009 O&M cost recovery appears to 

be unjust and unreasonable.  ITCM’s 2009 O&M recovery is 213% higher than ITCM projected 

just eighteen months ago in testimony to the IUB.  In comparison, ITCM’s total net plant is 26% 

higher than projected in 2007.   

 Because ITCM has not provided information that would allow IPL to assess whether 

ITCM’s 2009 O&M cost recovery is within the realm of reason, IPL is forced to assert its rights 

under FPA § 206 to complain to FERC and request an investigation of ITCM’s charges.  The 

213% disparity between ITCM’s projection of $6.1 million in 2009 O&M expense made just 

                                                 
27. Rahill IUB Direct Testimony at 8. 
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eighteen months ago to the IUB and ITCM’s proposal to collect $19.2 million in O&M expense 

in 2009 under Attachment O is enough to trigger the need for an investigation by FERC of the 

justness and reasonableness of ITCM’s 2009 Attachment O charges.  Similarly, ITCM’s 

extraordinary O&M cost increases in 2008 trigger the need for investigation.  FERC should grant 

this complaint and investigate whether ITCM’s O&M spending is prudent and its Attachment O 

charges are just and reasonable. 

B. ITCM’s A&G Expense Collection for 2009 Appears to be Unjust and 
Unreasonable 

 
 An analysis similar to the foregoing applies to ITCM’s recovery of 2009 A&G expenses.  

In his 2007 cost of service analysis provided to the IUB and the MPUC, Mr. Neff projected 2009 

A&G expenses of approximately $5.98 million.  Again to IPL’s shock, ITCM’s A&G expense 

recovery for 2009 is approximately $24.4 million, or 309%, greater than projected by Mr. Neff in 

2007. 

 ITCM again provided IPL only a brief explanation of the costs that underlie its proposal 

to recover approximately $24.4 million in A&G expense during 2009.  In its initial customer 

presentation, ITCM provided brief overview materials,28 and at a follow up meeting between 

ITCM and IPL, ITCM provided a few additional details that broke down some of the expenses 

within each category of A&G expense.29  IPL was not able to conclude on the basis of that 

information that ITCM’s projected A&G expenditures are prudent and resulting charges are just 

and reasonable. 

 While the cursory information that ITCM provided to customers and IPL does not 

provide a basis to draw any definitive conclusions about the prudence of ITCM’s projected 2009 
                                                 

28. ITCM 2009 Attachment O Rate Presentation at 16.  
29. ITCM provided additional information to IPL during a meeting between ITCM and IPL on 

September 26, 2008, and posted a portion of that information on its website.  A copy of the information provided by 
ITCM is provided as Attachment H. 
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A&G expenditures or the justness and reasonableness of ITCM’s Attachment O charges arising 

out its A&G expenses, ITCM has provided IPL with information that does make clear that ITCM 

unilaterally changed its methodology for allocating A&G expenses among the operating 

subsidiaries of ITC Holdings.  The effect of ITCM’s unilateral methodology change is to shift 

approximately $4.5 million in additional A&G expenses to IPL and other ITCM customers. 

 In Mr. Rahill’s 2007 testimony to the IUB and the MPUC, he explained the cost 

allocation process that ITCM intended to undertake to allocate A&G expense and payroll taxes 

to each of ITC Holdings’ operating subsidiaries.  Mr. Rahill testified that “A&G expense and 

payroll taxes are allocated to each regulated subsidiary based on load ratio share.  Load ratio 

share is the load as shown by the divisor on the first page of Attachment O of each regulated 

subsidiary expressed as a percentage of the total load for all of the regulated subsidiaries.”30 

 Notwithstanding Mr. Rahill’s 2007 testimony to the IUB and MPUC, IPL has recently 

learned that ITC Holdings has unilaterally, and without prior notice to IPL, abandoned its A&G 

expense load ratio share allocation methodology. Rather, ITCM has adopted a methodology 

under which it allocates certain A&G expenses that are not directly assignable to specific ITC 

Holdings operating subsidiaries using a method ITCM refers to as the “Massachusetts 

formula.”31  The Massachusetts formula apparently allocates 50% of all allocable A&G expenses 

on a load ratio share and the remaining 50% of all allocable A&G expenses on a plant, property, 

and equipment basis.32  ITCM’s 2009 Attachment O rate proposal provides no information 

regarding exactly how ITC Holdings allocated projected A&G expenses to ITCM and its 

affiliated operating companies.  Accepting for purposes of analysis ITC Holdings’ company-

                                                 
30. Rahill IUB Direct Testimony at 8. 
31. See Attachment H. 
32. Id. 
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wide total A&G expense, IPL calculated the A&G expense that would have been allocated to 

ITCM under the A&G expense allocation methodology that ITCM represented to the IUB and 

MPUC in 2007: $11.23 million.  ITC Holdings’ unilateral decision to allocate A&G expenses 

among its operating subsidiaries using the Massachusetts method has the effect of increasing the 

percentage of A&G expense allocated to ITCM for 15.3% to 21.5%, which yields an increase of 

over $4.5 million on an annual basis.  Because of ITCM’s aggressive capital budget in coming 

years, IPL expects that ITC Holdings will only increase the percentage of A&G expense it 

allocates to ITCM in future years, thereby imposing additional costs in IPL and its customers. 

 In his testimony filed  in the IUB and MPUC proceedings seeking approval of IPL’s sale 

of its transmission system to ITCM, ITCM’s Mr. Rahill stated as follows with respect to A&G 

expense allocations: 

The expenses used are based on the 2005, Attachment O of each regulated 
subsidiary.  ITC believes that these historical A&G expense and payroll 
expenses are a reasonable proxy for future A&G expense and payroll taxes 
that will be needed to support the collective level of investment activity 
for all three regulated subsidiaries.33 
    

 The A&G expenses for the 2005 Attachment O for ITCTransmission, METC, and IPL 

were $23.7 million, $9 million, and $4.2 million, respectively for a total A&G expense of $36.9 

million.  The projected A&G expenses in the 2009 Attachment O for the ITC Holdings operating 

subsidiaries, ITCTransmission, METC, and ITCM, is $38.2 million, $45.1 million, and $24.4 

million, respectively, for a total A&G expense of $107.7 million.  ITC Holdings’ projected A&G 

expense for 2009 of $107.7 million, for its operating companies, are nearly three times the 

“reasonable proxy” of $36.9 million that Mr. Rahill presented to the IUB and MPUC eighteen 

months ago. 

                                                 
33. See Rahill IUB Direct Testimony at 8-9. 
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  Just as is the case with ITCM’s 2009 O&M cost recovery, ITCM’s 2009 A&G cost 

recovery appears, on the basis of the limited information ITCM has provided to IPL and its other 

customers, to be unjust and unreasonable.  ITCM’s 2009 A&G recovery is 309% higher than 

ITCM projected just eighteen months ago in testimony to the IUB.  In comparison, ITCM’s total 

net plant is 26% higher than projected to the IUB.  Moreover, ITC Holdings’ unilateral decision 

to change its methodology for allocating A&G expenses among its operating subsidiaries pushes 

more costs to ITCM and, by operation of ITCM’s rate construct, to IPL.   

 Again, because ITCM has not provided information that would allow IPL to assess 

whether ITCM’s projected 2009 A&G cost recovery is within the realm of reason, IPL is forced 

to assert its rights under FPA § 206 to complain to FERC and request an investigation of ITCM’s 

Attachment O charges.  The 309% disparity between ITCM’s projection of $5.98 million in 2009 

A&G expense made just two years ago to the IUB and MPUC and ITCM’s plan to collect $24.4 

million in A&G expense in 2009 under Attachment O is enough to trigger the need for an 

investigation by FERC of the prudence of ITCM’s expenditures and the justness and 

reasonableness of ITCM’s 2009 Attachment O charges.  Similarly, ITCM’s extraordinary A&G 

cost increases in 2008 trigger the need for investigation.  FERC should grant this complaint and 

investigate whether ITCM’s planned A&G activities are prudent, its A&G expense allocation is 

appropriate, and its Attachment O charges are just and reasonable. 

C. ITCM Has Failed to Satisfy Its Tariff Obligations to Provide Adequate 
Information to IPL About Its Rate Calculations 

 
 FERC has made clear that public utilities with formula rates must follow implementation 

procedures that provide interested parties the ability to review and challenge the formula rate 

inputs.34  As noted, public utilities with formula rates have an on-going burden of demonstrating 

                                                 
34. See, e.g., Idaho Power Co., 115 FERC ¶ 61,281 (2006). 

20081118-5112 FERC PDF (Unofficial) 11/18/2008 4:33:53 PM



 18

the justness and reasonableness of the rate resulting from its application of the formula,35 and 

FERC has noted that without adequate formula implementation procedures and follow through, 

customers and FERC lack the ability to assess whether the utility has carried its burden of 

demonstrating the justness and reasonableness of its transmission charges. 

 ITCM has adopted formula implementation protocols that are not objectionable on their 

face, but ITCM has failed to carry out those protocols in a manner that has given IPL the 

information it needs to assess the justness and reasonableness of ITCM’s Attachment O 

transmission charges.  Specifically, ITCM has not provided IPL with sufficient detailed 

information about ITCM’s 2009 O&M and A&G expense projections.  As a result, IPL is 

compelled to file this complaint to seek FERC’s investigation of ITCM’s Attachment O 

transmission charges. 

 

IV. REQUIREMENTS UNDER 18 C.F.R. § 385.206 

 A. Communications 

IPL requests that service be made upon, and communications be directed to, the persons 

below: 

Kent M. Ragsdale 
Alliant Energy Corporate Services, Inc. 
200 First Street, S.E., P.O. Box 351 
Cedar Rapids, IA  52406-0351 
T: (319) 786-7765 
kentragsdale@alliantenergy.com 

Michael C. Griffen 
Morgan, Lewis & Bockius LLP 
1111 Pennsylvania Avenue, N.W. 
Washington, D.C.  20004 
T: (202) 739-5257 
F: (202) 739-3001 
mgriffen@morganlewis.com 

 

                                                 
35. Virginia Electric at P 47. 
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 B. Other Proceedings 

 The matters in this complaint are not the subject of any other proceedings before FERC 

or any other judicial or administrative body to which IPL is a party. 

 C. Negotiations Among Parties 

 The matters in this complaint are not currently the subject of active negotiations between 

IPL and ITCM.  IPL met with ITCM on several occasions to convey its concerns with ITCM’s 

2009 Attachment O charges and to discuss possible means to resolve those concerns, but IPL’s 

negotiating efforts were unsuccessful.  IPL therefore is compelled to commence this proceeding.  

IPL does not believe that it would be an efficient use of FERC’s or the parties’ resources for 

FERC to direct the parties to attempt the resolve the issues in this complaint through further 

negotiations or FERC’s alternative dispute resolution processes. 

 D. Financial Impact 

 IPL is unable to estimate the financial impact of ITCM’s excessive 2009 Attachment O 

charges because it lacks the information needed to determine the amount by which those charges 

are excessive.  A FERC investigation of ITCM’s Attachment O charges is necessary to permit a 

determination of just and reasonable charges. 

 E. Service and Form of Notice 

 Contemporaneous with filing, IPL is serving by e-mail and first class mail a copy of this 

complaint upon ITCM and the individuals identified on the attached certificate of service.  A 

proposed form of notice of complaint suitable for publication in the Federal Register is provided. 
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V. CONCLUSION 

 Through the implementation of its rate formula, ITCM proposes to assess transmission 

service charges beginning January 1, 2009, that IPL believes will impose several million dollars 

in excess costs on IPL, causing ITCM’s transmission service charges to be unjust and 

unreasonable.  ITCM’s excessive charges will harm IPL and its customers.  FERC therefore 

should grant this complaint and (1) set for investigation ITCM’s transmission service charges 

established under its MISO EMT Attachment O formula rate; (2) establish a refund effective date 

of January 1, 2009, with respect to ITCM’s transmission service charges for service in 2009 and 

beyond; and (3) establish hearing procedures on the issue of the justness and reasonableness of 

ITCM’s transmission service charges under its Attachment O formula rate.   

Respectfully submitted, 
 
 
 
 
 
 
Michael C. Griffen 
Attorney for Interstate Power and Light Company 
 

November 18, 2008 
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STATE OF IOWA 
 

BEFORE THE IOWA UTILITIES BOARD 
 
 

 
IN RE: 
 
INTERSTATE POWER AND LIGHT 
COMPANY AND ITC MIDWEST LLC 
 

 
 
 
DOCKET NO. SPU-07- 

 
DIRECT TESTIMONY OF EDWARD M. RAHILL 

 

I.  INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is Edward M. Rahill.  My business address is 39500 Orchard Hill 3 

Place, Suite 200, Novi, Michigan 48375. 4 

Q. By whom are you presently employed and in what capacity? 5 

A. I am employed by ITC Holdings Corp. (“ITC”), a publicly traded 6 

independent electric transmission company.  My job title is Senior Vice 7 

President and Chief Financial Officer.  In this position, I have responsibility 8 

for financial operations and oversee accounting, financial reporting, 9 

treasury management, tax, and planning and analysis functions for ITC 10 

and its subsidiaries, including International Transmission Company 11 

(“ITCTransmission”) and Michigan Electric Transmission Company, LLC 12 

(“METC”). 13 

Q. What is your educational background? 14 

A. I received a Bachelor of Business Administration degree from the 15 

University of Notre Dame in 1975 and a Master of Business Administration 16 
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degree, with a Certification in Finance in 1978 and an additional 1 

Certification in Managerial Economics in 1980, from the State University of 2 

New York at Buffalo. 3 

Q. Please describe your professional experience. 4 

A. Prior to my current position with ITC, I headed the Planning and Corporate 5 

Development functions for DTE Energy Company and engaged in the 6 

development and management of energy-related businesses and services 7 

in Michigan including the electric utility, gas utility, and non-utility 8 

operations.  9 

  My professional experience includes over 22 years in finance and 10 

accounting with leading energy and Fortune 500 companies.  In 1976, I 11 

was employed by Carborundum Corporation in Niagara Falls, New York, 12 

as a Corporate Accountant.  I was responsible for the monthly close of 13 

that company’s financial statements and analysis of accounts.  In 1978, I 14 

joined McGraw-Edison-Worthington Group in Buffalo, New York as a 15 

Financial Analyst.  From 1981-1985, I was employed at Atlantic Richfield 16 

Company located in Rolling Meadows, Illinois, and held various positions 17 

including Senior Financial Analyst, Integrated Planning Manager, and 18 

Technology and Market Forecasting Specialist.  From 1985 to 1990, I was 19 

employed at Bell & Howell Company in Evanston, Illinois, and served as 20 

Vice President of Planning and Development where I was responsible for 21 

developing and executing a comprehensive growth strategy for that 22 

company.  This included managing acquisitions, joint ventures, and the 23 
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strategic and planning functions.  From 1990 to 1996, I was employed by   1 

EMR Enterprises, an advisory firm whose major client was the Atlanta 2 

Chamber of Commerce, and served as Program Director of the 1996 3 

Centennial Olympic Park Project until 1996.  In 1996, I was employed by 4 

Equitable Resources located in Pittsburg, Pennsylvania, where I served as 5 

Director of Mergers and Acquisitions.  My primary responsibilities included 6 

investment banking relationship management, acquisition target 7 

identification, deal valuations, negotiations, legal, tax, transaction 8 

structure, and due diligence. 9 

Q. What is the purpose of your testimony? 10 

A. On January 18, 2007, ITC Midwest LLC (“ITC Midwest”), a newly formed 11 

subsidiary of ITC, entered into an Asset Sale Agreement (“ASA”) with 12 

Interstate Power and Light (“IPL”) to acquire all of IPL’s transmission 13 

assets in Iowa, Minnesota, Illinois, and Missouri.  I will generally refer to 14 

the transmission sale as the “Transmission Transaction” or 15 

“Reorganization.”  In support of this Transmission Transaction, IPL and 16 

ITC Midwest are filing a Joint Application for Reorganization (“Joint 17 

Application”) to address the findings required by Iowa Code §§ 476.76 and 18 

476.77.  The purpose of my testimony is to provide the Iowa Utilities Board 19 

(“Board”) with financial information relating to the Reorganization 20 

(including the accounting policies and procedures for the subsequent 21 

operation of ITC Midwest), a description of the financing components of 22 

the proposed reorganization, information concerning the funding provided 23 
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to ITC Midwest, and support for key assumptions used in calculating ITC 1 

Midwest’s projected revenue requirement. 2 

Q. What filing requirements contained in 199 Iowa Administrative Code 3 

32.4 does your testimony address? 4 

A. My testimony addresses, in whole or in part, the following requirements as 5 

found in 199 IAC 32.4: 6 

32.4(2)“a” - Written accounting polices and procedures for the 7 

subsequent operation, including the type of system of 8 

accounts to be used. 9 

32.4(3)“b” - Financial Details – A description of the financing 10 

components of the proposed reorganization. 11 

32.4(3)“c” -   Financial Details – Information concerning the funding 12 

provided to any new entity created by the proposed 13 

reorganization. 14 

32.4(3)“e” -   Financial Details – Stockholder annual report of two years 15 

preceding the year of filing for all affected companies. 16 

32.4(3)“f”  - Financial Details – Stockholder quarterly reports for the 17 

two quarters just prior to the date of the filing and any 18 

subsequent reports as they become available during the 19 

proceeding, for all affected companies. 20 

32.4(3)“g” - Financial Details – The major credit rating agencies’ 21 

reports for two years preceding the filing date of the merger 22 

and updates as they become available during the 23 

proceeding, for all affected companies. 24 

Q. Are you sponsoring ITC’s financial information as required to be filed 25 

under 199 IAC 32.4(3)“e”, 32.4(3)“f”, and 32.4(3)“g”? 26 
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A. Yes, I am sponsoring the following reports as found in Volume III, Book 2, 1 

of the Joint Application: 2 

• Securities and Exchange Commission (“SEC”) Form 10-K, 2006 3 

Annual Report for ITC.  4 

• The 2005 Annual Report to Stockholders  5 

• SEC Form 10-Q, Quarterly Report for ITC for the quarter ended  6 

September 30, 2006  7 

• SEC Form 10-QA, Amended Quarterly Report for ITC for the 8 

quarter ended September 30, 2006. 9 

• Credit agency reports for ITC for 2005 and 2006 produced by 10 

Moody’s Investors Service, Inc. (“Moody’s”) and Standard & Poor’s 11 

Rating Services (“S&P”). 12 

Q. Since 199 IAC 32.4(3)“e” requires filing of stockholder annual reports 13 

for the past two years, why have you provided ITC's annual report for 14 

only a single year (2005)? 15 

A. ITC became a publicly traded company on July 26, 2005, and therefore 16 

does not have a stockholder annual report for any prior years.  The 17 

stockholder annual report for 2006 is not yet available. 18 

II.   ACCOUNTING POLICY AND FINANCIAL DETAILS 19 

Q. Please describe the accounting policies and procedures ITC Midwest 20 

intends to use for subsequent operation of the transmission assets 21 

in IPL’s service territory, including the system of accounts to be 22 

used. 23 
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A. As an electric transmission company, ITC Midwest will be regulated by the 1 

Federal Energy Regulatory Commission (“FERC”) with respect to rates, 2 

terms, and conditions of service, and will maintain its books and records in 3 

accordance with the FERC’s promulgated version of the Uniform System 4 

of Accounts ("USOA"), as published in the Code of Federal Regulations 5 

("CFR"). 18 C.F.R. Part 101, et. seq. The accounting policies and 6 

procedures will also be maintained in compliance with the regulations and 7 

USOA set forth in the CFR.  In addition, ITC Midwest will conform to 8 

generally accepted accounting principles and, as a consolidated 9 

subsidiary of the publicly traded entity ITC, will also comply with the 10 

regulations and reporting requirements established by the SEC. 11 

Q. How is ITC paying for the acquisition of IPL’s transmission assets? 12 

A. ITC will deliver the purchase price in cash at closing.  13 

Q. What is the source of funds to be used to purchase the assets? 14 

A. ITC Midwest and ITC are planning to issue long-term debt, and ITC will 15 

also issue new equity securities. The new debt and equity issuances are 16 

expected to occur simultaneously with the closing of the Transmission 17 

Transaction. 18 

Q. Please discuss ITC’s credit ratings over the last two years.  19 

A. As of the date of this testimony, ITC’s and its subsidiaries’ credit ratings 20 

are as follows: 21 

Company Moody’s S&P 
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ITC Holdings Corp.  

    Corporate Credit Rating 

Baa3 (Stable) BBB (Positive) 

ITC Holdings Senior Unsecured Baa3 (Stable) BBB- (Positive) 

ITCTransmission Senior Secured A3 (Stable) BBB+ (Positive) 

METC Senior Secured A3 (Stable) BBB (Positive) 

 1 

 In March of 2006 Moody’s upgraded ITCTransmission’s credit rating from 2 

Baa1 to A3.   In May of 2006, subsequent to the announcement of the 3 

acquisition of METC, S&P put ITC and ITCTransmission on negative 4 

watch.  In November of 2006, following a successful closing of the METC 5 

acquisition as well as successful debt and equity offerings used to fund 6 

the METC acquisition, S&P removed ITC and ITCTransmission from 7 

negative watch and changed the outlook to positive.  In that same month, 8 

S&P also assigned a BBB rating to METC, which had not previously been 9 

rated by S&P.   10 

Q. Please discuss ITC’s access to the capital markets. 11 

A. The debt and equity offerings of ITCTransmission and ITC have been well 12 

received in the investment community. ITC believes that the rate 13 

constructs in place at ITCTransmission and METC played a significant role 14 

in the results of the offerings.  A similar rate construct is being sought for 15 

ITC Midwest as both new debt and equity will be needed to complete the 16 

Transmission Transaction. 17 

III.   REVENUE REQUIREMENT MODELING ASSUMPTIONS 18 
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Q. Are you sponsoring certain modeling assumptions used by ITC 1 

Midwest witness Charles Neff in his revenue requirement analysis? 2 

A. Yes.  I am sponsoring assumptions related to capital investment, 3 

operations and maintenance (“O&M”) expenses, administrative and 4 

general (“A&G”) expenses, payroll taxes and interest rates for new debt 5 

issuance at ITC Midwest. 6 

Q. What is the basis for your capital investment and O&M assumptions 7 

used in Mr. Neff’s revenue requirement model?  8 

A. The revenue requirement analysis sponsored by Mr. Neff assumes that 9 

ITC Midwest would continue the same level of capital investment and the 10 

same level of O&M activity as IPL, and at effectively the same cost.  ITC 11 

believes that IPL’s estimates for costs associated with capital investments 12 

and O&M are a reasonable basis to make the “apples to apples” 13 

comparison of revenue requirements which as explained later is required 14 

by this filing.  We are relying on this information as they have the historical 15 

experience of investing and maintaining the IPL transmission system.    16 

Q.       What is the basis for your assumption for A&G expenses and payroll 17 

taxes used in Mr. Neff’s revenue requirement model?  18 

A.     For purposes of the projections A&G expense and payroll taxes for the 19 

three regulated subsidiaries, ITCTransmission, METC, and ITC Midwest, 20 

are allocated from separate pools of A&G expense and payroll taxes.  21 

Each pool consists of common costs for A&G expense or payroll taxes 22 

that are not otherwise directly assigned.  Expenses for non-regulated 23 
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activities are directly assigned.  The expenses used are based on the 1 

2005, Attachment O of each regulated subsidiary.  ITC believes that these 2 

historical A&G and payroll expenses are a reasonable proxy for future 3 

A&G expense and payroll taxes that will be needed to support the 4 

collective level of investment activity for all three regulated subsidiaries.    5 

Q.       How does the cost allocation process work? 6 

A. A&G expense and payroll taxes are allocated to each regulated subsidiary 7 

based on load ratio share.  Load ratio share is the load as shown by the 8 

divisor on the first page of Attachment O of each regulated subsidiary 9 

expressed as a percentage of the total load for all of the regulated 10 

subsidiaries.  Pending further experience operating the ITC Midwest 11 

transmission system, ITC believes that over the long term, the total load 12 

on each system is a reasonable proxy for the activity on the system and 13 

therefore reflective of the associated cost that should be allocated to each 14 

regulated subsidiary.  15 

Q. Will ITC Midwest’s capital investment, O&M, A&G and payroll tax 16 

cost estimates change as a result of its commitment to build needed 17 

transmission in IPL’s service territory? 18 

A. Yes.  As discussed by ITC Midwest witnesses Joseph Welch and Richard 19 

Schultz, it is expected that ITC Midwest will make capital investments in 20 

Iowa beyond what was anticipated in IPL’s investment plans, and these 21 

investments will likely increase ITC Midwest’s projected revenue 22 

requirements as presented by Mr. Neff.  23 
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Q. Why did ITC Midwest not include this expected investment in its 1 

revenue requirement projection? 2 

A. A comparison of ITC Midwest’s revenue requirement projection and IPL’s 3 

revenue requirement projection (as presented by IPL witness Christopher 4 

Hampsher) is included as part of the overall cost benefit analysis (also 5 

sponsored by Mr. Hampsher).  In order for this to be an “apples-to-apples” 6 

comparison, ITC Midwest’s revenue requirement must reflect the same 7 

capital investment and O&M used by IPL in its revenue requirement 8 

projection.    9 

Q.      What is the basis for the interest rate assumption used in computing 10 

the ITC Midwest revenue requirement projection? 11 

A. In the absence of actual interest rate data for ITC Midwest, ITC has 12 

assumed a proxy interest rate of 5.563%.  This rate reflects indicative 13 

pricing provided by Lehman Brothers as of February 21, 2007, for new 14 

debt issues including the cost of upfront underwriter fees.  The interest 15 

rate is based on pricing for 10-year first mortgage bonds that have 16 

secured debt ratings of A3 (Moody’s) and BBB+ (S&P). These debt ratings 17 

are consistent with ITCTransmission’s and IPL’s current credit ratings.  18 

The assumption of the 10-year maturity is based on current market 19 

conditions.  At the time of the actual debt issuance, ITC Midwest will 20 

consider current market conditions to make the most economic decision 21 

with respect to the actual form and term of the debt, taking into account all 22 

relevant facts and circumstances.  The interest rates used in the revenue 23 
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requirement reflect a proxy and should not be considered a forecast of 1 

interest rates. 2 

Q. Does this conclude your prepared direct testimony? 3 

A. Yes it does. 4 
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STATE OF MINNESOTA 
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION  

 
LeRoy Koppendrayer 
Marshall Johnson 
Thomas Pugh 
Phyllis Reha 

 Chair 
Commissioner 
Commissioner 
Commissioner 

 
 
 
In the Matter of the Joint Petition for 
Approval of Transfer of Transmission 
Assets of Interstate Power and Light 
Company and ITC Midwest LLC 
 

 
 
DOCKET NO. E001/PA-07-540 
 
 

 
DIRECT TESTIMONY OF EDWARD M. RAHILL 

 

I.  INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is Edward M. Rahill.  My business address is 39500 Orchard Hill 3 

Place, Suite 200, Novi, Michigan 48375. 4 

Q. By whom are you presently employed and in what capacity? 5 

A. I am employed by ITC Holdings Corp. (“ITC”), a publicly traded 6 

independent electric transmission company.  My job title is Senior Vice 7 

President and Chief Financial Officer.  In this position, I have responsibility 8 

for financial operations and oversee accounting, financial reporting, 9 

treasury management, tax, and planning and analysis functions for ITC 10 

and its subsidiaries, including International Transmission Company 11 

(“ITCTransmission”) and Michigan Electric Transmission Company, LLC 12 

(“METC”). 13 

Q. What is your educational background? 14 
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A. I received a Bachelor of Business Administration degree from the 1 

University of Notre Dame in 1975 and a Master of Business Administration 2 

degree, with a Certification in Finance in 1978 and an additional 3 

Certification in Managerial Economics in 1980, from the State University of 4 

New York at Buffalo. 5 

Q. Please describe your professional experience. 6 

A. Prior to my current position with ITC, I headed the Planning and Corporate 7 

Development functions for DTE Energy Company and engaged in the 8 

development and management of energy-related businesses and services 9 

in Michigan including the electric utility, gas utility, and non-utility 10 

operations.  11 

  My professional experience includes over 22 years in finance and 12 

accounting with leading energy and Fortune 500 companies.  In 1976, I 13 

was employed by Carborundum Corporation in Niagara Falls, New York, 14 

as a Corporate Accountant.  I was responsible for the monthly close of 15 

that company’s financial statements and analysis of accounts.  In 1978, I 16 

joined McGraw-Edison-Worthington Group in Buffalo, New York as a 17 

Financial Analyst.  From 1981-1985, I was employed at Atlantic Richfield 18 

Company located in Rolling Meadows, Illinois, and held various positions 19 

including Senior Financial Analyst, Integrated Planning Manager, and 20 

Technology and Market Forecasting Specialist.  From 1985 to 1990, I was 21 

employed at Bell & Howell Company in Evanston, Illinois, and served as 22 

Vice President of Planning and Development where I was responsible for 23 
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developing and executing a comprehensive growth strategy for that 1 

company.  This included managing acquisitions, joint ventures, and the 2 

strategic and planning functions.  From 1990 to 1996, I was employed by 3 

EMR Enterprises, an advisory firm whose major client was the Atlanta 4 

Chamber of Commerce, and served as Program Director of the 1996 5 

Centennial Olympic Park Project until 1996.  In 1996, I was employed by 6 

Equitable Resources located in Pittsburg, Pennsylvania, where I served as 7 

Director of Mergers and Acquisitions.  My primary responsibilities included 8 

investment banking relationship management, acquisition target 9 

identification, deal valuations, negotiations, legal, tax, transaction 10 

structure, and due diligence. 11 

Q. What is the purpose of your testimony? 12 

A. On January 18, 2007, ITC Midwest LLC (“ITC Midwest”), a newly formed 13 

subsidiary of ITC, entered into an Asset Sale Agreement (“ASA”) with 14 

Interstate Power and Light Company (“IPL”) to acquire all of IPL’s 15 

transmission assets in  Minnesota, Iowa, Illinois, and Missouri.  I will 16 

generally refer to the transmission sale as the “Transmission Transaction” 17 

or “Transaction.”   In support of this Transmission Transaction, IPL and 18 

ITC Midwest filed  a Joint Petition for the Approval and Consent of the 19 

Commission on April 27, 2007   to address the findings required by Minn. 20 

Stat. § 216B.50 and Minn. Stat.  § 216B.16, subd. 7c.  The purpose of my 21 

testimony is to provide the  Minnesota Public Utilities Commission  22 

(“Commission”) with financial information relating to the  Transmission 23 
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Transaction (including the accounting policies and procedures for the 1 

subsequent operation of ITC Midwest), a description of the financing 2 

components of the proposed Transaction, information concerning the 3 

funding provided to ITC Midwest, and support for key assumptions used in 4 

calculating ITC Midwest’s projected revenue requirement. 5 

Q. What  requirements contained in applicable Minnesota Statutes does 6 

your testimony address? 7 

A. My testimony addresses, in whole or in part, the general public interest 8 

requirements as set forth in Minn. Stat.  § 216B.50.  In addition, I am 9 

sponsoring certain modeling assumptions used by ITC Midwest witness 10 

Charles Neff in his revenue requirement analysis.  The revenue 11 

requirement analysis supports the requirements of the fourth factor set 12 

forth in Minn. Stat.  § 216B.16, subd. 7c, which requires an analysis of the 13 

Transaction’s impact on Minnesota retail rates. 14 

II.   ACCOUNTING POLICY AND FINANCIAL DETAILS 15 

Q. Please describe the accounting policies and procedures ITC Midwest 16 

intends to use for subsequent operation of the transmission assets 17 

in IPL’s service territory, including the system of accounts to be 18 

used. 19 

A. As an electric transmission company, ITC Midwest will be regulated by the 20 

Federal Energy Regulatory Commission (“FERC”) with respect to rates, 21 

terms, and conditions of service, and will maintain its books and records in 22 
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accordance with the FERC’s promulgated version of the Uniform System 1 

of Accounts ("USOA"), as published in the Code of Federal Regulations 2 

("C.F.R."). 18 C.F.R. Part 101, et. seq. The accounting policies and 3 

procedures will also be maintained in compliance with the regulations and 4 

USOA set forth in the CFR.  In addition, ITC Midwest will conform to 5 

generally accepted accounting principles and, as a consolidated 6 

subsidiary of the publicly traded entity ITC, will also comply with the 7 

regulations and reporting requirements established by the SEC. 8 

Q. How is ITC paying for the acquisition of IPL’s transmission assets? 9 

A. ITC will deliver the purchase price in cash at closing.  10 

Q. What is the source of funds to be used to purchase the assets? 11 

A. ITC Midwest and ITC are planning to issue long-term debt, and ITC will 12 

also issue new equity securities. The new debt and equity issuances are 13 

expected to occur simultaneously with the closing of the Transmission 14 

Transaction. 15 

Q. Please discuss ITC’s credit ratings over the last two years.  16 

A. As of the date of this testimony, ITC’s and its subsidiaries’ credit ratings 17 

are as follows: 18 
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 1 

Company Moody’s S&P 

ITC Holdings Corp.  

    Corporate Credit Rating 

Baa3 (Stable) BBB (Positive) 

ITC Holdings Senior Unsecured Baa3 (Stable) BBB- (Positive) 

ITCTransmission Senior Secured A3 (Stable) BBB+ (Positive) 

METC Senior Secured A3 (Stable) BBB (Positive) 

 2 

 In March of 2006 Moody’s upgraded ITCTransmission’s credit rating from 3 

Baa1 to A3.   In May of 2006, subsequent to the announcement of the 4 

acquisition of METC, S&P put ITC and ITCTransmission on negative 5 

watch.  In November of 2006, following a successful closing of the METC 6 

acquisition as well as successful debt and equity offerings used to fund 7 

the METC acquisition, S&P removed ITC and ITCTransmission from 8 

negative watch and changed the outlook to positive.  In that same month, 9 

S&P also assigned a BBB rating to METC, which had not previously been 10 

rated by S&P.   11 

Q. Please discuss ITC’s access to the capital markets. 12 

A. The debt and equity offerings of ITCTransmission and ITC have been well 13 

received in the investment community. ITC believes that the rate 14 

constructs in place at ITCTransmission and METC played a significant role 15 

in the results of the offerings.  A similar rate construct is being sought for 16 
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ITC Midwest as both new debt and equity will be needed to complete the 1 

Transmission Transaction. 2 

III.   REVENUE REQUIREMENT MODELING ASSUMPTIONS 3 

Q. Are you sponsoring certain modeling assumptions used by ITC 4 

Midwest witness Charles Neff in his revenue requirement analysis? 5 

A. Yes.  I am sponsoring assumptions related to capital investment, 6 

operations and maintenance (“O&M”) expenses, administrative and 7 

general (“A&G”) expenses, payroll taxes and interest rates for new debt 8 

issuance at ITC Midwest. 9 

Q. What is the basis for your capital investment and O&M assumptions 10 

used in Mr. Neff’s revenue requirement model?  11 

A. The revenue requirement analysis sponsored by Mr. Neff assumes that 12 

ITC Midwest would continue the same level of capital investment and the 13 

same level of O&M activity as IPL, and at effectively the same cost.  ITC 14 

believes that IPL’s estimates for costs associated with capital investments 15 

and O&M are a reasonable basis to make the “apples to apples” 16 

comparison of revenue requirements.   We are relying on this information 17 

as IPL has the historical experience of investing and maintaining the IPL 18 

transmission system.    19 

Q.       What is the basis for your assumption for A&G expenses and payroll 20 

taxes used in Mr. Neff’s revenue requirement model?  21 
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A.    For purposes of the projections A&G expense and payroll taxes for the three 1 

regulated subsidiaries, ITCTransmission, METC, and ITC Midwest, are 2 

allocated from separate pools of A&G expense and payroll taxes.  Each 3 

pool consists of common costs for A&G expense or payroll taxes that are 4 

not otherwise directly assigned.  Expenses for non-regulated activities are 5 

directly assigned.  The expenses used are based on the 2005, Attachment 6 

O of each regulated subsidiary.  ITC believes that these historical A&G 7 

and payroll expenses are a reasonable proxy for future A&G expense and 8 

payroll taxes that will be needed to support the collective level of 9 

investment activity for all three regulated subsidiaries.    10 

Q.       How does the cost allocation process work? 11 

A. A&G expense and payroll taxes are allocated to each regulated subsidiary 12 

based on load ratio share.  Load ratio share is the load as shown by the 13 

divisor on the first page of Attachment O of each regulated subsidiary 14 

expressed as a percentage of the total load for all of the regulated 15 

subsidiaries.  Pending further experience operating the ITC Midwest 16 

transmission system, ITC believes that over the long term, the total load 17 

on each system is a reasonable proxy for the activity on the system and 18 

therefore reflective of the associated cost that should be allocated to each 19 

regulated subsidiary.  20 

Q. Will ITC Midwest’s capital investment, O&M, A&G and payroll tax 21 

cost estimates change as a result of its commitment to build needed 22 

transmission in IPL’s service territory? 23 
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A. Yes.  As discussed by ITC Midwest witnesses Joseph Welch and Richard 1 

Schultz, it is expected that ITC Midwest will make capital investments in 2 

IPL’s transmission system beyond what was anticipated in IPL’s 3 

investment plans, and these investments will likely increase ITC Midwest’s 4 

projected revenue requirements as presented by Mr. Neff.  5 

Q. Why did ITC Midwest not include this expected investment in its 6 

revenue requirement projection? 7 

A. A comparison of ITC Midwest’s revenue requirement projection and IPL’s 8 

revenue requirement projection (as presented by IPL witness Christopher 9 

Hampsher) is included as part of the overall cost benefit analysis (also 10 

sponsored by Mr. Hampsher).  In order for this to be an “apples-to-apples” 11 

comparison, ITC Midwest’s revenue requirement must reflect the same 12 

capital investment and O&M used by IPL in its revenue requirement 13 

projection.    14 

Q.      What is the basis for the interest rate assumption used in computing 15 

the ITC Midwest revenue requirement projection? 16 

A. In the absence of actual interest rate data for ITC Midwest, ITC has 17 

assumed a proxy interest rate of 5.563%.  This rate reflects indicative 18 

pricing provided by Lehman Brothers as of February 21, 2007, for new 19 

debt issues including the cost of upfront underwriter fees.  The interest 20 

rate is based on pricing for 10-year first mortgage bonds that have 21 

secured debt ratings of A3 (Moody’s) and BBB+ (S&P). These debt ratings 22 

are consistent with ITCTransmission’s and IPL’s current credit ratings.  23 
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The assumption of the 10-year maturity is based on current market 1 

conditions.  At the time of the actual debt issuance, ITC Midwest will 2 

consider current market conditions to make the most economic decision 3 

with respect to the actual form and term of the debt, taking into account all 4 

relevant facts and circumstances.  The interest rates used in the revenue 5 

requirement reflect a proxy and should not be considered a forecast of 6 

interest rates. 7 

Q. Does this conclude your prepared direct testimony? 8 

A. Yes it does. 9 
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IN RE: 
 
INTERSTATE POWER AND LIGHT 
COMPANY AND ITC MIDWEST LLC 
 

 
 
 
DOCKET NO. SPU-07- 

 
DIRECT TESTIMONY OF CHARLES P. NEFF 

Q. Please state your name and business address. 1 

A. My name is Charles P. Neff.  My business address is 39500 Orchard Hill 2 

Place, Suite 200, Novi, Michigan 48375. 3 

Q. By whom are you presently employed and in what capacity? 4 

A. I am employed by ITC Holdings Corp. ("ITC").  My job title is Supervisor, 5 

Regulatory Accounting and Analysis.  I am testifying on behalf of ITC 6 

Midwest LLC ("ITC Midwest") in this proceeding.   7 

Q. What is your educational background? 8 

A. I graduated from Northwestern University in 1978 with a Master of 9 

Management degree with a major in finance and accounting and, from 10 

Youngstown State University in 1972 with a Bachelor of Engineering 11 

degree with a major in electrical engineering. 12 

Q. Have you taken any courses in utility analysis? 13 

A. Yes.  I have taken "Public Utility Accounting", "Power Systems 14 

Engineering", "Fundamentals of Economic Analysis", and "General 15 
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Finance", during prior employment with The Detroit Edison Company 1 

("Detroit Edison"). 2 

Q. What other professional courses have you taken? 3 

A. I have taken "Utility Resource Planning:  Supply-Side and Demand-Side 4 

Analysis Techniques" at the University of California in Berkely.  I have also 5 

taken "Fundamentals of Service Life Forecasting", "Dynamics of Life 6 

Estimation", and "Making a Depreciation Study" at Western Michigan 7 

University and I attended the "Study Seminar for Financial Analysts" at the 8 

University of Windsor, Ontario, Canada. 9 

Q. Have you taught any college-level courses? 10 

A. Yes.  I taught "Introduction to Engineering Experimentation" and 11 

"Engineering Cost Analysis" at Lawrence Technological University, and 12 

"Network Analysis I", "Electromagnetic Fundamentals and Design", 13 

"Energy and Electrical Machines", "Advanced Network Analysis", and 14 

"Engineering Economics" at Wayne State University. 15 

Q. Please describe your professional experience. 16 

A. I am currently Supervisor, Regulatory Accounting and Analysis.  In that 17 

position I am involved in revenue requirement studies, preparation of the 18 

Federal Energy Regulatory Commission ("FERC") Form 1 for ITC's 19 

operating subsidiary International Transmission Company 20 

("ITCTransmission"), regulatory reporting, assisting in the preparation of 21 

regulatory filings for the formula rate mechanism known as Attachment O, 22 
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completing the formula rate itself using Form 1 data, and responding to 1 

various FERC orders. 2 

  From 1978 through 2001, I was employed by Detroit Edison in the 3 

Revenue Requirement organizational unit of Regulatory Affairs.  4 

Subsequently, I joined the ITCTransmission predecessor corporation in 5 

2002 as a contractor while the corporation was owned by Detroit Edison's 6 

parent company, DTE Energy.  When ITCTransmission was divested to 7 

ITC in 2003, I became a full-time employee. 8 

Q. What were your responsibilities in the Regulatory Affairs area at 9 

Detroit Edison? 10 

A. I was responsible for book depreciation studies, economic studies, 11 

revenue requirement analysis, various analyses related to restructuring 12 

and stranded investment, and various cases associated with Detroit 13 

Edison's Power Supply Cost Recovery plan and reconciliation cases.  I 14 

also backed up witnesses in the area of revenue requirement. 15 

Q. Are you a member of any professional organizations? 16 

A. Yes.  I am a member of the Engineering Society of Detroit, the National 17 

Association of Professional Engineers, the Michigan Association of 18 

Professional Engineers, and the CFA Institute (previously known as the 19 

Association for Investment Management and Research and Financial 20 

Analyst Federation). 21 

  I am a member of the Edison Electric Institute Property Accounting 22 

and Valuation Committee.  In connection with my service on that 23 
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committee, I presented a paper on "Using Iowa Curves to Age and Price 1 

Retirements of Mass Property." 2 

  I am a licensed professional engineer ("PE") by examination in the 3 

State of Michigan.  I am also a Chartered Financial Analyst ("CFA") which 4 

is a designation earned by an examination given by the CFA Institute. 5 

Q. Have you provided testimony in prior regulatory proceedings? 6 

A. Yes, I submitted pre-filed testimony in various Detroit Edison's 7 

depreciation cases and Power Supply Cost Recovery cases. 8 

  The depreciation cases include Michigan Public Service 9 

Commission ("MPSC") Case Nos. U-11722, U-10342, U-10348, U-9149, 10 

U-7706, and U-8225. My testimony regarding depreciation rates for 11 

nuclear production plant was later incorporated into FERC Docket No. 12 

ER84-418 which established electric wholesale rates. 13 

  I testified in Detroit Edison's Power Supply Cost Recovery plan 14 

cases (MPSC Case Nos. U-7775 and U-8020), and reconciliation cases 15 

(U-7775-R, U-8020-R, U-8291-R, and U-8578-R).  Before the Power 16 

Supply Cost Recovery system was established, I was responsible for 17 

calculating the fuel and purchased power adjustments in accordance with 18 

Detroit Edison's prior cost recovery mechanism.  I testified in MPSC Case 19 

No. U-6103, the first annual reconciliation of fuel revenues and expenses 20 

for the Thermal Energy System, and I have been responsible for 21 

calculating the wholesale for resale fuel adjustment for FERC jurisdictional 22 

customers. 23 
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Q. What is the purpose of your testimony? 1 

A. On January 18, 2007, Interstate Power and Light ("IPL") entered into an 2 

Asset Sale Agreement ("ASA") with ITC Midwest, a newly formed 3 

subsidiary of ITC for the sale of IPL’s transmission assets in Iowa, 4 

Minnesota, Illinois, and Missouri.  I will generally refer to the transmission 5 

sale as the “Transmission Transaction” or “Reorganization.”  In support 6 

this Transmission Transaction, IPL and ITC Midwest are filing a Joint 7 

Application for Reorganization ("Joint Application") to address the findings 8 

required by Iowa Code §§ 476.76 and 476.77.  I am responsible for the 9 

submission of testimony and schedules related to the development of ITC 10 

Midwest's revenue requirement. 11 

Q. What filing requirements contained in 199 Iowa Administrative Code 12 

32.4 does your testimony seek to address?  13 

A. My testimony seeks to address, in part, the following requirements as 14 

found in 199 IAC 32.4:  15 

 32.4(4)"a" – Impact of the Reorganization – A cost-benefit analysis 16 

which describes the projected benefits and costs of reorganizing.  The 17 

benefits and costs should be quantified in terms of present value.  The 18 

sources of such benefits and costs shall be identified; and  19 

 32.4(4)"b" – Impact of the Reorganization – An analysis of the 20 

projected financial impact of the proposed reorganization on the 21 

ratepayers of the affected public utilities for the first five years after 22 

reorganization. 23 
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Q. Did you develop or cause to be developed certain information used 1 

by IPL witness Christopher Hampsher in his cost/benefit analysis of 2 

the Transmission Transaction? 3 

A. Yes.   Mr. Hampsher analyzes the financial impact on ratepayers by 4 

comparing the revenue requirement of ITC Midwest to that of IPL.  In 5 

making that comparison, Mr. Hampsher utilizes ITC Midwest's revenue 6 

requirement from my Exhibit____(CPN-1), Schedules A and A-1. 7 

Q. Are you sponsoring an exhibit in this filing? 8 

A. Yes.  I am sponsoring Exhibit___(CPN-1) which includes the following 9 

schedules: 10 
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 Schedule A: ITC Midwest Total Revenue Requirement 1 
 Schedule A-1: ITC Midwest Gross Revenue Requirement 2 
 Schedule A-2: IPL vs Total Network Load 3 

 Schedule B: ITC Midwest Attachment O (2008) 4 
 Schedule B: ITC Midwest Attachment O (2009) 5 
 Schedule B: ITC Midwest Attachment O (2010) 6 
 Schedule B: ITC Midwest Attachment O (2011) 7 
 Schedule B: ITC Midwest Attachment O (2012) 8 

 Schedule B-1: Attmnt O Support--Plant in Service and Depreciation 9 
 Schedule B-2: Attmnt O Support--Tax Depreciation 10 
 Schedule B-3: Attmnt O Support--Deferred Taxes 11 
 Schedule B-4: Attmnt O Support--Materials & Supplies 12 
 Schedule B-5: Attmnt O Support--Operations & Maintenance Expense 13 
 Schedule B-6: Attmnt O Support--A&G Expense and Payroll Taxes 14 
 Schedule B-7: Attmnt O Support--Taxes Other Than Income Taxes 15 
 Schedule B-8: Attmnt O Support--Revenue Credits 16 
 Schedule B-9: Attmnt O Support--Income Taxes 17 
 Schedule B-10: Attmnt O Support--Capitalization & Interest 18 
 Schedule B-11: Attmnt O Support--Wages & Salary Allocator 19 
 Schedule B-12: Attmnt O Support--Network Load 20 

 Schedule C: Cost of Capital for Years 2008 - 2012 21 

 Schedule D: Schedule 1 Revenues 22 

 Schedule E: Tax Rates 23 

 Schedule F: Attachment O Summary 24 

 Schedule G: True-Up Procedures 25 

Q. How is your testimony organized? 26 

A. My testimony is organized around my schedules.  I first explain 27 

Exhibit___(CPN-1), Schedule A, which supports ITC Midwest's total 28 

revenue requirement.  I then explain Exhibit___(CPN-1), Schedule B, 29 

which shows the derivation of the revenue requirement for network 30 

service, which it is assumed will become the Attachment O for ITC 31 

Midwest upon approval of the FERC.  As will be explained later, 32 
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Attachment O is a formulaic cost-of-service model that is completed 1 

annually by most transmission owning members of the Midwest 2 

Independent Transmission System Operator, Inc ("Midwest ISO") with the 3 

resulting rates posted on the Midwest ISO Open Access Same-Time 4 

Information System ("OASIS") each year.  In the context of my testimony, 5 

network load generally refers to load shown by the divisor shown on the 6 

first page of Attachment O, which could include long term firm point-to-7 

point load. 8 

  The inputs to the assumed ITC Midwest Attachment O are derived 9 

on supporting Schedules B-1 through B-12. 10 

  Exhibit___(CPN-1), Schedule C, shows the derivation of the 11 

weighted average cost of capital for years 2008 through 2012.   12 

  Exhibit___(CPN-1), Schedule D, shows the derivation of revenues 13 

for load dispatching, which is an ancillary service different from network 14 

service. 15 

  Exhibit___(CPN-1), Schedule E, shows the derivation of the 16 

composite tax rates used in Attachment O. 17 

  Exhibit___(CPN-1), Schedule F, summarizes the ITC Midwest 18 

Attachment O for the various years. 19 

  Exhibit___(CPN-1), Schedule G, describes the true-up procedures 20 

which ITC Midwest will use if FERC approval is obtained. 21 

Q. How is rounding handled in and between schedules? 22 
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A. Figures both within a schedule and between schedules may be off by 1 

rounding because Attachment O itself carries calculations out to several 2 

decimal points, and parallel calculations that would be internal to 3 

Attachment O are explained step by step in my exhibits.  The fact that the 4 

parallel step by step calculation results in exactly the same answer as 5 

more complex algebraic equations within the template itself except for 6 

rounding demonstrates the validity of the step by step calculation. 7 

Q. Please explain Exhibit_____(CPN-1), Schedule A. 8 

A. Exhibit___(CPN-1), Schedule A, shows the development of ITC Midwest's 9 

total revenue requirement and the amount that would be charged to IPL 10 

for transmission service based on the assumptions used in the revenue 11 

requirement analysis. 12 

  This total revenue requirement is the sum of two components:  (1) 13 

net revenue requirement for network transmission service derived from 14 

Exhibit___(CPN-1), Schedule B, and (2) Midwest ISO Schedule 1 15 

revenues derived on Exhibit___(CPN-1), Schedule D. 16 

Q. Please explain Exhibit___(CPN-1), Schedule A-1. 17 

A. Schedule A-1 shows the Total Gross Revenue Requirement for Network 18 

Service.  It itemizes the cost components of revenue requirement before 19 

revenue credits from the ITC Midwest Attachment O found in 20 

Exhibit___(CPN-1), Schedule B, and then adds to it Schedule 1 revenues. 21 

Q. Please explain Exhibit___(CPN-1), Schedule A-2. 22 
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A. Schedule A-2 shows the ratio of IPL load to total load for the purpose of 1 

determining the portion of the revenue requirement that applies to IPL 2 

ratepayers.  It will be discussed later together with Schedule B-12. 3 

Q. Please explain Exhibit___(CPN-1), Schedule B(2008) through 4 

Schedule B(2012). 5 

A. Schedule B is what would be known as the "ITC Midwest Attachment O".     6 

Attachment O, is a formulaic cost-of-service model that is completed 7 

annually by most transmission owning members of the Midwest ISO with 8 

the resulting rates posted on the Midwest ISO OASIS each year.  9 

Attachment O and company-specific variations to Attachment O, are 10 

specified on tariff sheets in the Midwest ISO's Open Access Transmission 11 

and Energy Markets Tariff ("TEMT") and completed based primarily on 12 

data from the FERC Form 1. 13 

  Completion of Attachment O results in the development of the 14 

network transmission service revenue requirement for any particular 15 

calendar year.  This allows for adjustment of transmission rates to reflect 16 

changing operational data and financial performance, including the 17 

amount of network load on the transmission system, operating expenses 18 

and capital expenditures. 19 

  Attachment O is a detailed formulaic calculation which can be 20 

generally summarized and understood as follows: 21 
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  Rate Base 1 
  x  Rate of Return  2 
  =  Return Requirement 3 
  +  Operations & Maintenance Expenses 4 
  +  Depreciation 5 
  +  Taxes Other than Income Taxes 6 
  +   Income Taxes  7 
  =  Gross Revenue Requirement for Network Transmission Service 8 
  -  Rent Credits 9 
  -  Point-to-Point Revenue Credits  10 
  =  Net Revenue Requirement for Network Transmission Service 11 
  ÷ Load  12 
  = Rate for Network Transmission Service 13 

 In addition to the rate for network transmission service, there is also a rate 14 

for load dispatching and control services, known as Schedule 1.  Schedule 15 

1 is an ancillary service and is not part of the rate for network transmission 16 

service.  Schedule 1 is discussed later in my testimony. 17 

  Exhibit___(CPN-1), Schedule B, shows the template populated with 18 

figures as if they were actually taken from the FERC Form 1 for the 19 

various years.  It results in the gross revenue requirement and net 20 

revenue requirement for network service. 21 

Q. Please explain what is meant by "gross revenue requirement" and 22 

"net revenue requirement". 23 

A. "Gross revenue requirement" is the revenue requirement for network 24 

service before revenue requirement offsets for rent revenue credits and 25 

point to point revenue credits. 26 

  "Net revenue requirement" is the revenue requirement for network 27 

service after those offsets. 28 
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  In my exhibits, "total revenue requirement" refers to the net revenue 1 

requirement for network service plus the revenue requirement for 2 

Schedule 1 and "total gross revenue requirement" refers to the gross 3 

revenue requirement for network service plus the revenue requirement for 4 

Schedule 1. 5 

Q. Please explain the development of the revenue requirement for years 6 

2008 through 2012. 7 

A. The revenue requirement for these years is shown on my Schedule B, 8 

which are the Attachment O's for the various years.  Each Attachment O 9 

consists of 6 pages. 10 

  The inputs to Attachment O are given in my supporting Schedules 11 

B-1 through B-12. 12 

  In explaining the inputs, I will generally follow the order of the 13 

stylized computation given earlier, starting with rate base, and then 14 

progressing to operating expenses.  However, I will explain rate of return 15 

and taxes separately, when I explain Exhibit___(CPN-1), Schedules C and 16 

E. 17 

Q. Please explain the development of rate base in ITC Midwest 18 

Attachment O. 19 

A. Rate base is shown on page 2 of 6 of each template, and consists of the 20 

following cost components: 21 
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  + Gross Plant in Service 1 
  - Accumulated Depreciation  2 
  = Net Plant 3 
  + Adjustments to Rate Base 4 
  + Land Held for Future Use 5 
  + Computed Working Capital 6 
  + Materials & Supplies 7 
  + Prepayments  8 
  = Rate Base 9 

Q. Please explain the derivation of Gross Plant in Service and 10 

Accumulated Depreciation included in rate base. 11 

A Gross Plant in Service and Accumulated Depreciation are the average 12 

balances shown on my supporting Schedule B-1.  The balances 13 

themselves are largely taken directly from Mr. Hampsher's schedules 14 

using ITC Midwest's Allowance for Funds Used During Construction 15 

("AFUDC") computation and reflect IPL's current capital expansion plan.  16 

As explained by ITC Midwest witness Edward Rahill, using the same level 17 

of capital investment ensures an "apples-to-apples" comparison of IPL's 18 

and ITC Midwest's revenue requirements.     19 

Q. Please explain Adjustments to Rate Base. 20 

A. Adjustments to Rate Base are reductions in rate base attributed to 21 

accumulated deferred income taxes.  Accumulated deferred income taxes 22 

are based on the difference between tax depreciation and book 23 

depreciation.  Tax depreciation is shown on Schedule B-2 and book 24 

depreciation is shown on Schedule B-1.  The difference and the resulting 25 

accumulated deferred income taxes are shown on my Schedule B-3.  For 26 

simplicity, capital additions for tax purposes are treated the same way as 27 
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capital additions for book purposes although there would be slight 1 

differences when the actual tax return is filed. 2 

Q. Will the existing accumulated deferred income taxes associated with 3 

the IPL transmission assets transfer over to ITC Midwest at the time 4 

of sale? 5 

A. No.  This is in accordance with Section 7.6(b) of the ASA: 6 

 Seller will elect to treat the transaction as a taxable asset sale.  As a 7 
result of this election, Buyer will increase its basis in the assets for 8 
tax purposes, and Seller is recognizing a taxable gain on the assets.  9 
The tax basis and book basis are expected to be equal after the 10 
election is made, which would result in no recognition of deferred 11 
taxes on the Closing Date. 12 

Q. Will there be Land Held for Future Use? 13 

A. In this calculation, there is no Land Held for Future Use because all of the 14 

land being acquired has already been placed in-service. 15 

Q. Please explain Computed Working Capital. 16 

A. Computed Working Capital in ITC Midwest Attachment O is the allowance 17 

for working capital calculated using the FERC's standard formula 18 

approach, which sets Computed Working Capital equal to 1/8 (45 days 19 

divided by 360 days) of operations and maintenance ("O&M") expense.  I 20 

will explain the development of O&M expense later in my testimony. 21 

Q. Please explain Materials & Supplies and Prepayments included in 22 

rate base. 23 

A. Materials and Supplies is the average balance developed on my 24 

supporting Schedule B-4.  It is based on information supplied by Mr. 25 
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Hampsher.  There is an allocation factor applied in the ITC Midwest 1 

Attachment O which is part of the template.  I will explain this allocation 2 

factor later in my testimony when I discuss O&M expense. 3 

  Since prepayments are not separately identified in IPL's baseline 4 

revenue requirements and are not part of the ASA, they are not included 5 

here for comparison purposes.  In general, however, prepayments would 6 

be included in rate base. 7 

Q. Please summarize the rate base components for the various years. 8 

A. Rate base components for the various years are summarized in the top 9 

section of Exhibit___(CPN-1), Schedule F,  which I will discuss later. 10 

Q. Please explain the development of operating expenses included in 11 

the ITC Midwest Attachment O. 12 

A. Operating expenses consist of the following cost components: 13 

 Transmission Operating & Maintenance Expenses 14 
 Administrative & General Expenses 15 
 Depreciation Expense 16 
 Taxes Other than Income Taxes 17 

Q. Please explain the development of O&M expense. 18 

A. Transmission O&M expense is developed on supporting Schedule B-5 19 

based on information supplied by IPL and included on schedules 20 

supported by Mr. Hampsher or IPL witness Douglas Collins. 21 

 The basic calculation is as follows: 22 

  + IPL Total O&M expense 23 
  - IPL O&M expense that will be retained by IPL 24 
  - IPL payroll related benefits included in Total O&M expense  25 
  = IPL reduction in Transmission O&M expense 26 
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  - IPL Schedule 1 expense  1 
  = Transmission O&M expense recoverable in network service rate 2 

 IPL's transmission expenses are used for purposes of an "apples-to-3 

apples" comparison of IPL's baseline revenue requirement derived by Mr. 4 

Hampsher to ITC Midwest's revenue requirement.  To effect this 5 

comparison, costs are kept constant between the two companies except 6 

for certain specified changes.  The changes reflect costs that would be 7 

retained by IPL, costs that would factor into ITC Midwest's Schedule 1 rate 8 

(and are excluded from the Attachment O calculation) or costs that are 9 

included in ITC Midwest's A&G expenses. 10 

Q. Please explain the Transmission Expense "TE" allocator shown on 11 

line 1, page 3 of 6, of Schedule B. 12 

A. The "TE" allocator is part of the FERC approved Attachment O formula 13 

contained in the TEMT.  It is developed on page 4 of 6, lines 6-8, of the 14 

ITC Midwest Attachment O.  It is made pursuant to Note L shown on page 15 

6 of 6, to remove transmission expenses included for Accounts 561.1, 16 

561.2, and 561.3 which are associated with ancillary services.   17 

  The TE allocator is the ratio of total transmission expenses included 18 

in accounts 560 through 573 excluding expenses in the designated 19 

Account 561.1, 561.2, and 561.3, to total transmission expenses..  The 20 

recovery of Account 561.1, 561.2, and 561.3 costs are explained later in 21 

my testimony as part of my discussion of Schedule 1. 22 
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  The TE allocator is applied to total transmission expenses as well 1 

as to Materials & Supplies cost in the rate base calculation.  This 2 

allocation process is all part of the FERC-approved formula. 3 

Q. Please explain the development of Administrative and General 4 

("A&G") Expense? 5 

A. A&G Expense is developed on supporting Schedule B-6.  For purposes of 6 

doing the baseline comparison, A&G costs are considered to be the 7 

allocated portion of pooled A&G expenses for the three operating 8 

companies, ITCTransmission, Michigan Electric Transmission Company, 9 

LLC ("METC"), and ITC Midwest.  They are based on 2005 actual A&G 10 

expenses as reported in the Attachment O for each company for 2005. 11 

Q. How are these costs escalated to test years 2008 through 2012? 12 

A. The costs are escalated at 2.7% which is the Consumers Price Index, All 13 

Urban, annual growth rate for years 2004-2030 taken from the Energy 14 

Information Administration, Annual Energy Outlook 2006, Table A19, 15 

Macroeconomic Indicators.  This is the same figure used as a cost 16 

escalator by Mr. Hampsher in his Exhibits. 17 

Q. How are the costs allocated between operating subsidiaries? 18 

A. As explained by Mr. Rahill, A&G expense and payroll tax expense for 19 

ITCTransmission, METC, and ITC Midwest are totaled, and then allocated 20 

back to each operating subsidiary based on the ratio of the operating 21 

company's load to total load for all three operating companies using their 22 

divisors shown on page 1 of Attachment O for each company. 23 
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Q. Please explain the development of depreciation expense. 1 

A. Depreciation expense is developed on supporting Schedule B-1, which is 2 

the same schedule that develops the depreciation reserve.  It is based on 3 

IPL's composite depreciation rate of 2.3% as supported by Mr. Hampsher. 4 

Q. Please explain the development of Taxes Other than Income Taxes 5 

("TOIT"). 6 

A. TOIT is developed on supporting Schedule B-7.  For purposes of this 7 

analysis, it consists of property taxes and payroll taxes.  Property taxes 8 

are taken from figures supported by Mr. Hampsher.  Payroll taxes are 9 

allocated as discussed above. 10 

Q. Please explain the development of rent credits. 11 

A. Amounts received for rents are used to offset the revenue requirement for 12 

network transmission service.  These are taken from Mr. Hampsher 13 

Exhibit___(CAH-1), Schedule F(a), Line 8. 14 

Q. Please explain the development of point-to-point ("PTP") revenue 15 

credits. 16 

A. The development of PTP revenue credits is shown on my supporting 17 

Schedule B-8.  The unit price for PTP scheduled rates is based on the unit 18 

price for network service.  As a result, if the rate for network service 19 

increases, the rate for PTP similarly increases.  Therefore, to recognize 20 

the increased revenue credits that would result from the increased rate for 21 

network service, the PTP revenue credits are initially based on projections 22 

provided by IPL and supported by Mr. Hampsher, but then escalated 23 
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based on the ratio of ITC Midwest gross network revenue requirement to 1 

the comparable figure for IPL's gross network revenue requirement. 2 

  The PTP revenue credits are shown on line 37 of page 4 of 5 of the 3 

template on my Exhibit___(CPN-1), Schedule B.  Line 37 is the difference 4 

between Line 35 and Line 36.  Line 35, transmission charges for all 5 

transmission transactions, is the sum of network, PTP, and Schedule 1.  6 

Line 36, transmission charges for all transmission transactions included in 7 

divisor on the front page of the template, is the sum of network and 8 

Schedule 1.  The difference between these two lines are the revenue 9 

credits shown on line 37. 10 

Q. Please explain the development of income taxes. 11 

A. Income taxes in the Attachment O formula are computed using some 12 

concise but cryptic mathematical formulations shown on page 3 of 6 of 13 

Exhibit___(CPN-1), Schedule B.  Since the mathematical formulas may 14 

not be intuitively obvious, I present the calculation in a more conventional 15 

manner on my supporting Schedule B-9.  The basic calculation can be 16 

understood as follows: 17 

  + Taxable Revenues 18 
  -   Tax deductible expenses  19 
  =  Taxable Income 20 
  x  Tax Rate  21 
  =  Income Taxes 22 

 The tax computation may appear to be circular because of the inter-23 

deductibility of state taxes in the federal computation, and a 50% credit for 24 

federal taxes and a credit for Minnesota taxes in the Iowa tax calculation.  25 
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The equivalence between the results of the conventional calculation I use 1 

and that of the mathematical formulae in the Attachment O template can 2 

be demonstrated by noting that the income tax amount shown on 3 

supporting Schedule B-9 is the same as the amount shown on ITC 4 

Midwest Attachment O for the various years.  Both approaches derive the 5 

same amount for income taxes.  It should also be noted that the 6 

Transmission Transaction has not been completed, all items of property 7 

have not been individually identified, and all tax nuances have not been 8 

identified or researched.  As a result, a portion of taxes may somehow 9 

differently or be included in TOIT, and to the extent they are, they would 10 

not be included in the template income tax calculation. 11 

  The tax rates themselves will be explained below in my discussion 12 

of Exhibit___(CPN-1), Schedule E.  13 

Q. Please explain the capitalization and interest inputs to ITC Midwest 14 

Attachment O. 15 

A. These inputs are developed on my supporting Schedule B-10.  The cost 16 

rates for debt and capitalization ratios are explained later in connection 17 

with the Cost of Capital, Exhibit___(CPN-1), Schedule C.  Construction 18 

Work in Progress ("CWIP") is not part of rate base but would be part of 19 

capitalization. 20 

Q. Please explain the load shown on supporting Schedule B-12. 21 

A. The projected load is based on IPL 2005 Attachment O actual 22 

transmission load, as escalated. 23 
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  The load for IPL itself and other load are individually identified in 1 

this schedule to be able to compute the revenue requirement effects on 2 

IPL ratepayers.  The ratio of IPL load to total load is shown on supporting 3 

Schedule A-2. 4 

Q. Please explain the Wages and Salary input to ITC Midwest 5 

Attachment O. 6 

A. Attachment O contemplates the development of a wages and salary 7 

allocator ("W&S") for companies that are vertically integrated.  Since ITC 8 

Midwest is transmission-only, wages and salaries are recovered (just as 9 

are other expenses) as part of transmission or A&G expenses.  10 

Nevertheless, for the purpose of populating the Attachment O template, a 11 

W&S allocator has been identified.  It is based on the W&S amount shown 12 

in the IPL 2005 Attachment O as appropriately escalated.  The amounts 13 

are shown on my supporting Schedule B-11. 14 

Q. Please explain Exhibit___(CPN-1), Schedule C, Cost of Capital. 15 

A. Exhibit___(CPN-1), Schedule C, shows the development of the weighted 16 

average cost of capital for ITC Midwest.  The weighted average cost of 17 

capital is commonly known as the rate of return.  The equity capitalization 18 

ratio used in the calculation is 60% and the authorized return on common 19 

equity ("ROE") used is 13.88%.  This equity ratio and this cost rate are 20 

used because the Transmission Transaction is conditioned on ITC 21 

Midwest receiving regulatory approvals substantially equivalent to those 22 

that will be requested from FERC.  As explained by ITC Midwest witness 23 
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Joseph Welch in his testimony, ITC Midwest anticipates filing with FERC 1 

for approval to use a projected test period with a true-up mechanism, an 2 

authorized ROE of 13.88%, and an actual capital structure targeting 60% 3 

equity.  The transmission rates ultimately charged to IPL will be based 4 

upon ITC Midwest's actual capital structure. 5 

Q. How was the cost rate for debt derived? 6 

A. The cost rate for debt of 5.563% is based on Mr. Rahill's testimony.  He 7 

explains that this is a proxy for the actual interest rates that would be 8 

incurred in each projected year.  As can be seen from page 5 of 6 of the 9 

ITC Midwest Attachment O template, the interest rate used to compute the 10 

rate of return in the template would be actual interest expense for the 11 

calendar year divided by the average balance of long term debt. 12 

Q. Please explain the development of Schedule 1 revenues. 13 

A. Schedule 1 revenues are developed on Exhibit___(CPN-1), Schedule D.  14 

They are for what are known as ancillary services.  Ancillary services are 15 

those services necessary to support the transmission of capacity and 16 

energy from resources to load while maintaining reliable operation of the 17 

transmission system.  There are several ancillary services contained in the 18 

TEMT.  Scheduling, System Control, and Dispatch Service must be 19 

purchased from the transmission service provider under the Midwest ISO 20 

Schedule 1.  While the network transmission service rate is based on the 21 

Attachment O rate for the pricing zone where the load is located, the 22 

Midwest ISO Schedule 1 rate is a single, system-wide average rate.  The 23 
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rate that was used in computing revenues was based on the rate effective 1 

beginning January 2007 which was $55.5824/MW-month or 2 

$666.9892/MW-year, and then escalated thereafter.  Midwest ISO 3 

Schedule 1 revenues are the escalated rate applied to load.  For purposes 4 

of making a comparison with IPL's baseline revenue requirement, and 5 

deriving the portion of revenue requirement applicable to IPL's own 6 

customers, my calculation only uses load as shown on page 1 of 7 

Attachment O.  There would be Schedule 1 revenues from non-network 8 

transmission services, but these would not be from IPL customers. 9 

Q. Please explain the applicable tax rates. 10 

A. The applicable tax rates are the composite effective federal and state tax 11 

rates that are developed on Exhibit___(CPN-1), Schedule E.  Based on 12 

information supplied by IPL, the Iowa tax rate is 12% and the Minnesota 13 

tax rate is 9.8%.  Iowa allows a deduction of 50% of federal taxes on the 14 

state return and a deduction for other state's taxes, and there is 100% 15 

deduction for state taxes on the federal return.  To be comparable with the 16 

development of IPL's baseline revenue requirement, income before tax 17 

has been allocated based on system coincident peak as provided by Mr. 18 

Hampsher as follows:  93% for Iowa and 7% to Minnesota.  The revenue 19 

requirement model assumes full normalization of all book tax differences 20 

using the effective tax rates shown on the exhibit. 21 

Q. What do you mean by effective tax rate? 22 

A. Effective tax rate is the ratio of income tax to net income before tax. 23 
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Q. What tax rates would be used in Attachment O? 1 

A. Since there are multiple state jurisdictions, the composite income tax rates 2 

would be used as developed on Schedule E. 3 

Q. Please explain Exhibit___(CPN-1), Schedule F. 4 

A. Schedule F summarizes the ITC Midwest Attachment O revenue 5 

requirement by year.  The rate base figures correspond to the figures 6 

shown on page 2 of the Attachment O, the operating expenses 7 

correspond to the figures on page 3 of the template, and the revenue 8 

credits correspond with the figures on page 4 of the template. 9 

Q. Since the FERC Form 1 actual results will not be known until after 10 

the completion of the calendar year, how will the ITC Midwest 11 

Attachment O rates be applied? 12 

A. A projected rate will be charged each year commencing on January 1, and 13 

then a true-up component of the rate will be charged commencing on 14 

January 1 of the first calendar year following the filing of the Form 1 for the 15 

projected rate period. 16 

Q. Please give an example using a cost year of, say, 2009. 17 

A. Exhibit___(CPN-1), Schedule G, which shows the general form of the 18 

true-up procedure, also includes a specific example for cost year 2009. 19 

  In September 2008, ITC Midwest will post on the OASIS the 20 

projected rate it will charge on January 1, 2009.  The projected revenue 21 

requirement and rate will be computed using projected cost components in 22 

the ITC Midwest Attachment O.  Throughout calendar year 2009, ITC 23 
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Midwest will provide transmission services.  In April 2010, ITC Midwest will 1 

file the FERC Form 1 for calendar year 2009.  Using the 2009 FERC Form 2 

1, the actual revenue requirement will be computed for calendar year 3 

2009.  The FERC Form 1 will also report actual 2009 revenues for network 4 

transmission service.  Any true-up for calendar year 2009 will be included 5 

in the rate charged beginning January 1, 2011. 6 

Q. How will the true-up adjustment be computed? 7 

A. The true-up adjustment will be computed as the difference between actual 8 

revenue requirement for transmission service and actual revenues for 9 

transmission services for load associated with transactions included in the 10 

divisor of Attachment O, as follows: 11 

  + Actual Revenue Requirement 12 
  - Actual Revenues                   13 
  = True-Up Adjustment for Under- (Over-) Recovery of revenue 14 
                      requirement 15 

 The true-up adjustment will then be included as a component of the 16 

projected rate that will be charged commencing January 1, 2011. 17 

Q. Has use of a mechanism involving the use of a projected rate with a 18 

true-up adjustment been approved by FERC? 19 

A. Yes.  This a similar method was approved by FERC for ITCTransmission 20 

in Docket No. ER06-1006 on July 14, 2006, and for METC in Docket No. 21 

ER07-95 on December 21, 2006. 22 

Q. Will there be interest on the true-up adjustment? 23 
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A. Yes, the computation of interest on the true-up adjustment was approved 1 

by FERC in the above dockets.  Interest will be computed using the FERC 2 

refund interest rate on over recoveries and the cost of short-term debt for 3 

under-recoveries. 4 

Q. What will be the projected rate that will be charged commencing 5 

January 2008? 6 

A. The projected rate that ITC Midwest will charge in calendar year 2008 will 7 

be the same rate that will be in effect from June through December 2007. 8 

It will be trued-up to the 2008 actual revenue requirement in the rate 9 

charged beginning January 1, 2010. 10 

Q. Does this complete your prepared direct testimony? 11 

A. Yes, it does. 12 
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Assets of Interstate Power and Light 
Company and ITC Midwest LLC 
 

 
 
DOCKET NO. E001/PA-07-540 
 
 

 
DIRECT TESTIMONY OF CHARLES P. NEFF 

Q. Please state your name and business address. 1 

A. My name is Charles P. Neff.  My business address is 39500 Orchard Hill 2 

Place, Suite 200, Novi, Michigan 48375. 3 

Q. By whom are you presently employed and in what capacity? 4 

A. I am employed by ITC Holdings Corp. ("ITC").  My job title is Supervisor, 5 

Regulatory Accounting and Analysis.  I am testifying on behalf of ITC 6 

Midwest LLC ("ITC Midwest") in this proceeding.   7 

Q. What is your educational background? 8 

A. I graduated from Northwestern University in 1978 with a Master of 9 

Management degree with a major in finance and accounting and, from 10 

Youngstown State University in 1972 with a Bachelor of Engineering 11 

degree with a major in electrical engineering. 12 

Q. Have you taken any courses in utility analysis? 13 
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A. Yes.  I have taken "Public Utility Accounting", "Power Systems 1 

Engineering", "Fundamentals of Economic Analysis", and "General 2 

Finance", during prior employment with The Detroit Edison Company 3 

("Detroit Edison"). 4 

Q. What other professional courses have you taken? 5 

A. I have taken "Utility Resource Planning:  Supply-Side and Demand-Side 6 

Analysis Techniques" at the University of California in Berkely.  I have also 7 

taken "Fundamentals of Service Life Forecasting", "Dynamics of Life 8 

Estimation", and "Making a Depreciation Study" at Western Michigan 9 

University and I attended the "Study Seminar for Financial Analysts" at the 10 

University of Windsor, Ontario, Canada. 11 

Q. Have you taught any college-level courses? 12 

A. Yes.  I taught "Introduction to Engineering Experimentation" and 13 

"Engineering Cost Analysis" at Lawrence Technological University, and 14 

"Network Analysis I", "Electromagnetic Fundamentals and Design", 15 

"Energy and Electrical Machines", "Advanced Network Analysis", and 16 

"Engineering Economics" at Wayne State University. 17 

Q. Please describe your professional experience. 18 

A. I am currently Supervisor, Regulatory Accounting and Analysis.  In that 19 

position I am involved in revenue requirement studies, preparation of the 20 

Federal Energy Regulatory Commission ("FERC") Form 1 for ITC's 21 

operating subsidiary International Transmission Company 22 

("ITCTransmission"), regulatory reporting, assisting in the preparation of 23 
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regulatory filings for the formula rate mechanism known as Attachment O, 1 

completing the formula rate itself using Form 1 data, and responding to 2 

various FERC orders. 3 

  From 1978 through 2001, I was employed by Detroit Edison in the 4 

Revenue Requirement organizational unit of Regulatory Affairs.  5 

Subsequently, I joined the ITCTransmission predecessor corporation in 6 

2002 as a contractor while the corporation was owned by Detroit Edison's 7 

parent company, DTE Energy.  When ITCTransmission was divested to 8 

ITC in 2003, I became a full-time employee. 9 

Q. What were your responsibilities in the Regulatory Affairs area at 10 

Detroit Edison? 11 

A. I was responsible for book depreciation studies, economic studies, 12 

revenue requirement analysis, various analyses related to restructuring 13 

and stranded investment, and various cases associated with Detroit 14 

Edison's Power Supply Cost Recovery plan and reconciliation cases.  I 15 

also backed up witnesses in the area of revenue requirement. 16 

Q. Are you a member of any professional organizations? 17 

A. Yes.  I am a member of the Engineering Society of Detroit, the National 18 

Association of Professional Engineers, the Michigan Association of 19 

Professional Engineers, and the CFA Institute (previously known as the 20 

Association for Investment Management and Research and Financial 21 

Analyst Federation). 22 
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  I am a member of the Edison Electric Institute Property Accounting 1 

and Valuation Committee.  In connection with my service on that 2 

committee, I presented a paper on "Using Iowa Curves to Age and Price 3 

Retirements of Mass Property." 4 

  I am a licensed professional engineer ("PE") by examination in the 5 

State of Michigan.  I am also a Chartered Financial Analyst ("CFA") which 6 

is a designation earned by an examination given by the CFA Institute. 7 

Q. Have you provided testimony in prior regulatory proceedings? 8 

A. Yes, I submitted pre-filed testimony in various Detroit Edison's 9 

depreciation cases and Power Supply Cost Recovery cases. 10 

  The depreciation cases include Michigan Public Service 11 

Commission ("MPSC") Case Nos. U-11722, U-10342, U-10348, U-9149, 12 

U-7706, and U-8225. My testimony regarding depreciation rates for 13 

nuclear production plant was later incorporated into FERC Docket No. 14 

ER84-418 which established electric wholesale rates. 15 

  I testified in Detroit Edison's Power Supply Cost Recovery plan 16 

cases (MPSC Case Nos. U-7775 and U-8020), and reconciliation cases 17 

(U-7775-R, U-8020-R, U-8291-R, and U-8578-R).  Before the Power 18 

Supply Cost Recovery system was established, I was responsible for 19 

calculating the fuel and purchased power adjustments in accordance with 20 

Detroit Edison's prior cost recovery mechanism.  I testified in MPSC Case 21 

No. U-6103, the first annual reconciliation of fuel revenues and expenses 22 

for the Thermal Energy System, and I have been responsible for 23 
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calculating the wholesale for resale fuel adjustment for FERC jurisdictional 1 

customers. 2 

Q. What is the purpose of your testimony? 3 

A. On January 18, 2007, Interstate Power and Light ("IPL") Company entered 4 

into an Asset Sale Agreement ("ASA") with ITC Midwest, a newly formed 5 

subsidiary of ITC for the sale of IPL’s transmission assets in Iowa, 6 

Minnesota, Illinois, and Missouri.  I will generally refer to the transmission 7 

sale as the “Transmission Transaction” or “Transaction.”  In support this 8 

Transmission Transaction, IPL and ITC Midwest filed a Joint Petition for 9 

the Approval and Consent of the Commission on April 27, 2007 ("Joint 10 

Petition") to address the findings required by  Minn. Stat. § 216B.50 and 11 

Minn. Stat.  §216B.16, subd. 7c.  I am responsible for the submission of 12 

testimony and schedules related to the development of ITC Midwest's 13 

revenue requirement. 14 

Q. What Minnesota statutory requirements  does your testimony seek to 15 

address?  16 

A. My testimony seeks to address, in part, both the general public interest 17 

requirement of Minn. Stat. § 216B.50 and the fourth factor of Minn. Stat. § 18 

216B.16, subd. 7c which requires an analysis of the Transaction’s impact 19 

on retail rates.  20 

  21 

20081118-5112 FERC PDF (Unofficial) 11/18/2008 4:33:53 PM



 

6 

 

Q. Did you develop or cause to be developed certain information used 1 

by IPL witness Christopher Hampsher in his cost/benefit analysis of 2 

the Transmission Transaction? 3 

A. Yes.   Mr. Hampsher analyzes the financial impact on ratepayers by 4 

comparing the revenue requirement of ITC Midwest to that of IPL.  In 5 

making that comparison, Mr. Hampsher utilizes ITC Midwest's revenue 6 

requirement from my Exhibit____(CPN-1), Schedules A and A-1. 7 

Q. Are you sponsoring an exhibit in this filing? 8 

A. Yes.  I am sponsoring Exhibit___(CPN-1) which includes the following 9 

schedules: 10 

 Schedule A: ITC Midwest Total Revenue Requirement 11 

 Schedule A-1: ITC Midwest Gross Revenue Requirement 12 
 Schedule A-2: IPL vs Total Network Load 13 

 Schedule B: ITC Midwest Attachment O (2008) 14 
 Schedule B: ITC Midwest Attachment O (2009) 15 
 Schedule B: ITC Midwest Attachment O (2010) 16 
 Schedule B: ITC Midwest Attachment O (2011) 17 
 Schedule B: ITC Midwest Attachment O (2012) 18 

 Schedule B-1: Attmnt O Support--Plant in Service and Depreciation 19 
 Schedule B-2: Attmnt O Support--Tax Depreciation 20 
 Schedule B-3: Attmnt O Support--Deferred Taxes 21 
 Schedule B-4: Attmnt O Support--Materials & Supplies 22 
 Schedule B-5: Attmnt O Support--Operations & Maintenance Expense 23 
 Schedule B-6: Attmnt O Support--A&G Expense and Payroll Taxes 24 
 Schedule B-7: Attmnt O Support--Taxes Other Than Income Taxes 25 
 Schedule B-8: Attmnt O Support--Revenue Credits 26 
 Schedule B-9: Attmnt O Support--Income Taxes 27 
 Schedule B-10: Attmnt O Support--Capitalization & Interest 28 
 Schedule B-11: Attmnt O Support--Wages & Salary Allocator 29 
 Schedule B-12: Attmnt O Support--Network Load 30 

 Schedule C: Cost of Capital for Years 2008 - 2012 31 
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 Schedule D: Schedule 1 Revenues 1 

 Schedule E: Tax Rates 2 

 Schedule F: Attachment O Summary 3 

 Schedule G: True-Up Procedures 4 

Q. How is your testimony organized? 5 

A. My testimony is organized around my schedules.  I first explain 6 

Exhibit___(CPN-1), Schedule A, which supports ITC Midwest's total 7 

revenue requirement.  I then explain Exhibit___(CPN-1), Schedule B, 8 

which shows the derivation of the revenue requirement for network 9 

service, which it is assumed will become the Attachment O for ITC 10 

Midwest upon approval of the FERC.  As will be explained later, 11 

Attachment O is a formulaic cost-of-service model that is completed 12 

annually by most transmission owning members of the Midwest 13 

Independent Transmission System Operator, Inc ("Midwest ISO") with the 14 

resulting rates posted on the Midwest ISO Open Access Same-Time 15 

Information System ("OASIS") each year.  In the context of my testimony, 16 

network load generally refers to load shown by the divisor shown on the 17 

first page of Attachment O, which could include long term firm point-to-18 

point load. 19 

  The inputs to the assumed ITC Midwest Attachment O are derived 20 

on supporting Schedules B-1 through B-12. 21 

  Exhibit___(CPN-1), Schedule C, shows the derivation of the 22 

weighted average cost of capital for years 2008 through 2012.   23 
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  Exhibit___(CPN-1), Schedule D, shows the derivation of revenues 1 

for load dispatching, which is an ancillary service different from network 2 

service. 3 

  Exhibit___(CPN-1), Schedule E, shows the derivation of the 4 

composite tax rates used in Attachment O. 5 

  Exhibit___(CPN-1), Schedule F, summarizes the ITC Midwest 6 

Attachment O for the various years. 7 

  Exhibit___(CPN-1), Schedule G, describes the true-up procedures 8 

which ITC Midwest will use if FERC approval is obtained. 9 

Q. How is rounding handled in and between schedules? 10 

A. Figures both within a schedule and between schedules may be off by 11 

rounding because Attachment O itself carries calculations out to several 12 

decimal points, and parallel calculations that would be internal to 13 

Attachment O are explained step by step in my exhibits.  The fact that the 14 

parallel step by step calculation results in exactly the same answer as 15 

more complex algebraic equations within the template itself except for 16 

rounding demonstrates the validity of the step by step calculation. 17 

Q. Please explain Exhibit_____(CPN-1), Schedule A. 18 

A. Exhibit___(CPN-1), Schedule A, shows the development of ITC Midwest's 19 

total revenue requirement and the amount that would be charged to IPL 20 

for transmission service based on the assumptions used in the revenue 21 

requirement analysis. 22 
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  This total revenue requirement is the sum of two components:  (1) 1 

net revenue requirement for network transmission service derived from 2 

Exhibit___(CPN-1), Schedule B, and (2) Midwest ISO Schedule 1 3 

revenues derived on Exhibit___(CPN-1), Schedule D. 4 

Q. Please explain Exhibit___(CPN-1), Schedule A-1. 5 

A. Schedule A-1 shows the Total Gross Revenue Requirement for Network 6 

Service.  It itemizes the cost components of revenue requirement before 7 

revenue credits from the ITC Midwest Attachment O found in 8 

Exhibit___(CPN-1), Schedule B, and then adds to it Schedule 1 revenues. 9 

Q. Please explain Exhibit___(CPN-1), Schedule A-2. 10 

A. Schedule A-2 shows the ratio of IPL load to total load for the purpose of 11 

determining the portion of the revenue requirement that applies to IPL 12 

ratepayers.  It will be discussed later together with Schedule B-12. 13 

Q. Please explain Exhibit___(CPN-1), Schedule B(2008) through 14 

Schedule B(2012). 15 

A. Schedule B is what would be known as the "ITC Midwest Attachment O".     16 

Attachment O, is a formulaic cost-of-service model that is completed 17 

annually by most transmission owning members of the Midwest ISO with 18 

the resulting rates posted on the Midwest ISO OASIS each year.  19 

Attachment O and company-specific variations to Attachment O, are 20 

specified on tariff sheets in the Midwest ISO's Open Access Transmission 21 

and Energy Markets Tariff ("TEMT") and completed based primarily on 22 

data from the FERC Form 1. 23 
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  Completion of Attachment O results in the development of the 1 

network transmission service revenue requirement for any particular 2 

calendar year.  This allows for adjustment of transmission rates to reflect 3 

changing operational data and financial performance, including the 4 

amount of network load on the transmission system, operating expenses 5 

and capital expenditures. 6 

  Attachment O is a detailed formulaic calculation which can be 7 

generally summarized and understood as follows: 8 

  Rate Base 9 
  x  Rate of Return  10 
  =  Return Requirement 11 
  +  Operations & Maintenance Expenses 12 
  +  Depreciation 13 
  +  Taxes Other than Income Taxes 14 
  +   Income Taxes  15 
  =  Gross Revenue Requirement for Network Transmission Service 16 
  -  Rent Credits 17 
  -  Point-to-Point Revenue Credits  18 
  =  Net Revenue Requirement for Network Transmission Service 19 
  ÷ Load  20 
  = Rate for Network Transmission Service 21 

 In addition to the rate for network transmission service, there is also a rate 22 

for load dispatching and control services, known as Schedule 1.  Schedule 23 

1 is an ancillary service and is not part of the rate for network transmission 24 

service.  Schedule 1 is discussed later in my testimony. 25 

  Exhibit___(CPN-1), Schedule B, shows the template populated with 26 

figures as if they were actually taken from the FERC Form 1 for the 27 

various years.  It results in the gross revenue requirement and net 28 

revenue requirement for network service. 29 
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Q. Please explain what is meant by "gross revenue requirement" and 1 

"net revenue requirement." 2 

A. "Gross revenue requirement" is the revenue requirement for network 3 

service before revenue requirement offsets for rent revenue credits and 4 

point to point revenue credits. 5 

  "Net revenue requirement" is the revenue requirement for network 6 

service after those offsets. 7 

  In my exhibits, "total revenue requirement" refers to the net revenue 8 

requirement for network service plus the revenue requirement for 9 

Schedule 1 and "total gross revenue requirement" refers to the gross 10 

revenue requirement for network service plus the revenue requirement for 11 

Schedule 1. 12 

Q. Please explain the development of the revenue requirement for years 13 

2008 through 2012. 14 

A. The revenue requirement for these years is shown on my Schedule B, 15 

which are the Attachment O's for the various years.  Each Attachment O 16 

consists of 6 pages. 17 

  The inputs to Attachment O are given in my supporting Schedules 18 

B-1 through B-12. 19 

  In explaining the inputs, I will generally follow the order of the 20 

stylized computation given earlier, starting with rate base, and then 21 

progressing to operating expenses.  However, I will explain rate of return 22 
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and taxes separately, when I explain Exhibit___(CPN-1), Schedules C and 1 

E. 2 

Q. Please explain the development of rate base in ITC Midwest 3 

Attachment O. 4 

A. Rate base is shown on page 2 of 6 of each template, and consists of the 5 

following cost components: 6 

  + Gross Plant in Service 7 
  - Accumulated Depreciation  8 
  = Net Plant 9 
  + Adjustments to Rate Base 10 
  + Land Held for Future Use 11 
  + Computed Working Capital 12 
  + Materials & Supplies 13 
  + Prepayments  14 
  = Rate Base 15 

Q. Please explain the derivation of Gross Plant in Service and 16 

Accumulated Depreciation included in rate base. 17 

A Gross Plant in Service and Accumulated Depreciation are the average 18 

balances shown on my supporting Schedule B-1.  The balances 19 

themselves are largely taken directly from Mr. Hampsher's schedules 20 

using ITC Midwest's Allowance for Funds Used During Construction 21 

("AFUDC") computation and reflect IPL's current capital expansion plan.  22 

As explained by ITC Midwest witness Edward Rahill, using the same level 23 

of capital investment ensures an "apples-to-apples" comparison of IPL's 24 

and ITC Midwest's revenue requirements.     25 

Q. Please explain Adjustments to Rate Base. 26 
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A. Adjustments to Rate Base are reductions in rate base attributed to 1 

accumulated deferred income taxes.  Accumulated deferred income taxes 2 

are based on the difference between tax depreciation and book 3 

depreciation.  Tax depreciation is shown on Schedule B-2 and book 4 

depreciation is shown on Schedule B-1.  The difference and the resulting 5 

accumulated deferred income taxes are shown on my Schedule B-3.  For 6 

simplicity, capital additions for tax purposes are treated the same way as 7 

capital additions for book purposes although there would be slight 8 

differences when the actual tax return is filed. 9 

Q. Will the existing accumulated deferred income taxes associated with 10 

the IPL transmission assets transfer over to ITC Midwest at the time 11 

of sale? 12 

A. No.  This is in accordance with Section 7.6(b) of the ASA: 13 

 Seller will elect to treat the transaction as a taxable asset sale.  As a 14 
result of this election, Buyer will increase its basis in the assets for 15 
tax purposes, and Seller is recognizing a taxable gain on the assets.  16 
The tax basis and book basis are expected to be equal after the 17 
election is made, which would result in no recognition of deferred 18 
taxes on the Closing Date. 19 

Q. Will there be Land Held for Future Use? 20 

A. In this calculation, there is no Land Held for Future Use because all of the 21 

land being acquired has already been placed in-service. 22 

Q. Please explain Computed Working Capital. 23 

A. Computed Working Capital in ITC Midwest Attachment O is the allowance 24 

for working capital calculated using the FERC's standard formula 25 
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approach, which sets Computed Working Capital equal to 1/8 (45 days 1 

divided by 360 days) of operations and maintenance ("O&M") expense.  I 2 

will explain the development of O&M expense later in my testimony. 3 

Q. Please explain Materials & Supplies and Prepayments included in 4 

rate base. 5 

A. Materials and Supplies is the average balance developed on my 6 

supporting Schedule B-4.  It is based on information supplied by Mr. 7 

Hampsher.  There is an allocation factor applied in the ITC Midwest 8 

Attachment O which is part of the template.  I will explain this allocation 9 

factor later in my testimony when I discuss O&M expense. 10 

  Since prepayments are not separately identified in IPL's baseline 11 

revenue requirements and are not part of the ASA, they are not included 12 

here for comparison purposes.  In general, however, prepayments would 13 

be included in rate base. 14 

Q. Please summarize the rate base components for the various years. 15 

A. Rate base components for the various years are summarized in the top 16 

section of Exhibit___(CPN-1), Schedule F,  which I will discuss later. 17 

Q. Please explain the development of operating expenses included in 18 

the ITC Midwest Attachment O. 19 

A. Operating expenses consist of the following cost components: 20 

 Transmission Operating & Maintenance Expenses 21 
 Administrative & General Expenses 22 
 Depreciation Expense 23 
 Taxes Other than Income Taxes 24 
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Q. Please explain the development of O&M expense. 1 

A. Transmission O&M expense is developed on supporting Schedule B-5 2 

based on information supplied by IPL and included on schedules 3 

supported by Mr. Hampsher or IPL witness Douglas Collins. 4 

 The basic calculation is as follows: 5 

  + IPL Total O&M expense 6 
  - IPL O&M expense that will be retained by IPL 7 
  - IPL payroll related benefits included in Total O&M expense  8 
  = IPL reduction in Transmission O&M expense 9 
  - IPL Schedule 1 expense  10 
  = Transmission O&M expense recoverable in network service rate 11 

 IPL's transmission expenses are used for purposes of an "apples-to-12 

apples" comparison of IPL's baseline revenue requirement derived by Mr. 13 

Hampsher to ITC Midwest's revenue requirement.  To effect this 14 

comparison, costs are kept constant between the two companies except 15 

for certain specified changes.  The changes reflect costs that would be 16 

retained by IPL, costs that would factor into ITC Midwest's Schedule 1 rate 17 

(and are excluded from the Attachment O calculation) or costs that are 18 

included in ITC Midwest's A&G expenses. 19 

Q. Please explain the Transmission Expense "TE" allocator shown on 20 

line 1, page 3 of 6, of Schedule B. 21 

A. The "TE" allocator is part of the FERC approved Attachment O formula 22 

contained in the TEMT.  It is developed on page 4 of 6, lines 6-8, of the 23 

ITC Midwest Attachment O.  It is made pursuant to Note L shown on page 24 
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6 of 6, to remove transmission expenses included for Accounts 561.1, 1 

561.2, and 561.3 which are associated with ancillary services.   2 

  The TE allocator is the ratio of total transmission expenses included 3 

in accounts 560 through 573 excluding expenses in the designated 4 

Account 561.1, 561.2, and 561.3, to total transmission expenses..  The 5 

recovery of Account 561.1, 561.2, and 561.3 costs are explained later in 6 

my testimony as part of my discussion of Schedule 1. 7 

  The TE allocator is applied to total transmission expenses as well 8 

as to Materials & Supplies cost in the rate base calculation.  This 9 

allocation process is all part of the FERC-approved formula. 10 

Q. Please explain the development of Administrative and General 11 

("A&G") Expense? 12 

A. A&G Expense is developed on supporting Schedule B-6.  For purposes of 13 

doing the baseline comparison, A&G costs are considered to be the 14 

allocated portion of pooled A&G expenses for the three operating 15 

companies, ITCTransmission, Michigan Electric Transmission Company, 16 

LLC ("METC"), and ITC Midwest.  They are based on 2005 actual A&G 17 

expenses as reported in the Attachment O for each company for 2005. 18 

Q. How are these costs escalated to test years 2008 through 2012? 19 

A. The costs are escalated at 2.7% which is the Consumers Price Index, All 20 

Urban, annual growth rate for years 2004-2030 taken from the Energy 21 

Information Administration, Annual Energy Outlook 2006, Table A19, 22 
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Macroeconomic Indicators.  This is the same figure used as a cost 1 

escalator by Mr. Hampsher in his Exhibits. 2 

Q. How are the costs allocated between operating subsidiaries? 3 

A. As explained by Mr. Rahill, A&G expense and payroll tax expense for 4 

ITCTransmission, METC, and ITC Midwest are totaled, and then allocated 5 

back to each operating subsidiary based on the ratio of the operating 6 

company's load to total load for all three operating companies using their 7 

divisors shown on page 1 of Attachment O for each company. 8 

Q. Please explain the development of depreciation expense. 9 

A. Depreciation expense is developed on supporting Schedule B-1, which is 10 

the same schedule that develops the depreciation reserve.  It is based on 11 

IPL's composite depreciation rate of 2.3% as supported by Mr. Hampsher. 12 

Q. Please explain the development of Taxes Other than Income Taxes 13 

("TOIT"). 14 

A. TOIT is developed on supporting Schedule B-7.  For purposes of this 15 

analysis, it consists of property taxes and payroll taxes.  Property taxes 16 

are taken from figures supported by Mr. Hampsher.  Payroll taxes are 17 

allocated as discussed above. 18 

Q. Please explain the development of rent credits. 19 

A. Amounts received for rents are used to offset the revenue requirement for 20 

network transmission service.  These are taken from Mr. Hampsher 21 

Exhibit___(CAH-1), Schedule F(a), Line 8. 22 
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Q. Please explain the development of point-to-point ("PTP") revenue 1 

credits. 2 

A. The development of PTP revenue credits is shown on my supporting 3 

Schedule B-8.  The unit price for PTP scheduled rates is based on the unit 4 

price for network service.  As a result, if the rate for network service 5 

increases, the rate for PTP similarly increases.  Therefore, to recognize 6 

the increased revenue credits that would result from the increased rate for 7 

network service, the PTP revenue credits are initially based on projections 8 

provided by IPL and supported by Mr. Hampsher, but then escalated 9 

based on the ratio of ITC Midwest gross network revenue requirement to 10 

the comparable figure for IPL's gross network revenue requirement. 11 

  The PTP revenue credits are shown on line 37 of page 4 of 5 of the 12 

template on my Exhibit___(CPN-1), Schedule B.  Line 37 is the difference 13 

between Line 35 and Line 36.  Line 35, transmission charges for all 14 

transmission transactions, is the sum of network, PTP, and Schedule 1.  15 

Line 36, transmission charges for all transmission transactions included in 16 

divisor on the front page of the template, is the sum of network and 17 

Schedule 1.  The difference between these two lines is the revenue credits 18 

shown on line 37. 19 

Q. Please explain the development of income taxes. 20 
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A. Income taxes in the Attachment O formula are computed using some 1 

concise but cryptic mathematical formulations shown on page 3 of 6 of 2 

Exhibit___(CPN-1), Schedule B.  Since the mathematical formulas may 3 

not be intuitively obvious, I present the calculation in a more conventional 4 

manner on my supporting Schedule B-9.  The basic calculation can be 5 

understood as follows: 6 

  + Taxable Revenues 7 
  -   Tax deductible expenses  8 
  =  Taxable Income 9 
  x  Tax Rate  10 
  =  Income Taxes 11 

 The tax computation may appear to be circular because of the inter-12 

deductibility of state taxes in the federal computation, and a 50% credit for 13 

federal taxes and a credit for Minnesota taxes in the Iowa tax calculation.  14 

The equivalence between the results of the conventional calculation I use 15 

and that of the mathematical formulae in the Attachment O template can 16 

be demonstrated by noting that the income tax amount shown on 17 

supporting Schedule B-9 is the same as the amount shown on ITC 18 

Midwest Attachment O for the various years.  Both approaches derive the 19 

same amount for income taxes.  It should also be noted that the 20 

Transmission Transaction has not been completed, all items of property 21 

have not been individually identified, and all tax nuances have not been 22 

identified or researched.  As a result, a portion of taxes may somehow 23 

differently or be included in TOIT, and to the extent they are, they would 24 

not be included in the template income tax calculation. 25 
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  The tax rates themselves will be explained below in my discussion 1 

of Exhibit___(CPN-1), Schedule E.  2 

Q. Please explain the capitalization and interest inputs to ITC Midwest 3 

Attachment O. 4 

A. These inputs are developed on my supporting Schedule B-10.  The cost 5 

rates for debt and capitalization ratios are explained later in connection 6 

with the Cost of Capital, Exhibit___(CPN-1), Schedule C.  Construction 7 

Work in Progress ("CWIP") is not part of rate base but would be part of 8 

capitalization. 9 

Q. Please explain the load shown on supporting Schedule B-12. 10 

A. The projected load is based on IPL 2005 Attachment O actual 11 

transmission load, as escalated. 12 

  The load for IPL itself and other load are individually identified in 13 

this schedule to be able to compute the revenue requirement effects on 14 

IPL ratepayers.  The ratio of IPL load to total load is shown on supporting 15 

Schedule A-2. 16 

Q. Please explain the Wages and Salary input to ITC Midwest 17 

Attachment O. 18 

A. Attachment O contemplates the development of a wages and salary 19 

allocator ("W&S") for companies that are vertically integrated.  Since ITC 20 

Midwest is transmission-only, wages and salaries are recovered (just as 21 

are other expenses) as part of transmission or A&G expenses.  22 

Nevertheless, for the purpose of populating the Attachment O template, a 23 
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W&S allocator has been identified.  It is based on the W&S amount shown 1 

in the IPL 2005 Attachment O as appropriately escalated.  The amounts 2 

are shown on my supporting Schedule B-11. 3 

Q. Please explain Exhibit___(CPN-1), Schedule C, Cost of Capital. 4 

A. Exhibit___(CPN-1), Schedule C, shows the development of the weighted 5 

average cost of capital for ITC Midwest.  The weighted average cost of 6 

capital is commonly known as the rate of return.  The equity capitalization 7 

ratio used in the calculation is targeted to be 60% and the authorized 8 

return on common equity ("ROE") used is 13.88% as filed in FERC Docket 9 

Nos. EC07-89 and ER07-887.  That filing also requests approval to use a 10 

projected test period with a true-up mechanism.  The transmission rates 11 

ultimately charged to IPL will be based upon ITC Midwest's actual capital 12 

structure. 13 

Q. How was the cost rate for debt derived? 14 

A. The cost rate for debt of 5.563% is based on Mr. Rahill's testimony.  He 15 

explains that this is a proxy for the actual interest rates that would be 16 

incurred in each projected year.  As can be seen from page 5 of 6 of the 17 

ITC Midwest Attachment O template, the interest rate used to compute the 18 

rate of return in the template would be actual interest expense for the 19 

calendar year divided by the average balance of long term debt. 20 

Q. Please explain the development of Schedule 1 revenues. 21 

A. Schedule 1 revenues are developed on Exhibit___(CPN-1), Schedule D.  22 

They are for what are known as ancillary services.  Ancillary services are 23 
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those services necessary to support the transmission of capacity and 1 

energy from resources to load while maintaining reliable operation of the 2 

transmission system.  There are several ancillary services contained in the 3 

TEMT.  Scheduling, System Control, and Dispatch Service must be 4 

purchased from the transmission service provider under the Midwest ISO 5 

Schedule 1.  While the network transmission service rate is based on the 6 

Attachment O rate for the pricing zone where the load is located, the 7 

Midwest ISO Schedule 1 rate is a single, system-wide average rate.  The 8 

rate that was used in computing revenues was based on the rate effective 9 

beginning January 2007 which was $55.5824/MW-month or 10 

$666.9892/MW-year, and then escalated thereafter.  Midwest ISO 11 

Schedule 1 revenues are the escalated rate applied to load.  For purposes 12 

of making a comparison with IPL's baseline revenue requirement, and 13 

deriving the portion of revenue requirement applicable to IPL's own 14 

customers, my calculation only uses load as shown on page 1 of 15 

Attachment O.  There would be Schedule 1 revenues from non-network 16 

transmission services, but these would not be from IPL customers. 17 

Q. Please explain the applicable tax rates. 18 

A. The applicable tax rates are the composite effective federal and state tax 19 

rates that are developed on Exhibit___(CPN-1), Schedule E.  Based on 20 

information supplied by IPL, the Iowa tax rate is 12% and the Minnesota 21 

tax rate is 9.8%.  Iowa allows a deduction of 50% of federal taxes on the 22 

state return and a deduction for other state's taxes, and there is 100% 23 
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deduction for state taxes on the federal return.  To be comparable with the 1 

development of IPL's baseline revenue requirement, income before tax 2 

has been allocated based on system coincident peak as provided by Mr. 3 

Hampsher as follows:  93% for Iowa and 7% to Minnesota.  The revenue 4 

requirement model assumes full normalization of all book tax differences 5 

using the effective tax rates shown on the exhibit. 6 

Q. What do you mean by effective tax rate? 7 

A. Effective tax rate is the ratio of income tax to net income before tax. 8 

Q. What tax rates would be used in Attachment O? 9 

A. Since there are multiple state jurisdictions, the composite income tax rates 10 

would be used as developed on Schedule E. 11 

Q. Please explain Exhibit___(CPN-1), Schedule F. 12 

A. Schedule F summarizes the ITC Midwest Attachment O revenue 13 

requirement by year.  The rate base figures correspond to the figures 14 

shown on page 2 of the Attachment O, the operating expenses 15 

correspond to the figures on page 3 of the template, and the revenue 16 

credits correspond with the figures on page 4 of the template. 17 

Q. Since the FERC Form 1 actual results will not be known until after 18 

the completion of the calendar year, how will the ITC Midwest 19 

Attachment O rates be applied? 20 

A. A projected rate will be charged each year commencing on January 1, and 21 

then a true-up component of the rate will be charged commencing on 22 
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January 1 of the first calendar year following the filing of the Form 1 for the 1 

projected rate period. 2 

Q. Please give an example using a cost year of, say, 2009. 3 

A. Exhibit___(CPN-1), Schedule G, which shows the general form of the 4 

true-up procedure, also includes a specific example for cost year 2009. 5 

  In September 2008, ITC Midwest will post on the OASIS the 6 

projected rate it will charge on January 1, 2009.  The projected revenue 7 

requirement and rate will be computed using projected cost components in 8 

the ITC Midwest Attachment O.  Throughout calendar year 2009, ITC 9 

Midwest will provide transmission services.  In April 2010, ITC Midwest will 10 

file the FERC Form 1 for calendar year 2009.  Using the 2009 FERC Form 11 

1, the actual revenue requirement will be computed for calendar year 12 

2009.  The FERC Form 1 will also report actual 2009 revenues for network 13 

transmission service.  Any true-up for calendar year 2009 will be included 14 

in the rate charged beginning January 1, 2011. 15 

Q. How will the true-up adjustment be computed? 16 

A. The true-up adjustment will be computed as the difference between actual 17 

revenue requirement for transmission service and actual revenues for 18 

transmission services for load associated with transactions included in the 19 

divisor of Attachment O, as follows: 20 

  + Actual Revenue Requirement 21 
  - Actual Revenues                   22 
  = True-Up Adjustment for Under- (Over-) Recovery of revenue 23 
                      requirement 24 
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 The true-up adjustment will then be included as a component of the 1 

projected rate that will be charged commencing January 1, 2011. 2 

Q. Has use of a mechanism involving the use of a projected rate with a 3 

true-up adjustment been approved by FERC? 4 

A. Yes.  A similar method was approved by FERC for ITCTransmission in 5 

Docket No. ER06-1006 on July 14, 2006, and for METC in Docket No. 6 

ER07-95 on December 21, 2006. 7 

Q. Will there be interest on the true-up adjustment? 8 

A. Yes, the computation of interest on the true-up adjustment was approved 9 

by FERC in the above dockets.  Interest will be computed using the FERC 10 

refund interest rate on over recoveries and the cost of short-term debt for 11 

under-recoveries. 12 

Q. What will be the projected rate that will be charged commencing 13 

January 2008? 14 

A. The projected rate that ITC Midwest will charge in calendar year 2008 will 15 

be the same rate that will be in effect from June through December 2007. 16 

It will be trued-up to the 2008 actual revenue requirement in the rate 17 

charged beginning January 1, 2010. 18 

Q. Does this complete your prepared direct testimony? 19 

A. Yes, it does. 20 
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ATTACHMENT E 

 
 

ITCM MISO EMT Attachment O Posting 
September 1, 2008 
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ATTACHMENT F 

 
 

ITCM MISO EMT Attachment O Revised Posting 
October 24, 2008 
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ITC Midwest LLC

For the 12 months ended 12/31/2009

Projected Rate Computation with Rate Discount

Projected Year 2009

Revenue Requirement without discount 151,509,334$ 

Discount  (Note) 4,125,000

Revenue Requirement with Discount 147,384,334$ 

Projected Load (kW) 2,951,000

Annual Cost $/kW/year 49.944

Rate $/kW/month 4.162

Note: The rate discount is pursuant to the Order of the Iowa Utilities Board dated September 20, 2007 in IUB Docket No. SPU-07-11,

and the Order of the Minnesota Public Utilities Commission in MPUC Docket No. E001/PA-07-540, dated February 7, 2008 and effective December 18, 2007. 
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Midwest ISO  Original Sheet No. 1365Z.16C  
FERC Electric Tariff, Third Revised Volume No. 1   

 

Issued by: T. Graham Edwards, Issuing Officer      Effective: January 1, 2008 
Issued on: May 11, 2007 
 

 

Formula Rate - Non-Levelized Rate Formula Template 

  Utilizing FERC Form 1 Data

For the 12 months ended 12/31/2009

ITC Midwest LLC

(1) (2) (3) (4) (5)

Adjusted

Line Allocated Allocated

No. Amount Adjustments Amount

1 GROSS REVENUE REQUIREMENT    (page 3, line 29) 12 months 158,371,334$         0 158,371,334$           

 REVENUE CREDITS (Note T) Total Allocator

2   Account No. 454 (page 4, line 34) 0 TP 1.00000 0 0 0

3   Account No. 456.1 (page 4, line 37) 6,862,000 TP 1.00000 6,862,000 6,862,000

4   Revenues from Grandfathered Interzonal Transactions 0 TP 1.00000 0 0

5   Revenues from service provided by the ISO at a discount 0 TP 1.00000 0 0

6 TOTAL REVENUE CREDITS  (sum lines 2-5)                                  6,862,000 0 6,862,000

6A True-up Adjustment [See Note 1.]  

7 NET REVENUE REQUIREMENT (line 1 minus line 6 plus line 6A)                                  151,509,334$         -$                   151,509,334$           

DIVISOR 

8   Average of 12 coincident system peaks for requirements (RQ) service       (Note A) 2,951,000 2,951,000

9   Plus 12 CP of firm bundled sales over one year not in line 8 (Note B) 0

10   Plus 12 CP of Network Load not in line 8 (Note C) 0

11   Less 12 CP of firm P-T-P over one year (enter negative) (Note D) 0

12   Plus Contract Demand of firm P-T-P over one year 0

13   Less Contract Demand from Grandfathered Interzonal Transactions over one year (enter negative) (Note S) 0

14   Less Contract Demands from service over one year provided by ISO at a discount (enter negative) 0

15 Divisor (sum lines 8-14) 2,951,000 0 2,951,000

16 Annual Cost ($/kW/Yr) (line 7 / line 15) 51.342

17 Network & P-to-P Rate ($/kW/Mo) (line 16 / 12) 4.278

Peak Rate Off-Peak Rate

18 Point-To-Point Rate ($/kW/Wk) (line 16 / 52; line 16 / 52) 0.987 $0.987

19 Point-To-Point Rate ($/kW/Day) (line 18 / 5; line 18 / 7) 0.197 Capped at weekly rate $0.141

20 Point-To-Point Rate ($/MWh) (line 19 / 16; line 19 / 24 12.342 Capped at weekly $5.877  

 times 1,000) and daily rates  

 

21 FERC Annual Charge($/MWh)           (Note E) Short Term $0.000 Short Term

22 Long Term $0.000 Long Term

NOTES

Note 1. Calculated in accordance with the Annual Rate Calculation and True-up Procedures on pages 1365Z.16H  and 1365Z.16I of this Tariff.
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Issued by: T. Graham Edwards, Issuing Officer      Effective: January 1, 2008 
Issued on: May 11, 2007 

 

Formula Rate - Non-Levelized Rate Formula Template 
  Utilizing FERC Form 1 Data

For the 12 months ended 12/31/2009

ITC Midwest LLC

(1) (2) (3)  (4) (5) (6) (7)

Form No. 1 Transmission Adjusted

Line Page, Line, Col. Company Total                   Allocator (Col 3 times Col 4) Adjustments Amount

No. RATE BASE:

GROSS PLANT IN SERVICE
1   Production 205.46.g NA   0

2   Transmission - (Note U) 207.58.g 813,360,000 TP 1.00000 813,360,000 813,360,000

3   Distribution 207.75.g NA  

4   General & Intangible - (Note U) 205.5.g & 207.99.g 64,690,000 W/S 1.00000 64,690,000 64,690,000

5   Common 356.1 CE 1.00000 0 0

6 TOTAL GROSS PLANT (sum lines 1-5) 878,050,000 GP= 100.000% 878,050,000 0 878,050,000

ACCUMULATED DEPRECIATION

7   Production 219.20-24.c NA  
8   Transmission - (Note U) 219.25.c 298,595,000 TP 1.00000 298,595,000 298,595,000

9   Distribution 219.26.c NA  

10   General & Intangible - (Note U) 219.28.c 380,000 W/S 1.00000 380,000 380,000

11   Common 356.1 CE 1.00000 0 0

12 TOTAL ACCUM. DEPRECIATION (sum lines 7-11) 298,975,000 298,975,000 0 298,975,000

 

NET PLANT IN SERVICE

13   Production  (line 1- line 7) 0  

14   Transmission  (line 2- line 8) 514,765,000 514,765,000 514,765,000

15   Distribution  (line 3 - line 9)  
16   General & Intangible  (line 4 - line 10) 64,310,000 64,310,000 64,310,000

17   Common  (line 5 - line 11) 0 0 0

18 TOTAL NET PLANT (sum lines 13-17) 579,075,000 NP= 100.000% 579,075,000 0 579,075,000

ADJUSTMENTS TO RATE BASE       (Note F)  

19   Account No. 281 (enter negative) - (Note V) 273.8.k NA zero 0

20   Account No. 282 (enter negative) -  (Note V) 275.2.k -24,274,000 NP 1.00000 -24,274,000 -24,274,000

21   Account No. 283 (enter negative) -  (Note V) 277.9.k -142,000 NP 1.00000 -142,000 -142,000 [See Note 2.] 

22   Account No. 190 -  (Note V) 234.8.c 17,019,000 NP 1.00000 17,019,000 17,019,000 [See Note 2.] 

23   Account No. 255 (enter negative) -  (Note V) 267.8.h NP 1.00000 0 0

24 TOTAL ADJUSTMENTS  (sum lines 19- 23B) -7,397,000 -7,397,000 0 -7,397,000

25 LAND HELD FOR FUTURE USE -  (Note V) 214.x.d  (Note G) 26,000 TP 1.00000 26,000 26,000

WORKING CAPITAL  (Note H)  

26   CWC  calculated 6,096,875 5,455,289 0 5,455,289

27   Materials & Supplies  (Note G) -  (Note V) 227.8.c & .16.c 4,606,000 TE 0.78940 3,635,987  3,635,987

28   Prepayments (Account 165) -  (Note V) 111.57.c 392,000 GP 1.00000 392,000 392,000

29 TOTAL WORKING CAPITAL (sum lines 26 - 28) 11,094,875 9,483,277 0 9,483,277

30 RATE BASE  (sum lines 18, 24, 25, & 29) 582,798,875 581,187,277 0 581,187,277

Note 2. Excludes deferred taxes associated with the True-up Adjustment that are not otherwise included in rate base.

page 2 of 5
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FERC Electric Tariff, Third Revised Volume No. 1   
 
  
 
 

Issued by: T. Graham Edwards, Issuing Officer      Effective: January 1, 2008 
Issued on: May 11, 2007 
 

Formula Rate - Non-Levelized Rate Formula Template 

  Utilizing FERC Form 1 Data
For the 12 months ended 12/31/2009

ITC Midwest LLC

(1) (2) (3)  (4) (5) (6) (7)

Line Form No. 1 Transmission Adjusted

No. Page, Line, Col. Company Total                   Allocator (Col 3 times Col 4) Adjustments Amount

O&M
1   Transmission 321.112.b 24,364,000 TE 0.78940 19,233,000 19,233,000 [See Note 3.]

2      Less Account 565 321.96.b  1.00000 0 0

3   A&G 323.197.b 24,438,000 W/S 1.00000 24,438,000 24,438,000

4      Less FERC Annual Fees W/S 1.00000 0 0

5      Less EPRI & Reg. Comm. Exp. & Non-safety  Ad. (Note I) 35,000 W/S 1.00000 35,000 35,000

5a      Plus Transmission Related Reg. Comm.  Exp. (Note I) 8,000 TE 0.78940 6,315 6,315

6   Common 356.1 CE 1.00000 0 0

7   Transmission Lease Payments  1.00000 0

8 TOTAL O&M   (sum lines 1, 3, 5a, 6, 7 less lines 2, 4, 5) 48,775,000 43,642,315 0 43,642,315

DEPRECIATION EXPENSE
9   Transmission 336.7.b & c 19,781,000 TP 1.00000 19,781,000 19,781,000

10   General 336.10.b & c 25,000 W/S 1.00000 25,000 25,000

11   Common 336.11.b & c CE 1.00000 0 0

12 TOTAL DEPRECIATION (Sum lines 9 - 11) 19,806,000 19,806,000 0 19,806,000

 TAXES OTHER THAN INCOME TAXES  (Note J)

  LABOR RELATED

13           Payroll 263i 410,000 W/S 1.00000 410,000 410,000

14           Highway and vehicle 263i W/S 1.00000 0 0

15   PLANT RELATED  

16          Property 263i 6,550,000 GP 1.00000 6,550,000 6,550,000
17          Gross Receipts 263i NA zero 0

18          Other 263i GP 1.00000 0 0

19          Payments in lieu of taxes GP 1.00000 0 0

20 TOTAL OTHER TAXES  (sum lines 13 - 19) 6,960,000 6,960,000 0 6,960,000

  

 INCOME TAXES           (Note K)

21      T=1 - {[(1 - SIT) * (1 - FIT)] / (1 - SIT * FIT * p)} = 41.51%

22      CIT=(T/1-T) * (1-(WCLTD/R)) = 53.45%

       where WCLTD=(page 4, line 27) and R= (page 4, line30)
       and FIT, SIT & p are as given in footnote K.

23       1 / (1 - T)  = (from line 21) 1.7096

24 Amortized Investment Tax Credit (266.8f) (enter negative)

25 Income Tax Calculation = line 22 * line 28 30,725,084 NA 30,640,121 0 30,640,121

26 ITC adjustment (line 23 * line 24) NP 1.00000 0 0

27 Total Income Taxes (line 25 plus line 26) 30,725,084   30,640,121 0 30,640,121

 

28 RETURN 57,481,851 NA 57,322,898 0 57,322,898

  [ Rate Base (page 2, line 30) * Rate of Return (page 4, line 30)]

29 REV. REQUIREMENT  (sum lines 8, 12, 20, 27, 28) 163,747,935 158,371,334 0 158,371,334

Note 3. Adjustments to Line 1 will equal the sum of the amounts on ITC's Report on FERC Form No. 1 for 

Customer Accounts Expenses [FERC Form No. 1, 323.164.b], Customer Service and Informational Expenses [FERC Form No. 1, 323.171.b], and 

Sales Expenses [FERC Form No. 1, 323.178.b] that are not otherwise recoverable through some other tariff.

Adjustments to be made before calculation of allocator for Line 1, Column (4).
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Issued by: T. Graham Edwards, Issuing Officer      Effective: January 1, 2008 
Issued on: May 11, 2007 
  
 

Formula Rate - Non-Levelized Rate Formula Template

  Utilizing FERC Form 1 Data
For the 12 months ended 12/31/2009

ITC Midwest LLC

                SUPPORTING CALCULATIONS AND NOTES

Line

No. TRANSMISSION PLANT INCLUDED IN ISO RATES

1 Total transmission plant    (page 2, line 2, column 3) 813,360,000

2 Less transmission plant excluded from ISO rates       (Note M)

3 Less transmission plant included in OATT Ancillary Services    (Note N )

4 Transmission plant included in ISO rates  (line 1 less lines 2 & 3) 813,360,000

5 Percentage of transmission plant included in ISO Rates (line 4 divided by line 1) TP= 1.00000

TRANSMISSION EXPENSES 

6 Total transmission expenses    (page 3, line 1, column 3) 24,364,000

7 Less transmission expenses included in OATT Ancillary Services   (Note L) 5,131,000

8 Included transmission expenses (line 6 less line 7) 19,233,000

9 Percentage of transmission expenses after adjustment (line 8 divided by line 6) 0.78940

10 Percentage of transmission plant included in ISO Rates (line 5) TP 1.00000

11 Percentage of transmission expenses included in ISO Rates (line 9 times line 10) TE= 0.78940

 WAGES & SALARY ALLOCATOR   (W&S)

 Form 1 Reference $ TP Allocation

12   Production 354.20.b 0.00 0
13   Transmission 354.21.b 3,326,000 1.00 3,326,000

14   Distribution 354.23.b 0.00 0 W&S Allocator

15   Other 354.24,25,26.b 0.00 0 ($ / Allocation)

16   Total  (sum lines 12-15) 3,326,000 3,326,000 = 1.00000 = WS
 

COMMON PLANT ALLOCATOR  (CE)   (Note O)

$ % Electric  W&S Allocator

17   Electric 200.3.c 720,074,000 (line 17 / line 20) (line 16) CE

18   Gas 201.3.d 1.00000 * 1.00000 = 1.00000

19   Water 201.3.e  

20   Total  (sum lines 17 - 19) 720,074,000 (5) (6) (7)

Adjusted

RETURN (R) $ Adjustments Amount

21 Long Term Interest (117, sum of 62c through 67c) $14,937,000 14,937,000

22 Preferred Dividends (118.29c) (positive number) 0

                                          Development of Common Stock:

23 Proprietary Capital (112.16c) -  (Note U) 368,291,000 368,291,000

24 Less Preferred Stock (line 28) -  (Note U) 0 0

25 Less Account 216.1 (112.12c)  (enter negative) -  (Note U) 0

26 Common Stock (sum lines 23-25) 368,291,000 0 368,291,000

Cost

$ % (Note P) Weighted

27   Long Term Debt (112, sum of 18c through 21c) -  (Note U) 245,427,000 40% 0.0609 0.0243 =WCLTD

28   Preferred Stock  (112.3c)-  (Note U) 0% 0.0000 0.0000

29   Common Stock  (line 26) 368,291,000 60% 0.1238 0.0743 [See Note 4.]

30 Total  (sum lines 27-29) 613,718,000  0.0986 =R

REVENUE CREDITS

Load

ACCOUNT 447 (SALES FOR RESALE) (310-311) (Note Q)  

31   a. Bundled Non-RQ Sales for Resale (311.x.h)
32   b. Bundled Sales for Resale  included in Divisor on page 1

33   Total of (a)-(b) 0

  
34 ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY)    (Note R) $0 0

ACCOUNT 456.1 (OTHER ELECTRIC REVENUES) (330.x.n)

35   a. Transmission charges for all transmission transactions $160,339,000

36   b. Transmission charges for all transmission transactions included in Divisor on Page 1 $153,477,000

37   Total of (a)-(b) $6,862,000

Note 4. Allowed ROE set to 12.38%
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Midwest ISO  Original Sheet No. 1365Z.16G  
FERC Electric Tariff, Third Revised Volume No. 1   
  

Issued by: T. Graham Edwards, Issuing Officer      Effective: January 1, 2008 
Issued on: May 11, 2007 
 

Formula Rate - Non-Levelized Rate Formula Template 

  Utilizing FERC Form 1 Data

For the 12 months ended 12/31/2009

ITC Midwest LLC

General Note:  References to pages in this formulary rate are indicated as:  (page#, line#, col.#)

                           References to data from FERC Form 1 are indicated as:   #.y.x  (page, line, column)

Note

Letter

A Peak as would be reported on page 401, column d of Form 1 at the time of the ISO coincident monthly peaks.

B Labeled LF, LU, IF, IU on pages 310-311 of Form 1at the time of the ISO coincident monthly peaks.

C Labeled LF on page 328 of Form 1 at the time of the ISO coincident monthly peaks.

D Labeled LF on page 328 of Form 1 at the time of the ISO coincident monthly peaks.

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

F The balances in Accounts 190, 281, 282 and 283, as adjusted by any amounts in contra accounts identified as regulatory assets 

  or liabilities related to FASB 106 or 109.  Balance of Account 255 is reduced by prior flow throughs and excluded if the utility 

  chose to utilize amortization of tax credits against taxable income as discussed in Note K.  Account 281 is not allocated.

G Identified in Form 1 as being only transmission related.

H Cash Working Capital assigned to transmission is one-eighth of O&M allocated to transmission at page 3, line 8, column 5.

  Prepayments are the electric related prepayments booked to Account No. 165 and reported on Pages 110-111 line 57 in the Form 1.

I Line 5 - EPRI Annual Membership Dues listed in Form 1 at 353.f, all Regulatory Commission Expenses itemized at 351.h, and non-safety

   related advertising included in Account 930.1.  Line 5a - Regulatory Commission Expenses directly related to transmission service,  

   ISO filings, or transmission siting itemized at 351.h. 

J 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.

K The currently effective income tax rate,  where FIT is the Federal income tax rate; SIT is the State income tax rate, and p =

  "the percentage of federal income tax deductible for state income taxes".  If the utility is taxed in more than one state it must attach a

  work paper showing the name of each state and how the blended or composite SIT was developed.  Furthermore, a utility that

  elected to utilize amortization of tax credits against taxable income, rather than book tax credits to Account No. 255 and reduce 

  rate base, must reduce its income tax expense by the amount of the Amortized Investment Tax Credit (Form 1, 266.8.f)

  multiplied by (1/1-T) (page 3, line 26).

          Inputs Required: FIT = 35.00%

SIT= 11.77%   (State Income Tax Rate or Composite SIT)

p = 47.41%   (percent of federal income tax deductible for state purposes)

L Removes dollar amount of transmission expenses included in the OATT ancillary services rates, including all of Account Nos. 561.1, 561.2, 561.3, and 561.BA.

M Removes transmission plant determined by Commission order to be state-jurisdictional according to the seven-factor test (until Form 1

  balances are adjusted to reflect application of seven-factor test).

N Removes dollar amount of transmission plant included in the development of OATT ancillary services rates and generation

  step-up facilities, which are deemed to included in OATT ancillary services.  For these purposes, generation step-up

  facilities are those facilities at a generator substation on which there is no through-flow when the generator is shut down.

O Enter dollar amounts

P Debt cost rate = long-term interest (line 21) / long term debt (line 27).  Preferred cost rate = preferred dividends (line 22) /

  preferred outstanding (line 28).   ROE will be supported in the original filing and no change in ROE may be made absent

  a filing with FERC.

Q Line 33 must equal zero since all short-term power sales must be unbundled and the transmission component reflected in Account

  No. 456.1 and all other uses are to be included in the divisor.

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

S 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.

T 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.

U Calculate using 13 month average balance.

V Calculate using average of beginning and end of year balances.

page 5 of 5
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Midwest ISO Third Revised Sheet No. 1318
FERC Electric Tariff, Third Revised Volume No. 1 Superseding Second Revised Sheet No. 1318

Attachment O
page 1 of 5

Formula Rate - Non-Levelized      Rate Formula Template For the 12 months ended 12/31/2006
  Utilizing FERC Form 1 Data

ITC Midwest

Line Allocated
No. Amount
1 GROSS REVENUE REQUIREMENT    (page 3, line 29) 87,890,094$    

 REVENUE CREDITS (Note T) Total Allocator
2   Account No. 454 (page 4, line 34) 500,343 TP 0.98978 495,229
3   Account No. 456.1 (page 4, line 37) 5,262,636 TP 0.98978 5,208,853
4   Revenues from Grandfathered Interzonal Transactions 0 TP 0.98978 0
5   Revenues from service provided by the ISO at a discount 0 TP 0.98978 0
6 TOTAL REVENUE CREDITS  (sum lines 2-5)                           5,704,082

 

7 NET REVENUE REQUIREMENT (line 1 minus line 6)                           82,186,012$    

DIVISOR 
8   Average of 12 coincident system peaks for requirements (RQ) service       (Note A) 2,539,000
9   Plus 12 CP of firm bundled sales over one year not in line 8 (Note B) 0
10   Plus 12 CP of Network Load not in line 8 (Note C) 228,000
11   Less 12 CP of firm P-T-P over one year (enter negative) (Note D) -95,649
12   Plus Contract Demand of firm P-T-P over one year 0
13   Less Contract Demand from Grandfathered Interzonal Transactions over one year (enter negative) (Note S) 0
14   Less Contract Demands from service over one year provided by ISO at a discount (enter negative) 0

15 Divisor (sum lines 8-14) 2,671,351

16 Annual Cost ($/kW/Yr) (line 7 / line 15) 30.766
17 Network & P-to-P Rate ($/kW/Mo) (line 16 / 12) 2.564

Peak Rate Off-Peak Rate

18 Point-To-Point Rate ($/kW/Wk) (line 16 / 52; line 16 / 52) 0.592 $0.592
19 Point-To-Point Rate ($/kW/Day) (line 18 / 5; line 18 / 7) 0.118 Capped at weekly rate $0.085
20 Point-To-Point Rate ($/MWh) (line 19 / 16; line 19 / 24 7.396 Capped at weekly $3.522  

 times 1,000) and daily rates  
 

21 FERC Annual Charge($/MWh)           (Note E) $0.000 Short Term $0.000 Short Term
22 $0.000 Long Term $0.000 Long Term

Issued by:  Ronald R. McNamara, Issuing Officer Effective:  January 1, 2007
Issued on:  October 31, 2006
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Midwest ISO Fourth Revised Sheet No. 1319
FERC Electric Tariff, Third Revised Volume No. 1 Superseding Third Revised Sheet No. 1319

Attachment O
page 2 of 5

Formula Rate - Non-Levelized      Rate Formula Template For the 12 months ended 12/31/2006
  Utilizing FERC Form 1 Data

ITC Midwest
(1) (2) (3)  (4) (5)

Form No. 1 Transmission
Line Page, Line, Col. Company Total                   Allocator (Col 3 times Col 4)
No. RATE BASE:

GROSS PLANT IN SERVICE
1   Production 205.46.g 1,532,474,929 NA   
2   Transmission 207.58.g 686,068,678 TP 0.98978 679,057,148
3   Distribution 207.75.g 1,560,161,671 NA   
4   General & Intangible 205.5.g & 207.90.g 185,882,206 W/S 0.05145 9,562,980
5   Common 356.1 218,505,153 CE 0.04626 10,107,382
6 TOTAL GROSS PLANT (sum lines 1-5) 4,183,092,637 GP= 16.704% 698,727,511

ACCUMULATED DEPRECIATION
7   Production 219.20-24.c 807,281,106 NA   
8   Transmission 219.25.c 284,873,825 TP 0.98978 281,962,453
9   Distribution 219.26.c 601,223,085 NA   
10   General & Intangible 219.28.c 64,679,622 W/S 0.05145 3,327,537
11   Common 356.1 120,565,721 CE 0.04626 5,577,003
12 TOTAL ACCUM. DEPRECIATION (sum lines 7-11) 1,878,623,359 290,866,993

 
NET PLANT IN SERVICE

13   Production  (line 1- line 7) 725,193,823  
14   Transmission  (line 2- line 8) 401,194,853 397,094,695
15   Distribution  (line 3 - line 9) 958,938,586  
16   General & Intangible  (line 4 - line 10) 121,202,584 6,235,443
17   Common  (line 5 - line 11) 97,939,432 4,530,380
18 TOTAL NET PLANT (sum lines 13-17) 2,304,469,278 NP= 17.699% 407,860,518

ADJUSTMENTS TO RATE BASE       (Note F)
19   Account No. 281 (enter negative) 273.8.k 0 NA zero 0
20   Account No. 282 (enter negative) 275.2.k -279,210,790 NP 0.17699 -49,416,609
21   Account No. 283 (enter negative) 277.9.k -31,422,795 NP 0.17699 -5,561,418
22   Account No. 190 234.8.c 77,638,147 NP 0.17699 13,740,923
23   Account No. 255 (enter negative) 267.8.h -12,720,905 NP 0.17699 -2,251,432
24 TOTAL ADJUSTMENTS  (sum lines 19- 23) -245,716,343 -43,488,536

25 LAND HELD FOR FUTURE USE 214.x.d  (Note G) 26,340 TP 0.98978 26,071

WORKING CAPITAL  (Note H)  
26   CWC  calculated 12,709,531 1,387,024
27   Materials & Supplies  (Note G) 227.8.c & .16.c 687,611 TE 0.83177 571,933  
28   Prepayments (Account 165) 111.57.c 9,380,272 GP 0.16704 1,566,844
29 TOTAL WORKING CAPITAL (sum lines 26 - 28) 22,777,414 3,525,801

30 RATE BASE  (sum lines 18, 24, 25, & 29) 2,081,556,689 367,923,854

Issued by:  T. Graham Edwards, Issuing Officer Effective:  January 1, 2007
Issued on:  January 29, 2007
Transmission Owners of the Midwest Independent Transmission System Operator, Inc. , 117 FERC ¶ 61,355 (2006)).
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Midwest ISO Substitute Third Revised Sheet No. 1320
FERC Electric Tariff, Third Revised Volume No. 1 Superseding Third Revised Sheet No. 1320

Attachment O
page 3 of 5

Formula Rate - Non-Levelized      Rate Formula Template For the 12 months ended 12/31/2006
  Utilizing FERC Form 1 Data

ITC Midwest
(1) (2) (3)  (4) (5)

Line Form No. 1 Transmission
No. Page, Line, Col. Company Total                   Allocator (Col 3 times Col 4)

O&M
1   Transmission 321.111.b 21,906,192 TE 0.83177 18,220,881
1a      Less LSE Expenses included in Transmission O&M Accoun 2,241,748 1.00000 2,241,748
2      Less Account 565 321.95.b 9,595,830  1.00000 9,595,830
3   A&G 323.195.b 95,492,056 W/S 0.05145 4,912,728  
4      Less FERC Annual Fees 0 W/S 0.05145 0
5      Less EPRI & Reg. Comm. Exp. & Non-safety  Ad. (Note I) 3,884,423 W/S 0.05145 199,840
5a      Plus Transmission Related Reg. Comm.  Exp. (Note I) 0 TE 0.83177 0
6   Common 356.1 0 CE 0.04626 0
7   Transmission Lease Payments 0  1.00000 0
8 TOTAL O&M   (sum lines 1, 3, 5a, 6, 7 less lines 2, 4, 5) 101,676,247 11,096,191

DEPRECIATION EXPENSE
9   Transmission 336.7.b 14,746,262 TP 0.98978 14,595,557
10   General 336.10.b 3,047,872 W/S 0.05145 156,802
11   Common 336.11.b 5,438,035 CE 0.04626 251,547
12 TOTAL DEPRECIATION (Sum lines 9 - 11) 23,232,169 15,003,906

 TAXES OTHER THAN INCOME TAXES  (Note J)
  LABOR RELATED

13           Payroll 263.i 8,443,387 W/S 0.05145 434,382
14           Highway and vehicle 263.i 0 W/S 0.05145 0
15   PLANT RELATED  
16          Property 263.i 47,856,915 GP 0.16704 7,993,833
17          Gross Receipts 263.i 0 NA zero 0
18          Other 263.i 26,415 GP 0.16704 4,412
19          Payments in lieu of taxes 17,606 GP 0.16704 2,941
20 TOTAL OTHER TAXES  (sum lines 13 - 19) 56,344,323 8,435,568

  
 INCOME TAXES           (Note K)

21      T=1 - {[(1 - SIT) * (1 - FIT)] / (1 - SIT * FIT * p)} = 41.57%
22      CIT=(T/1-T) * (1-(WCLTD/R)) = 50.84%

       where WCLTD=(page 4, line 27) and R= (page 4, line30)
       and FIT, SIT & p are as given in footnote K.

23       1 / (1 - T)  = (from line 21) 1.7115
24 Amortized Investment Tax Credit (266.8f) (enter negative) -2,474,528

25 Income Tax Calculation = line 22 * line 28 103,162,793 NA 18,234,455  
26 ITC adjustment (line 23 * line 24) -4,235,196 NP 0.17699 -749,574
27 Total Income Taxes (line 25 plus line 26) 98,927,597   17,484,882
 

28 RETURN 202,934,640 NA 35,869,547
  [ Rate Base (page 2, line 30) * Rate of Return (page 4, line 30)]

29 REV. REQUIREMENT  (sum lines 8, 12, 20, 27, 28) 483,114,975 87,890,094

Issued by:  T. Graham Edwards, Issuing Officer Effective:  January 1, 2007
Issued on:  January 29, 2007
Filed to comply with the December 28, 2006 Letter Order in Docket No. ER07-113-000 ( Midwest Independent Transmission System Operator, Inc. and the 
Transmission Owners of the Midwest Independent Transmission System Operator, Inc. , 117 FERC ¶ 61,355 (2006)).

20081118-5112 FERC PDF (Unofficial) 11/18/2008 4:33:53 PM



Midwest ISO Substitute Fourth Revised Sheet No. 1321
FERC Electric Tariff, Third Revised Volume No. 1 Superseding Fourth Revised Sheet No. 1321

Attachment O
page 4 of 5

Formula Rate - Non-Levelized      Rate Formula Template For the 12 months ended 12/31/2006
  Utilizing FERC Form 1 Data

ITC Midwest
                SUPPORTING CALCULATIONS AND NOTES

Line
No. TRANSMISSION PLANT INCLUDED IN ISO RATES

1 Total transmission plant    (page 2, line 2, column 3) 686,068,678
2 Less transmission plant excluded from ISO rates       (Note M) 0
3 Less transmission plant included in OATT Ancillary Services    (Note N ) 7,011,530
4 Transmission plant included in ISO rates  (line 1 less lines 2 & 3) 679,057,148

5 Percentage of transmission plant included in ISO Rates (line 4 divided by line 1) TP= 0.98978

TRANSMISSION EXPENSES 

6 Total transmission expenses    (page 3, line 1, column 3) 21,906,192
7 Less transmission expenses included in OATT Ancillary Services   (Note L) 3,497,173
8 Included transmission expenses (line 6 less line 7) 18,409,019

9 Percentage of transmission expenses after adjustment (line 8 divided by line 6) 0.84036
10 Percentage of transmission plant included in ISO Rates (line 5) TP 0.98978
11 Percentage of transmission expenses included in ISO Rates (line 9 times line 10) TE= 0.83177

 WAGES & SALARY ALLOCATOR   (W&S)
 Form 1 Reference $ TP Allocation

12   Production 354.20.b 28,221,803 0.00 0
13   Transmission 354.21.b 2,845,033 0.99 2,815,957
14   Distribution 354.23.b 13,239,899 0.00 0 W&S Allocator
15   Other 354.24,25,26.b 10,428,955 0.00 0 ($ / Allocation)
16   Total  (sum lines 12-15) 54,735,690 2,815,957 = 0.05145 = WS

COMMON PLANT ALLOCATOR  (CE)   (Note O)
$ % Electric  W&S Allocator

17   Electric 200.3.c 3,798,917,708 (line 17 / line 20) (line 16) CE
18   Gas 201.3.d 376,166,164 0.89913 * 0.05145 = 0.04626
19   Water 201.3.e 50,029,015  
20   Total  (sum lines 17 - 19) 4,225,112,887

RETURN (R) $
21 Long Term Interest (117, sum of 62.c through 67.c) $63,354,635

22 Preferred Dividends (118.29c) (positive number) 15,402,512$    

                                          Development of Common Stock:
23 Proprietary Capital (112.16.c) 1,346,092,472
24 Less Preferred Stock (line 28) -190,000,000
25 Less Account 216.1 (112.12.c)  (enter negative) 0
26 Common Stock (sum lines 23-25) 1,156,092,472

Cost
$ % (Note P) Weighted

27   Long Term Debt (112, sum of  18.c through 21.c) 929,806,322 41% 0.0681 0.0278 =WCLTD
28   Preferred Stock  (112.3.c) 190,000,000 8% 0.0811 0.0068
29   Common Stock  (line 26) 1,156,092,472 51% 0.1238 0.0629
30 Total  (sum lines 27-29) 2,275,898,794  0.0975 =R

REVENUE CREDITS
Load

ACCOUNT 447 (SALES FOR RESALE) (310-311) (Note Q)  
31   a. Bundled Non-RQ Sales for Resale (311.x.h) 0
32   b. Bundled Sales for Resale  included in Divisor on page 1 0
33   Total of (a)-(b) 0

  
34 ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY)    (Note R) $500,343

ACCOUNT 456.1 (OTHER ELECTRIC REVENUES) (Note U(330.x.n)
35   a. Transmission charges for all transmission transactions $10,966,199
36   b. Transmission charges for all transmission transactions included in Divisor on Page 1 $5,703,563
37   Total of (a)-(b) $5,262,636

Issued by:  T. Graham Edwards, Issuing Officer Effective:  January 1, 2007
Issued on:  January 29, 2007
Filed to comply with the December 28, 2006 Letter Order in Docket No. ER07-113-000 ( Midwest Independent Transmission System Operator, Inc. and the 
Transmission Owners of the Midwest Independent Transmission System Operator, Inc. , 117 FERC ¶ 61,355 (2006)).
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Midwest ISO Fourth Revised Sheet No. 1322
FERC Electric Tariff, Third Revised Volume No. 1 Superseding Third Revised Sheet No. 1322

Attachment O
page 5 of 5

Formula Rate - Non-Levelized      Rate Formula Template For the 12 months ended 12/31/2006
  Utilizing FERC Form 1 Data

ITC Midwest

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

Note
Letter

A Peak as would be reported on page 401, column d of Form 1 at the time of the ISO coincident monthly peaks.
B Labeled LF, LU, IF, IU on pages 310-311 of Form 1at the time of the ISO coincident monthly peaks.
C Labeled LF on page 328 of Form 1 at the time of the ISO coincident monthly peaks.
D Labeled LF on page 328 of Form 1 at the time of the ISO coincident monthly peaks.
E The FERC's annual charges for the year assessed the Transmission Owner for service under this tariff. 
F The balances in Accounts 190, 281, 282 and 283, as adjusted by any amounts in contra accounts identified as regulatory assets 

  or liabilities related to FASB 106 or 109.  Balance of Account 255 is reduced by prior flow throughs and excluded if the utility 
  chose to utilize amortization of tax credits against taxable income as discussed in Note K.  Account 281 is not allocated.

G Identified in Form 1 as being only transmission related.
H Cash Working Capital assigned to transmission is one-eighth of O&M allocated to transmission at page 3, line 8, column 5.

  Prepayments are the electric related prepayments booked to Account No. 165 and reported on Page 111 line 57 in the Form 1.
I Line 5 - EPRI Annual Membership Dues listed in Form 1 at 353.f, all Regulatory Commission Expenses itemized at 351.h, and non-safety

   related advertising included in Account 930.1.  Line 5a - Regulatory Commission Expenses directly related to transmission service,  
   ISO filings, or transmission siting itemized at 351.h. 

J 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.

K The currently effective income tax rate,  where FIT is the Federal income tax rate; SIT is the State income tax rate, and p =
  "the percentage of federal income tax deductible for state income taxes".  If the utility is taxed in more than one state it must attach a
  work paper showing the name of each state and how the blended or composite SIT was developed.  Furthermore, a utility that
  elected to utilize amortization of tax credits against taxable income, rather than book tax credits to Account No. 255 and reduce 
  rate base, must reduce its income tax expense by the amount of the Amortized Investment Tax Credit (Form 1, 266.8.f)
  multiplied by (1/1-T) (page 3, line 26).

          Inputs Required: FIT = 35.00%
SIT= 11.80%   (State Income Tax Rate or Composite SIT)
p = 45.49%   (percent of federal income tax deductible for state purposes)

L Removes dollar amount of transmission expenses included in the OATT ancillary services rates, including Account Nos. 561.1, 561.2,  561.3, and 561.BA.
M Removes transmission plant determined by Commission order to be state-jurisdictional according to the seven-factor test (until Form 1

  balances are adjusted to reflect application of seven-factor test).
N Removes dollar amount of transmission plant included in the development of OATT ancillary services rates and generation

  step-up facilities, which are deemed to included in OATT ancillary services.  For these purposes, generation step-up
  facilities are those facilities at a generator substation on which there is no through-flow when the generator is shut down.

O Enter dollar amounts
P Debt cost rate = long-term interest (line 21) / long term debt (line 27).  Preferred cost rate = preferred dividends (line 22) /

  preferred outstanding (line 28).   ROE will be supported in the original filing and no change in ROE may be made absent
  a filing with FERC.

Q Line 33 must equal zero since all short-term power sales must be unbundled and the transmission component reflected in Account
  No. 456.1 and all other uses are to be included in the divisor.

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

T 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.

U Account 456.1 entry shall be the annual total of the quarterly values reported at Form 1, 330.x.n.
V Account Nos. 561.4, 561.8, and 575.7 consist of RTO expenses billed to load-serving entities and are not included in Transmission Owner

revenue requirements.

Issued by:  Ronald R. McNamara, Issuing Officer Effective:  January 1, 2007
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 
 )  
Interstate Power and Light Company, ) Docket No. EL09-_____
   )  
  Complainant, )  
 )  
 v. )  
 )  
ITC Midwest, LLC, )  
 )  
  Respondent. )  
 )  
 

NOTICE OF COMPLAINT 
(November ____, 2008) 

 
 Take notice that on November 18, 2008, Interstate Power and Light Company (“IPL”) 
filed a complaint with the Federal Energy Regulatory Commission against ITC Midwest, LLC 
(“ITCM”), to seek relief from ITCM’s improper implementation of its formula rate for FERC-
jurisdictional transmission service.   
 
 IPL certifies that copies of the complaint were served on the contacts for ITCM as listed 
on FERC’s list of Corporate Officials.  
 
 Any person desiring to intervene or to protest this filing must file in accordance with 
Rules 211 and 214 of the Commission’s Rules of Practice and Procedure (18 CFR 385.211 and 
385.214).  Protests will be considered by the Commission in determining the appropriate action 
to be taken, but will not serve to make protestants parties to the proceeding.  Any person wishing 
to become a party must file a notice of intervention or motion to intervene, as appropriate.  The 
Respondent’s answer and all interventions, or protests must be filed on or before the comment 
date.  The Respondent’s answer, motions to intervene, and protests must be served on the 
Complainants.     
 
 The Commission encourages electronic submission of protests and interventions in lieu 
of paper using the “eFiling” link at http://www.ferc.gov.  Persons unable to file electronically 
should submit an original and 14 copies of the protest or intervention to the Federal Energy 
Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426. 
 
 This filing is accessible on-line at http://www.ferc.gov, using the “eLibrary” link and is 
available for review in the Commission’s Public Reference Room in Washington, D.C.    There 
is an “eSubscription” link on the web site that enables subscribers to receive email notification 
when a document is added to a subscribed docket(s).  For assistance with any FERC Online 
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service, please email FERCOnlineSupport@ferc.gov, or call (866) 208-3676 (toll free).  For 
TTY, call (202) 502-8659. 
 
Comment Date: 5:00 pm Eastern Time on (insert date). 
 

Kimberly D. Bose 
Secretary 
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CERTIFICATE OF SERVICE 
 
 I hereby certify that I have this day served the foregoing document on ITC Midwest, 

LLC,by e-mail and first class mail to the following contacts for SPP as listed on the FERC’s list 

of Corporate Officials.: 

 
Daniel J. Oginsky 
Vice President and General Counsel 
International Transmission Company 
39500 Orchard Hill Place, Suite 200 
Novi, MI 48375 
Email: doginsky@itctransco.com 
 
Gregory Ioanidis 
Director of Regulatory Strategy 
39500 Orchard Hill Place, Suite 200 
1400 Smith Street, EB4712a 
Novi, MI 48375 
Email: gioanidis@itctransco.com 

 

 

 
 

          
   __________________________________________ 

      Michael C. Griffen 
      Morgan, Lewis & Bockius LLP 
      1111 Pennsylvania Avenue, N.W.  
      Washington, D.C.   20004 
 
Dated: November 18, 2008 
 Washington, D.C. 
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