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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.

N N N N N N N N N N N

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.! 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.” IPL believes in the Transco model and sold its transmission system to ITCM in

2. See, e.9., 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.

1. 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 lowa
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,% approvals
from the Illinois Commerce Commission (“ICC”), the lowa 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 lowa, 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. 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.’

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.® 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

ITC Holdings Corp., et al., 121 FERC { 61,229 (2007) (“ITC Holdings™).
1d.
ITCM’s Attachment O is part of the MISO EMT at pages 1365Z.16C-16l.

ITC Holdings at P 50.

o gk~ w
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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.” Starting
January 1, 2009, ITCM’s charges for transmission service will change to reflect its projected
revenue requirement for 2009.°

IPL and ITCM jointly filed an application with FERC on May 11, 2007, in Docket Nos.
ECO07-89 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 lowa 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.

==
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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,® which at the time was
approximately $6.15 million.® 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."

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.* ITCM posted its MISO EMT
Attachment O charges for 2009 on its Internet website on September 1, 2008.** On October 24,
2008, ITCM posted revised MISO EMT Attachment O charges for 2009 on its Internet website.*

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. EO01/PA-07-540. A copy of Mr. Neff’s MPUC
testimony is provided as Attachment D.

11. 1d. at 9.

12. MISO EMT at 1365A.16l.

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.
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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 ITCM
Attachment O Charges for 2009 ITCM Projected Current
from Attachment O Posting (10/24/2008 Attachment O Charges for 2009 Transmission
OASIS Posting) from IUB/MPUC Cases (2007) Charges
Change from ITCM ITCM
ITCM ITCM Current Projected Change from Current
Attachment O Charges for 2008 Attachment O ITCM Current Charges for
for 2009 ©° for 2009 Charges for 2008 2008’
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
Oo&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 2L.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%.'®
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,” 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. 1d.
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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.*° 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.

10
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I,  COMPLAINT

It is settled law that a public utility may recover only prudently-incurred costs of serving
its customers,”* and a public utility filing rates with FERC must establish that its proposed rates
are just and reasonable.?? 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.”
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.9., Allegheny Energy, Inc., etal., 118 FERC { 61,042 (2006).

23. Virginia Electric and Power Co., 123 FERC { 61,098 at P 47 (2008) (“VVEPCO 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]”).

11
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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 I1.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 2012.2* 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 Difference:
ITCM Recovery for 2009 Projected vs.
Attachment O in IUB/MPUC Attachment O % Change
Recovery for 2009% Cases®® Recovery
1| Total Net Plant $579,075 $458,287 $120,788 26.4%
2| 0&M $19,233 $6,146 $13,087 212.9%
3| ARG $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).

12
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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.”?” 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 1UB 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

217. Rahill IUB Direct Testimony at 8.

13
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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,”® 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.”® 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.

14
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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.”*

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.”® 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.* 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. 1d.

15
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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.*

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

34. See, e.g., Idaho Power Co., 115 FERC 1 61,281 (2006).
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the justness and reasonableness of the rate resulting from its application of the formula,® 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.

V. 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 Michael C. Griffen
Alliant Energy Corporate Services, Inc. Morgan, Lewis & Bockius LLP
200 First Street, S.E., P.O. Box 351 1111 Pennsylvania Avenue, N.W.
Cedar Rapids, IA 52406-0351 Washington, D.C. 20004
T: (319) 786-7765 T: (202) 739-5257
kentragsdale@alliantenergy.com 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,

A Led

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 DOCKET NO. SPU-07-

COMPANY AND ITC MIDWEST LLC

DIRECT TESTIMONY OF EDWARD M. RAHILL

I. INTRODUCTION
Please state your name and business address.
My name is Edward M. Rahill. My business address is 39500 Orchard Hill
Place, Suite 200, Novi, Michigan 48375.
By whom are you presently employed and in what capacity?
| am employed by ITC Holdings Corp. (“ITC”), a publicly traded
independent electric transmission company. My job title is Senior Vice
President and Chief Financial Officer. In this position, | have responsibility
for financial operations and oversee accounting, financial reporting,
treasury management, tax, and planning and analysis functions for ITC
and its subsidiaries, including International Transmission Company
(“ITCTransmission”) and Michigan Electric Transmission Company, LLC
(“METC").
What is your educational background?
| received a Bachelor of Business Administration degree from the

University of Notre Dame in 1975 and a Master of Business Administration
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degree, with a Certification in Finance in 1978 and an additional
Certification in Managerial Economics in 1980, from the State University of
New York at Buffalo.

Please describe your professional experience.

Prior to my current position with ITC, | headed the Planning and Corporate
Development functions for DTE Energy Company and engaged in the
development and management of energy-related businesses and services
in Michigan including the electric utility, gas utility, and non-utility
operations.

My professional experience includes over 22 years in finance and
accounting with leading energy and Fortune 500 companies. In 1976, |
was employed by Carborundum Corporation in Niagara Falls, New York,
as a Corporate Accountant. | was responsible for the monthly close of
that company’s financial statements and analysis of accounts. In 1978, |
joined McGraw-Edison-Worthington Group in Buffalo, New York as a
Financial Analyst. From 1981-1985, | was employed at Atlantic Richfield
Company located in Rolling Meadows, lllinois, and held various positions
including Senior Financial Analyst, Integrated Planning Manager, and
Technology and Market Forecasting Specialist. From 1985 to 1990, | was
employed at Bell & Howell Company in Evanston, lllinois, and served as
Vice President of Planning and Development where | was responsible for
developing and executing a comprehensive growth strategy for that

company. This included managing acquisitions, joint ventures, and the
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strategic and planning functions. From 1990 to 1996, | was employed by
EMR Enterprises, an advisory firm whose major client was the Atlanta
Chamber of Commerce, and served as Program Director of the 1996
Centennial Olympic Park Project until 1996. In 1996, | was employed by
Equitable Resources located in Pittsburg, Pennsylvania, where | served as
Director of Mergers and Acquisitions. My primary responsibilities included
investment banking relationship management, acquisition target
identification, deal valuations, negotiations, legal, tax, transaction
structure, and due diligence.

What is the purpose of your testimony?

On January 18, 2007, ITC Midwest LLC (“ITC Midwest”), a newly formed
subsidiary of ITC, entered into an Asset Sale Agreement (“ASA”) with
Interstate Power and Light (“IPL”) to acquire all of IPL's transmission
assets in lowa, Minnesota, lllinois, and Missouri. | will generally refer to
the transmission sale as the “Transmission Transaction” or
“Reorganization.” In support of this Transmission Transaction, IPL and
ITC Midwest are filing a Joint Application for Reorganization (“Joint
Application”) to address the findings required by lowa Code 88 476.76 and
476.77. The purpose of my testimony is to provide the lowa Utilities Board
(“Board”) with financial information relating to the Reorganization
(including the accounting policies and procedures for the subsequent
operation of ITC Midwest), a description of the financing components of

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

2 Midwest’s projected revenue requirement.

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

4 32.4 does your testimony address?
5 A My testimony addresses, in whole or in part, the following requirements as
6 found in 199 IAC 32.4:

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

subsequent operation, including the type of system of

accounts to be used.

10 32.4(3)“b” - Financial Details — A description of the financing
11 components of the proposed reorganization.

12 32.4(3)"c” - Financial Details — Information concerning the funding
13 provided to any new entity created by the proposed
14 reorganization.

15 32.4(3)"e” - Financial Details — Stockholder annual report of two years
16 preceding the year of filing for all affected companies.

17 32.4(3)"f" - Financial Details — Stockholder quarterly reports for the
18 two quarters just prior to the date of the filing and any
19 subsequent reports as they become available during the
20 proceeding, for all affected companies.

21 32.4(3)"g” - Financial Details — The major credit rating agencies’
22 reports for two years preceding the filing date of the merger
23 and updates as they become available during the
24 proceeding, for all affected companies.

25 Are you sponsoring ITC’s financial information as required to be filed
26 under 199 IAC 32.4(3)“e”, 32.4(3)“f", and 32.4(3)"g”"?
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A.

Yes, | am sponsoring the following reports as found in Volume lll, Book 2,
of the Joint Application:

e Securities and Exchange Commission (“SEC”) Form 10-K, 2006
Annual Report for ITC.

e The 2005 Annual Report to Stockholders

e SEC Form 10-Q, Quarterly Report for ITC for the quarter ended
September 30, 2006

e SEC Form 10-QA, Amended Quarterly Report for ITC for the
guarter ended September 30, 2006.

e Credit agency reports for ITC for 2005 and 2006 produced by
Moody’s Investors Service, Inc. (“Moody’s”) and Standard & Poor’s
Rating Services (“S&P”).

Since 199 IAC 32.4(3)“e” requires filing of stockholder annual reports
for the past two years, why have you provided ITC's annual report for
only a single year (2005)?

ITC became a publicly traded company on July 26, 2005, and therefore
does not have a stockholder annual report for any prior years. The

stockholder annual report for 2006 is not yet available.

Il. ACCOUNTING POLICY AND FINANCIAL DETAILS
Please describe the accounting policies and procedures ITC Midwest
intends to use for subsequent operation of the transmission assets
in IPL’s service territory, including the system of accounts to be

used.
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As an electric transmission company, ITC Midwest will be regulated by the
Federal Energy Regulatory Commission (“FERC”) with respect to rates,
terms, and conditions of service, and will maintain its books and records in
accordance with the FERC’s promulgated version of the Uniform System
of Accounts ("USOA"), as published in the Code of Federal Regulations
("CFR"). 18 C.F.R. Part 101, et. seq. The accounting policies and
procedures will also be maintained in compliance with the regulations and
USOA set forth in the CFR. In addition, ITC Midwest will conform to
generally accepted accounting principles and, as a consolidated
subsidiary of the publicly traded entity ITC, will also comply with the
regulations and reporting requirements established by the SEC.

How is ITC paying for the acquisition of IPL’s transmission assets?
ITC will deliver the purchase price in cash at closing.

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

ITC Midwest and ITC are planning to issue long-term debt, and ITC will
also issue new equity securities. The new debt and equity issuances are
expected to occur simultaneously with the closing of the Transmission
Transaction.

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

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

are as follows:

jv)

Company Moody'’s S
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ITC Holdings Corp. Baa3 (Stable) | BBB (Positive)
Corporate Credit Rating

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

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

METC Senior Secured A3 (Stable) BBB (Positive)

In March of 2006 Moody’s upgraded ITCTransmission’s credit rating from
Baal to A3. In May of 2006, subsequent to the announcement of the
acquisition of METC, S&P put ITC and ITCTransmission on negative
watch. In November of 2006, following a successful closing of the METC
acquisition as well as successful debt and equity offerings used to fund
the METC acquisition, S&P removed ITC and ITCTransmission from
negative watch and changed the outlook to positive. In that same month,
S&P also assigned a BBB rating to METC, which had not previously been
rated by S&P.

Please discuss ITC’s access to the capital markets.

The debt and equity offerings of ITCTransmission and ITC have been well
received in the investment community. ITC believes that the rate
constructs in place at ITCTransmission and METC played a significant role
in the results of the offerings. A similar rate construct is being sought for
ITC Midwest as both new debt and equity will be needed to complete the

Transmission Transaction.

I1. REVENUE REQUIREMENT MODELING ASSUMPTIONS
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Are you sponsoring certain modeling assumptions used by ITC
Midwest witness Charles Neff in his revenue requirement analysis?
Yes. | am sponsoring assumptions related to capital investment,
operations and maintenance (“O&M”) expenses, administrative and
general ("A&G”) expenses, payroll taxes and interest rates for new debt
issuance at ITC Midwest.

What is the basis for your capital investment and O&M assumptions
used in Mr. Neff’'s revenue requirement model?

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. ITC
believes that IPL’s estimates for costs associated with capital investments
and O&M are a reasonable basis to make the “apples to apples”
comparison of revenue requirements which as explained later is required
by this filing. We are relying on this information as they have the historical
experience of investing and maintaining the IPL transmission system.
What is the basis for your assumption for A&G expenses and payroll
taxes used in Mr. Neff's revenue requirement model?

For purposes of the projections A&G expense and payroll taxes for the
three regulated subsidiaries, ITCTransmission, METC, and ITC Midwest,
are allocated from separate pools of A&G expense and payroll taxes.
Each pool consists of common costs for A&G expense or payroll taxes

that are not otherwise directly assigned. Expenses for non-regulated
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activities are directly assigned. The expenses used are based on the
2005, Attachment O of each regulated subsidiary. ITC believes that these
historical A&G 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.
How does the cost allocation process work?

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. Pending further experience operating the ITC Midwest
transmission system, ITC believes that over the long term, the total load
on each system is a reasonable proxy for the activity on the system and
therefore reflective of the associated cost that should be allocated to each
regulated subsidiary.

Will ITC Midwest’s capital investment, O&M, A&G and payroll tax
cost estimates change as a result of its commitment to build needed
transmission in IPL’s service territory?

Yes. As discussed by ITC Midwest witnesses Joseph Welch and Richard
Schultz, it is expected that ITC Midwest will make capital investments in
lowa beyond what was anticipated in IPL’s investment plans, and these
investments will likely increase ITC Midwest's projected revenue

requirements as presented by Mr. Neff.
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Why did ITC Midwest not include this expected investment in its
revenue requirement projection?

A comparison of ITC Midwest’'s revenue requirement projection and IPL’s
revenue requirement projection (as presented by IPL withess Christopher
Hampsher) is included as part of the overall cost benefit analysis (also
sponsored by Mr. Hampsher). In order for this to be an “apples-to-apples”
comparison, ITC Midwest's revenue requirement must reflect the same
capital investment and O&M used by IPL in its revenue requirement
projection.

What is the basis for the interest rate assumption used in computing
the ITC Midwest revenue requirement projection?

In the absence of actual interest rate data for ITC Midwest, ITC has
assumed a proxy interest rate of 5.563%. This rate reflects indicative
pricing provided by Lehman Brothers as of February 21, 2007, for new
debt issues including the cost of upfront underwriter fees. The interest
rate is based on pricing for 10-year first mortgage bonds that have
secured debt ratings of A3 (Moody’s) and BBB+ (S&P). These debt ratings
are consistent with ITCTransmission’s and IPL’s current credit ratings.
The assumption of the 10-year maturity is based on current market
conditions. At the time of the actual debt issuance, ITC Midwest will
consider current market conditions to make the most economic decision
with respect to the actual form and term of the debt, taking into account all

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

10
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1 requirement reflect a proxy and should not be considered a forecast of
2 interest rates.
3 Q. Does this conclude your prepared direct testimony?

4 A Yes it does.

11
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Direct Testimony of Edward M. Rabhill
March 30, 2007
IPL/ITCM Joint Application in MPUC Docket No. E001/PA-07-540
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STATE OF MINNESOTA
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

LeRoy Koppendrayer Chair
Marshall Johnson Commissioner
Thomas Pugh Commissioner
Phyllis Reha Commissioner

In the Matter of the Joint Petition for DOCKET NO. E001/PA-07-540
Approval of Transfer of Transmission
Assets of Interstate Power and Light
Company and ITC Midwest LLC

DIRECT TESTIMONY OF EDWARD M. RAHILL

[. INTRODUCTION

Q. Please state your name and business address.

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

Place, Suite 200, Novi, Michigan 48375.

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

| am employed by ITC Holdings Corp. (“ITC”), a publicly traded
independent electric transmission company. My job title is Senior Vice
President and Chief Financial Officer. In this position, | have responsibility
for financial operations and oversee accounting, financial reporting,
treasury management, tax, and planning and analysis functions for ITC
and its subsidiaries, including International Transmission Company
(“ITCTransmission”) and Michigan Electric Transmission Company, LLC

(“METC).

Q. What is your educational background?
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A.

| received a Bachelor of Business Administration degree from the
University of Notre Dame in 1975 and a Master of Business Administration
degree, with a Certification in Finance in 1978 and an additional
Certification in Managerial Economics in 1980, from the State University of
New York at Buffalo.

Please describe your professional experience.

Prior to my current position with ITC, | headed the Planning and Corporate
Development functions for DTE Energy Company and engaged in the
development and management of energy-related businesses and services
in Michigan including the electric utility, gas utility, and non-utility
operations.

My professional experience includes over 22 years in finance and
accounting with leading energy and Fortune 500 companies. In 1976, |
was employed by Carborundum Corporation in Niagara Falls, New York,
as a Corporate Accountant. | was responsible for the monthly close of
that company’s financial statements and analysis of accounts. In 1978, |
joined McGraw-Edison-Worthington Group in Buffalo, New York as a
Financial Analyst. From 1981-1985, | was employed at Atlantic Richfield
Company located in Rolling Meadows, lllinois, and held various positions
including Senior Financial Analyst, Integrated Planning Manager, and
Technology and Market Forecasting Specialist. From 1985 to 1990, | was
employed at Bell & Howell Company in Evanston, lllinois, and served as

Vice President of Planning and Development where | was responsible for
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developing and executing a comprehensive growth strategy for that
company. This included managing acquisitions, joint ventures, and the
strategic and planning functions. From 1990 to 1996, | was employed by
EMR Enterprises, an advisory firm whose major client was the Atlanta
Chamber of Commerce, and served as Program Director of the 1996
Centennial Olympic Park Project until 1996. In 1996, | was employed by
Equitable Resources located in Pittsburg, Pennsylvania, where | served as
Director of Mergers and Acquisitions. My primary responsibilities included
investment banking relationship management, acquisition target
identification, deal valuations, negotiations, legal, tax, transaction
structure, and due diligence.

What is the purpose of your testimony?

On January 18, 2007, ITC Midwest LLC (“ITC Midwest”), a newly formed
subsidiary of ITC, entered into an Asset Sale Agreement (“ASA”) with
Interstate Power and Light Company (“IPL”) to acquire all of IPL’s
transmission assets in  Minnesota, lowa, lllinois, and Missouri. | will
generally refer to the transmission sale as the “Transmission Transaction”
or “Transaction.” In support of this Transmission Transaction, IPL and
ITC Midwest filed a Joint Petition for the Approval and Consent of the
Commission on April 27, 2007 to address the findings required by Minn.
Stat. § 216B.50 and Minn. Stat. 8§ 216B.16, subd. 7c. The purpose of my
testimony is to provide the Minnesota Public Utilites Commission

(“Commission”) with financial information relating to the Transmission
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Transaction (including the accounting policies and procedures for the
subsequent operation of ITC Midwest), a description of the financing
components of the proposed Transaction, information concerning the
funding provided to ITC Midwest, and support for key assumptions used in
calculating ITC Midwest’s projected revenue requirement.

What requirements contained in applicable Minnesota Statutes does
your testimony address?

My testimony addresses, in whole or in part, the general public interest
requirements as set forth in Minn. Stat. 8§ 216B.50. In addition, | am
sponsoring certain modeling assumptions used by ITC Midwest witness
Charles Neff in his revenue requirement analysis. The revenue
requirement analysis supports the requirements of the fourth factor set
forth in Minn. Stat. § 216B.16, subd. 7c, which requires an analysis of the

Transaction’s impact on Minnesota retail rates.

. ACCOUNTING POLICY AND FINANCIAL DETAILS
Please describe the accounting policies and procedures ITC Midwest
intends to use for subsequent operation of the transmission assets
in IPL’s service territory, including the system of accounts to be
used.
As an electric transmission company, ITC Midwest will be regulated by the
Federal Energy Regulatory Commission (“FERC”) with respect to rates,

terms, and conditions of service, and will maintain its books and records in
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accordance with the FERC’s promulgated version of the Uniform System
of Accounts ("USOA"), as published in the Code of Federal Regulations
("C.F.R."). 18 C.F.R. Part 101, et. seq. The accounting policies and
procedures will also be maintained in compliance with the regulations and
USOA set forth in the CFR. In addition, ITC Midwest will conform to
generally accepted accounting principles and, as a consolidated
subsidiary of the publicly traded entity ITC, will also comply with the
regulations and reporting requirements established by the SEC.

How is ITC paying for the acquisition of IPL’s transmission assets?
ITC will deliver the purchase price in cash at closing.

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

ITC Midwest and ITC are planning to issue long-term debt, and ITC will
also issue new equity securities. The new debt and equity issuances are
expected to occur simultaneously with the closing of the Transmission
Transaction.

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

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

are as follows:
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Company Moody's S&P
ITC Holdings Corp. Baa3 (Stable) | BBB (Positive)

Corporate Credit Rating

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

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

METC Senior Secured A3 (Stable) BBB (Positive)

In March of 2006 Moody’s upgraded ITCTransmission’s credit rating from
Baal to A3. In May of 2006, subsequent to the announcement of the
acquisition of METC, S&P put ITC and ITCTransmission on negative
watch. In November of 2006, following a successful closing of the METC
acquisition as well as successful debt and equity offerings used to fund
the METC acquisition, S&P removed ITC and ITCTransmission from
negative watch and changed the outlook to positive. In that same month,
S&P also assigned a BBB rating to METC, which had not previously been
rated by S&P.

Please discuss ITC’s access to the capital markets.

The debt and equity offerings of ITCTransmission and ITC have been well
received in the investment community. ITC believes that the rate
constructs in place at ITCTransmission and METC played a significant role

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

Transmission Transaction.

1. REVENUE REQUIREMENT MODELING ASSUMPTIONS
Are you sponsoring certain modeling assumptions used by ITC
Midwest witness Charles Neff in his revenue requirement analysis?
Yes. | am sponsoring assumptions related to capital investment,
operations and maintenance (“O&M”) expenses, administrative and
general (“A&G”) expenses, payroll taxes and interest rates for new debt
issuance at ITC Midwest.
What is the basis for your capital investment and O&M assumptions
used in Mr. Neff’'s revenue requirement model?
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. ITC
believes that IPL’s estimates for costs associated with capital investments
and O&M are a reasonable basis to make the “apples to apples”
comparison of revenue requirements. We are relying on this information
as IPL has the historical experience of investing and maintaining the IPL
transmission system.
What is the basis for your assumption for A&G expenses and payroll

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

regulated subsidiaries, ITCTransmission, METC, and ITC Midwest, are
allocated from separate pools of A&G expense and payroll taxes. Each
pool consists of common costs for A&G expense or payroll taxes that are
not otherwise directly assigned. Expenses for non-regulated activities are
directly assigned. The expenses used are based on the 2005, Attachment
O of each regulated subsidiary. ITC believes that these historical A&G
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.

How does the cost allocation process work?

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. Pending further experience operating the ITC Midwest
transmission system, ITC believes that over the long term, the total load
on each system is a reasonable proxy for the activity on the system and
therefore reflective of the associated cost that should be allocated to each
regulated subsidiary.

Will ITC Midwest’s capital investment, O&M, A&G and payroll tax
cost estimates change as a result of its commitment to build needed

transmission in IPL’s service territory?
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Yes. As discussed by ITC Midwest witnesses Joseph Welch and Richard
Schultz, it is expected that ITC Midwest will make capital investments in
IPL’'s transmission system beyond what was anticipated in IPL’s
investment plans, and these investments will likely increase ITC Midwest’s
projected revenue requirements as presented by Mr. Neff.

Why did ITC Midwest not include this expected investment in its
revenue requirement projection?

A comparison of ITC Midwest’'s revenue requirement projection and IPL’s
revenue requirement projection (as presented by IPL withess Christopher
Hampsher) is included as part of the overall cost benefit analysis (also
sponsored by Mr. Hampsher). In order for this to be an “apples-to-apples”
comparison, ITC Midwest's revenue requirement must reflect the same
capital investment and O&M used by IPL in its revenue requirement
projection.

What is the basis for the interest rate assumption used in computing
the ITC Midwest revenue requirement projection?

In the absence of actual interest rate data for ITC Midwest, ITC has
assumed a proxy interest rate of 5.563%. This rate reflects indicative
pricing provided by Lehman Brothers as of February 21, 2007, for new
debt issues including the cost of upfront underwriter fees. The interest
rate is based on pricing for 10-year first mortgage bonds that have
secured debt ratings of A3 (Moody’s) and BBB+ (S&P). These debt ratings

are consistent with ITCTransmission’s and IPL’s current credit ratings.
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1 The assumption of the 10-year maturity is based on current market
2 conditions. At the time of the actual debt issuance, ITC Midwest will
3 consider current market conditions to make the most economic decision
4 with respect to the actual form and term of the debt, taking into account all
5 relevant facts and circumstances. The interest rates used in the revenue
6 requirement reflect a proxy and should not be considered a forecast of
7 interest rates.

8 Q. Does this conclude your prepared direct testimony?

9 A. Yes it does.

10
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STATE OF IOWA

BEFORE THE IOWA UTILITIES BOARD

IN RE:

INTERSTATE POWER AND LIGHT DOCKET NO. SPU-07-

COMPANY AND ITC MIDWEST LLC

DIRECT TESTIMONY OF CHARLES P. NEFF

Please state your name and business address.

My name is Charles P. Neff. My business address is 39500 Orchard Hill
Place, Suite 200, Novi, Michigan 48375.

By whom are you presently employed and in what capacity?

| am employed by ITC Holdings Corp. ("ITC"). My job title is Supervisor,
Regulatory Accounting and Analysis. | am testifying on behalf of ITC
Midwest LLC ("ITC Midwest") in this proceeding.

What is your educational background?

| graduated from Northwestern University in 1978 with a Master of
Management degree with a major in finance and accounting and, from
Youngstown State University in 1972 with a Bachelor of Engineering
degree with a major in electrical engineering.

Have you taken any courses in utility analysis?

Yes. | have taken "Public Utility Accounting”, "Power Systems

Engineering”, "Fundamentals of Economic Analysis”, and "General
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Finance", during prior employment with The Detroit Edison Company
("Detroit Edison™).

What other professional courses have you taken?

| have taken "Utility Resource Planning: Supply-Side and Demand-Side
Analysis Techniques" at the University of California in Berkely. | have also
taken "Fundamentals of Service Life Forecasting”, "Dynamics of Life
Estimation”, and "Making a Depreciation Study" at Western Michigan
University and | attended the "Study Seminar for Financial Analysts" at the
University of Windsor, Ontario, Canada.

Have you taught any college-level courses?

Yes. | taught "Introduction to Engineering Experimentation” and
"Engineering Cost Analysis" at Lawrence Technological University, and
"Network Analysis 1", "Electromagnetic Fundamentals and Design",
"Energy and Electrical Machines"”, "Advanced Network Analysis”, and
"Engineering Economics” at Wayne State University.

Please describe your professional experience.

| am currently Supervisor, Regulatory Accounting and Analysis. In that
position | am involved in revenue requirement studies, preparation of the
Federal Energy Regulatory Commission ("FERC") Form 1 for ITC's
operating subsidiary International Transmission Company
("ITCTransmission"), regulatory reporting, assisting in the preparation of

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

From 1978 through 2001, | was employed by Detroit Edison in the
Revenue Requirement organizational unit of Regulatory Affairs.
Subsequently, | joined the ITCTransmission predecessor corporation in
2002 as a contractor while the corporation was owned by Detroit Edison's
parent company, DTE Energy. When ITCTransmission was divested to
ITC in 2003, | became a full-time employee.
What were your responsibilities in the Regulatory Affairs area at
Detroit Edison?
| was responsible for book depreciation studies, economic studies,
revenue requirement analysis, various analyses related to restructuring
and stranded investment, and various cases associated with Detroit
Edison's Power Supply Cost Recovery plan and reconciliation cases. |
also backed up witnesses in the area of revenue requirement.
Are you a member of any professional organizations?
Yes. | am a member of the Engineering Society of Detroit, the National
Association of Professional Engineers, the Michigan Association of
Professional Engineers, and the CFA Institute (previously known as the
Association for Investment Management and Research and Financial
Analyst Federation).

| am a member of the Edison Electric Institute Property Accounting

and Valuation Committee. In connection with my service on that
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committee, | presented a paper on "Using lowa Curves to Age and Price
Retirements of Mass Property."

| am a licensed professional engineer ("PE") by examination in the
State of Michigan. | am also a Chartered Financial Analyst ("CFA") which
is a designation earned by an examination given by the CFA Institute.
Have you provided testimony in prior regulatory proceedings?

Yes, | submitted pre-filed testimony in various Detroit Edison's
depreciation cases and Power Supply Cost Recovery cases.

The depreciation cases include Michigan Public Service
Commission ("MPSC") Case Nos. U-11722, U-10342, U-10348, U-9149,
U-7706, and U-8225. My testimony regarding depreciation rates for
nuclear production plant was later incorporated into FERC Docket No.
ER84-418 which established electric wholesale rates.

| testified in Detroit Edison's Power Supply Cost Recovery plan
cases (MPSC Case Nos. U-7775 and U-8020), and reconciliation cases
(U-7775-R, U-8020-R, U-8291-R, and U-8578-R). Before the Power
Supply Cost Recovery system was established, | was responsible for
calculating the fuel and purchased power adjustments in accordance with
Detroit Edison's prior cost recovery mechanism. | testified in MPSC Case
No. U-6103, the first annual reconciliation of fuel revenues and expenses
for the Thermal Energy System, and | have been responsible for
calculating the wholesale for resale fuel adjustment for FERC jurisdictional

customers.
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What is the purpose of your testimony?
On January 18, 2007, Interstate Power and Light ("IPL") entered into an
Asset Sale Agreement ("ASA") with ITC Midwest, a newly formed
subsidiary of ITC for the sale of IPL's transmission assets in lowa,
Minnesota, Illinois, and Missouri. | will generally refer to the transmission
sale as the “Transmission Transaction” or “Reorganization.” In support
this Transmission Transaction, IPL and ITC Midwest are filing a Joint
Application for Reorganization ("Joint Application") to address the findings
required by lowa Code 88 476.76 and 476.77. | am responsible for the
submission of testimony and schedules related to the development of ITC
Midwest's revenue requirement.
What filing requirements contained in 199 lowa Administrative Code
32.4 does your testimony seek to address?
My testimony seeks to address, in part, the following requirements as
found in 199 IAC 32.4:

32.4(4)"a" — Impact of the Reorganization — A cost-benefit analysis
which describes the projected benefits and costs of reorganizing. The
benefits and costs should be quantified in terms of present value. The
sources of such benefits and costs shall be identified; and

32.4(4)"b" — Impact of the Reorganization — An analysis of the
projected financial impact of the proposed reorganization on the
ratepayers of the affected public utilities for the first five years after

reorganization.
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Did you develop or cause to be developed certain information used
by IPL witness Christopher Hampsher in his cost/benefit analysis of
the Transmission Transaction?

Yes. Mr. Hampsher analyzes the financial impact on ratepayers by
comparing the revenue requirement of ITC Midwest to that of IPL. In
making that comparison, Mr. Hampsher utilizes ITC Midwest's revenue
requirement from my Exhibit_ (CPN-1), Schedules A and A-1.

Are you sponsoring an exhibit in this filing?

Yes. | am sponsoring Exhibit_ (CPN-1) which includes the following

schedules:
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Schedule A: ITC Midwest Total Revenue Requirement

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

Schedule B: ITC Midwest Attachment O (2008)

Schedule B: ITC Midwest Attachment O (2009)

Schedule B: ITC Midwest Attachment O (2010)

Schedule B: ITC Midwest Attachment O (2011)

Schedule B: ITC Midwest Attachment O (2012)

Schedule B-1: Attmnt O Support--Plant in Service and Depreciation
Schedule B-2: Attmnt O Support--Tax Depreciation

Schedule B-3: Attmnt O Support--Deferred Taxes

Schedule B-4: Attmnt O Support--Materials & Supplies

Schedule B-5: Attmnt O Support--Operations & Maintenance Expense
Schedule B-6: Attmnt O Support--A&G Expense and Payroll Taxes
Schedule B-7: Attmnt O Support--Taxes Other Than Income Taxes
Schedule B-8: Attmnt O Support--Revenue Credits

Schedule B-9: Attmnt O Support--Income Taxes

Schedule B-10:
Schedule B-11:
Schedule B-12:

Attmnt O Support--Capitalization & Interest
Attmnt O Support--Wages & Salary Allocator
Attmnt O Support--Network Load

Schedule C: Cost of Capital for Years 2008 - 2012
Schedule D: Schedule 1 Revenues

Schedule E: Tax Rates

Schedule F: Attachment O Summary

Schedule G: True-Up Procedures

How is your testimony organized?

My testimony is organized around my schedules. | first explain
Exhibit__ (CPN-1), Schedule A, which supports ITC Midwest's total
revenue requirement. | then explain Exhibit _ (CPN-1), Schedule B,
which shows the derivation of the revenue requirement for network
service, which it is assumed will become the Attachment O for ITC

Midwest upon approval of the FERC. As will be explained later,
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Attachment O is a formulaic cost-of-service model that is completed
annually by most transmission owning members of the Midwest
Independent Transmission System Operator, Inc ("Midwest ISO") with the
resulting rates posted on the Midwest ISO Open Access Same-Time
Information System ("OASIS") each year. In the context of my testimony,
network load generally refers to load shown by the divisor shown on the
first page of Attachment O, which could include long term firm point-to-
point load.

The inputs to the assumed ITC Midwest Attachment O are derived
on supporting Schedules B-1 through B-12.

Exhibit__ (CPN-1), Schedule C, shows the derivation of the
weighted average cost of capital for years 2008 through 2012.

Exhibit__ (CPN-1), Schedule D, shows the derivation of revenues
for load dispatching, which is an ancillary service different from network
service.

Exhibit_ (CPN-1), Schedule E, shows the derivation of the
composite tax rates used in Attachment O.

Exhibit_ (CPN-1), Schedule F, summarizes the ITC Midwest
Attachment O for the various years.

Exhibit__ (CPN-1), Schedule G, describes the true-up procedures
which ITC Midwest will use if FERC approval is obtained.

How is rounding handled in and between schedules?
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Figures both within a schedule and between schedules may be off by
rounding because Attachment O itself carries calculations out to several
decimal points, and parallel calculations that would be internal to
Attachment O are explained step by step in my exhibits. The fact that the
parallel step by step calculation results in exactly the same answer as
more complex algebraic equations within the template itself except for
rounding demonstrates the validity of the step by step calculation.

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

Exhibit__ (CPN-1), Schedule A, shows the development of ITC Midwest's
total revenue requirement and the amount that would be charged to IPL
for transmission service based on the assumptions used in the revenue
requirement analysis.

This total revenue requirement is the sum of two components: (1)
net revenue requirement for network transmission service derived from
Exhibit__ (CPN-1), Schedule B, and (2) Midwest ISO Schedule 1
revenues derived on Exhibit__ (CPN-1), Schedule D.

Please explain Exhibit__ (CPN-1), Schedule A-1.

Schedule A-1 shows the Total Gross Revenue Requirement for Network
Service. It itemizes the cost components of revenue requirement before
revenue credits from the ITC Midwest Attachment O found in
Exhibit__ (CPN-1), Schedule B, and then adds to it Schedule 1 revenues.

Please explain Exhibit__ (CPN-1), Schedule A-2.
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Schedule A-2 shows the ratio of IPL load to total load for the purpose of
determining the portion of the revenue requirement that applies to IPL
ratepayers. It will be discussed later together with Schedule B-12.

Please explain Exhibit_ (CPN-1), Schedule B(2008) through
Schedule B(2012).

Schedule B is what would be known as the "ITC Midwest Attachment O".
Attachment O, is a formulaic cost-of-service model that is completed
annually by most transmission owning members of the Midwest 1ISO with
the resulting rates posted on the Midwest ISO OASIS each year.
Attachment O and company-specific variations to Attachment O, are
specified on tariff sheets in the Midwest ISO's Open Access Transmission
and Energy Markets Tariff ("TEMT") and completed based primarily on
data from the FERC Form 1.

Completion of Attachment O results in the development of the
network transmission service revenue requirement for any particular
calendar year. This allows for adjustment of transmission rates to reflect
changing operational data and financial performance, including the
amount of network load on the transmission system, operating expenses
and capital expenditures.

Attachment O is a detailed formulaic calculation which can be

generally summarized and understood as follows:

10
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Rate Base

Rate of Return

Return Requirement

Operations & Maintenance Expenses

Depreciation

Taxes Other than Income Taxes

Income Taxes

Gross Revenue Requirement for Network Transmission Service
Rent Credits

Point-to-Point Revenue Credits

Net Revenue Requirement for Network Transmission Service
+ Load

= Rate for Network Transmission Service

i+ + + + 1 X

In addition to the rate for network transmission service, there is also a rate
for load dispatching and control services, known as Schedule 1. Schedule
1 is an ancillary service and is not part of the rate for network transmission
service. Schedule 1 is discussed later in my testimony.

Exhibit___ (CPN-1), Schedule B, shows the template populated with
figures as if they were actually taken from the FERC Form 1 for the
various years. It results in the gross revenue requirement and net
revenue requirement for network service.

Please explain what is meant by "gross revenue requirement” and
"net revenue requirement”.
"Gross revenue requirement” is the revenue requirement for network
service before revenue requirement offsets for rent revenue credits and
point to point revenue credits.
"Net revenue requirement” is the revenue requirement for network

service after those offsets.

11
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In my exhibits, "total revenue requirement"” refers to the net revenue
requirement for network service plus the revenue requirement for
Schedule 1 and "total gross revenue requirement” refers to the gross
revenue requirement for network service plus the revenue requirement for
Schedule 1.

Please explain the development of the revenue requirement for years
2008 through 2012.
The revenue requirement for these years is shown on my Schedule B,
which are the Attachment O's for the various years. Each Attachment O
consists of 6 pages.

The inputs to Attachment O are given in my supporting Schedules
B-1 through B-12.

In explaining the inputs, | will generally follow the order of the
stylized computation given earlier, starting with rate base, and then
progressing to operating expenses. However, | will explain rate of return
and taxes separately, when | explain Exhibit___ (CPN-1), Schedules C and
E.

Please explain the development of rate base in ITC Midwest
Attachment O.
Rate base is shown on page 2 of 6 of each template, and consists of the

following cost components:

12
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Gross Plant in Service
Accumulated Depreciation
Net Plant

Adjustments to Rate Base
Land Held for Future Use
Computed Working Capital
Materials & Supplies
Prepayments

Rate Base

N+ + + + + 1

Please explain the derivation of Gross Plant in Service and
Accumulated Depreciation included in rate base.

Gross Plant in Service and Accumulated Depreciation are the average
balances shown on my supporting Schedule B-1. The balances
themselves are largely taken directly from Mr. Hampsher's schedules
using ITC Midwest's Allowance for Funds Used During Construction
("AFUDC") computation and reflect IPL's current capital expansion plan.
As explained by ITC Midwest witness Edward Rahill, using the same level
of capital investment ensures an "apples-to-apples” comparison of IPL's
and ITC Midwest's revenue requirements.

Please explain Adjustments to Rate Base.

Adjustments to Rate Base are reductions in rate base attributed to
accumulated deferred income taxes. Accumulated deferred income taxes
are based on the difference between tax depreciation and book
depreciation. Tax depreciation is shown on Schedule B-2 and book
depreciation is shown on Schedule B-1. The difference and the resulting
accumulated deferred income taxes are shown on my Schedule B-3. For

simplicity, capital additions for tax purposes are treated the same way as

13
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capital additions for book purposes although there would be slight
differences when the actual tax return is filed.
Will the existing accumulated deferred income taxes associated with
the IPL transmission assets transfer over to ITC Midwest at the time
of sale?
No. This is in accordance with Section 7.6(b) of the ASA:
Seller will elect to treat the transaction as a taxable asset sale. As a
result of this election, Buyer will increase its basis in the assets for
tax purposes, and Seller is recognizing a taxable gain on the assets.
The tax basis and book basis are expected to be equal after the

election is made, which would result in no recognition of deferred
taxes on the Closing Date.

Will there be Land Held for Future Use?

In this calculation, there is no Land Held for Future Use because all of the
land being acquired has already been placed in-service.

Please explain Computed Working Capital.

Computed Working Capital in ITC Midwest Attachment O is the allowance
for working capital calculated using the FERC's standard formula
approach, which sets Computed Working Capital equal to 1/8 (45 days
divided by 360 days) of operations and maintenance ("O&M") expense. |
will explain the development of O&M expense later in my testimony.
Please explain Materials & Supplies and Prepayments included in
rate base.

Materials and Supplies is the average balance developed on my

supporting Schedule B-4. It is based on information supplied by Mr.

14
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Hampsher. There is an allocation factor applied in the ITC Midwest
Attachment O which is part of the template. | will explain this allocation
factor later in my testimony when | discuss O&M expense.

Since prepayments are not separately identified in IPL's baseline
revenue requirements and are not part of the ASA, they are not included
here for comparison purposes. In general, however, prepayments would
be included in rate base.

Please summarize the rate base components for the various years.
Rate base components for the various years are summarized in the top
section of Exhibit__ (CPN-1), Schedule F, which I will discuss later.
Please explain the development of operating expenses included in
the ITC Midwest Attachment O.
Operating expenses consist of the following cost components:

Transmission Operating & Maintenance Expenses

Administrative & General Expenses

Depreciation Expense

Taxes Other than Income Taxes
Please explain the development of O&M expense.
Transmission O&M expense is developed on supporting Schedule B-5
based on information supplied by IPL and included on schedules
supported by Mr. Hampsher or IPL witness Douglas Collins.
The basic calculation is as follows:

+ IPL Total O&M expense

- IPL O&M expense that will be retained by IPL

- IPL payroll related benefits included in Total O&M expense
= |IPL reduction in Transmission O&M expense

15



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

N -

10

11

12

13

14

15

16

17

18

19

20

21

22

- __IPL Schedule 1 expense
= Transmission O&M expense recoverable in network service rate

IPL's transmission expenses are used for purposes of an "apples-to-
apples" comparison of IPL's baseline revenue requirement derived by Mr.
Hampsher to ITC Midwest's revenue requirement. To effect this
comparison, costs are kept constant between the two companies except
for certain specified changes. The changes reflect costs that would be
retained by IPL, costs that would factor into ITC Midwest's Schedule 1 rate
(and are excluded from the Attachment O calculation) or costs that are
included in ITC Midwest's A&G expenses.

Please explain the Transmission Expense "TE" allocator shown on
line 1, page 3 of 6, of Schedule B.

The "TE" allocator is part of the FERC approved Attachment O formula
contained in the TEMT. It is developed on page 4 of 6, lines 6-8, of the
ITC Midwest Attachment O. It is made pursuant to Note L shown on page
6 of 6, to remove transmission expenses included for Accounts 561.1,
561.2, and 561.3 which are associated with ancillary services.

The TE allocator is the ratio of total transmission expenses included
in accounts 560 through 573 excluding expenses in the designated
Account 561.1, 561.2, and 561.3, to total transmission expenses.. The
recovery of Account 561.1, 561.2, and 561.3 costs are explained later in

my testimony as part of my discussion of Schedule 1.
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The TE allocator is applied to total transmission expenses as well
as to Materials & Supplies cost in the rate base calculation. This
allocation process is all part of the FERC-approved formula.

Please explain the development of Administrative and General
("A&G") Expense?

A&G Expense is developed on supporting Schedule B-6. For purposes of
doing the baseline comparison, A&G costs are considered to be the
allocated portion of pooled A&G expenses for the three operating
companies, ITCTransmission, Michigan Electric Transmission Company,
LLC ("METC"), and ITC Midwest. They are based on 2005 actual A&G
expenses as reported in the Attachment O for each company for 2005.
How are these costs escalated to test years 2008 through 2012?

The costs are escalated at 2.7% which is the Consumers Price Index, All
Urban, annual growth rate for years 2004-2030 taken from the Energy
Information Administration, Annual Energy Outlook 2006, Table A1l9,
Macroeconomic Indicators. This is the same figure used as a cost
escalator by Mr. Hampsher in his Exhibits.

How are the costs allocated between operating subsidiaries?

As explained by Mr. Rahill, A&G expense and payroll tax expense for
ITCTransmission, METC, and ITC Midwest are totaled, and then allocated
back to each operating subsidiary based on the ratio of the operating
company's load to total load for all three operating companies using their

divisors shown on page 1 of Attachment O for each company.
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Please explain the development of depreciation expense.

Depreciation expense is developed on supporting Schedule B-1, which is
the same schedule that develops the depreciation reserve. It is based on
IPL's composite depreciation rate of 2.3% as supported by Mr. Hampsher.
Please explain the development of Taxes Other than Income Taxes
("TOIT").

TOIT is developed on supporting Schedule B-7. For purposes of this
analysis, it consists of property taxes and payroll taxes. Property taxes
are taken from figures supported by Mr. Hampsher. Payroll taxes are
allocated as discussed above.

Please explain the development of rent credits.

Amounts received for rents are used to offset the revenue requirement for
network transmission service. These are taken from Mr. Hampsher
Exhibit__ (CAH-1), Schedule F(a), Line 8.

Please explain the development of point-to-point ("PTP") revenue
credits.

The development of PTP revenue credits is shown on my supporting
Schedule B-8. The unit price for PTP scheduled rates is based on the unit
price for network service. As a result, if the rate for network service
increases, the rate for PTP similarly increases. Therefore, to recognize
the increased revenue credits that would result from the increased rate for
network service, the PTP revenue credits are initially based on projections

provided by IPL and supported by Mr. Hampsher, but then escalated
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based on the ratio of ITC Midwest gross network revenue requirement to
the comparable figure for IPL's gross network revenue requirement.

The PTP revenue credits are shown on line 37 of page 4 of 5 of the
template on my Exhibit__ (CPN-1), Schedule B. Line 37 is the difference
between Line 35 and Line 36. Line 35, transmission charges for all
transmission transactions, is the sum of network, PTP, and Schedule 1.
Line 36, transmission charges for all transmission transactions included in
divisor on the front page of the template, is the sum of network and
Schedule 1. The difference between these two lines are the revenue
credits shown on line 37.

Please explain the development of income taxes.

Income taxes in the Attachment O formula are computed using some
concise but cryptic mathematical formulations shown on page 3 of 6 of
Exhibit__ (CPN-1), Schedule B. Since the mathematical formulas may
not be intuitively obvious, | present the calculation in a more conventional
manner on my supporting Schedule B-9. The basic calculation can be

understood as follows:

+

Taxable Revenues

Tax deductible expenses
Taxable Income

Tax Rate

Income Taxes

InP>x< nu

The tax computation may appear to be circular because of the inter-
deductibility of state taxes in the federal computation, and a 50% credit for

federal taxes and a credit for Minnesota taxes in the lowa tax calculation.
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The equivalence between the results of the conventional calculation | use
and that of the mathematical formulae in the Attachment O template can
be demonstrated by noting that the income tax amount shown on
supporting Schedule B-9 is the same as the amount shown on ITC
Midwest Attachment O for the various years. Both approaches derive the
same amount for income taxes. It should also be noted that the
Transmission Transaction has not been completed, all items of property
have not been individually identified, and all tax nuances have not been
identified or researched. As a result, a portion of taxes may somehow
differently or be included in TOIT, and to the extent they are, they would
not be included in the template income tax calculation.

The tax rates themselves will be explained below in my discussion
of Exhibit___ (CPN-1), Schedule E.
Please explain the capitalization and interest inputs to ITC Midwest
Attachment O.
These inputs are developed on my supporting Schedule B-10. The cost
rates for debt and capitalization ratios are explained later in connection
with the Cost of Capital, Exhibit __ (CPN-1), Schedule C. Construction
Work in Progress ("CWIP") is not part of rate base but would be part of
capitalization.
Please explain the load shown on supporting Schedule B-12.
The projected load is based on IPL 2005 Attachment O actual

transmission load, as escalated.
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The load for IPL itself and other load are individually identified in
this schedule to be able to compute the revenue requirement effects on
IPL ratepayers. The ratio of IPL load to total load is shown on supporting
Schedule A-2.

Please explain the Wages and Salary input to ITC Midwest
Attachment O.

Attachment O contemplates the development of a wages and salary
allocator ("W&S") for companies that are vertically integrated. Since ITC
Midwest is transmission-only, wages and salaries are recovered (just as
are other expenses) as part of transmission or A&G expenses.
Nevertheless, for the purpose of populating the Attachment O template, a
W&S allocator has been identified. It is based on the W&S amount shown
in the IPL 2005 Attachment O as appropriately escalated. The amounts
are shown on my supporting Schedule B-11.

Please explain Exhibit__ (CPN-1), Schedule C, Cost of Capital.
Exhibit___ (CPN-1), Schedule C, shows the development of the weighted
average cost of capital for ITC Midwest. The weighted average cost of
capital is commonly known as the rate of return. The equity capitalization
ratio used in the calculation is 60% and the authorized return on common
equity ("ROE") used is 13.88%. This equity ratio and this cost rate are
used because the Transmission Transaction is conditioned on ITC
Midwest receiving regulatory approvals substantially equivalent to those

that will be requested from FERC. As explained by ITC Midwest witness
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Joseph Welch in his testimony, ITC Midwest anticipates filing with FERC
for approval to use a projected test period with a true-up mechanism, an
authorized ROE of 13.88%, and an actual capital structure targeting 60%
equity. The transmission rates ultimately charged to IPL will be based
upon ITC Midwest's actual capital structure.

How was the cost rate for debt derived?

The cost rate for debt of 5.563% is based on Mr. Rahill's testimony. He
explains that this is a proxy for the actual interest rates that would be
incurred in each projected year. As can be seen from page 5 of 6 of the
ITC Midwest Attachment O template, the interest rate used to compute the
rate of return in the template would be actual interest expense for the
calendar year divided by the average balance of long term debt.

Please explain the development of Schedule 1 revenues.

Schedule 1 revenues are developed on Exhibit__ (CPN-1), Schedule D.
They are for what are known as ancillary services. Ancillary services are
those services necessary to support the transmission of capacity and
energy from resources to load while maintaining reliable operation of the
transmission system. There are several ancillary services contained in the
TEMT. Scheduling, System Control, and Dispatch Service must be
purchased from the transmission service provider under the Midwest 1ISO
Schedule 1. While the network transmission service rate is based on the
Attachment O rate for the pricing zone where the load is located, the

Midwest ISO Schedule 1 rate is a single, system-wide average rate. The
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rate that was used in computing revenues was based on the rate effective
beginning January 2007 which was $55.5824/MW-month  or
$666.9892/MW-year, and then escalated thereafter.  Midwest SO
Schedule 1 revenues are the escalated rate applied to load. For purposes
of making a comparison with IPL's baseline revenue requirement, and
deriving the portion of revenue requirement applicable to IPL's own
customers, my calculation only uses load as shown on page 1 of
Attachment O. There would be Schedule 1 revenues from non-network
transmission services, but these would not be from IPL customers.

Please explain the applicable tax rates.

The applicable tax rates are the composite effective federal and state tax
rates that are developed on Exhibit _ (CPN-1), Schedule E. Based on
information supplied by IPL, the lowa tax rate is 12% and the Minnesota
tax rate is 9.8%. lowa allows a deduction of 50% of federal taxes on the
state return and a deduction for other state's taxes, and there is 100%
deduction for state taxes on the federal return. To be comparable with the
development of IPL's baseline revenue requirement, income before tax
has been allocated based on system coincident peak as provided by Mr.
Hampsher as follows: 93% for lowa and 7% to Minnesota. The revenue
requirement model assumes full normalization of all book tax differences
using the effective tax rates shown on the exhibit.

What do you mean by effective tax rate?

Effective tax rate is the ratio of income tax to net income before tax.

23



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

10

11

12

13

14

15

16

17

18

19

20

21

22

23

What tax rates would be used in Attachment O?
Since there are multiple state jurisdictions, the composite income tax rates
would be used as developed on Schedule E.
Please explain Exhibit___ (CPN-1), Schedule F.
Schedule F summarizes the ITC Midwest Attachment O revenue
requirement by year. The rate base figures correspond to the figures
shown on page 2 of the Attachment O, the operating expenses
correspond to the figures on page 3 of the template, and the revenue
credits correspond with the figures on page 4 of the template.
Since the FERC Form 1 actual results will not be known until after
the completion of the calendar year, how will the ITC Midwest
Attachment O rates be applied?
A projected rate will be charged each year commencing on January 1, and
then a true-up component of the rate will be charged commencing on
January 1 of the first calendar year following the filing of the Form 1 for the
projected rate period.
Please give an example using a cost year of, say, 2009.
Exhibit__ (CPN-1), Schedule G, which shows the general form of the
true-up procedure, also includes a specific example for cost year 2009.

In September 2008, ITC Midwest will post on the OASIS the
projected rate it will charge on January 1, 2009. The projected revenue
requirement and rate will be computed using projected cost components in

the ITC Midwest Attachment O. Throughout calendar year 2009, ITC
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Midwest will provide transmission services. In April 2010, ITC Midwest will
file the FERC Form 1 for calendar year 2009. Using the 2009 FERC Form
1, the actual revenue requirement will be computed for calendar year
2009. The FERC Form 1 will also report actual 2009 revenues for network
transmission service. Any true-up for calendar year 2009 will be included
in the rate charged beginning January 1, 2011.
How will the true-up adjustment be computed?
The true-up adjustment will be computed as the difference between actual
revenue requirement for transmission service and actual revenues for
transmission services for load associated with transactions included in the
divisor of Attachment O, as follows:

+ Actual Revenue Requirement

Actual Revenues

True-Up Adjustment for Under- (Over-) Recovery of revenue
requirement

The true-up adjustment will then be included as a component of the
projected rate that will be charged commencing January 1, 2011.

Has use of a mechanism involving the use of a projected rate with a
true-up adjustment been approved by FERC?

Yes. This a similar method was approved by FERC for ITCTransmission
in Docket No. ER06-1006 on July 14, 2006, and for METC in Docket No.
ERO07-95 on December 21, 2006.

Will there be interest on the true-up adjustment?
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Yes, the computation of interest on the true-up adjustment was approved
by FERC in the above dockets. Interest will be computed using the FERC
refund interest rate on over recoveries and the cost of short-term debt for
under-recoveries.

What will be the projected rate that will be charged commencing
January 2008?

The projected rate that ITC Midwest will charge in calendar year 2008 will
be the same rate that will be in effect from June through December 2007.
It will be trued-up to the 2008 actual revenue requirement in the rate
charged beginning January 1, 2010.

Does this complete your prepared direct testimony?

Yes, it does.
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Schedule A-2

IPL vs Total Network Load

ITC Midwest
Transmission Assets Sale

Load
1 IPL 2005 Load (MW) Note 1 2594  92%
g Other 2005 Load (MW) Note2 225 8%
g Total (MW) _ 2819  100%
? Note 1: IPL 2005 Attachment O, page 1 of 5, line 8
g Note 2: IPL 2005 Attachment O, page 1 of 5, line 10.
S

ITC Midwest 4 Exh CPN-1
SchA-2IPLILoadShare
3/28/2007 2:08 PM
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Exhibit___(CPN-1)

Schedule B (2008)
Page 1 of 6

Criginat Sheet No.
page10f6

Fer the 12 months ended 12/31/2008

ITC Midwest LLC
m @ @ @) 5}
Adjusted
Line Allocated Allacated
No. Amaunt Adustments Amount
k] GROSS REVENUE REQUIREMENT  (page 3, line 29) 12 manths $105,717,603 [ 305,717,603
REVENUE CREDITS {Neta T) Total Allocaior
2 Account No. 454 {page 4, line 32} 400,000 P 1.00000 400,600 L] 400,000
3 Account No. 456,19 (page 4. line 37} 4,342,278 ™ 1.00000 4,342,278 4342278
4 Revenues lrom Grandfalhered Interzonal Transactions 1] TP 1.00000 [+] [}
5 Revenyes fram sesvice provided by the 1SO ot a discourt. 0 ™ $.00000 9 1]
3 TOTAL REVENUE CREDITS (sum lines 2-5} 4,742,218 ) 4,742.278
BA  True-up Adjustment [SeeNote 1.]
7  NET REVENUE REQUIREMENT @Ene 1 minus fine 8 plus ne 8 $100,975.225 H] - $100,975325
DIVISOR
8 Average of 12 coincident system peaks Tor requirements (RQ) service: {Nota A} 2580547 2,680,547
g Plus 12 CP of firn bundled sales over ong year not in line 8 {Note B) o
10 Pius 12 CP of Network Load not Inine 8 (Note C) 232.907 232,507
11 -Less 12 CP of firm P-T-P pver one year {enter regative) {Mote: 0) 4]
12 Pius Coalract Demand of firm P-T-P over one year o
13 Less Conlract Desnand from G: fathered ns over one yesr (enler negative) {Note S} o
14 Less Contract Demands from service over ore year provided by 1ISO at a discount {enter negative) [
15 Divisor (suen lines 8-14) 2,913,054 ] 2.913.054
16 Annual Cosl (SKAWYT) {line 7 fline 15} H.663
17 Network & P-to-P Rate ($kwWiMc) {lne 16 f 12} 2869
Peak Ratg Off-Pezk Rate
18 Point-To-Pein Rate (fkW/WK) (ine 16/ 52; ine 16 £ 52} 0.667 $0.667
1% Point-To-Point Rate ($kWihay) {lire: 18/ 5; ine 184 7} 0.133 Capped at weekly rate 30035
20  Point-To-Point Rale awh) (ine 181 16; Ina 19724 8.332 Capped at weeldy .68
times. 1,000} ang daily rates.
2t FERC Annval Charge{$/MWh) (Note E) Short Term $0.000 Shot Term
x2 Long Term 50,000 Long Term
NOTES
( Note: 1. Calculated in accordance with the Annual Rale Calculation and True-up Procedures on pages and of this Tariff.
Jssued by: Effective: Jamzary 1, 2008

Issued on:

3
3
i
i
5
|
|
i
|
|
5
|
|
|
|
‘\
|
|
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Fosrmula Rate - Non-Levelred

{1} 2}
Form No. 7
Line Page, Line, Col.
No.  RATE BASE:
GROSS PLANT iN SERVICE
1 Production 205.46.9
2 Transmisslon - (Nota U) 207580
3 Distribution 207.75.9
4 General & Intangible - (Note L) 20559 & 207.99.g
5 Commeon a56.1
8 FOTAL GROSS FLANTY {sum lines 1-5)
ACCUMULATED DEPRECIATION
7 Production 21920-24.c
8 Transmission - {Note L) 21925.¢
9 Dighibution 219.26.c
10 General & Intangibla - {Note U} 219.28¢
H Common 356.1
12 TOTAL ACCUM, DEPRECIATION {Sum lines 7-11)
NET PLANT N SERVICE
13 Production {ine 1-Ene7)
4 Transmission {line2- ing B)
15 Bistribution {ine 3-lina %
16 General & Intangible {lme 4 - ine 10}
7 Common {lne 5- line 1)
18 TOTAL NEVPLANT {sum lines 13-17}
ADJUSTMENTS TO RATEBASE  (Nole F}
19 Account No. 281 (enter negative) - (Note ¥ 273.8.k
20 Account No. 282 (enter negative) - (Note Y\ 2752k
21 Account No. 283 (enter negative) - (Note V277.9.k
4 Accouml No. 150- (Nota V) 2338.c
23 Account No. 255 (enternegative) - (Note267.8.n
24 TOTAL ARRISTMENTS {sum ines 18- 23B)
25 LAND HELD FOR FUTURE USE - {Note V) 214.xd (Note G)
WORKING CAPHTAL (Note H)
26 CWC calcufated
27 Malerials & Supplies (Note G} - (NotaV) 227.8.2& .46
28 Prepayments {Account 1857 - (Note V)  111.57.¢
7 TOTAL WORKING CARITAL (sum Imes 26 - 28)
2 RATEBASE {sum lines 13, 24, 25, & 29)
Note 2. Exclud fi laxes
Issued by:

Issued om;

Rate Fompula Tempiate
Utiizing FERC Forn 1 Data
TG Midwest LLC
@ 03
GCompany Tatal Alfocator.
NA
722,554,404 TP 1.00000
NA
Wis 1.00000
CE 0.00000
722,564,484 GP= 10.000%
NA
290,944,218 ™ 1.00000
NA

wis 1.00000
CE C.00000

290.944.218
o
431,610,268
[
431,610,260 NPx  100.000%
NA e
-158,455 NP 1.00000
ne 1,00000
Ne 1.60000
NP 1.60000
~158,455
P 1.00000
1,911,028
TATES 1E 063381
GP 1.00000
2,684,787
136558

d with the Frue-up Adjustment that are not ctherwise included in rate base.

33:53 PM

Exhibit___(CPN-1)
Schedule B {2008)
Page 2 of &
Original Sheet No,
page2of §
For the 42 months ended 12/3172008
5} 6} [4)
Transmission Adjusted
(Cot B times Col 4) g s Aot
]
722,554,485 722,558,484
¢ 4]
[ [ -
722,554,484 [1] 722,554,484
200,844,218 290,944,248
0 i}
9 o
260,844,218 [} 290,944218
431,610,266 431,610,266
3} Q
1] Q
231,610,268 ) 431,610,266
0
-155,455 -158,455
1] D [SeeNote2]
o 0 [SesNota2}
[+] o
~-156,455 o -158,455
1] 0
1,477,628 o 1.477.628
480,420 480,420
[ 0
1,968,087 ] 1,968,647
310,058 T 0§ 433319868

Effective:
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Exhibit___(CPN-1)
Schedule B (2008)
Page 3 of 6
Qriginal Sheet No.,
page3of 6
Formula Rate - Non-Levelized Rata Formula Template
Utifizing FERC Form 1 Bata
For the 12 months ended 1273172008
TC MidwestLLC
{1}y -] ©) 2 @ [C] g}
Line Form Mo, Transmission Adjusted
No. Pags, Line, Col. Company Total Allpcator {Col 3 times Col 4} Amount
O&M
L Transmission 321.112.b 0,468,428 TE ¢.53381 6,001,234 6,001,234 [SeeNote3)
2 Less Account 565 321.860 1.00000 Q Q
3 ABG 323.197.0 5,819,786 wis 1.00000 5,818,786 5,819,786
4 Less FERC Annual Fees wis 1.50000 0 0
5 Less EPR} & Reg. Comm, Exp. & Nen-safety Ad. (Note §) wis 100600 [} 0

Sa Pius Transimission Related Reg. Comm. Exp. {Nate I} TE 063381 0 o
3 Common 861 CE 0.0000% 1} 1]
7 Transmissicn Lease Payments 1.60000 [1]

8 TOTALOEM (sumiines 1.3, 53,6, 7 less Enes 2, 4, 5} 15,288,224 1,521,020 g 11,821,020
DEPRECIATION EXPENSE
9 Transmiasion 336.7.b & 16,141,595 T 100000 16,141,535 16,341,595
10 Geneml 336.10.b &ec wis 100000 ] L1}
11 Common 336.t1b & ¢ CE 0.00000 o 2]
12 TOTAL DEPRECIATION {Sumlines §- 11} 16,141,595 15,141,585 0 16,141,595
TAXES OTHER THAN RNCOME TAXES (Note J)
LABOR RELATED

13 Payrolk 265 203,806 wWiS 1.00000 203,806 203,806
14 Highway and vehicle 2631 WS 1.00000 (] 1]

18 PLANT RELATED

16 Property 263 6,197,305 GP 1.00006 5,197,305 6,197,305

17 Gross Receipls 263 NA zero o

18 Other 2631 GP 1.00000 [¢] o

19 Payments in lieu of taxes GP 100000 o o

20 TOTALOTHERTAXES (sum fines 13- 15} 6,401,141 6,401,111 [} 6,401,119

INCOME TAXES {Note K)

21 T=1-{{1-SM " (1-FI/ (1-SIT"FIT" g} = 41.51%

22 CIT=(TA-T}* (+-(WCLTD/R)) = 55.00%

where WCLTD={page 4, ine 27) and R= (page 4, ling30)
and FIT, SIT & p are as given in fooinote K.

23 1/{1~T} =(from line 21} 1.7098

24  Amortized Investment Tax Credit (266.5f) {enter negative}

25  Incgme Tax Calculation = line 22 * line 28 25,656,570 NA. 25,614,212 [ 25,614,212
6 VTG adjstment {ne 23 * line 24) NP 1.00000 2 )
7 Total Tacome Taxes (line 25 plus fne 26} 26,656,570 25,614,212 [} 25,614,212

28 RETURN 45,815,304 NA 45,739,865 [+] 45,739,666

i Rate Base (page 2, line 30} * Rate of Retum (page 4, Ene 30}))
29 REV. REQUIREMENT (sum fines 8, 12, 20, 27, 28) 109.302.804 105,717,603, Q 105,717,603
Mofte 3. Adjustments to Line 1 will equal the sum of the amounts on ITC's Repart on FERG Form No. T Ror
Customer Accaunts Expenses IFERG Form No. 1, 323.164.b3, Customer Service and Informational Expenses [FERGC Form No. 1, 323.171.6, and
Sales Expenses [FERC Fom No. 7, 323.178.b] that are not otherwise recovesable through some other taniff,
Adjustrents 1o be made before calculation of allocator for Line 1, Column (3).
Issued by: Effective:

Issted on:
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Exhibit__ {CPN-1)
Schedule B (2008)
Page 4 of 6
Criginal Sheet No.
page 4 of 8
Formula Rate- Non-Levelized Rate Formula Template:
Utilizing FERG Form 1 Data
For the 12 months ended 12/31/2008
ITC Midwest LLC
SUPPORVING CALCULATIONS AND ROTES
Line
No.  TRANSMISSION PLANT INCLUDED IN ISO RATES
1 Total transmission plant  (pege 2, line 2, column 3) 722,554,484
2 Less trapsmission plank excluded from ISO rates  (Note M)
3 Less transmission plant induded in QATT Ancilary Services  {Note N )
4 Transmission plant incleded in ISO rates {ing1lessBnea2&3) 722,554,484
5 F of trar plant i 15O Rates {ine 4 divided by fine ) P= 1.00000
TRANSMISSICN EXPENSES
[ Tolal bansmission expenses  (page 3, e 1, column 3) 8,458,438
7 Less p included In OATT Ancillary Services (Notet) 3,467,204
8 ncladed ission exp (line 6 less e 7) 5.001,234
9 Percentage of after {iine 8 divided by line 6) 0.63381
10 Percentage of tensmission plam included in IS0 Rates (ing 5) TP 1.00600
11 Percentage of {ransmission expenses inglided in 1ISO Ratea (ine 9 times Une 10 TE= 0.62381
WAGES & SALARY ALLOCATOR (W&S)
Form 1 Reference ] TP Allocaton
12 Production 354200 G.00 Q
13 Transmission 354210 2,680,563 1.00 2.680,563
14 Distribution 354.23.0 0.00 [¢] W&S Allocatsr
15 Other 354.242526.b .00 1] E / Aliocation}
16 Total (sum lines 12-15) 2,680,563 2680563 = 100000 = WS
COMMON PLANT ALLOCATOR {CE) [Wote G}
5 % Elecic W&S Allocator
7 Electeic 200.3.¢ (ing 17 /line 20} (line 16) CE
b i:] Gas 201.34d 741,850,968 0.06000 +.00000 = 0.00000
19 Water 201.3e
20 Tolal {surn Hnes 17 - 19) 741,850,968 5 9] n
Adjusted
RETURN {R) $ Adjustments. Arount
21 Long Term [nterest {117, sum of $2c through 67¢) $70,058,938 10,068,933
22 Preferred Dividends (118.28¢} {posttive number) 0
Development of Common Steck:
23 Proprictary Capital {112.16c) - {Note L) 271,497,516 271,497,515
22 Less Preferred Stock (line 28) - (Note b)) o 1]
25 L3S AcComt 216.1 {112.12¢) (enter negative) - (Note L) (1]
26 Common Stock {sum Hnes 23-25) 271,497,515 o 271,497,515
Cost
] % {Nolg P} Weighted
o7 Long Temn Debt {$12, sum of 15¢ through 21c} - {Note U} 180,688,344  40% 0.0656 00223 =WCLTD
6 Preferred Stock {#12.3¢) (Note U} o% 0.0000 60000
28 Commen Stock (fine 26) 271497515 60% 1388 0.6833 See Nate 4.]
30 Tata) (sum lines 27-29} 452,495,859 G.1055 =R
REVENUE CREDITS
Load
ACCOUNT 447 (SALES FOR RE! (310311} (lote Q)
31 a. Bundled Non-RQO Sales for Resale (311uh)
32 b Bundled Sales for Resale included in Divisor an page 1
3 Total of {ay{b} [}
34 ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY) {MNote R} $400,600 400,000
ACCOUNT 456.1 (OTHER ELECTRIC REVENUES) (a30.x.0)
35 a. Teansmission charges for all transnission ransacrons $107,313,038
35 b. Transmission charges for all ission transaciions included in Divisor on Page 1 $102,970.761
a7 Totas of (2)-{b} 34,342,278
Issued by: Effactive:

Issued on:
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Schedule B (2008)
Page 50of 6

Originat Sheet No,
page 5of G

Formtula Rate - Non-Levelized Rate Formuta Templale
Utilizing FERC Form 1 Data
For the 12 months ended 12/31/2008

SUPPORTING CALCULATIONS AND NOTES

Note 4. Allowed ROE setto 13.88%

Issued by: Effective:
Issuedon. -
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Exhibit___(CPN-1)

Schedule B {2008)
Page 6 of 6

Qriginat Sheat No,
page G ol 6

Fommia Rate ~ Non-Levelized RateFormula Templale .
Utilizing FERC Fomn 1 Data
For the 12 months ended 12/21/2008

TG Midwest LLC

General Note; References to pages in this formufary rate are indicated as: {page#, line#, colf)
References to data from FERC Form 1 are indicated as:  #y.x {page, fine, column}

Peak as would be reported on page 401, column d of Form 1 at tha time of the IS0 coincident montily peaks.
Labeled LF, LU, IF, U on pages 310-311 of Form tat the ime of the ISO coincident monthly peaks.
Labgled EF on page 328 of Form  at the tma of the 1SC colreident monthiy peaks.
Labeled LF on page 328 of Form 1 at the ime of the 1SO coincident monthly peaks.
The FERC's annual charges for the year assessed the Transmission Owner for service under this tarifl.
‘The balances in Accounts 190, 281, 282 and 283, as adjusted by any amounts In contra agcounts identified as regulatory assets
or Niabilities related to FASE 108 or 109. Balance of Account 255 is redfuced by prior flow throughs and excluded if the sitiity
chose to utiize amortization of tax credils against taxable Ilncome as discussed in Note K. Account 281 is not alfocated.
Identified in Form + as being only transmission related,
Cash Working Capita! assigned to transmission is one-gighth of OBM allocated fo trapsmission at page 3, line B, column 5.
Prepay ts are the electric related prepayments booked to Account No. 165 and reported on Pages 110-111 fing 57 in the Form 1.
Line 5 - EPRI Annual Membership Dues listed in Form 1 at 862.f, all Regulatory Commission Expenses itemized at 351.h, and non-safety
related advertising included in Account 930.1. Line 5a - Regutatory Commission Expenses directly related to transmission service,
1S0 fiings, or ransmission siting temized at 361.h.
Includes only FICA, unemployment, highway, property, gross ipts, and other wents charged in the cument year,
Taxes refated to income are excluded, Gross receipts taxes are not inciuded in transmission revenue requirement in the Rate Formula Template,
since they are recovered elsewhere.
The curently effective Income tax rate, where FIT is the Federal income tax rate; SIT is the State income Lax rate, and p =
“the percentage of federal income tax deductible for state income taxes™. I the utiity s taxed in more than one state it must attach a
work paper showing Ehe name of each state and how the blended or composite SIiT was developed. Furlhermore, 3 utility that
elected to utilize amortization of kix ¢redits against taxable income, rather than book tax credils to Account Mo, 255 and reduce
tate base, must reduce its income tax expense by the amount of the Amortized invesiment Tax Credit (Form 1, 266.8.0)
multiplied by (114-T) {page 3, line 26).
nputs 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)
Removes dollar amount of fransmission expenses included in the OATT ancifiary services rates, including alf of Account Nos. 581.1, 581.2, 561.3, and 561.BA.
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).
Removes dollar amount of iransmission plant included in the development of GATT ancillary services rates and generation
step-up facilities, which are deemed to included in OATT anciltary services. For these purposes, generation step-up
facilities are those faciities at a generator substation on which there is no through-fow when the generator is shut Gown.
Enter dollar amownts
Debt cost rate = long-term interest ¢line 21} / long term debt (line 27). Preferred cost rate = preferred dividends (line 22} /
preferred outstanding (Bne 28). ROE will be supparted in the original filing and no change in ROE may be made absent
a filing with FERC.
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 alt other uses are to be included in the divisor.
Includes income related only to bansmission facilities, such as pole attachments, rentals and special use.
Grandfathered agreements whose rates have been changed to slfiminate or mitigate pancaking - the revenues are included inline 4 page 1
and the loads are included In line 13, page 1. Grandfathered agreements whose rates have nat been changed o eliminate or mitigate
pancaking - the revenues are not included in fine 4, page 1 nor are the loads included infine 13, page 1.
The reventses credited on page 1 fines 2-5 shall include ondy the amouwnts received directly {in the case of grandfathered agreements)
or from the IS0 (for service under this tariff) reflecting the Transmission Owner's integrated transmission faciities. They do not include
revenues associated with FERC annual charges, gross receipts taxes, ancillary services, faclities not inclvded in this template {e.g., direct
assignment faclities and GSLis) which are not recavered under this Rate Formula Template.
Calcufate using 13 month average balance.
Calculate using average of beginming and end of year balances.

Efiective:

Issued om
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Exhibit___{CPN-1)

Schedule B (2009)
Page 1 of 6

Original Shesl No,
poge tof B

Formila Rate - NonrLevelized Rate: Formuta Template:
Utitizing FERC Foma 1 Data
Forthe 12 months ended 12/31/2009

TTC Midwest LLC
B 2 o] @) 5}
Adjusted
Line Allocated Allocated
No. Amount Adpstmentz Amount
1 GROSS REVENUE REQUIREMENT  (page 3. ine 29) 12 months: 5110733215 Q 310,733,215
REVENUE CREDITS {Note T) Tolal Allocater
2 Account No. 454 {page 4, lina-34) 400,000 P 1.00000 400,000 0 400,000
3 Account No. 4551 {page 4, line 37} 4,430,703 TP 1.00000 4,430,703 4,430,703
4 f fiom G | i - ] P 1.00000 9 o
5 Revenues from servica provided by the ISO at a discount 1] hta 1.00000 ] [1]
6  TOTAL REVENUE CREDITS (sum lines 2-5) 4,830,703 [] 4,830,703
6A  Tme-up Adjustment [See Nola 1.] i
7 NET REVENUE REQUIREMENT {ine 1 minus e 6 plusine & $105,902.612 $ hd 305,902,512
DIVISOR
3 Average of 12 coincident system peaks for requirements {RQ) service {Note A) 2,716,033 2,710,033
9 Pius 12 CP of firm bundled sales over one year notin ine 8 {Note B) ]
10 Pliss 12 CP of Network Load not i Ene & (Mete C) 235,085 235,065
11 Less 12 CP of firn P-T-P aver one year {enter negative} (Note D} o
12 Plus Contract Demand of firm P-T-P over ong yoar o
13 Lese Contract Demand from Grandfathered Interzonal Tr ions over ona year {enter negative} (Note S) 1]
14 Less Contract Demands from sefvice over one year provided by ISO at a discount {enter negative) 2
96 Divisor {sum lines 8-14) 2,045,098 [ 2845008
i Annual Cost ($WIYE) {iine 7 { line 15) 35.959
17 Network & P-to-P Rate (3/KW/Mo) {line 167 312) 2.997
Pezk Rate OfPeak Rate
1% Polnt-To-Point Rate (3/kW/Wk) {ine 16/ 52; line 161 E2) 0.692 30.692
19 Polnk-To-Polnt Rate (/kW/Cay) {ine: 18/ 5; Jing 1847} 0,138 Capped at weekly mte $0.099
20 Polpt-To-Point Rate (3/MWh) (ine 497 16; e 19/24 8.644 Capped at weekly $4.116
times 1,000) and daily rates
2t FERG Annuat Charge($/MWh) (Note E) Short Term $0.000 Short Term
22 Long Tern $0.000 Long Termn
NOTES
Note 7. Calculated kn acrordance with the Annuzl Rate Catculation and True-up Procedures on pages angd of this Tariff,
issued by: Effective: Janwary 1, 2009 ="

issued on:
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Fomula Rate - Nor-Levelized

{1} 2)
FormNo. 1
Line Page, Line, Col.
No. RATE BASE:

GROSS PLANT IN SERVICE
1 Production 205.48.9
2 Transmission - (Note L} 207.58g
3 Distribution 207.75.g
4 General & Intapgibie - Note U) 20559 & 207.39.9
5 Cemmaon 356.1
6  TOTAL GROSS FLANT {surm knes 1-5)

ACCUMULATED DEPRECIATION
7 Frodusticn 219.20-24.c
;] Transmission - (Note L) 219.25¢
9 Distribution . 218.26.c
10 General & Intamgible - (Note: L) 218.28¢
" Common 358.1
12 TOTAL ACCUM. DEPRECIATION {sum fines 7-11}

NET PLANT IN SERVICE
13 Producton {line 1~ ng 7}
14 Transmission {line 2~ Ing 8)
15 Distribution (line 3-1ine 9}
16 General & Inlanghle (line: 4 - line- 10}
7 Common {fine 5~ line: 11}

48  TOTAL NET PLANT (sum lines 13-17}

ADJUSTMENTS TO RATE BASE  {Nota F)
1% Agoount No. 281 (enter negalive) - (Note v 273.8.
20 Account No. 282 {enter negative)- {Nole V275.2k
23 Agcount No. 283 (entes negative)- MNoteV277.9k
22 Account No. 150 - (ole V) 21.8c
3 Accaunt No. 255 {enter negative) - {Note\267.8h
24  TOTAL ADJUSTMENTS (sum lines 19-23B)

2% |AND HELD FOR FUTURE USE - (Note V) 214.td (Note @)

WORKING CAPITAL {Note H)
26 WG cakulated
27 Matesials & Supplies (Note G)- (NotaV) 227.8.¢4& .16.¢
=g Prepayments (Account 165) - {NoteV)  111.57¢
9 TOTAL WORKING CAPITAL (sum lines 26 - 23}

30 RATEBASE lsumfines 18, 24, 25, & 29}

Rata Formula Templale
hillzing FERC Form 1 Data
TG Midwest LEC
e} @
Company Totak Allocator
NA
762,587,215 ® 1.00000
NA
wis 1.00000
- ce 1.00082
762,587215 GP=  100.000%
NA
304,300,292 L 1.00000
NA
WIS 1.00000
CE 1.00000
304,300,292
43
458,286,923
13
— 8
458,286,923 NP=  100.000%
NA 0
-3,959,073 NP 1.00000
NP 1.00000
N 1.00000¢
NP 1.00000
«3,959,073
TP 1.0000¢
1,964,302
793,977 TE 0.63128
[5] P 1.00006
2,758,179
457,085,029

Note 2. Excludes deferred taxes associsted with the True-up Adjustment at are not otherwise imctuded in rale base.

Issued by:
1ssued on:

53 PM!

Exhibit___ (CPN-1)
Schedule B {2009)
Page 2of6 .
Origlnal Sheet No,
page 2 of 6
For the 12 months ended 123172009
{6 o
Fransmission Adjusted
{Col 3 trmes Cod 4} Ady Amount
o
762,597,215 162,507,215
4] 4
—_— I — } :
762.587,215 0 762,587,215 .
-
364,300,292 304,300.292
|3 [
1] g
304,300,292 [} 304,300,292
1} [}
[} [
458,286,923 [ 458,286,923
[}
-3,969,073 -3,859073
0 0 {SeeNota2]
1] O [SeeNolal]
[} o
-3,859,073 1] -3,059,073
o i}
1615475 [} 1,515475
50,142 501,142
N 0
Z.016,517 [ 26617
356,314 367 ] 458,334 467
Effective:
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Schedule B (2009)
Page 3 of 6
i
Originat Sheet Na,
page 3of &
Forriuta Rate - Non-Levelzed Rate Formula Tesnpiate:
Uifiziong FERC: Form 1 Data
For the 12 months ended 12/31/2008
TTC Micwest 11.C
1} 2} 3} ¢ 5} & ]
Line FormNo. 1 Transmission Adfusted
No. Page, Line, Col. Company Total Allocator {Col 3 times Col 4) A Amoint
D&M
1 Transmission 2t412b 9,737,499 TE 0.63128 5,146,580 6,146,880 [SeelNote3d]
2 Less Account 565 R21.96b 1.00000 [+ L1
3 ARG 323.197.b 5,976,920 WIS 1.00000 5,976,920 5,976,920 .
4 Less FERC Annual Fees wis 1.00500 1} Q .
5 Less EPR! & Reg. Comm. Exp. & Non-salety Ad. (Note [} wWis 1,00000 o 0 i
Sa Plus Transmission Related Reg. Comne. Exp. ote ) TE 0.63126 0 Q f
5] Common CE 1.00000 o 4] H
7 TFransmission Lease Payments. 100900 j+] ;
8 TOTALO&M (sumlines 1,3, 52, 6.7 lesslnes 2, 4. 5} 15,714,419 12,123,500 [] 12,123,800 -
DEFREGIATION EXPENSE
o Trangmission 33BThE&c 7,062,348 TP 1.00000 17,062,348 17,062,348
Ll General 336.10b&c WiS 1.00000 o ]
" Common 33, 1Mb&c CE 1.00080 o 1]
12 TOTAL DEPRECIATION (Sum lines 8- 11} 17,062,248 17,062,348 1] 17,062,348
TAXES OTHER THAN INCOME TAXES (Note J}
LABOR RELATED .
13 Payrolt 2631 209,309 wis 1.00000 208,309 209,309
T4 Highway and vehlde 2631 WS 1.00000 a o
15 PLANT RELATED
16 Property 2631 5,209,605 GP 1.00000 6,208,805 6,209,805
17 Gross Receipls 2631 NA zem V]
138 Other 2631 GP 1.00000 0 0
19 Payments in lieu of taxes GF 1.00000 g [\]
20  TOTALOTHERTAXES (sum lines 13- 19) 6,419,714 E,419,114 [ 6,418,114
INCOME TAXES ote K)
21 T=t - It - SIT}* (3 -FIM}/ {1 -ST* FIT' M= 41.51%
22 CIT={T1-T) * (3-(WCLTD/R)} = £58.00%
where WCLTD={page 4, e 27) ard Fl— (page4 line30)
and FIT, SIT & p are as given In foobn
23 14(1 -7} = (from fine 21} 1.7096
24  Amostized Investment Tax Credil {268.8f) {enter negative}
25  Income Tax Calcuation =fine 22 * line 28 27,012,804 NA 26,569,000 L 26,969,009
% IFC acjustment {ling 23 * fine 24} : NP 1.00000 o [}
27 Towdincome Taxes {line 23 plus fna 26} 27,092,834 26,969,009 [ 28,989,669
25  RETURN 48237203 WA 48,158,944 o 48,158,244
[ Rate Base (page 2, ling 30) * Rats of Retum {page 4, line 30)}
25 REV.REQUIREMENT (sumilnes 8, 12,20, 27,28) TTIAasE01T 110,733,215 0 110.733215
Nete 3. Adjustments fo Line 1 will eqsal the sum of the amounts on 1TG’s Repart on FERC Form No. 1 for .
Custener Accounts Expenses [FERG. Form No. T, 323.164.b), Customer Service and informationa) Expenses IFERG Form No. 1, 323.971.61, and
Sales Expenses {FERC Fourn Ng. 1, 323.178.b] thal are not otherwise recoverable through some: other Larff.
Adjustments to ke made before calculatien of alocater for Ling 1, Column {2}
Issued by Effective:

ssued on:
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Exhibit___(CPN-1)
Schedule B (2009)
Page 4 of 6
Griginal Sheet No.
page 4 cf &
Fomuls Rate - Non-Leveltzed Rate Formula Templale
UtiTidag FERC Form 1 Data
For the 12 months ended 12/34/2009
TG Midwest LLC
SUPPORTING CALCULATIONS AND NOTES
Line
No.  TRANSMISSION PLANT INCLUDED DN /SO RATES
1 Total ransmission plant  (paga 2. Ine 2, column 3} - 762,587,215
2 Less transmission plant excluded from IS0 rates  (Note M)
3 Less trangmission plant included in OATY Ancillary Senices W
4 Transmission plant included n ISO rates (ine 1lessines 24 3) 762,587,215
5 Percentage of transmission plant included in 1SO Rates (ine 4 divided by line 1} 1.00000
TRANSMISSION EXPENSES
6 Tolak ransmission expenses  (page 3, bne 1, column 3} 9,737 49¢
Fi Eess transmission expenses included in OATT Ancillary Services (Note B) 3,590,519
3 Inclhuded transmission expenses (ine 6 less line 7) 6,148,830
g P of i after adp (line & divided by line 6) 0.63126
w0 P of ission plant i ded in ISO Rates {ine 5} 1.00000
P e of ion exp luded in ISO Rates {fine 9 tmes line 10) 0.63126
WAGES & SALARY ALLOCATOR (W&S}
Forem 1 Reference b3 TP Allocation
1z Preduction 354.20.b 0.00 ]
13 Tramsnission a5421b 2,752,938 1.00 2,752,928
14 Distribution 35¢.23b 332} ) WE&S Allocator
15 Other 354.24,25,26. 0.00 ] {8 / Allecation)
16 Total (sum lines 12-15} 2152938 2,762,938 100000 = WS
COMMON PLANT ALLOCATOR {CE) (Nole0)
$ % Elecinic WSS Allocator
i7 Electric 200.4.c 783.323.461 e 17 7 line 20) (line $6) CE
18 Gas 201.34d 1.00000: 1.00000 = 1.00000
19 Water 201.3.e
20 Tolal {sum hings 17 - 19) 783 323,461 5) 1G] )
Adjusted
RETURN (R) $ Adjustments Amount
21 Long Verm Interest {117, sum of 62¢ through §7c} $10,579,055 10,579,056
22 Preferred Divit £118.26¢) (posith ¥ 0
Developreent of Gommon Stack:
23 Proprictary Capital (192.16c)- (Note L) 285,252,280 285,262,280
"4 Less Preferred Stock (fing 28) - {Note U) o L]
5 Less Account 216.1 (112.12¢) {enter negabue) - (Note th) L]
26 Common Stock {sum Enes 23-25) 285,252,280 ] 285,252,280
Cost
$ % {ota P) Weighted
o tong Tenn Debi (1§2, sum of 18c through 21¢) - {(Note U) 190,168,187  40% 0.0556 0.0223 =WCLTD
28 Preferred Stock (1§2.3c) (Note U} 0% 0.0080 Q.0000
23 Commen Stock {line 28) 285252280 G0% 01358 0.0833 [See Note 4.]
a Totat {sum lines 27-29) 475,420,467 01055 =R
REVENUE CREDITS
Load
ACCOUNT 447 (SALES FOR RESALE) {310-311) {Note Q)
k3] a. Bundled Non-RQ Sales for Resale (311.ch)
32 b. Bundied Sales for Resale included i Diviser on page 1
33 Total of (@)-{b} [)
34 ACCOUNT 454 (RENT FROM ELECTYRIC PROPERTY) (Note R) $400,000 400,000
ACCOUNT 456.1 {OTHER ELECTRIC REVENLES) (330.cm)
35 a. Transmission changes Jfor aif transmigsion transactions $112,405,069
36 b. Transmission charges For ol transmission trapsaciions ncluded In Rivisar on Page 1 $107,974,366
37 Total of {a}-{b) ) $4,430,703
Issued by: Effective:

Issued on:
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Osiginal SheetNo.,
page 6 of 6
Fommula Rate -~ Non-Levelzed ) Rate Formula Template
Utikzing FERC Form 1 Data
For the 12 months ended $2131/2009
TTC Midwest LEC

General Note: References to pages in this formulary rale are indicated as: (page#, line#, cok#)
References to data from FERC Form 1 are indicated as:  #.y.x (page, line, solumiy

Peak as wotdd be reported on page 401, column d of Fosm 1 at the time of the SO coincident monthly peaks.
{abeled LF, Lt IF, 1L on pages 310-311 of Form 1at the time of the 1SO coincident monthly peaks.
Labeled LF on page 328 of Form 1 at the fime of the 1SO coincident monthly peaks.
Laheled LF on page 328 of Form 1 at the fime of the ISO coinckient monthly peaks.
The FERC's anrual charges for the year assessed the Transmission Owner for service under this teriff.
The balances in Accounts 190, 284, 282 and 283, as adjusted by any amounts I contra accounts identified 2s reguiatory assets
or iabilitles refabed to FASE 106 or 109, Bafance of Account 255 is reduced by prior flow throughs and excluded if the utiity
chose to Utlize amortization of tax credits against taxable income as discussed in Note K. Account 281 [s not aliocated.
dentified In Fosm 1 as being only transmission related.
Cash Working Capital assigned to transmission is one-eighth of O&M aflocated to transmission at page 3, line 8, column 5.
Prepayments are the electric related prepayments booked to Account No, 165 and reporied on Pages $10-111 Iine 57 inthe Form 1.
Line 5 - EPRI Annual Membership Dues listed in Form 1 at 353.5, 3l Regulatory Commission Expenses itemized at 351.h, and non-safety
refated advertising included in Account 930.1. Line 5a - Regulatory Commission Expenses directly refated to transmission sefvice,
IS0 filings, or transmission siting temized at 351.h.
Includes only FICA, unemployment. highway, property, gross receipts, and cther assessments charged in the current year.
Taxes related o income are excluded. Gross receipts axes are ot included in transmission revenue requirement in the Rate Formula Template,
since they are recovered eisewhere.
The currently effective Income lax 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 tan one state it must attach a
work paper showing the name of each state and how the blended or composite SIT was developed. Furihermore, a utifity that
electest 1o ulilize amoertization of tax credits against taxable income, rather than boak tax credils to Account No. 255 and reduce
rate base, must reduce its income 1ax expense by the amount of the Amortized Investment Tax Credit (Form 1, 268.8.1)
multiplled by (1/1-T) {page 3, fine 26}.
Inguts Required: HT= 35.00%
SIT= 11.77% {State Income Tax Rate or Composite SIT)
p= 47.4% {percent of federat income tox deductible for state purposes)
Removes dolflar amount of transmission expenses included in the GATT ancillary services rates, inciuding a¥f of Account Nos. 561.1, 561.2, 561.3, and 561.BA,
Removes ransmission plant detenmined by Commission order fo be state-jurisdictional accerding to the seven-factor test (untll Form 1
balances are adjusted to reflect application of seven-factor test).
Remaves dollar amount of transmission plant included in the development of OATT ancillary services rates and genesation
step-up tacilities, which are deemed to included in GATT ancilary services. For thase purposes, generation step-ug
facilities are those facilities at 3 generator substation on which there is no through-flow when the generalor is shut down.
Enter dolfar amounts
Debt cost rate = long-term interest (fine 21) / long term debt {line 27). Preferred cost rate = preferred dividends (line 22}/
prefered outstanding (line 28). ROE wilt be supported In the eriginat filing and no change in ROE may be made absent
a fling with FERC.
Line 33 must equal zera since ait short-term power sales must be unbundled and the transmission component reflegted in Account
Mo. 456.1 and 2l other uses are to be included in the divisor.
Inciudes income refated only to transmission faciliies, such as pole attachments, renfals and special use.
Grandfathered agreements whese rates have been changed to eliminate or mitigate pancaXing - the revenues are included inline 4 page 1
andt the loads are included in line 13, page 1. Grandfathered agreements whose rates have pot been changed to eliminate or mitigate
pancaking - the revenues are not included in line 4, page 1 nor are the loads included In fine 13, page 1.
The revenues credited on page 1 lines 2-5 shall inciude only the amounts received directiy (in the case of grandfathered agreements}
or from the 1SO (for service under this tariff) reflecting the Transmission Owner's integrated transmission facifties. They do net include
revenues associated with FERC annual charges, qross receipts taxes, ancillary services, faciities not included in this template {e.g., direct
assignmerit facTities and GSUs) which are not recovered urider this Rate Formula Template.
Calculate using 13 maonth average balance.
Catculate using average of beginning and end of year balances.

Effective:
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Fosmufar Rate - Non-Levelzed Rato Formula Template
Utiiizing FERC Form 1 Data
TG Midwest LLG
i) )
Line
No.
1 GROSS REVENUE REQUIREMENT  [page 3, Bne 29) 12 moniths
REVENUE CREDITS {Note T} Totat Allocator
2 Account No. 454 (page 4, Ine 34} 400,000 i 1.00000
3 Acrount No. 456.1 (page 4, Ene 37} 4,506,748 i 1.00000
4 from Grandiathered | ! Ti i L] b1 1.00000
5 Revenues from servica provided by the 150 st a discount L] ™ 1.00000
6 TOTAL REVENUE CREDITS (sum tines 2-5)
6A  Twe-up Adjustment fSee Note 1.]
7 NET REVENUE REQUIREMENT {ine ¥ minus lire & plus Ena 6
DIVISOR
a Average of 12 coincident system poaks for requirements {RQ) service {Note A)
=] Plus 12 CP of firm bundled sales overone year notin fine 8 {Note By
10 Pius 12 CP of Nelwork Load nodin line 8 {Note C)
11 Less 12 CP of Fem P-T-P over one year {enter nagative} Note 0
12 Phis Contract Desnand of firm P-T-P over one year
13 Less Contract Demand from Grandf: ions over one year (enter negative) (Note 5)
14 Less Contract Demands from service over ona yearpmvided by IS0 at a discount! (enter negative)
15  Divisor {sum Bnes 8-14)
6 Annual Cost (BAWIYE) (lire 7 £ line 15) 37.080
37 Network & P-to-P Rate (S/KW/Mo) {line: 16 1 12) 3.090
Peak Rate
18 Point-To-Paint Rate {$A0W/WK) {ine 16/ 52; Iine 16 1 52) Q73
18 Point-To-Pgint Rate {3WiDay) {ine 1845, lne 18/7) 0,143 Capped al weskly rate
20 Point-To-Point Rate (S/MW) {ine 19116, fne: 19 724 8.913 Capped at weekly
Emes 1,000} and daily rates
21 FERC Annual Charge(S/iMWh) {Note E) Shoet Tenm
o Long Terms
NOTES
Nofe 1. Calculated in accordance with the Annval Rate Calculalion and True-up Procedures on pages and
Issued by:

Issued on:

Exhibit__ (CPN-1)
Schedule B (2010)
Page 1 of 6

Originak Sheet No..
page 1 of 6

For the 12 months ended 12/3172010

B} “) (5]
Adusted
Allpcated Allocated
Amount Adustnents Amount
§115,312,249 o 115312249
400,000 [ 400,000
4,508.748 4,506,748
[1] 0
[} 1]
4,906,748 [i} 4,906,748
$110,405,501 3 - $110.405.6501
2,739,843 2,739,843
0
237651 237,85
4]
1]
0
4]
2,977,494 [+ 2,977,494
Off-Peak Rate
$0.713
§0.102
$4.245

$0.080 Short Term
$0.080 Long Term

of this Tariff,

Effective: January 1, 2010
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Page 2 of 6
I Original Sheet No., )
i . page 2 of &
Formuta Rate - Not-Levelzed Rate Formzta Templste
\ilizing FERC Fom 1 Data
For the 12 months ended 123172010
ITC Midwest LLE
L] ) [ 253 ] ©) N
Form No. 1 Transmission Adjusted
Line Page, Line, Col. Company Total Allocator {Col 3times Cot 4) Adi Amount
No.  RATE DASE:
GROSS PLANT IN SERVICE
1 Production 205.46.5 * NA o
2 Transmission - (Note U} 207.58.9 §63,931,133 7 1.00000 803,931,123 803,931,133
3 Distribugon 207.75g NA H
4 Ceneral & Intangible - {Note L} 205.5.0 & 207.9%.0 Wrs 1.00000 9 o : i
5 Common 3561 CE 1.00000 9 D) : H
B TOTAL GROSS PLANT (sum lines 1-5) 803,931,133 GP= 100.0D0% 803,931,133 o B0A,931,133 i
ACCUMULATED DEPRECIATION
‘s Production 219.2024¢c NA Fe
8 Transmission - (Nole ) 219.35¢ 518,485,885 TP 1.60000 319,485,885 318,485,885
9 Distribution 218.26.c =LY
10 General & Intangible - (Note U) 219.28.¢ . WS 1.00000 B o
11 Cammon 366.1 CE 1.00000 o i)
12 TOTAL ACCUM. DEPRECIATION (sum fines 7-11) 318,485,835 318,485,685 [+] 318,485,885
NET PLANT IN SERVICE
13 Production Qine 1-llna 7} o
12 Transmission - (line 2- ling: 8} 485,445,248 485,445,248 485,445,248
15 Distribution (ne 3-lire 9)
16 Generat & Intangible {ine 3 - fine 169 G s] 1]
17 Commaon {line 5 - fine 13) (1] ] []
18  TOTAL NET PLANT {sum fines 13-17} 485,445,248 NP=  100.000% 485,445,248 ] 485,445,248
ADJUSTMENTS TO RATE BASE  {Note F}
16 Account No. 281 {enter negative) - (Nole V2738 % NA zero 1]
20 Account No. 282 (enter nenatival - (Nole 12762k -11,363,646 NP 1.00000 -11,363,646 -11,363,646
2% Account Na. 283 {enter negative) - Nole 2779k NP 1.00000 1} ¢ [SeaNote2]
el Aceount No. 190 - (NeteVy 234.8.¢ NP 1.00000 o 0 ISeeNoleZ]
23 Acoount Mo. 255 {esfler negative} - (Nole Y 267.8.h NP 1.00000 1] o
24  TOTAL ADJUSTMENTS {sum ines 18- 23B} -11,363.846 -11,383,646 3] -11,363,646
25  LAND HELD FOR FUTURE USE - (Note'V) 214.x.d (Note G) a i 1.00000 o 1}
WORKING CAPITAL (Mote H)
25 CWC cakuated 2020020 1,559,073 Q 1,689,073
27 Materials & Supplies (Note G) -~ (Nole WV} 227.8.¢ & .36.c #14,51T TE 0.63205 514,813 514,813
28 Prepayments (Account 165) - (NoteV)  131.57.¢ 0 GP 1.00000 0 0
( 3 TOTAL WORKING CAPITAL {(sum knes 26 - 28) 2,834,537 2,073,885 [ 2,073,386
30  RATEBASE (sum lines 18, 24, 25, & 29) 476,916,139 476,155,488 [i] 476 155488
Note 2. Excludes detered taxes associated with the True-up Adj that are not of tuded in rate base,
issued by- Effective:
ssued on:




Note 3. Adjustments to Line T will equal the sum of the amounts on ITC's Report on FERG Form No. 1 for
Customer Accounts Expenses [FERC Form No. 1, 323.164.b1, O Service and

Sales Expenses [FERG Form No. 1, 323.178.0] that are not otherwise recoverable through some: other tariff.

Adjustments to be made before calculation of altecator for Line 1, Cotumn (4).

Issued by:
Issued on:
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Original Sheet Na.,
poge 3 of&
Fornuta Rate - Non-Levefized Rate Formula Template
Ublizing FERG Form 1 Brata
For the 12 months ended 127312010
TC Midwest LEC
{1 @} = @ © ®) 0
Line EormNo. 3 Transmission Adjusted
Pape, Line, Col. Company Totat Altocater {Col 3 tmes Cok 4) Al Amount
O&M '
1 Transmission »2ii112b 10,021,663 JE 063205 6,334,289 6,332,289 [See Note3]
2 Less Account 565 321,960 1.00000 o 0
3 ARG 323.197.b 5,138,297 WIS 1.00000 5,538,297 6,138,297
4 Less FERG Annual Fees wis 1.00000 [} 0
5 Less EPRI & Reg. Comim. Bxp. & Non-safety Ad. (Note I} wis 1.00000 ] o .
5a Phus Teansmission Retated Reg. Comme. Exp. (Note 1) TE 0.63205 1] a i
6 Commen 356.1 CE 1,00000 [ a H
7 Transmisslon Lease Payments 1.00000 [1]
8 TOTALO&M (sumlines 1, 3,52 6.7 lesslines 2, 4, 5) 16,160,160 12,472,586 [ 12,472,585 e
DEPRECIATION EXPENSE
9 Transirission 3367b&e 18,013,258 Lid 1.00000 18,013,258 18,043,258
10 General 336.10.b & c Wis 1.0000¢ [+] a
11 Common 3EMHb&e CE 1,00000 o L}
12 TOTAL DEPRECIATION (Sum lines 3~ 11} 18013258 18,013,258 o 18,013,259
TAXES OTHER THAN INCOME TAXES (Note )
LABOR RELATED
13 Payrolf 263 214,960 Wis 1.000060 214,960 214,960
14 Highway and vehicle 263 wWis 1.0000¢ [+] 0
15 PLANT RELATED
16 Property 283 6,222,005 GP +.00000 6.222,005 6,222,005
17 Gross Receipts 263 NA zeq0 1]
18 Other 2630 GP 1.00000 [+] a
14 Payments in lieu of taxes. GP 1.000C0 4] 1]
20 FOTAL OTHER TAXES (sum fines 13- 18} 5,438,865 6,436,965 [ 6,435,865
INCGME TAXES {Note K)
2 T=1-{l{1-SIN* {4 -EMJ (1 -SIT*FIT " p)} = A151%
bl CIT=(T/1-T) = (1-(WCLTD/R)) = 56.00%
where WCLTD={page 4, ine 27} and R= (page 4, line30)
and FIT, SIT & p are a5 given in foetnote K.
23 17({1-T} = (from fine 21) 1.7088
24 Amortized Investmenm Tax Credit {266.81) (enter negative}
75 income Tox Calculation = line 22 * line 28 28,184,752 NA 28,139,799 Q 28,139,799
3 ITC adjestment (ling 23 * line 24) NP 1.00000 1] 1]
AT Totslincome Taxes (fine 25 plus line 26} 28,184,752 28,139,769 g 28,139,799
28 RETURN 50,329,914 NA 50,249,641 4] 50,249,641
[ Rate Base (page 2, line 30) * Rate of Retum {page 4. ine 30}
28  REV. REQUIREMENT (sumiines 8, 12. 20, 27, 28} 119,125,049 115312249 1] 115,312,249

ional Expenses [FERC Forn Ne. 1, 323.171.b1, and

Effective:
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Original Sheet No,
paged of 6
Formuta Rate - Non-Levelized ) Rate Formula Template:
Uifizing FERC Form 1 Data
For the 42 months ended 12731/2010
G Midwest LLG
SUPPORTING CALCULATIONS AND NOTES
Line:
No.  TRANSMISSION PLANT INCLUDED [N 1SO RATES
1 Tolal Yansmission plant  {page 2, fine 2, colunw 3) 803,831,133
2 Less tmnsmission plant excluded from [SO rates  (Mote M)
3 Less transmission plant mcluded in QATT Ancillary Services -(Mote N}
4 Transmission piant Included in1SQ rates {line 1 less lines 2 £ 3) 803,931,133
&  Percentage of trensmission plant incuded in IS0 Rates {ine 4 divided by Tne 1) TP= 100000
TRANSMISSION EXPENSES -
+
5 Tolalransmission expenses  [page 3, line 1, column 3} 0,021,863 H
7 | ess transmission expenses included In CATT Ancillary Services  [Note L) 3,687.574
8  ncluded transmission expenses {line 6 less fine 7} 6334209 .
9 Percenlage of tansmission expenses after adjustment (fine 8 divided by fine 6) 0.53205
10  Percentage of transmission plant included in 10 Rates {fne 5} TP 1.00000
11 Percentage of transmission expenses Incladed in 1ISO Rates (fne 8 tmes line 10} TE= 0.63205
WAGES B SALARY ALLOCATOR (W&S)
Form 1 Reference 3 TP Aliocation
12 Production 354.20b .00 [}
13 Transmission 421 2,821,267 1.00 2,827 267
14 Distripution 5423 o.00 2] WE&S Allecator
15 Other 354.24,2526.h .00 0 (& 1 Attocation)
16 “Fotal (sum Bres 12-15) 2,827,267 2827267 = 1.00000 = WS
COMMON PLANT ALLOCATOR (CE} (Note O}
s % Electric W&S Allocator
7 Electric 2003.c 824,538,504 Qine 17 / Ine 20} (ine 16) CE
18 Gas 20134 100000 1.00C00 = 1.00000 -
19 Water 201.3¢e
20 Tolal (sum lines 17 - 15} 824,536,804 (5} ©} 4
Adjusled
RETURN (R} S Adjustments Arnount
21 Long Term Interest (117, surm of 62c through &7c) -$11,015,601 11,019,897
22 Preferred Dividends {118.29¢} (positive number) 0
Development of Common Stack:
23 Proprietary Capital {112.16c) - (Note Uy 297.138.503 297,138,893
9 Less Preferred Stock (fine 28) - {Note U} 0 o
5 Less Account 216.1 {112.12c) (enter hegative) - {Nete L)
26 Cemmon Stock {sum lines 23-25} 207,138,893 [ 207,138,693
Cost
$ % (Hote P} weighied
27 Long Term Debt (112, sum of 18¢ through 21c) - (Note U} 198,092,595 40% 0.0556 0.0223 =WCLTD
28 Preferred Stock (112.3¢) (Note L) 0% 0.0000 0.0000
29 Common Stock (line 26) 237,138,893 G0% 01308 0.0833 |See Note 4.
30 Totad fsum fines 27-29) 495,231,488 41055 =R
REVENUE CREDITS T
toad
ACCOUNT 447 (SALES FOR RESALE) (310-311) (Note Q)
31 a. Bundled Non-RQ Sales Jor Resate (3t1x.h)
32 b. Bundled Sales for Resate included in Drivisoe o page 1
33 Total of {a)-(b) 3]
<23 ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY)}  {Note R) $400,000 400,000
ACCOUNT 456.1 (OTHER ELECTRIC REVENUES) {3230x.n)
35 a_ Transmission charges for alf ransmission transactions $117,063,449
38 b, Transmission charges for all transniission transactions included in Divisor an Page + 112,555,701
e Total of {ay{b) 54,505,748
Issued by: Effective:
Issued on:
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Fofmula Rata - NonrLevefized : Rate Formula TemDlate
dizing FERC Form 4 Data
o ? For the 12 months ended 12312201

SUPPORTING CALCULATIONS AND NOTES

Nete 4. Aliowed ROE setio 13.58%
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Osiginal Sheet No.
page Sof 6
Formula Rate - Non-Levelized Rate Formula Template
Uiilizing FERG Form 1 Data
For the 12 months ended 12/312010
ITC Midwesl LLC

Generat Note: Referenceas to pages in this formufary rate are indicated as: (page#, ine#, colif)
References to data from FERC Fosm 1 are indicated st #.y.x (page, line, colurnn}

Peak as would be reperted on page 401, column d of Form 1 at the time of the SO coineident montitly peaks,
Labeled LF, LU, IF, 1U on pages 310-311 of Form 1at the time of the ISO coincident monthly peaks.
Labeled LF on page 328 of Form 1 at the time of the 1SO coincident monthly peaks.
Labeled LF on page 328 of Form 1 at the time of the 1SO coincident monthly peaks.
The FERC's annual charges for the year d the Transmission Owner for service under this tariff,
The batances in Accounts 190, 284, 282 aad 283, as adjusted by any amounts in contra accounts identified as regulatory assets
or liabilities retated Lo FASE 106 or $09. Batance of Account 255 is reduced by prior ficw thraughs and excluded if the utiity
chose to ulilize ameorlization of tax credits against taxable income as discussed in Note K. Accoont 281 Is not aliocated.
Identified in Form 1 a5 belng only transmission related.
Cash Working Capital assigned to ransmission Is one-eighth of Q&M allocated to transtrission at page 3, line B, column 5.
Prepayments are the electric related prepayments booked to Account No. 165 and reported on Pages 110-111 ling 57 in the Formr 1.
Lipe 5 - EPRI Annual Membership Dues listed in Form 1 8t 3534, all Regulatory Convnission Expenses itemized at 351 .h, and non-safety
related advertising included in Account 930.1. Line 5a - Regufatory Commissfon Expenses directly related to trensmission service,
ISO filings, or transmission siting iternized at 351.h.
Includes only FICA, inemployment, highway, property, gross receipts, and other assessments charged in the current year.
Taxes related to income are excluded. Gross recefpts taxes are not included in transmission revenue requirement in the Rate Formula Template,
since they are recovered elsewhere,
The currently effective income tax rate, where FIT is the Federalincome tax rate; SIT1s the State income tax rate, and p =
"the percentage of federal income kax deductible for state income taxes™. IF the utility is taxed in more than one siate it must altach a
work paper showing the name of each state and how the blended ar composite SIT was developed, Furthermore, a utility that
elected to wlilize amortization of tax credits against taxable incore, rather than book tax credits to Account No. 256 and reduce
rate base, must reduce its income tax expense by the amount of the Amortized Investment Tax Credit (Form 1, 266.8.8)
muitipifed by (1/1-T) {page 3, line 26).
nputs Required: FIT = 35.00%
SiT= -~ 41.77% (State Income Tax Rate or Composite SIT)
p= 47.41% (percent of federat income tax deductible dor state purposes)
Removes doliar amount of transmission expenses inciuded in the QATT ancillary services rates, including alt of Account Mos. 561.1, 561.2, 561.3, and 561.BA.
Removes transmission plant determined by Commission order to be stale-jurisdictional according to the seven-factor test {untl Form 1
batances are adjusted to refiact apphication of seven-facter test). '
Removes dollar amount of transmission plant included in the development of OATT ancillary services rates and generation
step-up faciities, which are deemed to included in OATT ancillary services. For these purpeses, generation step-up
facilities are those faciliies at a generator substation on which there is no through-fiow when the generator is shut down.
Enter dollar amoumts
Debt cost rate = Jong-term interest {fine 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 ant no change in ROE may be made absent ’
a filing with FERC. :
Line 33 must equal zera since alf short-term power sales must be unbundled and the transmission compenent reflected in Account
No. 456, and af gther uses ars to be included in the divisor.
Inciudes i 1ated cnly to jssion facities, such as pole attzchments, rentats and special use.
Grandiathered agreements whose rates have been changed to eliminate of mitigate pancaking - the revenues are included inline 4 page 4
and the foads are included in line 13, page 1. Grardfathered agreements whose rales have no been changed Lo eliminate or mitigate
pancaking - the revenues are pot intiuded in line 4, page 1 nor are the loads included n line 13, page 1.
The revenues credited on page 4 lines 2.5 shall include only the amounts received direcBy {in the case of grandfathered agreements)
oF from the IS0 (for service under this tariff) reflecting the Transmission Owner’s integrated ransmission faciites, They do not include
revenues associated with FERC annual charges, gross receipts taxes, ancilary services, facilities not included int this template {e.g., direct
assignment fachities and GSUs) which are not recovered under this Rate Formula Template,
Calcdate using 13 month average balance.
Calculate using average of begining and end of year balances.

i g a1 e

Effective:

lssued on:
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Original Sheet No,
page 1of &
Formula Rate - Non-Levefized Rate Formula Template
Utifizing FERC Form 1 Data
For the 12 menths ended 12/34/2011
TTC Midwest LEC
1 ) 3 @) {5}
Adjusted
Line Allecated Alipcated
No. Amount Adjustinents Amount
1‘ GROSS REVENUE REQUIREMENT  [page 3, line 29) 12 months $118,927 686 o $119,927,686
REVENLE CREDITS Mote T) Totz Allocator
z Account No. 454 (page 4, kine 34) 400,000 TP 1.00600 400,000 [ 400,000
3 Account No. 456.1 {page 4, fina 37} 4,578,201 T 1.00000 4,578,201 4,578.201 A
4 Revenues from Grandfathered Interzonal Transactions o T™ 1.00000 1] 1] :
L] Revenues from sesvice provided by the 150 at 3 discount o ™ 1.00000 o (] i
3 TOTAL REVENUE CREDITS (sum fines 2.5) 4978201 [ 4,978,200 T
6A  True-up Adjusiment [See Note 1.} H
7 NET REVENUE REQUIREMENT {lire: T minus Ene 6 plus fing 8 £$114,949,485 5 - $114,940.485
DIVISOR
8 Average of 12 colncident system peaks for requirements (RC) service {Hote A} 2,769.981 2,769,581
9 Prus 12 CP o frm bundled sales over one year notin ine § {MNote BY ]
18 Plus 12 CP of Network Ecad notin ine 8 {Note C) 240,285 240,265
11 Less 12 CP of fiem P-T-P over one year {enter negative) (Note D} o
12 Plus Contract Desnand of firm P-T-F uverme year )
13 Less Contract Demand from G ons aver ona yoar (enter negative) [(Nate 5) o
14 Less Contract Demands from senvica gwer ona year pravlded by 1SO at 3 discount {enter negalive) Q -
15  Divisor (sum lines 8-14) 3,010,246 [ 3,010,246
18 Annual Cost (SRWYT {tine 7/ line 13} 38.188
17 Network & P-to-P Rate (3/kW/ivio) (fine 367 12} 3182
Pezk Rata Qff-Peak Rate
18  Poinl-To-Point Rale (3AWWk) {line 16/ 52, ¥ne 16/ 52} 0.73¢ 50.734
19  Point-To-Point Rate ($/WDay) {line 18/ 5; line 18/ 7) @447 Capped at weekly rate 50.105
20 Poinl-To-Point Rate ($AViwn} {line 197 16; bne 18/ 23 8.179 Capped =t weekly $4.37
times 1,000} and dailly rates .
21 FERG Annyzl Chane($Mvwh) (Note E} Short Term $0.000 Short Term
2z Long Teim $0.000 Long Temm
; NOTES
L‘- Note 1, Calgutated In accordance with the Annual Rate Calcutation and True-up Procedures on pages and of this Tasifl
Issued by: Effective: January t, 2011 o

Issued on:

Exhibit__{CPN-1)
Schedule B {2011)
Page 1 of 6




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

Forrmita Rate - Non-Levelized

{1 2
Form No. 1
Line Page, Ling, Col.
No.  RATE BASE:
GROSS PLANT IN SERVICE
1 Production 205.46.g
2 Transmission - {Note U} 207.58.g
3 Cistribution 207.7549
4 General & Intangibla - {Note U) 205.5g &207.99g
5 Common 3681
& TOTAL GROSS PLANT (sum lines 1-5)
ACCUMULATED DEPRECIATION
7 Production 21920-24.¢
8 Transmission = (Note U} 219.25.c
9 Distribution 219.26.¢
10 Gemers\ & intangible - (Note Uj 219.28.¢
1 Common 3581
12 TOTAL ACGUM. DEPRECIATION {sum fines T-11)
NET PLANT IN SERVICE
13 Producion {iine 1- Ene 7}
14 Transmission {line 2- ine 8}
15 Distribution {line 3 - line 9
16 Genera! & Intangible {line 4 - iine 10)
17 Commen fline 5-line 11}

18 TOTAL NET PLANT {sum lines 13-17)

ADJUSTMENTS TO RATE BASE

(Moo F}

18 Account No. 281 (enter negativa) - (Note V 273.8k
20 Account No. 282 (enter negative) - (Note 2752k
21 Account No. 283 (enter negative} - {Note V 277.9X
2 Account No. 190 - (Note V) 233.8.¢
23 Account No. 255 (enler negative) - @ote)267.80
24 TOTAL ADJUSTMENTS (sumilnes 18- 238)

25 LAND HELD FOR FUTURE USE - (Note V) 214.x.d (Note G}

WORKING CAPITAL (Note H)
26 cwi

calculated

7 Materials & Supplies {Note 3)- (NoteV} 227.8.¢&.16.¢c

] Prepayments {Account 165}~ (Note V)

M57c

20 TOTAL WORKING CAPITAL {sum fines 26 - 28}

30 RATEBASE {sum Fnes 18, 24,25, &29)

Rate Formula Template
Utilizing FERG Form 1 Data
TIC Midwest ELC
@) @)
Company Tolal Allotater
NA
848,257,301 i 1 1,00000
NA
Wi 1.00000
CE 1.00000
846,357,301 GP=  100.000%
NA
333,547,084 ™ 1.00000
NA
WIS 1.00000
CE 1.00000
333,547,084
0
512,810,297
0
512,810,217 NP= 100.000%
NA 2era
-18,962,195 NP 1.00000
NP 1.0000¢
NP 1.00000
NP 100000
-18,962,195
4] ™ 1.60000
2.077.343
835,685 TE 0.82284
GP 1,00000

JRE—
2,913,008

S,

Note 2. Excludes deferred taxes associated with the True-up Adjustment that are not otherwise inchided in rate base.

kssued by:
Issued on:

Exhibit

(CPN-1)

Schedule B (2011)

Osiginal Sheet No,
page2of6

For the 12 months ended 12/317201*

(5) 6} g
Transmission
£Col 3 tmes Cobd) di s Amount
) 4]
846,357,301 846,357,301
o L]
1] 0
846,357,301 a 846,357,301
333,547,084 333,547,084
13 8
- .0 9
333,547,084 [ 333,547,084
512,810217 542,810,217
[} g
) g
512,818,217 [ 512,810,217
[+
-18,982,195 -18,982,195
[ 0 [SezNoeZ]
[} 0 [SeedNotoZ]
a o
-18,982,195 o -18.262,195
0 Q
1,503,946 o 1,603,946
528,859 520,859
o 0
2,132,805 o 2,132,805
T A95, 560,827 0 295,980,827

Effective:

Page 2 of 6
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Fomula Rate - Non-tevelized

) 2

Linge - Form No, 1
No. Page, Lne, GoL
OZM
1 Transmisskan 32t.192b
2 Less Account 565 321.95.b
] AZG 323,197.b
4 Less FERG Annual Fees -
5 Less EPRI & Reg. Comm. Exp. & Noesafety Ad. (Note I}
) Plus Transmissfon Related Reg. Comm. Exp. (Nole 1)
8 Cormmon 356.1
7 Transmission Lease Payments
8 TOTALO&M (sumlines 1,3, 53, 6,7 less lines 2, 4, 5)
DEPRECIATIOR EXFENSE
9 Transmission 338.7b&c
10 General 336.10.b&c
11 Common JBLEC

12  TOTAL DEPRECIATION {(Sum lines 9- 11}
TAXES OTHER THAN JNCOME TAXES (Note J}

1ABOR RELATED
13 Payroll 2631
14 Higtway and vehicle 263§
15 PLANT RELATED
16 Property 263i
17 Gruss Receipls 263
ki3 Other 2631
19 Payments in fieu of taxes

20 TOTAL CTHER TAXES {sum lines 13- 19)

INCOME TAXES {Note Ky
21 T=1-{[{1 - SIT)* {1 - FET}] / {1 - SIT* FIT * Pl =
22 CIT=(TA-T} " {1-{WCLTDIR)) =
where WCLTD=(page 4, line 27) and R= (page 4, ine30)
and FIT, SIT & p e as given in footnote K.
< 11 {(1-T) = (from line 21)
24  Amoriized Investment Teax Credit (266.8F) (enter negative)

Income Tax Calgilation = ine 22 * line 28
ITC adjustment {line 23 * line 24)

27 Tolaf Income Taxes {fine 25 plus lina 26)

28  RETURN
{ Rate Base {page 2, line 3G} * Rate of Retum (page 4, lina 30)}

28 REV. REQUIREMENT (sumlines 8, 12, 20, 27, 28)

al) 11/18/2008 4:33:53 PM

Note 3. Adjustments to Line 7 will equal the sum of tha amounts on ITC's Report on FERC Form No. 1 fer

Customer Accounts Expenses [FERC Form No. 1, 323.164.b1, Customer Service and Informational Expenses TFERC Form No. 1, 323.171.b). and
Sales Expenses [FERC Formn No. 1, 323.178.b] thet are not otherwise recoverable through some: other fan.

Adjustments to be made Before calculation of allocator for Line 1, Column (41

Issued by:
Issued on:

Exhibit___(CPN-1)
Schedule B {2011)
Page 3 of 6
Criginal Shest No.
pagedofé
Rate Formula Template
Utlizing FERC Form 1 Data
For the 12 months ended 12/31/2011
TG Migwest LLC
] O] [©] {6} m
Transmission Adjusted
Companry Totab Aliocator {Col 3tnoes Cok4) Adjustments Amount
10,314,710 TE 063284 6,527,535 6,527,535 [SeeNoled}
190000 2 o
6,304,051 wis +.00000 6,304,031 5,304,031
WIS 100000 0 o :
WiS 1.00000 0 o :
TE 0.6328% ] [] H
CE 1.00000 ] /] !
1.00000 1] H
16,618,741 12,834,586 0 12,831,566 -
18,989,050 ki 1.06000 18,989,050 18,989,060
WiS 1.00C00 o 1]
CE 1.00000 o 1)
18,989,050 18,989,060 ¢ 18,989,080
220,784 W/s 1.0GG00 29,764 220,764
Wi 1.00000 ] o
6,238,305 GF 1.00000 6.236.305 6,236,365
NA 2810 o
Gr 1.C0000 1] o
— GP 1.00000 o 0
6,457,069 6.457.069 0 6,457,089
41.59%
56.00%
1.705G
29,356,264 NA 29,310,254 0 29,310,254
NP 1.00000 a 0
29,356,264 29,310,254 [1] 29,390,254
52,422,071 WA 52.338,797 0 52,339.737
123,843,311 119,927 686 [1] 115,927 686
Effective:
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Exhibit___(CPN-1)
Schedute B (2011)
Page 4 of 6
Originad SheetNo_____
page 4 of 6
Forvnuia Rate - Non-Levelized Ratg Formula Tempiate
Utilizing FERG Form 1 Data
For the 32 menths ended 127312011
G Midwest LLG
SUPPORTING CALCULATIONS AND NOTES
Lins
No.  TRANSMISSION PLANT INCLUDED IN 150 RATES
i Tolal transmission plant  (page 2, fine 2, ¢olumn 3} 846.3657,201
2 Less transmission plant excluded from 150 rates Mote M)
3  Less fransmission plant included In QATT Ancilary Sesvices _(Note N )
4 Transmission plant included in ISO rates (line 1 less nes2 & 3) B4E,357,301
5  Percentage of ransmission plant included in IS0 Rates {ine 4 dividegd by line 1) TP= 1.00000
TRANSMISSION EXPENSES ;
6  Total ransmission expenses  {page 3, line 1, colbmn 3 10314,710
7 Less hansmission ex inchuded in OATT Anciltary Services (NotelLy 3,797, %75 i
8  Inchided rensmission expenses (ine 6 [ess ne 73 6,527,535 =
8 ge of 1 exp after adj; {ina & divided by line 6) 063284
L tage of ission plant i in ISD Rates (ine 5 ™ 1.00000
11 F ge of {sston tuded i 150 Rates (ine 9 times ling 10) = 063284
WAGES & SALARY ALLOCATOR [W&S)
Fomn 1 - $ bz A
12 Production 354,20.b 8.00 1]
13 Transrission 354210 2,803,603 190 2,903,603
14 Distribution 354.23.b 0.09 1] W&S Allocator
15 Gther 354.24.25.268.b 0.00 1] {% { Allocation),
16 Total (sum Enes 12-15) 2,903,603 2903603 = 1.00000 = WS
COMMON PLANT ALLOCATOR (CE} {(Note Oy
$ % Electic WES Allocator
37 Electric 2003 868,476,797 {ine: 17 £ ling 20} fine 18} CE
18 Gas 201.3.d 1.00000  * 100006 = 1.00000
9 Water 201.3.e -
20 T Totat (sum fines 17 - 19} 568,175,797 (5) ® ;]
Adjusted
RETURN (R} $ Adjustments Ampunt
2t Long Term interest {117, sumn of 62¢ through 67c) $11,460,509 11,460,699
22 Preferred Dividends (118.25c) {positive number) 0
Devalopment of Common Stock
3 Proprietary Capital {112.16¢} - (Note L) 309,022,006 309,022,096
4 Less Prefemed Stock (line 28) - (Note Uy 0 0
25 Less Account 216.1 (112.12¢) (enter regaliva) - (Note Uy ]
26 CGommon Stock {sum fines 23-25) 309,022,095 [ 309,022,095
Cost
$ % {Note P} Welghted
27 Long Term: Debl {112, sum of 18¢ thiough 21¢) - (Note U) 2064731 40% 0.0556 9.0223 =WCLTD
25 Preferved Stock {112.2c) (Note L) 0% 0.0000 9.0000
28 Common Stock (line 26) 309,022,086  60% 0.1368 0.0833 [SeaNote 4]
30 Total {sum lines 27-29) 515,026,827 0.1955 =
REVENUE CREDITS :
Load
ACCOUNT 447 (SALES FOR RESALE) {310-311) {Nota Q)
3 2. Bundled Non-RC( Sales for Resate (311 )
32 b. Bundled Sales for Resale included in Diviscr on page 1
33 Total of {a-(b} [
3 ACCOLNT 454 {RENT FROM ELECTRIC PROPERTY) {Mate R} $400,000 400,000
ACCOUNT 456, 1 {OTHER F1L ECTRIC REVENUES) @330.xn)
35 a. Transmisston charges for alf transmissicn kansactions $121.761,27¢
26 4. Transmission charges for alt transmission ransactons mcluded in Bhvisor on Page 1 $117.183.070
ar Total of {3)-{b} $4,578201
Issued by: Effective:
Issued on:
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Formefa Rale - Non-Levelized ' Rate Formyia Template
Utikzing FERC Form 1 Data

SUPPORTING GALCULATIONS AND NOTES

Note £. Allowed ROE set to 13.88%

1ssued by:
Issued on:
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Oniginat Shest No..
page 5of 6

For the 12 months ended 12/31/2611

Effective:
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Note
Letter

'nmco:uhl
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U
v

I153ued by:

Origina) Sheet No.,
page G of 6

Formula Rate - Non-Levelized i Rate Formula Template
Utiltigng FERG Ferm 1 Data
For the 12 months eaded 121312011

1IC Midwest LLG

General Note: References to pages in this formulary rate are indicated as: (page#, line#, coi#)
References to data from FERC Form 1 are indicated as:  #.y.x {page, line, column}

Pezk as would be reported on page 401, column d of Form 1 ak the time of the 15O coincident monthly peaks.
Labeled LF, LU, IF, U on pages 310-311 of Form 1at the time of the IS0 coincident monthly peaks.
Labeled LF on page 328 of Form 1 at the ime of the 1SO concident monthly peaks.
Labeled LF on page 328 of Form 1 at the time of the 15O coincident monthly peaks.
The FERC's annual charges for the vear d the Ti ission Owner for service under this terifl.
The balances in Accounts 180, 281, 282 and 283, as adjusted by any armounts in contra accounts dentified as regulatory assets
or liabilities related to FASE 106 or 109. Balance of Account 255 is reduced by prior flow Ehroughs and excluded if the utitity
chose to uliize amortization of tax credits against taxable income as discussed in Note K. Account 281 is not 2liocated.
Identified in Form 1 as being only transmission retated.
Cash Working Capital assigned to transmission is one-eighth of O&M allocated to transmission at page 3, line 8, column 5.
Prapayments are the electric refated prepayments booked to Account No. 165 and reported on Pages 110-111 ling 57 in the Form 1.
Line 5 - EPRI Annual Membership Dues listed in Form 1 at 3531, all Regulatery Commission Expenses flemized at 351.h, and non-safety
telated advertising inciuded in Account 930.1. Line 5a - Regulalory Commission Expenses directly refated to transmission service,
IS0 flings, or transmission siting itemized at 351.h.
Includes only FICA, unemployment, highway, property, gross recelpts, and other assessments charged in the current year.
Taxes related to income are excluded. Gross receipts faxes are not included in ransmission revenue requirement in the Rale Formula Template,
since they are recovered elsewhere.
The curcently effective income tax rate, where FIT Is the Federal income tax rate; SIT Is the State Income tax rate, andp=
"the percentage of federal income tax deduclible for state income taxes™. if the utilily is taxed in more than one slate it must attach a
work paper showing the name of each state and how the blended or composite SIT was developed. Furthermore, a ulility Ehat
elecied to bifize amartization of tax credits against taxable income, rather than book tax credits to Account No, 265 and reduce
rate base, must reduce its income tax expense by the amount of the Amortized tnvestment Tax Credit (Form 1, 266.8.f)
mulliplied by {1/1-T) {page 3, line 26).
Inputs Required: FIT= 35.00%
8IT= 11.77% (State Inceme Tax Rate or Composite SiT)
p= 47.41% {percent of federal income tax deductible for state purposes)
Removes dottar amount of transmission expenses included in the DATT ancilary services rates, including ail of Account Nos. 561.1, 561.2, 561.3, and 561.BA.
Removes lransmission plant determined by Commission order to be state-jurisdictional accoeding to the seven-factor test (unid Form 1
balances are adjusted to reflect application of seven-fagior test).
Removes dollar amount of transmission plant included in the development of OATT ancilary services rates an generation
step-up facilities, which are deemed to included in OATT ancilary services. For these purposes, generation step-up
faciliies are those facilities at a generator substation on which there is no through-flow when the generator is shut down.
Enter dollar amounts
Debt cost rate = long-term interest (line 21) / fong term debt {ine 27). Preferred cost rate = preferred dividends (Hne 22}/
preferred outstanding (fine 28). ROE wili be supported in the originak fiing and no change in ROE may be made absent
a filing with FERC.
Line 33 must equal zera since all shart-term power sales must be unbundled and the fransmission component seflected in Account
No. 456.1 and all cther uses are to be included in the divisor.
Includes income refated only to transmission faciiies, such as pole aftachments, rentals and special use.
Grandfathered agreements whose rates have been changed Lo eliminate or mitigate pancaking - the revenues arg included Inline 4 page 1
and the loads are included in line 13, page 1. Grandfathered agreements whose rates have pot been ehanged to eliminate er mitigate
pancaking - the revenues are not included in line 4, page 1 nor are the Joads included in ling 13, page 1.
The reverues credited on page 1 ines 2-5 shall include only the amounts received directly (in the case of grandfathered agreements)
or from the IS0 (for service under this tariff) reflecting the Transmission Owner's integrated transmission faciities. They do not include
revenues assoctated with FERC annual charges, gross receipts laxes, anciliary services, faciities not included in this template {e.g., direct
assignment faciities and GSUs) which are not recovered under this Rate Formuta Template.
Calculate using 13 month average bafance.
Calculate using average of beginning and end of year balances.

Effective:

Issued on:
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Fomla Rate - Non-levelized Rata Formuta Templata
Bhilizing FERC Form: 1 Data
ITC Midwest LLC
) @
Line
No.
1 GROSSREVENUE REQUIREMENT  (page 3, in2 29) 12 menths
REVENUE CREDITS {Nole T} Total Allocator
2 Account No. 454 (page 4, iine 34} 460,000 TP 1.00000
3 Account No. 458.1 {page 4, ng 37} 4,538,817 T 1.00008
4 Revenves from Gi T ) TP 1.00000
5 Revenues from service provided by the IS0 at a discount o TP 1.00000
6  TOTAL REVENUE CREDITS ({sum lines 2-5)
B6A  True-up Adjustment [Ses Note 17
7 NET REVENUE REQUIREMENT (line 1 minus fne 6 plys line 6
DAISOR
8 Avesage of 12 coineident system peaks for requirements (RQ) service: {Note A)
9 Plus 12 CP of firm bundled sales over one yearnet ka fing 8 (MNote BY
10 Phig 12 CP of Nebwork Load not in e 8 {Note C)
11 Less 12 CP of firm P-T-° over ane year {enter negative) {Note D)
12 Plus Coatract Qemand of finm P-T-P over one year
13 Less Contract Demand from Grandfathered Interzonal Tr ions over cne year {enter negative) (Note 8)
14 Less Contract Demands from service over one year provided by 1SQ at a discount (entef negative)
15 Divisor {sum lines 8-14)
16 Annual Cosl ($/kWiYr) {ling 7/ Bne 15} 40.278
17 Network & P-lo-P Rate ($/&kw/Ma) {ling 16/ 12) 3.356
Peak Rate
18 Polnt-To-Point Rate {$/KWAWK) {line 16/ 52; lina 16 F 52) 0.775
49 Point-To-Point Rate {($/xW/Day) (line: 187 5, lina 18/ 7} 0155 Capped at weekly rale
20 Point-To-Point Rate ($/MWh} (line 197 16; line 19/24 9.682 Capped al weekly
times 1.000) and daily rates
Al FERC Anmuat Charge(Smwh) {Ncte E) Short Term
22 Long Term
NOTES
Note 1. Calculated in accordance with the Annual Rate Caloulation and Frue-up Procedures on pages and_____
Issued by:

Issued on:

Onginal Strest Nox,
page1of§

For the: 12 months ended 12/312012

] 4} 1)
Adjusted
Algcated Allocated
Amount Adjustments Amount
$127,513,737 [i} $127,513, 737
400,000 ¢ 400,000
4,538,817 4,538,817
o (1]
] ]
4,038 817 3 7,535,517
Spaaee 8 . sumstesn
2,800,451 2,800,451
1]
242,908 242,208
1]
)
0
]
3,043,259 1] 3,043.359
Oft-Peak Rate
30.775
30.111
$4.610

£0.000 Short Term
$0.000 Long Term

of this Tariff.

Effective: January 1, 2012
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Exhibit___(CPN-1)

Schedule B (2012)
Page 2 of 6
Criginat Sheet Na.
_ page2¢f8
Foimula Rata - Kon-Levelzed Rate Formuia Tempiate
. Utlizing FERG Form 1 Data
For the 12 months ended 12/31/2008
ITC Midwest LLC
n @) 5] “@) 52} 6} 1)
FermNo. 1 Transrnissfon Adjusted
Ling Page, Line, Col. Company Total Altocator {Co? 3 Gmes Cot 4) Adjustments. Amoont
No.  RATE BASE:
GROSS PLANT IN SERVICE
1 Production 205.46.9 NA 0
2 Transsaission - (Note U) 207.58.9 oD4, 042,731 Eind 100000 904,042,731 504,042,731
3 Distribution 207759 NA
4 Genera) & Intangibie - {Note U} 205,59 420700 wWis 100000 i )
5 Common 3581 CE $.00000 1] a .
8  TOTAL GROSS PLANT (sum Bnes 1-6) 004,042,731 GP=  100.000% 004,042,731 [} 004,042,731
ACCUMULATED DEPREGIATION :
T Production 2192024 NA A
8 Transmission - (Note U} 219.26¢c 348,522,329 124 1.90000 348,522,329 348,522,329
9 Blistribution 21326, NA
10 General & Intangibis - (Note L} 219.28.¢ wis 1.00000 13 i}
11 Common 3561 CE 1.00000 1] o
12 TOTAL ACCUM. DEPRECIATION {sum lines 7-11} 348,522,329 345,522,329 i} 348,522,329
NET PLANT N SERVICE
12 Production fing 1- Tne: 7y ¢
14 Transmisslon {line 2- line 8} 555,520,402 585,520,402 555,520,402
15 Distrebutions {line 3~ fine 9)
18 Ceneral & Intangible {ine 4 - line 10} o 1] it}
17 Common dine 5-lne 11} [ [ ]
18 TOTALNET PLANT (sum lines 13-17) 565,620,402 NP=  100.000% 555,520,402 [ 555,520 402
ADJUSTMENTS TORATEBASE  (Note F}
19 Account No. 261 {enter negative) - (Note v 273.8.k NA zeie - a
20 Acocount No. 282 (enter negative) - {Note\ 2752k -27,007,530 NP 1.00Q00 -27.007,530 -2T,007,520
21 Account No. 283 {enter negative} - (Note)277.9.k NP 1.00000 13 6 [SeeNole 2]
2z Account No. 160 - (Nate V) 2%8.c NP 1.00000 o & |SeaNote2}
23 Account Mo, 255 (enter negative} - (Note) 267.8.h NP 1.00000 o 0
24  TOTAL ADJUSTMENTS {(sumfines 19-23B) -27,007,530 27,007,530 L1 -27.007.530
25  LAND HELD FOR FUTURE USE - {Nota V) 214.x.d {Note G) o ™ 1.00000 0 [+]
WORKING CAPITAL {Note Hy
26 cwoe caloulated 2,136,345 1,650,131 o 1,650,133
27 Maledals & Supplies (Nete G)+ (Note'V) 227B.c&.thc 857,423 TE 0.63363 543,289 543,289
B Prepayments {Acceunt 165} - (Nete V) M57c 2 GP 1.00000 k2] ]
% TOTAL WORKING CAPITAL {sum lines 26 - 28} 2,993,741 2,193,420 Q 2,193,420
3 RATE BASE {sum lines 18, 24, 25, & 28) 531,606,613 530, 706!292 [+] 5305705.292

Note 2. Excludes deferred tanes associaled with the True-up Adjustaient that are not otherwise included in rate base.

Issued by: Effective:

Lssued on:
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Formrula Rate - Noa-Leveiized Rate Formula Temaolate
. UiBizing FERC Form 1 Data
ITC Midwest LLC
(1} @) 3 [
Lne FormNo. 1
_No. Page, Line, Got, Company Total Allocator

OaM
1 Trenssmission 21.112b 10,616.303 TE 0.63363
2 Less Account 555 321980 1.00000
3 ARG 323.197.b 6,474,240 Wis 1.00000
4 Less FERC Annual Fees wrs 1.00060
5 Less EPR] & Reg. Comsm, Exp. & Nan-safety Ad. (Nate ) wis 1.00000
5z Plus Transmission Relaled Reg. Comm. Exp. (Note 1) TE 0,63363
13 Common 356.1 CE 1.00000
7 Transmission Lease Payments 1.00000
8 TOTALOSM (sumilnes 1. 3,536, 7lessTnes 2,4, 5) 17,090,543

DEPRECIATION EXPENSE
9 Transmission BBIbE&C 20315825 T 1.00000
10 General 336.10b&¢ wis 1.60000
i1 Common 336.11b&c CE 1.00000
12 TOTAL DEPRECIATION (Sum fines 9-11) 20,15825

TAXES OTHER THAN INCOME TAXES {Mole J)

LABOR RELATED

13 Payroll 2631 226,725 wis 1.00000
3 Highway and vehicie 2631 wis 1.00000
5 PLANT RELATED
5 Property 263f $.400.005 [e1od 1.00000
47 Gross Receipts 2631 A Z8R0
18 Other 2637 GP 1.00000
39 Paymenls in Feu of taxes GP 1.C0040
20  TFOTAL OTHER TAXES (sum lings 13- 19) 8.526.730

INCOME TAXES {Note K)
21 T=1-{[(1 - S5y * (1 - FM]/ {1 - SIT* FIT* pl} = 41.61%
22 CIT={TI1-T) " (I-(WCLTRIRY) = 56.00%

whera WCLTD={page 4, fine 27) anc R= {page 4, linedd}
and FIT, SIT & p are 35 given it foatnote K.
23 1/(1-T) =¢from fine21) 1.7095
24  Asnortized lnvestrent Tax Credit {266.8() [enler negalive)
| 3 Income Tax Calculation = line 22 * ine 28 31,440,938 | NA
" 5 ITC adjustment {line 23" line 24} NP 1.00000
27  Totalincome Taxes {line 25 plus ting 28} 31,410,938
56,090,956 NA

28 RETURN
{ Rate Base (page 2, line 30) * Rate of Retum {page 4. line 30}]

20 REV. REQUIREMENT (sum lines 8, 12, 20, 27, 28)

131534830

Note 3. Adjustments to Line 1 will equal the sum of the amounts an ITC's Report on FERC Form No. 1 for

Customer Accounts Expenses [FERC Form No, 1, 323.164.b], Gustomer Service and Informational Expenses [FERC Form No. 1, 3231716 and

Sales Expenses [FERC Forrn Mo. 1, 323.176.b] that are not otherwise recaverable through some other tariff.
Adj to be mader befor Hon of for Lire 1, Column (4.

Issued by
Issued on:

53 PM

Exhibit___(CPN-1)

Schedule B (2012}
Page 3 of 6

Original Sheet No,

page 3ot

For the 12 months ended 12312012

& @ n
Transmnission Adjusied
{Cot 3tmes Col 4) Adjustments Amount
5,726,507 8,726,807 [See Note 3]
o o
8,474,240 6474240
[+] ]
o o
[+] 3
[+] o
[:]
13,201,047 0 13.201,047
20,215,825 20,315,825
1] 1]
] 0
20315625 0 20,315,825
226,725 226,725
] L]
6,400,005 6,400,005
a
Q 0
1] 0
6,626,730 ] 6,626,750
31,363,638 1] 31,353,638
a 1]
31,363,638 a 34,363,636
56,008,497 0 56,005,497
127,613,737 [1] 27,613,737
Effective:

[
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Exhibit__(CPN-1)
Schedule B {2012)
Page 4 of 6
Original Sheet Mo,____
page4of &
Fommula Rate - Nonrlevelfized Rate Formula Template
Utittzing FERC Form 1 Data
For the 12 months ended 12/312012
ITC Midwest LLC
SUPPORTING CALCULATIONS AND NOTES
Line
No.  TRANSMISSION PLANT INCLUDED iN ISO RATES
1 “Total transmission ptant  (page 2, fine 2, column 3) 904,042, 7H
2 Less hansmission plant excisded from 1ISO rates
3 Less transmission plant i n CATT Ancillary 5 a'\nca ;NuleN )
4 Transmission plantinchuded in SO rates {ine 1 less lines Z& 3} 904,042,734
5 F of plant included In ISC Rates (lne 4 divided by Fne T} TP= 1.00000
TRANSMISSION EXPENSES
6 Total l:ansrmsim expenses f{page 3 fine t, colurmn 3) 10,616,303
7 Less OATT Anciitary Services (Note L) 3.889.488
8 Included 7] (ne ﬁ less fine 7) 6,726,807
] Percentaga ol transmission expenses after adjustment {ine B divided by fine 8) 0.83363
0 P ion plant In 1SO Rates (ine 5) TP 100000
11 Peruenmga ul rransimission expenses mcluded in ISO Rates (Bne 9 tmes ine 10} = 063363
WAGES & SALARY ALLOCATOR  (WE&S)
Form 1 Reference s TP Allecziion

12 Froduction 354.20.b 0.00 o

13 Transmisslon 354.21b 2952,000 100 2,982,000

14 Distibution 354230 0.00 L3 WES Allocator

15 Cther 354.24,2526.b 0.00 i {3 7 Allocation)

16 Total {sumn fines 12-15) 2,982,000 2882000 = 1.00000 = WS

COMMON PLANT ALLOCATOR (CE) (Nole Q)
$ % Electric W&S Allocator

17 Electric 200.3c 939,909,665 {time 17 /line 20} {Ene 18) CE

18 Gas 201.3.0 +.00000 1.00000 = 1.00000

il Water 201.3.8

20 Totat {suem lines 7 - 19) 939,509,665 6] {6} {7

. Adjusted
RETURN (R} 3 Adjustments Amount
21 Lorg Term interest {117, sum of 62¢ Whrough 67¢) $12,233,756 12233756
22 Preferred Dividends (118.29¢) (posiive number} 4]
Development of Common Stock:

) Proprietary Capital {(112.16¢) - (Note U} 320,869,375 320,869,375
! S Less Preferred Stock {line 28) - (Note U) 0 1]
\ ] Less Account 216.1 {192.12c) {enter negative) - {Note U} 1)

- 26 Comsnen Stock (sum lines 23-25) 325,889,375 [1] 329,859,375
Cost
$ % _(otaF) _ ted

27 Eong Term Debt {112, sum of 18¢ through 21¢) - {(Note U) 912,817 0% 0.0556 04,0223 =WCLTD

23 Preferred Stock {1123} {Note U} 0% 0.6000 0.0000

20 Comman Stock {fine 26} 329.860.375  80% 0.1388 0.0833 iSeeNote 4.}

3¢ Tolal (sum fnes 27-29) 549,782,292 0.1055 =R

REVENUE CREDITS
Laad
AGCCOUNT 447 (SALES FOR RESALE} 310-311) (Ncte Q)

31 3 Bundled Non-RQ Sales for Resale (311.xh)

3z b. Bundled Sales for Resale included in Divisas on page ¢

a3 Total of {a)-¢b) [i]

3 ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY) (Note R) $400,000 400,000

ACCOUNT 456.1 (OTHER ELECTRIC REVENUES}) {3300}

35 a. Transmission chames for alt Iransmission ransactions $120.432,860

26 b. Transmissicn e for alt ransmission ransactions included in Divisor on Page 1 $124,884,043

3r Total of {af{b} $4,538.817

Issued by: Effective:

Issued on:
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Exhibit___(CPN-1)

Schedule B (2012)
Page bof 6

Criginal Sheet Na.
page5cof 6

Formula Rate - Non-Levelized ’ Rato Formula Template
Utifizing FERG Form 1 Data
For the 412 months ended 12/31/2012

SUPPORTING CALCULATIONS AND NOTES

Note 4. ABowed ROE set o 13.88%

Issued by: Effective;
Issved on:
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Issved by;

Exhibit___(CPN-1)

Schedule B (2012)
.Page 6 of 6

Original Sheek No,
page 6 of 6
Fomnula Rate - Non-Levelized Rate Fosmiula Template
Utiizing FERC Form 1 Dala
For the 12 menths ended 12/31/2012
TTC Midwest LLC

General Note: References to pages in this formulary rate are indicated as: (page#, lice#, col#)
References to data from FERC Form 1 are indicated as:  #y.x (page, line, column}

Pesk a8 would be reported on page 401, colummn d of Form 1 at the time of the IS0 coincident monthiy peaks.
tabeled LF, LLJ, IF, i) on pages 310-314 of Form tat the time of the 1SO eoneident monthiy peaks.
Labeled LF or page 328 of Form 1 at the ime of the 15O coincident monthly peaks.
Labeled LF on page 328 of Form 1 2t the ime of the 15O colncident monthly peaks.
The FERC's annual charges for the year assessed the Transmission Qwner for service under this tarif.
The balances in Accounts 190, 281, 282 and 283, as adjusted by any ameounts in conira accounts identified as regulatory assets
or liabilities refated to FASB 106 or 109, Balance of Account 255 is reduced by prior Bow throughs and excluded if the utility
chose to uliize amortization of tax credits against taxable income as discussed in Note K. Account 281 is not allocated.
Identified m Form 1 as being only transmission related.
Cash Working Capitat assigned to transmission is one-eighth of O&M aliocated to transmission at page 3, fine 8, column 5.
Prepayments are the electric refated prepayments booked to Account Mo, 165 and reported on Pages 110-111 line 57 in the Form 1.
Line 5 - EPRF Annual Membership Dues listed in Form 1 at 3531, all Regulatery Commission Expenses ftemized at 351.h, and non-safety
related advertising included in Account 930.1. Line 5a - Regulatory Commission Expenses directly refaled to kansmission sefvice,
150 filings, or transmission sifing itemized at 351.h.
Includes only FICA, unemployment, highway, property, gross receipts, and other assessments charged in the curent year,
Taxes related to income are excluded. Gross receipts taxes are not included in transmission revenue requirement in the Rate Formulla Template,
since they are recovered eisewhere,
The currently effective income tax rate, where FIT is the Federal income tax rate; ST is the Stale income tax rate, and p =
“the percentage of federal income tax deduclible for state income taxes™. If the ulility is taxed in more than one state it must attach a
waork paper showing the name of each state and how the blended or composite SIT was developed. Furthermore, 3 ulility that
elected to utilize amertization of tax credits against kaxable income, rather than book tax credits to Account Mo. 265 and reduce
rate base, must reduce ils income fax expense by the amount of the Amortized Investment Tax Cradit {Form 1, 266.8.f)
raultiplied by (1/11-T} (page 3, line 26).
Inputs Required: FIT = 35.00%
SIT= 11.77% (State Income Tax Rate or Compasite SIT)
p= 47.41%  (percent of fedesat income lax deduclible for state purposes)
Removes doliar amouit of ransmission exgenses incluged in the OATT ancillary services rates, including all of Account Nos. 561.1, 561.2, 561.3, and 561.BA.
Removes ransmission plant determined by Commission order ta be state-jurisdietional according to the seven-factor test {untt Form 1
balances are adjusted 1o reflect application of seven-factor test). '
Removes dollar amount of ransmission plant included in the development of QATT ancilfary services rates and generation
step-up facilities, which are deemed to included in OATT ancillary services. For Ehese purposes, generation step-up
faciliies are those facilities at a generator substation on which there is no through-fow when the generafor is shut down.
Enter dollar amounts
Debt cost rate = long-term interest (line 21} / torg term debt {line 27). Preferred cost rate = preferred dividends iline 22) /
preferred outstanding {line 28). ROE wili be supported in the osiginal fling and no change in ROE may be made absent
a filing with FERC.
Line 33 must equal zero since all short-term power sales must be unbundled and the transmissicn compenent reflected in Account
No. 456.1 and all ather uses are to be included in the diviser.
Includes income refated only to transmission facilities, such as pole attachments, rentals and special use.
Grandfathered agreements whose rates have been changed to eliminate or mitigate pancaking - the revenues are included inline 4 page 1
and the loads are included inline 13, page 1. Grandfathered agreements whose rales have not been changed to eliminate or mitigate
pancaking - the revenues are not inclided in line 4, page 1 nor are the loads included in line 13, page 1.
The revenues credited on page 1 lines 2-5 shall indlude only the amaounts recelved directly {in the case of grandfathered agreements)
or Trom the 1SO {for service under this tariff) reflecting the Transmission Owner’s integrated transmission facilities. They do not include
reventies associated with FERC arnual charges, gross receipts taxes, ancillary services, FacBiies nat included in this template {e.g., direct
asslgnment Bacilies and GSUs) which are not recovered under this Rate Formulz Template.
Caiculate using 13 month average balance.
Calculate using average of beginring and end of year balances.

Effective:

Issued on:
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Exhibit__ (CPN-1)

Schedule B4

Attachment O Support
Rate Base--Plant in Service and Depreciation

1TC Midwest
Transmission Assets Sale

2007 2008 2009 2010 2011 2012
1 AFUDC
2 CWIP ending bakance Note1 19,076,000 19,076,000 19,076,000 19,076,000 19,076,000 19,076,000
3 Average CWIP batance 19,076,000 19,076,000 19,076,000 19,076,000 19,076,000
4 AFUDC Rate - Weighted Average Cost of Note 2 10.5532%  105532%  10.5532%  10.5632%  10.5532% o
5 AFUDC 2,013,128 2,013,128 2,013,128 2,013,128 2,013,128 .
6
7
& Plantin-Service Additions
9 Total loaded capital additions before AFUINote 3 39,700,000 42,822,000 42,544,000 45,162,000 75,537,000
10 AFUDC 2,013,428 2,013,128 2,013,128 2,013,128 2,013,128
11 Additions with AFUDC 44,722,128 44,835,128 44,557,128 47,175,128 77,550,128
12
13 Retiremenis as percentage of additions  Note 4 7.5% 7.5% 7.5% 7.5% 7.5%
14 Retirements 3,129,160 3,362,635 3,341,785 3,538,135 5,816,260
15
16 Plant-In-Service Beginning Balance 703,258,000 741,850,968 783,323,461 824,538,804 868,175,797
17 Additions 41722128 44,835,128 44,557,128 47,175,128 77,550,128
18 Retirements 3,120,160 3,362,635 3,341,785 3,538,136 5,816,260
19 Plant-In-Service Ending Balance Note 5 703,258,000 741,850,968 783,323,461 824,538,804 868,175,797 939,909,665
20
21 Plant-In-Service Average Balance 722,564,484 762,587,215 803,931,133 846,357,301 904,042,731
y 22 Less: Land Note 6 20,746,000 20,746,000 20,746,000 20,746,000 20,746,000
\ 23 Plant-In-Service Average Balance Without Land 701,808,484 741,841,215 783,185,133 825,611,301 883,296,731
24
25

26 Book Depreciation -
27 Book Depreciation Rate
28

29 Book Depreciation Expense 16,141,595 17,062,348

30

31 Book Depreciation Reserve Beginning of Year 284,438,000 297,450,435 311,150,148 325,821,621 341,272,646
32 Current Year Book Depreciation Expense 16,141,585 17,062,348 18,013,258 18,989,060 20,315,825
33 Current Year Retirements 3,129,160 3,362,635 3,341,785 3,538,135 5,816,260
34 Book Deprediation Reserve End of Year Note 8 284,438,000 297,450,435 311,150,148 325,821,621 341,272,546 355,772,111
35

36 Book Depreciation Reserve Average

Note 7 2.3% 2.3% 2.3% 2.3% 2.3%

18,013,258 18,989,060 20,315825

200,944,218 304,300,282 318,485,885 333,547,084 348,522,320

40 Note 1: Exh___ (CAH-1), Sch D{a). p 3 of 6, line 5 (CWIP}

41 Note 2: Exh___(CPN-1}, Schedule C, line 5, column (c)

42 Note 3: Exh___ (CAH-1), Sch D(a), p 1 of 6, line 23 (Additions}

43 Note 4. Exh___(CAH-1}, Sch D{a}, p 1 of 6, line 11 (Retirements %)

44 Note 5. Exh___(CAH-1), Sch D{a}, p 1 of 8, line 4, for 2007 {P1S, 2007)

45 Note 6: Exh___ (CAH-1), Sch D{a), p 4 of 6, line 4 {land}

46 Note 7: Exh___ {CAH-1), Sch D{a), p 4 of &, line 6 {depreciation rate)
47 Note 8: Exh___ (CAB-1), Sch D(a), p 2 of §, line 4 for 2007 (DeprRes)
48

49

1¥C Midwest 4 Fxkh CPN-1
SchB-1PIS
32872007 2:083 PM
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i

1 Tax Depreciaticn
2 Additions Break-Down

3 Percent of additions 34.5kV - 20 yr MACRS

Note 1

4 Percent of additions 68%V and above - 15 yr MACRS Note 1

5 Total

6

7 MACRS Schedule

8 MACRS 20 years - Current Net PP&E

9
10 34.5kV Additions
11 MACRS 20 years - 2008 Additions
12 MACRS 20 years - 2009 Additions
13 MACRS 20 years - 2010 Additions
14 MACRS 20 years - 2011 Additions
15 MACRS 20 years - 2012 Additions
i6
17 69k\V+ Additions
18 MACRS 15 years - 2008 Additions
19 MACRS 15 years - 2009 Additions
20 MACRS 15 years - 2010 Additions
21 MACRS 15 years - 2011 Additions
22 MACRS 15 years - 2012 Additions
23
24 Tax Base
25 Tax Base 2008 20 year MACRS Vintage
26
27 Tax Base 2008 20 year MACRS Vintage
28 Tax Base 2009 20 year MACRS Vintage
9 Tax Base 2010 20 year MACRS Vintage

: Tax Base 2011 20 year MACRS Vintage

1 Tax Base 2012 20 year MACRS Vintage
32
33 Tax Base 2008 15 year MACRS Vintage
34 Tax Base 2009 15 year MACRS Vintage
35 Tax Base 2010 15 year MACRS Vintage
36 Tax Base 2011 15 year MACRS Vintage
37 Tax Base 2012 15 year MACRS Vintage
38
39 Total Tax Base
40
41 Tax Depreciation
42 Tax Depr 2008 20yr MACRS vintage
43
44 Tax Depr 2008 20 yr MACRS vintage
45 Tax Depr 2009 20 yr MACRS vintage
46 Tax Depr 2010 20 yr MACRS vintage
47 Tax Depr 2011 20 yr MACRS vintage
48 Tax Depr 2012 20 yr MACRS vintage
49
50 Tax Depr 2008 15 yr MACRS vintage
51 Tax Depr 2009 15 yr MACRS vintage
52 Tax Depr 2010 15 yr MACRS vintage
53 Tax Depr 2011 15 yr MACRS vintage
54 Tax Depr 2012 15 yr MACRS vintage
55
56 Total Tax Depreciation
57
58

Note 2

Note 2
Note 2
Note 2
MNote 2
Notae 2

Note 2
Note 2
Note 2
MNofe 2
Note 2

Note 3

ITC Midwest
Transmission Assets Sale

2007 2008

20.86%
79.14%
100.00%

0.0375

0.0375

0.05

398,074,000

8,703,236

33,018,892

439,796,128

14,927,775

326,371

1,650,945

16,905,001

58 Note 1: D. Callins {(DDC-1), Schedule D, line 5 divided by line 11 (CONFIDENTIAL)

60

61 Note Z: Publication 519, 2005, Table A-1.

A2
Note 3: Tax basis from Exhibit

(CPN-1), Schedule B-1: PIS-DeprRes-Land=

=703,258 - 284,438 - 20,746 = 398,074 {$000 omitted)

65

ITC Midwest 4 Exh CPN-1 SchB-2TxDepr 3/28/2607 2:03 PM

Exhibit__ (CPN-1)

Schedule B-2

Attachment O Support
Rate Base—Tax Depreciation

2000 2010 2011 2012
23.58% 15.75% 28.27% 15.19%
76.42% 84.25% 71.73% 84.81%

100.00% 100.00% 100.00% 100.00%

0.07219 0.06677 0.06177 0.05713

0.07219 0.06677 0.06177 0.05713
0.0375 0.07219 0.06677 0.06177
0.0375 0.07219 0.06677

0.0375  0.07219

0.0375

0.095 0.0855 0.077 0.0693
0.05 0.095 0.0855 0.077
0.05 0.095 0.0855

0.05 0.095

0.05

398,074,000 398,074,000 398,074,000 398,074,000

8,703,236 8,703,236 8,703,236 8,703,236
10,572,123 10,672,123 10,572,123 10,572,123
7,017,748 7,017,748 7,017,748

13,336,409 13,336,409

11,779,864

33,018,802 33,018,892 33,018,802 33,018,892
34,263,006 34,263,005 34,263,005 34,263,005
37,539,380 37,539,380 37,539,380

33,838,719 33,838,719

65,770,264

484,631,256 529,188,384 576,363,512 653,913,640

28,736,962 26,579,401 24,589,031 22,741,968

628,287 581,115 537,599 497,216

396,455 763,202 705,901 653,040
263,166 506,611 468,575

500,115 962,755

441,745

3,136,795 2,823,115 2,542,455 2,288,209
1,713,150 3,254,985 2,929,487 2,638,251
1,876,969 3,566,241 3,209,617

1,691,936 3,214,678

3,288,513

34,611,649 36,141,953 37,569,376 40,404,567
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ITC Midwest
Transmission Assets Sale
2007 2008
1 Total Tax Depreciation Note 1 16,905,001
2 Total Book Depreciation Note 2 16,141,595
3 Difference 763,496
4
5 Accumulated Deferred Income Taxes - Federal :
6 Federal Income Tax Federal Rate Effective Note 3 31.4958%
7 Deferred Income Taxes Federal 240,469
8
9 Accumulated Federal Deferred Income Taxes Beginning of Year 0
10 Current Year Federal Deferred Income Taxes 240,469
11 Accumulated Federal Deferred Income Taxes End of Year 0 240,469
12
13 lowa effective tax rate Note 3 9.3260%
14 Deferred Income Faxes - lowa 71,203
15
16 Accumulated Defemed Income Taxes - lowa
17 Accumulated Deferred Income Taxes Beginning of Year 0
18 Current Year Deferred Income Taxes 71,203
19 Accumutated lowa Deferred Income Taxes End of Year 0 71,203
0
21
22 Minnesota effective tax rate MNote 3 0.6860%
23 Peferred Income Taxes - Minnesota 5,238
24
25 Accumulated Deferred Income Taxes - Minnesota
26 Accumulated Deferred Income Taxes Beginning of Year 0
27 Current Year Deferred Income Taxes 5,238
28 Accumulated Minnesota Deferred Income Taxes End of Year 0 5,238
29
30 Total Deferred ncome Tax Expense 316,910
31
32 Total Accurmulated Deferred Income Taxes End of Year 316,910
33
34 Total Accumulated Deferred Income Taxes Average 158,455

35
38
37 Note 1: Exhibit__ {CPN-1}), Sch B-2, line 56

38 Note 2: Exhibit__ (CPN-1), Sch B-1, line 28
39 Note 3: Exhibit___{CPN-1}, SchE

40

41

42

ITC Midwest 4 Exh CPN-1
SchB-3DT
372872007 2:08 PM

2009

34,611,649
17,062,348
17,549,301

31.4958%
5,527,204
240,460
5,527,294
5,767,763

9.3260%
1,636,644

71,203
1,636,644
1,707,847

0.6860%
120,388

5,238
120,388
125,626

7,284,326
7,601,236

3,958,073

Exhibit___{CPN-1}

Schedule B-3

Attachment O Support
Rate Base-Deferred Taxes

2010

36,141,953
18,013,258
18,128,695

31.4958%
5,708,779
5,767,763
5,709,779

11,477,542
9.3260%
1,690,678

1,707,847
1,690,678
3,398,526

0.6860%
124,383

125,626
124,363
249,989
7,524,820
15,126,056

11,363,646

2011

37,569,376
18,989,060
18,580,316

31.4958%
5,852,021
11,477,542
5,852,021
17,329,563

9.3260%
1,732,796

3,398,525
1,732,196
5,131,321

0.6860%
127,461

249,989
127,461
377,450
7,712,278
22,838,334

18,982,195

2012

40,404,567
20,315,825
20,088,742

. 31.4958%
6,327,112
17,329,563
6,327,112
23,656,675
9.3260%
1,873471

5,131,321
1,873,471
7,004,792

0.6860%
137,809

377,450
137,809
515,259
8,338,392
31,176,726

27,007,530

e ———
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Exhibit ___(CPN-1)
Schedule B4

Attachment O Support
. Rate Base--Materials and Supplies
ITC Midwest
Transmission Assets Sale

2007 2008 2009 2010 20011 2012

1 Materials & Supplies Note 1 763,829 783,689 804,064 824,970 846419 868,426
2 Materials & Supplies Additions
3 Maierials & Supplies - Average 773,759 793,877 B14,517 835695 857423
4 Attachment O Allocation Factor TE Note 2 0.6338146 0.6312586 (.6320471 0.6328375 0.6336299
5 Materials & Supplies Included in Rate Bagse 490420 501,142 514,813 528,859 543,288
6
7
8
9

10 Note 1: Exh__ (CAH-1), Sch D, p 3 of 3, line 73

11

12 Note 2: Exh__ {CPN-1)}, Sch B-5, line 28

13

FTC Midwest 4 Exh CPN-1
SchB-4MS
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Exhibit__(CPN-1)
Schedule B-5

Aitachment O Support
Operations and Maintenance Expense

ITC Midwest
Transmission Assets Sale

2008 2009 2010 2011 2012
1 Operations & maintenance expense.;
2 IP&L, operation expense Note 1 20,573,202 21,125,35¢ 21,711,729 22,314,842 22,949,188
3 IP&L maintenance expense Note2  23.570589 3,680,224 3,799,453 3,913,049 4,030,117
4 Total IP&L operation & maintenance expense 24,143,791 24,814,583 25511,182 26,227,691 26,972,305
5
6 Reductions to IP&L’s operalions & maintenance expense:
7 IP&L continued costs:
8 Wheeling to others (FERC 565) Note 3 11,233,200 11,525,263 11,824,920 12,132,368 12,447,809
g Balancing activities(FERC 561} Noie 4 310,441 321,306 332,552 344,191 356,238

10 FERC admin fees (FERC 561400 and 561Note 5 1,689,200 1,733,120 1,778,180 1,824,413 1,871,848
11 Uncoliectable accounts (FERC 904) Note 6 302,503 317,486 332,462 348,061 378,921

12 Total IP&L continued costs 13,535,344 13,807,175 14,268,114 14,649,033 15,054,816
13

14 Account 561 expense Note7 3,777,645 3911925 4,020,126 4,131,366 4,245,734
15 Account 561 expense continuing Note 8 310,441 321,306 332,552 344,191 356,238
16 ITC Midwest Load Dispatching Acct 561 3467204 3,500,619 3687574 3,787,175 3,889,496
17 ‘

18 IP&L payroll related benefits (FERC 926) Note 9 1,140,009 1,179,909 1,221,205 1,263,948 1,308,186
19

20 Total reductions to IP&L's operations & maintenan 18,142,557 18,667,703 19,176,893 19,700,156 20,252,498
21

22 ITC Midwest Attmnt O O&M 6,001,234 6,146,880 6,334,289 6,527,535 6,726,807
23

24 ITC Midwest Operation & Maintenance 0,468,438 9,737,499 10,021,863 10,314,710 10,616,303
25 | ess: ITC Midwest Load Dispatching Acct 561 3467204 3,500,619 3,687,574 3,787,175 3,889,496
26 Net Operation & Maintenance 6,001,234 6,146,880 6,334,289 6,527,535 6,726,807
27

28 Allocation Factor (O&M as a % Net O&M) 0.63381457 0.6312586 0.63204706 0.63283747 0.6336299
29 :

30

31 Note 1: Exh__ (CAH-1), Sch A, line 2

32 Note 2: Exh__ (CAH-1), Sch A, line 3

33 Note 3: Exh___(CAH-1), Sch F-1,p 10of 1, line 4
34 Note 4: Exh___(CAH-1), Sch F-1,p10of1,line b
35 Note 5: Exh___ (CAH-1),SchF-i,p1of1,line 6
36 Note 6: Exh__ (CAH-1), Sch F-1,p1of 1, line 7
37 Note 7: Exh__ (DDC-1), Sch C, p 10f 4, line 22
38 Note 8; Exh__ (CAH-1),SchF-1,piof1,lne5
39 Note @; Exh__ (CAH-1), Sch B,p 1 of 3, line 15
40

41

ITC Midwest 4 Exh CPN-1
SchB-30M

3/28/2007 2:08 PM
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Exhibit___{CPN-1)

Schedule B6
ITC Midwest Administrative and General Expense
Transmission Assets Sale Payroll Taxes
2005 2006 2007 2008 2008 2010 2011 2012
1 Administrative & General Expenses and Payroll Taxes:
2
3 A&G Expense 5,372,738 5517,802 5,666,783 5,819,786 5,876,920 6,138,297 6,304,031 6,474,240
4
5
6 Payroll Tax Expense 188,151 193231 198,448 203,806 209,308 214,960 220,764 226,725
8
9
10
1 Load Allocation
12 Factor
13 Attachment O divisor kW:
14 ITC Note1 9,238,083 0.48181308
15 METC Note2 7,116,500 0.37116172
16 IP&L Note3d 2,819,000 0.14702521
17 Total kW 19,173,583 1
18
19
20
21 2005 alfocations: Common Allocated
22 A&G Costs not directly assig Costs Costs
23 iTC Noted4 23,560,395 17,606,881
24 METC Note5 9,032,869 13,563,352
25 IP&L MNote B 3,949,707 5,372,738
;"6 Total 36,542,971 36,542,971
4 7
28 Payroll Taxes not directly assigned:
29 1TC Note 7 638,099 616,587
30 METC Note 8 261,188 474,984
31 IP&L Note 9 380,428 188,151
32 Total 1,279,722 1,279,722
33
34
35
36 Cost Escalation Rat Note 10 2.70%
37
38
39

40 Note 1: ITC 12/31/05 Attachment O, page 1, line 15
41 Note 2: METC 12/31/05 Attachment O, page 1, line 15
42 Note 3: IPL 12/31/05 Attachment O, page 1, line 15

43 Note 4: ITC 12/31/05 Attachiment O, page 3, column 5, lines 3 - 5 + 5a [23,701,817 - 355,632 + 214,210 = 23,560,395]
44 Note 5: METC 12/31/05 Attachment O, page 3, column 5, lines 3 -5 + 5a [9,032,869}
45 Note 6: 1PL 12/31/05 Attachment O, page 3, column 5, lines 3- 5 + ba [4,239,088 - 289,381 = 3,949,707}

46 Note 7: iTC 12/31/05 Attachment O, page 3, column 5, line 13
47 Note 8: METC 12/31/05 Attachment O, page 3, column 5, line 13
48 Note 9: IPL 12/31/05 Attachment O, page 3, column 5, line 13

49 Note 10: Schedule F-1, page 1 of 1, note for Line 8

ITC Midwest 4 Exk CPN-1
SchB-6A&G

32812007 2:09 P
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Exhibit_-_(CPN-1)

Schedule B-7

Attachment O Support

Taxes Other Than Income Taxes
ITC Midwest

Transmission Assets Sale

2008 2009 2010 2011 2012
1 Property taxes Note 1 6,197,305 6,209,805 8,222,005 6,236,305 6,400,005
2 Payroll taxes Noie 2 203,806 209309 214,860 220,764 226,725
3 Total Taxes Other Than Income Taxes 6,401,111 6419114 6,436,965 6,457,069 6,626,730
4
5

& Note 1: Property taxes Exh___(CAH-1), SchB, p 2 of 3, line 32
7 Note 2: Payroll taxes from Schedule B-6, line 6
8
g
10

ITC Midwest 4 Exh CPN-1
SchB-7TOIT
3/28/2007 2:09 PM
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{(CPN-1)

Schedule B8
Page 1 of 1
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1 Rate Base Note 1
2 Weight of Debt MNote 2
3 Cost of Debt Note 3

4 Interest imputed in return on rate base
5
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ITC Midwest
Transmission Assets Sale
2008 2009 2010
433,419,859 456,344 467 476,155488
40% 40% © o 40%
55683% - 5.563% 5.563%
9,644,459 10,154,577 10,585,412

-3

7

] .

9 ITC Midwest Network Revenue Requirem Note 4 100,975,326 105902512 110,405,501
10 +Rents Note 5 400,000 400,000 400,000
11 +PTP revenues Note 6 4,342,278 4,430,703 4,506,748
12 Sublotal Revenues 105,717,604 110,733,215 115312249
13 ~Transmission O&M included in network r. Note 7 6,001,234 6,146,880 6,334,289
14 -A&G O&M Note 8 5,819,786 5,976,920 6,138,297
15 -Property taxes Note 9 6,197,305 6,209,805 6,222,005
16 -Miscellaneous taxes Note 10 203,808 209,309 214,960
17 -Tax Depreciation Note 11 16,905,091 34,611,649 36,141,953
18 -Interest Note 12 9,644,459 10,154,577 10,595,412
19 Income before tax 60,945,923 47,424,075 49,665,333
20 -lowa taxes 5,683,802 4,422,758 4,631,777
21 -Minnesota texes 418,089 325,329 340,704
22 Federal Taxable income 54,844,032 42,675,988 44,692,852
23 FIT rate Note 13 35.00% 35.00% 35.00%
24 FIT 19,185411 14,936,506 15,642,498
25
26 FiT effective rate applicable to federal income before federal & state taxe  31.4958% 31.4958% 31.4958%
27
28
29 Income before tax 60,945,023 47424075 49,665,333
30 Minnesota proportion Note 14 7% 7% 7%
31 Minnesota Taxable Income 4,266,215 3,319,685 3476573
32 Minnesola Gross tax rate Note 13 9.80% 9.80% 8.80%
33 Minnesota taxes 418,089 325,329 340,704

1

5 Minnesota effective rate applicable to federal income before federal & st 0.6860% 0.6860% 0.6860%
36
37

38 Income before tax

39 lowa proportion Note 14
40 lowa Taxable Income before FIT interdeductibility
41 Portion of FIT deductible for lowa

42 Portion of MN taxes deductible for lowa
43 lowa taxable Income

44 lowa Gross fax rate

45 lowa faxes

46

Note 13

47 lowa effective rate applicable to federal income before federal & state ta;

48
49 Curent income Taxes
50 Deferred Income Taxes
51 Total Income Taxes
52
53
54 Note 1: Exhibit___(CPN-1), Sch F, linet3

Note 15

55 Note 2: Exhibit __ {CPN-1), Sch C, line 1, column (b}

56 Note 3: Exhibit__ (CPN-1}, Sch C, line 1, column {c)

57 Note 4: Exhibit___(GPN-1), Sch A, line 6
58 Nole 5: Exhibit___(GPN-T), Sch A, line 3
59 Note 6: Exhibit___(CPN-1), Sch A, line 4
60 Note 7: Exhibit__(CPN-1), Sch A-1, fine 4

81 Note 8: Exhibit___(CPN-1), Sch A-1, line 5

62 Note 9: Exhibit__ (CPN-1), Sch B-7, line 1

63 Note 10: Exhibit__ (CPN-1), Sch B-7, fine 2

54 Mote 11: Exhibit__(CPN-1), B3, Tine 1

65 Note 12: Exhibit___(CPN-1), B-9, tine 4 this page

60,945,923 47424075 49,665,333

93% 93% 93%
56,679,708 44,104,390 46,188,760
8,925,866 6,945,517 7,273,762
388,823 302,556 316,855
47,365,019 36,856,317 38,598,143

12.00% 12.00% 12.00%
5,683,802 4422,758 4,631,777

9.3260% 9.3260% 9.3260%
25,297,302 19,684,683 20,614,979

316,910 7,284,326 7,524,820
25,614,212 26,969,009 28,139,799

86 Note 13: Exhibit__ {CPN-1), Schedule E, line 1, line 13, orine 5

67 Note 14: Exhibit_ (CAH-1}, Sch B-1, p 1 of 1, line 11 [1 or 1-0.93=0.07]

A8 Note 15: Exhibit ___(CPN-1}, Schedule B-3, line 30

ITC Midwes: 4 Exh CPN-1
SchB-2IT
3/28/2007 2:0%PM

Exhibit___{CPN-1)

Schedule B-9
Attachment O Support
Income Taxes
2011 2012
495,960,827 530,706,292
40% 40%
5.563% 5563%
11,036,120 11,809,276
114,249,486 122,574,919
400,000 400,000
4,578,201 4538817
119,927,687 127,513,736
6,527,535 6,726,807
6,304,031 6,474,240
6,236,305 6,400,005
220,764 226,725
37,569,376 40,404,567
11,036,120 11,809,276
52,033,556 55472116
4,852,637 5,173,316
356,950 380,539
46,823,969 49,918,261
35.00% 35.00%
16,388,389 17,471,391
31.4958% 31.4958%
52,033,556 55,472,116
7% 7%
3,642,349 3,883,048
9.80% 9.80%
356,950 380,538
0.6860% 0.6860%
52,033,556 55472116
93% 93%
48,391,207 51,589,068
7,620,601 8,124,197
- 331,864 353,901
40,438,642 43,110,970
12.00% 12.00%
4,852,637 5,173,316
8.3260% 8,3260%
21,597,976 23,025,246
7.712,278 8,338,392
29,310,254 31,363,638

R s e e
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1 Rate Base
2 CWipP
3 imputed Capitalization
4
5 Imputed Debt
6 Imputed Equity
7 Capitalization
8
9 imputed Interest
10
(X

12 Note 1: Exhibit__ (CPN-1), Sch F, line 13

Note 1
Note 2

Note 3
Note 4

Note 5

ITC Midwest
Transmission Assets Sale

2008

433,419,859
19,076,000
452,495,859

180,998,344
271,497,515
452,495,852

10,068,938

13 Note 2: Exhibit__ (CAH-1), Sch B(a), p 3 of 6, line 5

14 Note 3: Exhibit___(CPN-1), Sch C, line 1, column (a)

15 Note 4: Exhibit __ (CPN-1), Sch C, line 3, column (a)

16 Note 5: Exhibit__ {CPN-1), Sch C, line 1, column (b)

17
18

1TC Midwest 4 Exh CPN-1
SchB-10Cptlzn

3/28/2007 2:09PM

Page 1 of 1

2009

456,344,467
19,076,000
475,420,467

190,168,187
285,252,280
475,420,467

10,579,056

2010

476,155,488
19,676,000
495,231,488

198,052,595
297,138,893
495,231,488

11,619,891

Exhibit___ ({CPN-1)
Schedule B-10

Attachment O Support
Capitalization and Interest

2011

495,960,827
19,076,000
515,036,827

206,014,731
309,022,096
515,036,827

11,460,599

2012

530,706,292
18,076,000
549,782,202

219,912,917
329,869,375
549,782,292

12,233,756
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Exhibit___{CPN-1)

Schedule B-11

Wages and Salaries

ITC Midwest
Transmission Assets Sale

2008 2009 2010 2011 2012

1 Wages & Salaries Note1 2,680,563 2,752,938 2,827,267 2,903,603 2,982,000

2
3

4
5 Note 1: Wages & Salaries for purposes of computing Attachment O W&S allocator

G Base year 2005 WE&S from IPL Att O, escalated at 2.7%
7 [2008 amount = 2,474,655 x 1.02743= 2,680,563}
8
g9
10
11

ITC Midwest 4 Exh CPN-1
SchB-11WS

3/28/2007 2:09 PM

page 1 of 1
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1 IPL Load kW

2 Other Load kW

3 Total Load

4

5 Annual Load Growth Rat 1.10%
6

7

Exhibit__{(CPN-1)

Schedule B-12

Attachment O Support
Network Load
ITC Midwest
Transmission Assets Sale
2008 2009 . 2010 2011 2012

Note 1 2,680,547 2,710,033 2,739,843 2,769,981 2,800,451
Note 1 232,507 235065 237,651 240,265 242,908
2,913,054 2945098 2977494 3,010,246 3,043,359

Note 2

8 Note 1: 2008 IPL load based on 2005 load [2,504 MW x 1.011 x 1.011 x 1.011 = 2,880,547 kW]

g

10 Other Load = [{225 MW x 1.011 x 1.011 x 1.011 = 232,507 kW]

1

12 Note 2: From C. Hampsher workpaper WP-9.

13
14
g 15
16
17

ITC Midwest 4 Exh CPN-1
SchB-12Eoad
3/28/2007 2:09 PM
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Exhibit__ (CPN-1)
Schedule G

Cost of Capital
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Line
No.
1 Long-Term Debt
2
3 Common Equity
4
5 Total
6
7
8

Exhibit___(CPN-1)

Schedule C
Cost of Capital
ITC Midwest
Transmission Assets Sale

(a) (b) (c)
Weighted Average
Capitalization Cost Cost of
Ratio Rate Capital
Note 1 40% 5.563% 2.2252%
Note 2 60% 13.880% 8.3280%
100% 10.5532%

9 Note 1. 5.563% cost of debt from Rahill testimony

10

11 Note 2: 60% weight of equity and 13.88% cost of equity from Welch testimony

12
13
14
15

ITC Midwest 4 Exh CPN-1
3BxhSchC_COC
3/28/2007 2:09 PM
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Exhibit___(CPN-1)

Schedule D

Schedule 1 Revenues
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Exhibit___ (CPN-T)

Schedule D

Schedule 1 Revenues

ITC Midwest
Transmission Assets Sale

Line 2007 2008 2009 2010 2011 2012

Neo.
1 Attachment O Load kW Note 1 2,681,358 2,913,054 2,945,098 2,977,494 3,010,246 3,043,359
2
3 Schedule 1 Rate $/kW-month Note 2 0.0555824 0.057083125 0.058624369 0.060207227 0.061832822 0.063502308
4
5 Schedule T Revenues § 7,921,834 3 1,995435 § 2,071,854 § ZA57. 200 § 2233584 § 2,319,124
6
7 Escalation Factors:
8 Annual Escalation rate for costs Note 3 2.70%
9 Annual Escalation for Load Note 4 1.10%
10
11
12
13 Note 1: IPL 12/31/05 Attachment O, page 1, line 8, as escalated
14
15 Note 2: Scheduling, System Control & Dispatch Seivice 2006 rate of 0.0555824 $/kW-month, effective January 1, 2007.
16
17 Note 3: Exhibit _ {CAH-1), Schedule F-1, page 1 of 1, note to Line 8
18
19 Note 4: Load growth from C. Hampsher workpaper WP-2
20

ITC Midwest 4 Exh CPN-1
4FxhSchD{schl)
3/28/2007 Z:09 PM
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Exhibit___ (CPN-1)
Schedule E

Tax Rates
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ITC Midwest
Transmisslon Assets Sale
ta}
Composite

1 Federal Income Tax Rate (FITRate} 35.0%

g lowa Income Tax Rate 12.0%

g Minnesota Income Tax Rate : 9.8%

;

8 Proportion of Income allocated to lowa (x) MNote 1 93.0%
1?) Portion of FIT deductible in fowa before state proration 50.0%
12
13 Composite State Incoms Tax before MN deduction= [{lowa™)+{Minr*(1-x)] 11.8460%
:g Minnesota effective rate=MnnEff=(MinnRate)(1-x) 0.6860%
1? Composite State Income Tax after MN deduction=S= {Jflowa*<)(+-MinnEM}+(Minn{1-x} 11.7694%
:‘lg Portion of State Texes Deductible for State=p=(lowa rate)*(lowa portion)(lowalnterdVSIT 47.4109%
21 Composile Tax Rate =T=1-{[(1-SF}(1-FIT{I-(SIT*FITp)j}= 44.5078%
g Net Income After Tax before state proration (assime $100) $100.0000
gg Federal Income Tax = FIT =(NIAT) [FITrate/(1-FITrate)} $53.8462
g? Net Income After Tax before state proration
gg Composite Tax Rate (T)

g{l} Net Income Before Tax before state proration=(NIAT)(1-T)
) State proration factor Note 1

35 Income before taxes before interdeductibiity of taxes
3%

37 nterdeductiblity of federal taxes

38

32 Interdeductibiity of Minn taxes

40

41 Interdeductibility of lowa taxes

42

43 Taxable Income

a4

45 Tax Rates

45

47 Taxes

48

49 Effsctive Tax Rate

50

51

52

53 Note 1: Exhbit __{CAH-1), Sch B-1, p 1 of 1, tine $1
54

ITC Midwest 3 Exh CPN-1
SExhSchETxRates
32812007 209 PM

Exhibit___(CPN-1)

Schedule E

Tax Rates
(b} (c} fd) &)
Feders} lowa  Minnesofa Total

$100.0000  $100.0000  $100.0000 $100.0000
41.5078% 41.5078%  41.5078% 41.5078%
$170.8629 $170.9629 $170.9620 $170.9629
93.0% 7.0%
31709629 $158.9955 $11.9674
$25,0385
311728 $1.0907
$15.9440
$153.8462 $132.8663 $11.9674
35.0% 12.0% 9.8%
$53.8462 5159440 $1.1728  $70.9629

31.4958% 9.3260% 0.6860% 41.5078%

Pt
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Exhibit___(CPN-1)
Schedule F

Attachment O Summary
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Exhibit__ (CPN-1)

ITC Midwest Schedule F
Transmission Assets Sale

Attachment O Summary
2008 2009 2010 2011 2012
1 Plant-In-Service Average Note1 722554,484 762,587,215 803,931,133 846,357,301 904,042,731 |
2 Depreciation Reserve Average Note 2 290,944,218 304,300,292 318,485,885 333,547,084 348,522,329 J
3 Net Piant-In-Service Average 431,610,266 458,286,923 485445248 512,810,217 555,520,402 |
4 1
5 Accumulated Deferred lncome Taxes Ave Note 3 (158,455) (3,959,073} (11,363,6468) (18,982,195} {27,007,530)
b
7 Land Held for Future Use Average 1) o : 0 ] 0
g
9 Computed Working Capital Note 4 1,477,628 1,515,475 1,559,073 1,603,946 1,650,131 :
10 Materials & Supplies Average MNote 5 480,420 501,142 514,813 528,859 543,289
11 Prepayments Average 0 0 0 0 G i
12
13 Rate Base 433,419,850 456,344,467 476,155,488 495,960,827 530,706,202
14
15 Rate of Return Note 6 10.5532% 10.5532% 10.5532% 10.5532% 10.5532%
16
17 Retumn 45,739,665 48,158,944 50,249,641 52,339,738 56,006,496
18
19 Network Operating Expenses
20 Transmission Q&M Note 7 6,001,234 6,146,880 6,334,289 6,527,535 6,726,807
21 Transmission A&G Note 8 5,819,786 5,976,920 6,138,297 6,304,031 6,474,240
22 Total Transmission O&M 11,821,020 12,123,800 12,472,586 12,831,566 13,201,047
23
24 Current Year Depreciation Note @ 16,141,595 17,062,348 18,013,258 18,989,060 20,315,825
25
26 Taxes Other Than Income Taxes--Proper Note 10 6,197,305 6,209,805 6,222,005 6,236,305 6,400,005
27 Taxes Other Than Income Taxes--Other Note 11 203,806 209,309 214,960 220,764 226,725
28 Total Taxes Other than Incorme Taxes 6,401,111 6,419,114 6,436,965 6,457,069 6,626,730
29
30 Income Taxes Note 12 25,614,213 26,969,009 23,139,799 29,310,254 31,363,638
ke
32 ITC Midwest Gross Revenue Requirement 105,717,604 110,733,215 115,312,249 119,927,687 127,513,736
33
34 Revenue Credits
35 Rents Note 13 400,000 400,000 400,000 400,000 400,000
36 Point-to-Point Revenue Note 14 4342 278 4,430,703 4,506,748 4,578,201 4,538,817
- 37 Total Revenue Credits 4,742 278 4,830,703 4,906,748 4,978,201 4,938,817
38
39 ITC Midwest Net Revenue Requirement before Tn 100,975,326 105,902,512 110,405,501 114,949,486 122,574,919
40
41 Schedule 1 Revenues Note 15 1,995,435 2,071,854 2,151,200 2,233,584 2,319,124
42
43 ITC Midwest Total Revenue Requirement 102,970,761 107,974,366 112,556,701 117,183,070 124,894,043
44
45

46 Note 1: Exhibit__ (CPN-1)}, Sch B-1, line 21

47 Note 2: Exhibit___ (CPN-1), Sch B-1, line 36

48 Note 3: Exhibit __ {CPN-1}, Sch B-3, line 34

49 Note 4: 1/8 of line 22

50 Note 5: Exhibit___(CPN-1), Sch B-4, line 5

51 Note 6: Exhibit__ (CPN-1), Sch C, line 5, colunn {¢}
52 Note 7: Exhibit__ {(CPN-1), Sch B-5, line 26

53 Note 8: Exhibit__ (CPN-1), SchB-6, line 3

54 Note 9: Exhibit__ {CPN-1), Sch B-1, line 29
55 Note 10: Exhibit__ {CPN-1), Sch B-7, line 1
56 Note 11: Exhibit___ (CPN-1), Sch B-6, line 6
57 Note 12: Exhibit___{CPN-1), Sch B-9, line 51
58 Note 13: Exhibit__ (CPN-1), Sch A, line 3
59 Note 14: Exhibit___ (CPN-1}), Sch A, line 4
60 Note 15: Exhibit__ (CPN-1), Sch D, line 5
61

62 .
ITC Midwest 4 Exh CPN-1

SchFSummary
3282007 2:09 PM
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Exhibit___(CPN-1)

Schedule G
Page 1 of3

Midwest IS0 Original Sheet No.

True-Up Procedures

ITC Midwest
Transmission Assets Sales

For Form Only
ITC Midwest
Attachment O - Midwest

ANNUAL RATE CALCULATION AND TRUE-UP PROCEDURES

No later than September 1 of the current year, Midwest shall determine its projected net
revenue requirement and load for the following year, in accordance with the Midwest
Attachment O . Midwest shall make available to customers its projected net revenue
requirement, load and resultant rates incorporating a True-up Adjustment including alt
inputs in sufficient detail to identify the components of Midwest net revenue
requirement. By October 30 of the current year, Midwest will hold a customer meeting
to explain the formula rate input projections and cost detail. The True-up Adjustment will
be determined in the following manner:

(1)  Actual Transmission revenues associated with fransactions included in the
Divisor on page 1, line 15 of Attachment O for the previous year will be
compared to Net Revenue Requirement (page 1, line 7, of Aitachment O of this
Tariff) calculated in accordance with Midwest's Attachment O for the previous
year using Midwest's FERC Form No. 1 for that same year to determine any over
or under recovery (“True-up Adjustment”). The True-up Adjustment and related -
calcutations shall be posted to the Transmission Provider's OASIS no later than
June 1 following the issuance of the FERC Form No. 1 for the previous year.
Midwest will provide an expianation of the True-up Adjustment in response to
customer inquities and will post on the OASIS information regarding frequently
asked questions.

{2} Interest on any over recovery of the net revenue requirement shalf be
determined based on the Commission’s regulations at 18 C.F.R § 35.19a.
Interest on any under recovery of the net revenue requirement shall be
determined using the interest rate equal to Midwest’s actual short-term debt
costs capped at the applicable FERC refund interest rate. In gither case, the
interest payable shall be calculated using the average of the interest rates used
to calculate the time value of money for the twenty-four (24) months during
which the over or under recovery in the net revenue requirement exists. The

Issued by: Effectiver January 1, 2008

Issned on:
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' ‘ ' Exhibit__ (CPN-1)

Schedule G
Page20f3

interest rate o be applied to the over or under recovery in the net revenue
requirement will be determined using the average rate for the nineteen (19)
months preceding August of the current year.

{3}  The Net Revenue Requirement for transmission services for the following year
shall be the sum of the projected revenue requirement for the following year and
a True-up Adjusiment {included on page 1, line 6A of the Midwest Attachment O
for the previous year, including interest as explained above.
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Exhibit__ (CPN-1)
Schedule G
Page 3 of3

Midwest ISO Original Sheet No.

Example for 2009 Net Revenue Requirement

in September 2008, the 2009 net revenue requirement and load wilt be projected for the
purpose of deriving projected 2009 rates. In May 2010, actual transmission revenues i
will be compared io the Net Revenue Requirement calculated using Midwest's 2009
FERC Form No. 1. If there is a difference, interest will be applied for the period July 1,

2008 until July 1, 2011 For any over recovery, the interest rate to be applied will be the

average monthly FERC rate of retumn on refunds in effect from January 1, 2009 through

July 31, 2010. For any under recovery, the interest rate to be applied will be equal fo

Midwest's actual short- term debt costs capped at the applicable FERC refund interest

rate in effect from January 1, 2009 through July 31, 2010. Midwest will post all

information relating to the True-up Adjustment for the 2009 net revenue requirement no

later than June 1, 2010, affording all interested parties at least seven months to review

these caiculations in advance of the related rate charge. This True-up Adjustment will

be included on page 1, line BA of the Midwest Attachment O in the projected 2011 Net

Revenue Requirement and estimated rates that will be made available to customers by

September 1, 2010. New rates will take eifect on January 1, 2011,

Tssued by: Effective: Janmary 1, 2008
Issued on:
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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. EO01/PA-07-540

DIRECT TESTIMONY OF CHARLES P. NEFF

Please state your name and business address.

My name is Charles P. Neff. My business address is 39500 Orchard Hill
Place, Suite 200, Novi, Michigan 48375.

By whom are you presently employed and in what capacity?

| am employed by ITC Holdings Corp. ("ITC"). My job title is Supervisor,
Regulatory Accounting and Analysis. | am testifying on behalf of ITC
Midwest LLC ("ITC Midwest") in this proceeding.

What is your educational background?

| graduated from Northwestern University in 1978 with a Master of
Management degree with a major in finance and accounting and, from
Youngstown State University in 1972 with a Bachelor of Engineering
degree with a major in electrical engineering.

Have you taken any courses in utility analysis?
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Yes. | have taken "Public Utility Accounting”, "Power Systems
Engineering”, "Fundamentals of Economic Analysis”, and "General
Finance", during prior employment with The Detroit Edison Company
("Detroit Edison™).

What other professional courses have you taken?

| have taken "Utility Resource Planning: Supply-Side and Demand-Side
Analysis Techniques" at the University of California in Berkely. | have also
taken "Fundamentals of Service Life Forecasting”, "Dynamics of Life
Estimation”, and "Making a Depreciation Study" at Western Michigan
University and | attended the "Study Seminar for Financial Analysts" at the
University of Windsor, Ontario, Canada.

Have you taught any college-level courses?

Yes. | taught "Introduction to Engineering Experimentation” and
"Engineering Cost Analysis" at Lawrence Technological University, and
"Network Analysis 1", "Electromagnetic Fundamentals and Design",
"Energy and Electrical Machines”, "Advanced Network Analysis”, and
"Engineering Economics” at Wayne State University.

Please describe your professional experience.

| am currently Supervisor, Regulatory Accounting and Analysis. In that
position | am involved in revenue requirement studies, preparation of the
Federal Energy Regulatory Commission ("FERC") Form 1 for ITC's
operating subsidiary International Transmission Company

("ITCTransmission"), regulatory reporting, assisting in the preparation of
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regulatory filings for the formula rate mechanism known as Attachment O,
completing the formula rate itself using Form 1 data, and responding to
various FERC orders.

From 1978 through 2001, | was employed by Detroit Edison in the
Revenue Requirement organizational unit of Regulatory Affairs.
Subsequently, | joined the ITCTransmission predecessor corporation in
2002 as a contractor while the corporation was owned by Detroit Edison's
parent company, DTE Energy. When ITCTransmission was divested to
ITC in 2003, | became a full-time employee.

What were your responsibilities in the Regulatory Affairs area at
Detroit Edison?

| was responsible for book depreciation studies, economic studies,
revenue requirement analysis, various analyses related to restructuring
and stranded investment, and various cases associated with Detroit
Edison's Power Supply Cost Recovery plan and reconciliation cases. |
also backed up witnesses in the area of revenue requirement.

Are you a member of any professional organizations?

Yes. | am a member of the Engineering Society of Detroit, the National
Association of Professional Engineers, the Michigan Association of
Professional Engineers, and the CFA Institute (previously known as the
Association for Investment Management and Research and Financial

Analyst Federation).
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| am a member of the Edison Electric Institute Property Accounting
and Valuation Committee. In connection with my service on that
committee, | presented a paper on "Using lowa Curves to Age and Price
Retirements of Mass Property."

| am a licensed professional engineer ("PE") by examination in the
State of Michigan. | am also a Chartered Financial Analyst ("CFA") which
is a designation earned by an examination given by the CFA Institute.
Have you provided testimony in prior regulatory proceedings?

Yes, | submitted pre-filed testimony in various Detroit Edison's
depreciation cases and Power Supply Cost Recovery cases.

The depreciation cases include Michigan Public Service
Commission ("MPSC") Case Nos. U-11722, U-10342, U-10348, U-9149,
U-7706, and U-8225. My testimony regarding depreciation rates for
nuclear production plant was later incorporated into FERC Docket No.
ER84-418 which established electric wholesale rates.

| testified in Detroit Edison's Power Supply Cost Recovery plan
cases (MPSC Case Nos. U-7775 and U-8020), and reconciliation cases
(U-7775-R, U-8020-R, U-8291-R, and U-8578-R). Before the Power
Supply Cost Recovery system was established, | was responsible for
calculating the fuel and purchased power adjustments in accordance with
Detroit Edison's prior cost recovery mechanism. | testified in MPSC Case
No. U-6103, the first annual reconciliation of fuel revenues and expenses

for the Thermal Energy System, and | have been responsible for
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calculating the wholesale for resale fuel adjustment for FERC jurisdictional
customers.

What is the purpose of your testimony?

On January 18, 2007, Interstate Power and Light ("IPL") Company entered
into an Asset Sale Agreement ("ASA") with ITC Midwest, a newly formed
subsidiary of ITC for the sale of IPL's transmission assets in lowa,
Minnesota, Illinois, and Missouri. | will generally refer to the transmission
sale as the “Transmission Transaction” or “Transaction.” In support this
Transmission Transaction, IPL and ITC Midwest filed a Joint Petition for
the Approval and Consent of the Commission on April 27, 2007 ("Joint
Petition") to address the findings required by Minn. Stat. 8 216B.50 and
Minn. Stat. 8216B.16, subd. 7c. | am responsible for the submission of
testimony and schedules related to the development of ITC Midwest's
revenue requirement.

What Minnesota statutory requirements does your testimony seek to
address?

My testimony seeks to address, in part, both the general public interest
requirement of Minn. Stat. 8§ 216B.50 and the fourth factor of Minn. Stat. 8
216B.16, subd. 7c which requires an analysis of the Transaction’s impact

on retail rates.
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Did you develop or cause to be developed certain information used
by IPL witness Christopher Hampsher in his cost/benefit analysis of
the Transmission Transaction?

Yes. Mr. Hampsher analyzes the financial impact on ratepayers by
comparing the revenue requirement of ITC Midwest to that of IPL. In

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

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

Are you sponsoring an exhibit in this filing?

Yes. | am sponsoring Exhibit_ (CPN-1) which includes the following

schedules:

Schedule A: ITC Midwest Total Revenue Requirement

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

Schedule B: ITC Midwest Attachment O (2008)

Schedule B: ITC Midwest Attachment O (2009)

Schedule B: ITC Midwest Attachment O (2010)

Schedule B: ITC Midwest Attachment O (2011)

Schedule B: ITC Midwest Attachment O (2012)

Schedule B-1: Attmnt O Support--Plant in Service and Depreciation
Schedule B-2: Attmnt O Support--Tax Depreciation

Schedule B-3: Attmnt O Support--Deferred Taxes

Schedule B-4: Attmnt O Support--Materials & Supplies

Schedule B-5: Attmnt O Support--Operations & Maintenance Expense
Schedule B-6: Attmnt O Support--A&G Expense and Payroll Taxes
Schedule B-7: Attmnt O Support--Taxes Other Than Income Taxes
Schedule B-8: Attmnt O Support--Revenue Credits

Schedule B-9: Attmnt O Support--Income Taxes

Schedule B-10:
Schedule B-11:
Schedule B-12:

Schedule C:

Attmnt O Support--Capitalization & Interest
Attmnt O Support--Wages & Salary Allocator
Attmnt O Support--Network Load

Cost of Capital for Years 2008 - 2012
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Schedule D: Schedule 1 Revenues
Schedule E: Tax Rates
Schedule F: Attachment O Summary

Schedule G: True-Up Procedures
How is your testimony organized?
My testimony is organized around my schedules. | first explain
Exhibit__ (CPN-1), Schedule A, which supports ITC Midwest's total
revenue requirement. | then explain Exhibit___ (CPN-1), Schedule B,
which shows the derivation of the revenue requirement for network
service, which it is assumed will become the Attachment O for ITC
Midwest upon approval of the FERC. As will be explained later,
Attachment O is a formulaic cost-of-service model that is completed
annually by most transmission owning members of the Midwest
Independent Transmission System Operator, Inc ("Midwest ISO") with the
resulting rates posted on the Midwest ISO Open Access Same-Time
Information System ("OASIS") each year. In the context of my testimony,
network load generally refers to load shown by the divisor shown on the
first page of Attachment O, which could include long term firm point-to-
point load.

The inputs to the assumed ITC Midwest Attachment O are derived
on supporting Schedules B-1 through B-12.

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

weighted average cost of capital for years 2008 through 2012.
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Exhibit__ (CPN-1), Schedule D, shows the derivation of revenues
for load dispatching, which is an ancillary service different from network
service.

Exhibit__ (CPN-1), Schedule E, shows the derivation of the
composite tax rates used in Attachment O.

Exhibit_ (CPN-1), Schedule F, summarizes the ITC Midwest
Attachment O for the various years.

Exhibit__ (CPN-1), Schedule G, describes the true-up procedures
which ITC Midwest will use if FERC approval is obtained.

How is rounding handled in and between schedules?

Figures both within a schedule and between schedules may be off by
rounding because Attachment O itself carries calculations out to several
decimal points, and parallel calculations that would be internal to
Attachment O are explained step by step in my exhibits. The fact that the
parallel step by step calculation results in exactly the same answer as
more complex algebraic equations within the template itself except for
rounding demonstrates the validity of the step by step calculation.

Please explain Exhibit_ (CPN-1), Schedule A.

Exhibit__ (CPN-1), Schedule A, shows the development of ITC Midwest's
total revenue requirement and the amount that would be charged to IPL
for transmission service based on the assumptions used in the revenue

requirement analysis.
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This total revenue requirement is the sum of two components: (1)
net revenue requirement for network transmission service derived from
Exhibit__ (CPN-1), Schedule B, and (2) Midwest ISO Schedule 1
revenues derived on Exhibit__ (CPN-1), Schedule D.

Please explain Exhibit__ (CPN-1), Schedule A-1.

Schedule A-1 shows the Total Gross Revenue Requirement for Network
Service. It itemizes the cost components of revenue requirement before
revenue credits from the ITC Midwest Attachment O found in
Exhibit___ (CPN-1), Schedule B, and then adds to it Schedule 1 revenues.
Please explain Exhibit__ (CPN-1), Schedule A-2.

Schedule A-2 shows the ratio of IPL load to total load for the purpose of
determining the portion of the revenue requirement that applies to IPL
ratepayers. It will be discussed later together with Schedule B-12.

Please explain Exhibit_ (CPN-1), Schedule B(2008) through
Schedule B(2012).

Schedule B is what would be known as the "ITC Midwest Attachment O".
Attachment O, is a formulaic cost-of-service model that is completed
annually by most transmission owning members of the Midwest 1ISO with
the resulting rates posted on the Midwest ISO OASIS each year.
Attachment O and company-specific variations to Attachment O, are
specified on tariff sheets in the Midwest ISO's Open Access Transmission
and Energy Markets Tariff ("TEMT") and completed based primarily on

data from the FERC Form 1.
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Completion of Attachment O results in the development of the
network transmission service revenue requirement for any particular
calendar year. This allows for adjustment of transmission rates to reflect
changing operational data and financial performance, including the
amount of network load on the transmission system, operating expenses
and capital expenditures.

Attachment O is a detailed formulaic calculation which can be
generally summarized and understood as follows:

Rate Base

Rate of Return

Return Requirement

Operations & Maintenance Expenses

Depreciation

Taxes Other than Income Taxes

Income Taxes

Gross Revenue Requirement for Network Transmission Service
Rent Credits

Point-to-Point Revenue Credits

Net Revenue Requirement for Network Transmission Service
+ Load

= Rate for Network Transmission Service

i+ + + + 1 X

In addition to the rate for network transmission service, there is also a rate
for load dispatching and control services, known as Schedule 1. Schedule
1 is an ancillary service and is not part of the rate for network transmission
service. Schedule 1 is discussed later in my testimony.

Exhibit___ (CPN-1), Schedule B, shows the template populated with
figures as if they were actually taken from the FERC Form 1 for the
various years. It results in the gross revenue requirement and net

revenue requirement for network service.

10
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Q.

Please explain what is meant by "gross revenue requirement" and
"net revenue requirement.”
"Gross revenue requirement” is the revenue requirement for network
service before revenue requirement offsets for rent revenue credits and
point to point revenue credits.

"Net revenue requirement” is the revenue requirement for network
service after those offsets.

In my exhibits, "total revenue requirement"” refers to the net revenue
requirement for network service plus the revenue requirement for
Schedule 1 and "total gross revenue requirement” refers to the gross
revenue requirement for network service plus the revenue requirement for
Schedule 1.

Please explain the development of the revenue requirement for years
2008 through 2012.
The revenue requirement for these years is shown on my Schedule B,
which are the Attachment O's for the various years. Each Attachment O
consists of 6 pages.

The inputs to Attachment O are given in my supporting Schedules
B-1 through B-12.

In explaining the inputs, | will generally follow the order of the
stylized computation given earlier, starting with rate base, and then

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

11
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and taxes separately, when | explain Exhibit___ (CPN-1), Schedules C and
E.

Please explain the development of rate base in ITC Midwest
Attachment O.

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

following cost components:

+

Gross Plant in Service
Accumulated Depreciation
Net Plant

Adjustments to Rate Base
Land Held for Future Use
Computed Working Capital
Materials & Supplies
Prepayments

Rate Base

N+ + + + + 1

Please explain the derivation of Gross Plant in Service and
Accumulated Depreciation included in rate base.

Gross Plant in Service and Accumulated Depreciation are the average
balances shown on my supporting Schedule B-1. The balances
themselves are largely taken directly from Mr. Hampsher's schedules
using ITC Midwest's Allowance for Funds Used During Construction
("AFUDC") computation and reflect IPL's current capital expansion plan.
As explained by ITC Midwest witness Edward Rahill, using the same level
of capital investment ensures an "apples-to-apples” comparison of IPL's
and ITC Midwest's revenue requirements.

Please explain Adjustments to Rate Base.

12
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Adjustments to Rate Base are reductions in rate base attributed to
accumulated deferred income taxes. Accumulated deferred income taxes
are based on the difference between tax depreciation and book
depreciation. Tax depreciation is shown on Schedule B-2 and book
depreciation is shown on Schedule B-1. The difference and the resulting
accumulated deferred income taxes are shown on my Schedule B-3. For
simplicity, capital additions for tax purposes are treated the same way as
capital additions for book purposes although there would be slight
differences when the actual tax return is filed.
Will the existing accumulated deferred income taxes associated with
the IPL transmission assets transfer over to ITC Midwest at the time
of sale?
No. This is in accordance with Section 7.6(b) of the ASA:
Seller will elect to treat the transaction as a taxable asset sale. As a
result of this election, Buyer will increase its basis in the assets for
tax purposes, and Seller is recognizing a taxable gain on the assets.
The tax basis and book basis are expected to be equal after the

election is made, which would result in no recognition of deferred
taxes on the Closing Date.

Will there be Land Held for Future Use?

In this calculation, there is no Land Held for Future Use because all of the
land being acquired has already been placed in-service.

Please explain Computed Working Capital.

Computed Working Capital in ITC Midwest Attachment O is the allowance

for working capital calculated using the FERC's standard formula

13
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approach, which sets Computed Working Capital equal to 1/8 (45 days
divided by 360 days) of operations and maintenance ("O&M") expense. |
will explain the development of O&M expense later in my testimony.
Please explain Materials & Supplies and Prepayments included in
rate base.

Materials and Supplies is the average balance developed on my
supporting Schedule B-4. It is based on information supplied by Mr.
Hampsher. There is an allocation factor applied in the ITC Midwest
Attachment O which is part of the template. | will explain this allocation
factor later in my testimony when | discuss O&M expense.

Since prepayments are not separately identified in IPL's baseline
revenue requirements and are not part of the ASA, they are not included
here for comparison purposes. In general, however, prepayments would
be included in rate base.

Please summarize the rate base components for the various years.
Rate base components for the various years are summarized in the top
section of Exhibit_ (CPN-1), Schedule F, which | will discuss later.
Please explain the development of operating expenses included in
the ITC Midwest Attachment O.
Operating expenses consist of the following cost components:
Transmission Operating & Maintenance Expenses
Administrative & General Expenses

Depreciation Expense
Taxes Other than Income Taxes

14
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Please explain the development of O&M expense.
Transmission O&M expense is developed on supporting Schedule B-5
based on information supplied by IPL and included on schedules
supported by Mr. Hampsher or IPL witness Douglas Collins.
The basic calculation is as follows:

+ IPL Total O&M expense

- IPL O&M expense that will be retained by IPL

- __IPL payroll related benefits included in Total O&M expense

= |IPL reduction in Transmission O&M expense

- IPL Schedule 1 expense
= Transmission O&M expense recoverable in network service rate

IPL's transmission expenses are used for purposes of an "apples-to-
apples” comparison of IPL's baseline revenue requirement derived by Mr.
Hampsher to ITC Midwest's revenue requirement. To effect this
comparison, costs are kept constant between the two companies except
for certain specified changes. The changes reflect costs that would be
retained by IPL, costs that would factor into ITC Midwest's Schedule 1 rate
(and are excluded from the Attachment O calculation) or costs that are
included in ITC Midwest's A&G expenses.

Please explain the Transmission Expense "TE" allocator shown on
line 1, page 3 of 6, of Schedule B.

The "TE" allocator is part of the FERC approved Attachment O formula
contained in the TEMT. It is developed on page 4 of 6, lines 6-8, of the

ITC Midwest Attachment O. It is made pursuant to Note L shown on page

15
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6 of 6, to remove transmission expenses included for Accounts 561.1,
561.2, and 561.3 which are associated with ancillary services.

The TE allocator is the ratio of total transmission expenses included
in accounts 560 through 573 excluding expenses in the designated
Account 561.1, 561.2, and 561.3, to total transmission expenses.. The
recovery of Account 561.1, 561.2, and 561.3 costs are explained later in
my testimony as part of my discussion of Schedule 1.

The TE allocator is applied to total transmission expenses as well
as to Materials & Supplies cost in the rate base calculation. This
allocation process is all part of the FERC-approved formula.

Please explain the development of Administrative and General
("A&G") Expense?

A&G Expense is developed on supporting Schedule B-6. For purposes of
doing the baseline comparison, A&G costs are considered to be the
allocated portion of pooled A&G expenses for the three operating
companies, ITCTransmission, Michigan Electric Transmission Company,
LLC ("METC"), and ITC Midwest. They are based on 2005 actual A&G
expenses as reported in the Attachment O for each company for 2005.
How are these costs escalated to test years 2008 through 2012?

The costs are escalated at 2.7% which is the Consumers Price Index, All
Urban, annual growth rate for years 2004-2030 taken from the Energy

Information Administration, Annual Energy Outlook 2006, Table A1l9,

16
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Macroeconomic Indicators. This is the same figure used as a cost
escalator by Mr. Hampsher in his Exhibits.

How are the costs allocated between operating subsidiaries?

As explained by Mr. Rahill, A&G expense and payroll tax expense for
ITCTransmission, METC, and ITC Midwest are totaled, and then allocated
back to each operating subsidiary based on the ratio of the operating
company's load to total load for all three operating companies using their
divisors shown on page 1 of Attachment O for each company.

Please explain the development of depreciation expense.

Depreciation expense is developed on supporting Schedule B-1, which is
the same schedule that develops the depreciation reserve. It is based on
IPL's composite depreciation rate of 2.3% as supported by Mr. Hampsher.
Please explain the development of Taxes Other than Income Taxes
("TOIT").

TOIT is developed on supporting Schedule B-7. For purposes of this
analysis, it consists of property taxes and payroll taxes. Property taxes
are taken from figures supported by Mr. Hampsher. Payroll taxes are
allocated as discussed above.

Please explain the development of rent credits.

Amounts received for rents are used to offset the revenue requirement for
network transmission service. These are taken from Mr. Hampsher

Exhibit__ (CAH-1), Schedule F(a), Line 8.

17
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Please explain the development of point-to-point ("PTP") revenue
credits.

The development of PTP revenue credits is shown on my supporting
Schedule B-8. The unit price for PTP scheduled rates is based on the unit
price for network service. As a result, if the rate for network service
increases, the rate for PTP similarly increases. Therefore, to recognize
the increased revenue credits that would result from the increased rate for
network service, the PTP revenue credits are initially based on projections
provided by IPL and supported by Mr. Hampsher, but then escalated
based on the ratio of ITC Midwest gross network revenue requirement to
the comparable figure for IPL's gross network revenue requirement.

The PTP revenue credits are shown on line 37 of page 4 of 5 of the
template on my Exhibit__ (CPN-1), Schedule B. Line 37 is the difference
between Line 35 and Line 36. Line 35, transmission charges for all
transmission transactions, is the sum of network, PTP, and Schedule 1.
Line 36, transmission charges for all transmission transactions included in
divisor on the front page of the template, is the sum of network and
Schedule 1. The difference between these two lines is the revenue credits
shown on line 37.

Please explain the development of income taxes.

18
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Income taxes in the Attachment O formula are computed using some
concise but cryptic mathematical formulations shown on page 3 of 6 of
Exhibit__ (CPN-1), Schedule B. Since the mathematical formulas may
not be intuitively obvious, | present the calculation in a more conventional
manner on my supporting Schedule B-9. The basic calculation can be

understood as follows:

+

Taxable Revenues

Tax deductible expenses
Taxable Income

Tax Rate

Income Taxes

1>

The tax computation may appear to be circular because of the inter-
deductibility of state taxes in the federal computation, and a 50% credit for
federal taxes and a credit for Minnesota taxes in the lowa tax calculation.
The equivalence between the results of the conventional calculation | use
and that of the mathematical formulae in the Attachment O template can
be demonstrated by noting that the income tax amount shown on
supporting Schedule B-9 is the same as the amount shown on ITC
Midwest Attachment O for the various years. Both approaches derive the
same amount for income taxes. It should also be noted that the
Transmission Transaction has not been completed, all items of property
have not been individually identified, and all tax nuances have not been
identified or researched. As a result, a portion of taxes may somehow
differently or be included in TOIT, and to the extent they are, they would

not be included in the template income tax calculation.
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The tax rates themselves will be explained below in my discussion
of Exhibit___ (CPN-1), Schedule E.

Please explain the capitalization and interest inputs to ITC Midwest
Attachment O.

These inputs are developed on my supporting Schedule B-10. The cost
rates for debt and capitalization ratios are explained later in connection
with the Cost of Capital, Exhibit __ (CPN-1), Schedule C. Construction
Work in Progress ("CWIP") is not part of rate base but would be part of
capitalization.

Please explain the load shown on supporting Schedule B-12.

The projected load is based on IPL 2005 Attachment O actual
transmission load, as escalated.

The load for IPL itself and other load are individually identified in
this schedule to be able to compute the revenue requirement effects on
IPL ratepayers. The ratio of IPL load to total load is shown on supporting
Schedule A-2.

Please explain the Wages and Salary input to ITC Midwest
Attachment O.

Attachment O contemplates the development of a wages and salary
allocator ("W&S") for companies that are vertically integrated. Since ITC
Midwest is transmission-only, wages and salaries are recovered (just as
are other expenses) as part of transmission or A&G expenses.

Nevertheless, for the purpose of populating the Attachment O template, a

20
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W&S allocator has been identified. It is based on the W&S amount shown
in the IPL 2005 Attachment O as appropriately escalated. The amounts
are shown on my supporting Schedule B-11.

Please explain Exhibit__ (CPN-1), Schedule C, Cost of Capital.
Exhibit__ (CPN-1), Schedule C, shows the development of the weighted
average cost of capital for ITC Midwest. The weighted average cost of
capital is commonly known as the rate of return. The equity capitalization
ratio used in the calculation is targeted to be 60% and the authorized
return on common equity ("ROE") used is 13.88% as filed in FERC Docket
Nos. EC07-89 and ER07-887. That filing also requests approval to use a
projected test period with a true-up mechanism. The transmission rates
ultimately charged to IPL will be based upon ITC Midwest's actual capital
structure.

How was the cost rate for debt derived?

The cost rate for debt of 5.563% is based on Mr. Rahill's testimony. He
explains that this is a proxy for the actual interest rates that would be
incurred in each projected year. As can be seen from page 5 of 6 of the
ITC Midwest Attachment O template, the interest rate used to compute the
rate of return in the template would be actual interest expense for the
calendar year divided by the average balance of long term debt.

Please explain the development of Schedule 1 revenues.

Schedule 1 revenues are developed on Exhibit___ (CPN-1), Schedule D.

They are for what are known as ancillary services. Ancillary services are

21
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those services necessary to support the transmission of capacity and
energy from resources to load while maintaining reliable operation of the
transmission system. There are several ancillary services contained in the
TEMT. Scheduling, System Control, and Dispatch Service must be
purchased from the transmission service provider under the Midwest 1ISO
Schedule 1. While the network transmission service rate is based on the
Attachment O rate for the pricing zone where the load is located, the
Midwest ISO Schedule 1 rate is a single, system-wide average rate. The
rate that was used in computing revenues was based on the rate effective
beginning January 2007 which was $55.5824/MW-month  or
$666.9892/MW-year, and then escalated thereafter.  Midwest SO
Schedule 1 revenues are the escalated rate applied to load. For purposes
of making a comparison with IPL's baseline revenue requirement, and
deriving the portion of revenue requirement applicable to IPL's own
customers, my calculation only uses load as shown on page 1 of
Attachment O. There would be Schedule 1 revenues from non-network
transmission services, but these would not be from IPL customers.

Please explain the applicable tax rates.

The applicable tax rates are the composite effective federal and state tax
rates that are developed on Exhibit _ (CPN-1), Schedule E. Based on
information supplied by IPL, the lowa tax rate is 12% and the Minnesota
tax rate is 9.8%. lowa allows a deduction of 50% of federal taxes on the

state return and a deduction for other state's taxes, and there is 100%
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deduction for state taxes on the federal return. To be comparable with the
development of IPL's baseline revenue requirement, income before tax
has been allocated based on system coincident peak as provided by Mr.
Hampsher as follows: 93% for lowa and 7% to Minnesota. The revenue
requirement model assumes full normalization of all book tax differences
using the effective tax rates shown on the exhibit.

What do you mean by effective tax rate?

Effective tax rate is the ratio of income tax to net income before tax.

What tax rates would be used in Attachment O?

Since there are multiple state jurisdictions, the composite income tax rates
would be used as developed on Schedule E.

Please explain Exhibit__ (CPN-1), Schedule F.

Schedule F summarizes the ITC Midwest Attachment O revenue
requirement by year. The rate base figures correspond to the figures
shown on page 2 of the Attachment O, the operating expenses
correspond to the figures on page 3 of the template, and the revenue
credits correspond with the figures on page 4 of the template.

Since the FERC Form 1 actual results will not be known until after
the completion of the calendar year, how will the ITC Midwest
Attachment O rates be applied?

A projected rate will be charged each year commencing on January 1, and

then a true-up component of the rate will be charged commencing on
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January 1 of the first calendar year following the filing of the Form 1 for the
projected rate period.

Please give an example using a cost year of, say, 2009.

Exhibit__ (CPN-1), Schedule G, which shows the general form of the
true-up procedure, also includes a specific example for cost year 2009.

In September 2008, ITC Midwest will post on the OASIS the
projected rate it will charge on January 1, 2009. The projected revenue
requirement and rate will be computed using projected cost components in
the ITC Midwest Attachment O. Throughout calendar year 2009, ITC
Midwest will provide transmission services. In April 2010, ITC Midwest will
file the FERC Form 1 for calendar year 2009. Using the 2009 FERC Form
1, the actual revenue requirement will be computed for calendar year
2009. The FERC Form 1 will also report actual 2009 revenues for network
transmission service. Any true-up for calendar year 2009 will be included
in the rate charged beginning January 1, 2011.

How will the true-up adjustment be computed?
The true-up adjustment will be computed as the difference between actual
revenue requirement for transmission service and actual revenues for
transmission services for load associated with transactions included in the
divisor of Attachment O, as follows:

+ Actual Revenue Requirement

- Actual Revenues

= True-Up Adjustment for Under- (Over-) Recovery of revenue
requirement

24
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The true-up adjustment will then be included as a component of the
projected rate that will be charged commencing January 1, 2011.

Has use of a mechanism involving the use of a projected rate with a
true-up adjustment been approved by FERC?

Yes. A similar method was approved by FERC for ITCTransmission in
Docket No. ER06-1006 on July 14, 2006, and for METC in Docket No.
ERO07-95 on December 21, 2006.

Will there be interest on the true-up adjustment?

Yes, the computation of interest on the true-up adjustment was approved
by FERC in the above dockets. Interest will be computed using the FERC
refund interest rate on over recoveries and the cost of short-term debt for
under-recoveries.

What will be the projected rate that will be charged commencing
January 2008?

The projected rate that ITC Midwest will charge in calendar year 2008 will
be the same rate that will be in effect from June through December 2007.
It will be trued-up to the 2008 actual revenue requirement in the rate
charged beginning January 1, 2010.

Does this complete your prepared direct testimony?

Yes, it does.

25
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ATTACHMENT E

ITCM MISO EMT Attachment O Posting
September 1, 2008



e A7 s o

=
o
™
)

33:

) 11/18/2008 4

icia

20081118-5112 FERC PDF (Unof f



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

VRO

sinduj ay} Jo sjieleg
syteway bBuiuadQ

O 1uswyodey 0} Uo1IoNpPo.Au|




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

' Meeting Purpose

ITC Midwest LLC’s (ITC Midwest) billing rate starting
on January 1, 2009 is calculated on the Midwest ISO’s
Attachment O, using ITC Midwest’s projected net
revenue requirement and projected load.

The purpose of today’s meeting is to review with you
the Attachment O formula rate, and ITC Midwest’s
input projections and cost details.
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¢ On May 11, 2007, ITC Midwest and the Midwest ISO jointly filed proposed tariff
sheet revisions to allow ITC Midwest to recover its revenue requirement on a
current basis under an Attachment O formula rate with a true-up mechanism.
(ERQ7-887)
» The FERC conditionally accepted the filing on December 3, 2007.
> A compliance filing was made on January 22, 2008 and accepted by the FERC on
August 13, 2008.

& The ITC Midwest formula rates were made effective 1/1/08, but no rate change
was implemented in 2008; MISO continued to bill what had been the 2007 IP&L
rate during 2008, subject to later true-up based on 2008 actual costs for ITC

Midwest

¢ The 2009 ITC Midwest Attachment O rate, which become effective 1/1/09, was
posted on the MISO OASIS on August 29, 2008.
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ITC Midwest, LLC

& Based on projected net revenue
requirement with true-up to actual

¢ Posted no later than September 30th
of the year preceding the year in
which the rate is in effect

¢ Rate takes effect January 1 of the
year for which the net revenue
requirement is projected

¢ True up calculated in June of the
following year and reconciled (with
interest) in rate set two years later

¢ Formalized communications with
customers and other stakeholders

Interstate Power and Light

¢ Based on historical costs and loads

€ Changes mid-year based on previous
year’'s costs reporied in FERC Form 1

¢ No true-up required

for eight years beginning in 2009.

ITC Midwest’s revenue requirement is discounted $4,125,000 per year
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Forward Looking Attachment O Timeline

*

4

September 30, 2008
>  Calculate 2009 billing rate based on projected 2009 Net Revenue Requirement (“RR") and post rate on OASIS

January 2009 — December 2009
> Apply 2008 biliing rate to monthiy peak load

June 2008

>  Calculate actual 2008 revenue requirement based on 2008 FERC Form 1 data and post true-up adjustment on
OASIS by June 1, 2009

September 30, 2009

>  Calculate 2010 billing rate based on projected 2010 net RR and 2008 true-up with interest (comparing actual
2008 billed revenues to actual 2008 net RR)

January 2010— December 2010
> Apply 2010 billing rate based on projected 2010 net RR +/- 2008 true-up with interest

June 2010

»  Calculate actual 2009 revenue requirement based on 2009 FERC Form 1 data and post true-up adjustment on
OASIS by June 1, 2010

September 30, 2010

>  Calculate 2011 billing rate based on projected 2011 net RR and 2009 true-up with interest (comparing actual
2009 billed revenues to actual 2009 net RR)

January 2011 — December 2011
> Apply 2011 billing rate based on projected 2011 net RR +/- 2009 true-up with interest
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Forward Looking Attachment O Timeline

Calculat
Calculate Calculale arenare
Calculate Calculate projected
projected 08 trueup ~ Pro/ected 09 true-up 11 RR
09 RR 10 RR

_ |
1110 1711
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157,525,745

{1) Inciudes new in-service property, plant and equipment additions in rate base
{2) This discount is not part of the Attachment O formula, but was comimitted to by 1TC Midwest

8
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2009 Projected 2008 Frozen Increase/

Rate Base Item Amount Rate Amount™ {Decrease) Explanation

Gross Plant in Service 878,050,000 $ 698,727,511 5 179,322,489 Additions to plant for 2007, 2008 and the 13
month average for 2009

Less Accumulated Depreciation 268,975,000 290,866,993 3,108,007 Higher depreciable asset base

Net Plant in Service 579,075,000 407,860,518 171,214,482

Deferred Taxes (7,397,000) (43,488,536) 36,091,536 Deferred taxes reduced to zero at the time of
ITC Midwest's acquisition of IPL's
transmission assets

Materials & Supplies 3,918,263 571,933 3,346,330 Higher inventory balances due to higher
capital levels

Land Held for Future Use 26,000 26,071 70

Prepayments 292,000 1,566,844 (1,174,844) Lower pension prepayments

Change in Working Capital 6,705,351 1,387,024 5,318,327 1/8 of recoverable O&M expense

Total Rate Base 3 582,719,614 $ 367,923,854 3 214,795,760

12008 frozen rate based on 2006 cost year data

)| g

ol I\
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While the following slides identify general timetables for line and
substation construction projects, several factors could impact the
company’s ability to complete projects according to those
timetables.

Those factors include, but are not limited to, regulatory approvals,
access to construction resources, availability of materials, and even

weather.

The dates and schedules identified in these slides represent our best
estimates for projects to be initiated and completed, but please
understand that many factors could alter those schedules.

10



Forecasted Forecasted In.
MISO Construction Service Plant
Project ID# Start Date Date Additions*
Reliability-System Capacity Improvements
1739 DAEC-Vinton-Washburn 181kV Rebuild Mar '08 Dec '09 $ 8,104,446
1619 Grand Mound 161kV Upgrades Jan '09 Dec'09 3,335,667
1287 Salem 345/161kV Transformer Jan '09 May '09 5,318,113
1522 6th Street to Beverly 161kV Jan '09 Junhe '09 4,408,238
s Rock Creek 89kY Switching Station Jan '09 June '09 705,866
o 1345, 1346 Rock Creek 345kV Terminal Upgrades Jan '09 Mar ‘09 367,887
D 1473 Emery to Armour 69kV Reconductor Jan ‘09 Apr 09 1,094,258
& Big River Ethanol Tap Breaker Station Jan ‘09 June '09 1,307,386
™ 1636 Waterbury 6SkV Switching Station Jan ‘09 June '09 1,089,488
~ Savanna 161kV Upgrade Feb'09 June '09 108,999
3 Trimont Switch Replacement Feb '09 Feb '09 16,142
< Bulk Capacitor Program Jan '09 Nov ‘09 1,333,213
oo Cedar Rapids 6th Strest Jan'08 June '09 $ 1,500,000
W_ Misc System Capacity Improvements Ongoing 1,500,000
—
—_ Reliability-Infrastructure Improvementis
© 34.5kV 1o 69kV Conversion Phase | Ongoing $ 18,725,837
© Breaker Replacement Program Ongoing 3,183,037
m Powersheik 161kV Breaker Replacement Jan '08 May '09 1,079,474
e Burlington 69/13.2kV Sub Rebuild Jan '08 Apr'09 469,224
W 1750 Goose Pond 161kV Switching Station June '08 Jan '09 125,448
n Wood Pole Replacement Program Ongoing 454,721
a SCADA Telecommunications Redirection Ongoing 4,547,195
O Relay Befterment Ongoing 272,832
m Misc. NRUC/ERUC Ongoing 1,455,100
[qV}
o
o “Includes previous years' expenditures for multi-year projects.
o SARE
e 11
o
S
AN
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Customer Connections

G538

G540/548

G595

G612

Old Settlers Substation

Saints Run Substation

Misc Interconnection Requests

Facilities
General Facilities

Security
General Security

General Plant
Vehicles, Tools & Equipment
information Technology

Forecasted
Construction
Start Date

July '09
Jan '09
Apr'08
Jan '09
Jan ‘0%
Jan '09

*Includes previous years' expenditures for multi-year projects.

Forecasted In:
Service
Date

QOct '09
Mar '09
Dec '09
June '09
May ‘09
May '09
Ongoing

Ongoing

Ongoing

Ongoing
Ongoing

$

Plant
Additions®

1,235,400
1,226,331

542,954
1,239,618
1,303,753
1,303,670

560,501

540,601

3,243,605

3,243,605
540,601

i2

ol |
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~ Step 1B - Establish Rate of Return & Allow

Return_

2008
Frozen
2009 Projected  Rate Increase/
Ratio  Cost WACC WACCY  (Decrease) Explanation

Equity 60% 12.38% 7.43% 6.97% 0.47% ITC Midwest uses a targeted 60% ratio with a ROE
of 12.38% while IPL assumed a ratio of 50.80% with
a ROE of 12.38% on common stock and a ratio of
8.35% with a ROE of 8.11% on preferred stock.

Debt 40% 6.09% 2.43% 2.78% -0.35% Lower Cost of Debt (6.09% vs. 6.81%) and Lower
Debt/Capitalization ratio (40.00% vs. 40.85%)

Rate of Retumn 9.86% 9.75% 0.11%

12008 frozen rate based on 2006 cost year data

Calculation

Rate Base $ 582,719,614

x Return 9.86%
= Allowed Return $ 57,474,034

13
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2009 Projected 2008 Frozen Increase/

Expense Item Amount Rate Amount™ {Decrease) Explanation
Operating & Maintenance Expense $ 29,233,000 $ 6,383,303 § 22,849,697 (See next slide)
Administrative & General Expense 24,409,806 4,712,888 19,696,018 Increases are attributed to staffing,

outside services, office expenses,
and rent (see details on slide 1#)

6
Depreciation: Expense 19,806,000 15,003,906 4,802,094 Higher depreciable asset base
Taxes Other Than Income Taxes 6,960,000 8,435,568 (1,475,568) Lower property taxes
Income Taxes 30,720,905 17,484,882 13,236,023 Greater rate base

Total Recoverable Operating Expenses $ 111129711 $ 52,020,547 $ 59,109,163

122008 frozen rate based on 2006 cost year data

14
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Major Categories

¢ Substation Equipment O&M - $11.9MM

» Preventative and reactive maintenance for system equipment including circuit breakers,
transformers, capacitor banks, protective relaying, switches, DC battery systems, efc.

» General operating, switching, and routine substation inspections

€ Overhead Lines O&M - $8.9MM

> Preventative and reactive maintenance for steel towers and wood poles on circuits 34.5kV and
above, inspection and repair of pole top switches, planned and emergency helicopter patrols

¢ Facility and Vehicles O&M - $2.5MM

» Maintenance for fleet vehicles (fuel, inspections/permits, mainienance) and site maintenance at
substations (snow plowing, electrical/mechanical building repairs, mowing, stone grading,
fencing repairs, roof repairs, etc.)

¢ \Vegetation Management (including 34.5kV) - $2.7MM
4 Material Costs - $1.0MM

15
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A&G Break Down

¢ Compensation $11.3MM
€ Contractors & Outside Services 4.6MM
& Rent 3.5MM
€ Maintenance Contracts 1.5MM
€ Office Expenses, Equipment & Other Operating Costs 1.3MM
€ Travel & Training 0.7MM
& Utilities 0.5MM
€ Subscriptions & Membership Dues 0.2MM
4 Miscellaneous 0.8MM

16
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Calculation

Allowed Return
+ Total Recoverable Operating Expenses

= Gross Revenue Requirement

57,474,034
111,129,711

168,603,745

17
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2009 Projected 2008 Frozen Rate Increase/
Credit Ifem Amount Amount™ (Decrease) Explanation
Point to Point $ 4,434,000 5,208,853 $ (774,853) 2009 projections based on 2008 actuals
to date
Schedule 26 2,519,000 - 2,519,000 2009 projections based on MTEP
regionally shared projects
Rental Revenue - 495229 (495,229)  Frozen rate includes income related to
transmission facilities, such as pole
attachments, rentals and special use
Total Revenue Credits $ 6,953,000 3 5,704,082 S 1,248 918
12008 frozen rate based on 2006 cost year data
Calculation
Gross Revenue Requirement $ 168,603,745
- Revenue Credits (6,953,000}
- Discount (4,125,000)
= Net Revenue Requirement with
Discount $ 157,525,745

[ g
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2009 Projected 2008 Frozen Rate Increase/
Load Load™ {(Decrease) Explanation
Sum of 2009 Monthly Coincident Network 35,412,000 32,056,210 3,355,790 -Based on ITC Midwest's short term
Peak Loads (in kW-Mo) peak demand forecast model
-Econometric mode! including
weather, economic and calendar
drivers
Y2008 frozen rate based on 2006 cost year data
Calculation
Net Revenue Requirement $ 157,525,745
/ Load (KW-Mo) 35,412,000
= 2009 Rate (per kW-Mo) $ 4.448

| Ep—g—

1
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The $4.448/kW/Mo rate (effective January 1, 2009 through
December 31, 2009) is shown below. 0.135
0.551 o

Discount

Depreciation

0.650 P (0.116)
Revenue Sales * Property, ——

0.984 Credits Adjustment Payroll &
Other
Taxes

(0.042)

(0.035)

(0.243)

(in $/kW/month)

Unit charge adjustment reflecting fluctuations in sales from base period.

20
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please submit them in writing to Lisa Stump (515-282-5300 ext. 460) at
Istump@itctransco.com or Dave Grover (612 632-3415 ) at
dgrover@itctransco.com.

All questions and their answers will be distributed by email to the
person who asked, and all attendees at this meeting. Also, they will be
posted on the OASIS website and the Partners in Business website at:

— http://oasis.midwestiso.org/oasis/ITCM
— http://www.itctransco.com/app.php?sec=&id=39

21
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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
FERC Electric Tariff, Third Revised Volume No. 1

Line

Qooaswn

~

10
11
12
13
14
15

16
17

18
19
20

21
22

Formula Rate - Non-Levelized Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest LLC

Original Sheet No. 1365Z.16C

page 1 of 5

For the 12 months ended 12/31/2009

1) () 3) (4) (6)
Adjusted
Allocated Allocated
Amount Adjustments Amount
GROSS REVENUE REQUIREMENT  (page 3, line 29) 12 months $ 158,371,334 0 $ 158,371,334
REVENUE CREDITS (Note T) Total Allocator
Account No. 454 (page 4, line 34) 0 TP 1.00000 0 0 0
Account No. 456.1 (page 4, line 37) 6,862,000 TP 1.00000 6,862,000 6,862,000
Revenues from Grandfathered Interzonal Transactions 0 TP 1.00000 0 0
Revenues from service provided by the ISO at a discount 0 TP 1.00000 0 0
TOTAL REVENUE CREDITS (sum lines 2-5) 6,862,000 0 6,862,000
True-up Adjustment [See Note 1.]
NET REVENUE REQUIREMENT (line 1 minus line 6 plus line 6A) $ 151,509,334 $ - $ 151,509,334
DIVISOR
Average of 12 coincident system peaks for requirements (RQ) service (Note A) 2,951,000 2,951,000
Plus 12 CP of firm bundled sales over one year notin line 8 (Note B) 0
Plus 12 CP of Network Load not in line 8 (Note C) 0
Less 12 CP of firm P-T-P over one year (enter negative) (Note D) 0
Plus Contract Demand of firm P-T-P over one year 0
Less Contract Demand from Grandfathered Interzonal Transactions over one year (enter negative) (Note S) 0
Less Contract Demands from service over one year provided by ISO at a discount (enter negative) 0
Divisor (sum lines 8-14) 2,951,000 0 2,951,000
Annual Cost ($/kW/Yr) (line 7 /line 15) 51.342
Network & P-to-P Rate ($/kW/Mo) (line 16/12) 4278
Peak Rate Off-Peak Rate
Point-To-Point Rate ($/kW/Wk) (line 16 /52; line 16 / 52) 0.987 $0.987
Point-To-Point Rate ($/kW/Day) (line 18/5;line 18/7) 0.197 Capped at weekly rate $0.141
Point-To-Point Rate ($/MWh) (line 19/16;line 19/24 12.342 Capped at weekly $5.877
times 1,000) and daily rates
FERC Annual Charge($/MWh) (Note E) Short Term $0.000 Short Term
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.161 of this Tariff.

Issued by: T. Graham Edwards, Issuing Officer
Issued on: May 11, 2007

Effective: January 1, 2008
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Midwest ISO Original Sheet No. 1365Z.16D
FERC Electric Tariff, Third Revised Volume No. 1

page 2 of 5

Formula Rate - Non-Levelized Rate Formula Template
Utilizing FERC Form 1 Data
For the 12 months ended 12/31/2009
ITC Midwest LLC

(1) () @) (4) (6) (6) @)
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 205.46.9 NA 0
2 Transmission - (Note U) 207.58.9 813,360,000 TP 1.00000 813,360,000 813,360,000
3 Distribution 207.75.9 NA
4 General & Intangible - (Note U) 205.5.9 & 207.99.9 64,690,000 wis 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.¢ NA
8 Transmission - (Note U) 219.25¢ 298,595,000 T 1.00000 298,595,000 298,595,000
9 Distribution 219.26.c NA
10 General & Intangible - (Note U) 219.28.¢ 380,000 wis 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) 273.8k NA zero 0

20 Account No. 282 (enter negative) - (Note V) 2752k -24,274,000 NP 1.00000 -24,274,000 -24,274,000

21 Account No. 283 (enter negative) - (Note V) 277.9k -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) 267.8h 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.xd (Note G) 26,000 TP 1.00000 26,000 26,000
WORKING CAPITAL (Note H)

26 CwWC calculated 6,096,875 5,455,289 0 5,455,289

27 Materials & Supplies (Note G) - (Note V) 227.8c&.16.c 4,606,000 TE 0.78940 3,635,987 3,635,987

28 Prepayments (Account 165) - (Note V) 111.57¢ 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.

Issued by: T. Graham Edwards, Issuing Officer Effective: January 1, 2008
Issued on: May 11, 2007
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Midwest ISO
FERC Electric Tariff, Third Revised Volume No. 1

Line
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23
24
25
26
27

28

29

Formula Rate - Non-Levelized Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest LLC

Original Sheet No. 1365Z.16E

page 3 of 5

For the 12 months ended 12/31/2009

(1) ) [tc)) 4) (5) (6) @)
Form No. 1 Transmission Adjusted
Page, Line, Col. Company Total Allocator (Col 3 times Col 4) Adjustments Amount
o&M
Transmission 321.112b 24,364,000 TE 0.78940 19,233,000 19,233,000 [See Note 3]
Less Account 565 321.96b 1.00000 0 0
A&G 323.197.b 24,438,000 wis 1.00000 24,438,000 24,438,000
Less FERC Annual Fees W/S  1.00000 0 0
Less EPRI& Reg. Comm. Exp. & Non-safety Ad. (Note I) 35,000 wis 1.00000 35,000 35,000
Plus Transmission Related Reg. Comm. Exp. (Note ) 8,000 TE 0.78940 6,315 6,315
Common 356.1 CE 1.00000 0 0
Transmission Lease Payments 1.00000 0
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
Transmission 336.7b&c 19,781,000 TP 1.00000 19,781,000 19,781,000
General 336.10b & ¢ 25,000 wis 1.00000 25,000 25,000
Common 336.11b&c CE 1.00000 0 0
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
Payroll 2630 410,000 wis 1.00000 410,000 410,000
Highway and vehicle 263i wis 1.00000 0 0
PLANT RELATED
Property 263i 6,550,000 GP 1.00000 6,550,000 6,550,000
Gross Receipts 263i NA zero 0
Other 2630 GP 1.00000 0 0
Payments in lieu of taxes GP 1.00000 0 0
TOTAL OTHER TAXES (sum lines 13 - 19) 6,960,000 6,960,000 0 6,960,000
INCOME TAXES (Note K)
T=1-{[(1 - SM)* (1 - FM)]/ (1 - ST*FIT *p)} = 4151%
CIT=(T/A-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.
1/(1-T) = (from line 21) 1.7096
Amortized Investment Tax Credit (266.8f) (enter negative)
Income Tax Calculation = line 22 * line 28 30,725,084 NA 30,640,121 0 30,640,121
ITC adjustment (line 23 * line 24) NP 1.00000 0 0
Total Income Taxes (line 25 plus line 26) 30,725,084 30,640,121 0 30,640,121
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)]
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 [TC'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).

Issued by: T. Graham Edwards, Issuing Officer
Issued on: May 11, 2007

Effective: January 1, 2008
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Midwest ISO
FERC Electric Tariff, Third Revised Volume No. 1

Line

Formula Rate - Non-Levelized Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest LLC
SUPPORTING CALCULATIONS AND NOTES

TRANSMISSION PLANT INCLUDED IN ISO RATES

BN RN I

21

22

23
24
25
26

27

29
30

31
32
33

34

35

36
37

Total transmission plant  (page 2, line 2, column 3) 813,360,000
Less transmission plant excluded from ISO rates ~ (Note M)
Less transmission plant included in OATT Ancillary Services (Note N)

Transmission plantincluded in ISO rates (line 1 less lines 2 & 3) 813,360,000
Percentage of transmission plant included in ISO Rates (line 4 divided by line 1) TP= 1.00000
TRANSMISSION EXPENSES

Total transmission expenses  (page 3, line 1, column 3) 24,364,000
Less transmission expenses included in OATT Ancillary Services (Note L) 5,131,000
Included transmission expenses (line 6 less line 7) 19,233,000
Percentage of transmission expenses after adjustment (line 8 divided by line 6) 0.78940
Percentage of transmission plant included in ISO Rates (line 5) TP 1.00000
Percentage of transmission expenses included in ISO Rates (line 9 times line 10) TE= 0.78940

WAGES & SALARY ALLOCATOR (W&S)

Original Sheet No. 1365Z.16F

page 4 of 5

For the 12 months ended 12/31/2009

Form 1 Reference $ TP Allocation
Production 354.20.b 0.00 0
Transmission 354.21b 3,326,000 1.00 3,326,000
Distribution 354.23b 0.00 0 WS&S Allocator
Other 354.24,2526.b 0.00 0 ($ / Allocation)
Total (sum lines 12-15) 3,326,000 3,326,000 = 100000 = WS
COMMON PLANT ALLOCATOR (CE) (Note O)
$ % Electric W&S Allocator
Electric 200.3.c 720,074,000 (line 17 /line 20) (line 16) CE
Gas 201.3d 1.00000 * 1.00000 = 1.00000
Water 201.3e
Total (sum lines 17 - 19) 720,074,000 (5) (6) @)
Adjusted
RETURN (R) $ Adjustments Amount
Long Term Interest (117, sum of 62¢ through 67¢) $14,937,000 14,937,000
Preferred Dividends (118.29c) (positive number) 0
Development of Common Stock:
Proprietary Capital (112.16¢) - (Note U) 368,291,000 368,291,000
Less Preferred Stock (line 28) - (Note U) 0 0
Less Account216.1 (112.12¢) (enter negative) - (Note U) 0
Common Stock (sum lines 23-25) 368,291,000 0 368,291,000
Cost
$ % Note P Weighted
Long Term Debt (112, sum of 18¢ through 21c) - (Note U) 245,427,000 40% 0.0609 0.0243 =WCLTD
Preferred Stock (112.3c)- (Note U) 0% 0.0000 0.0000
Common Stock (line 26) 368,291,000 60% 0.1238 0.0743
Total (sum lines 27-29) 613,718,000 0.0986 =R
REVENUE CREDITS
Load
ACCOUNT 447 (SALES FOR RESALE) (310-311) (Note Q)
a. Bundled Non-RQ Sales for Resale (311.x.h)
b. Bundled Sales for Resale_included in Divisor on page 1
Total of (a)-(b) 0
ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY) (Note R) $0 0
ACCOUNT 456.1 (OTHER ELECTRIC REVENUES) (330.x.n)
a. Transmission charges for all transmission transactions $160,339,000
b. Transmission charges for all ransmission transactions included in Divisor on Page 1 $153,477,000
Total of (a)-(b) $6,862,000

Note 4. Allowed ROE set to 12.38%

Issued by: T. Graham Edwards, Issuing Officer
Issued on: May 11, 2007

Effective: January 1, 2008

See Note 4.
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Midwest ISO Original Sheet No. 1365Z.16G
FERC Electric Tariff, Third Revised Volume No. 1

page 5 of 5

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

A Peakas 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,
I1SO 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 1SO (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.

Issued by: T. Graham Edwards, Issuing Officer Effective: January 1, 2008
Issued on: May 11, 2007



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

ATTACHMENT G

IPL EMT Attachment O Posting
2007



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

Midwest ISO
FERC Electric Tariff, Third Revised Volume No. 1

Line

No.

o U hwWwN

10
11
12
13
14
15

16
17

18
19
20

21
22

Formula Rate - Non-Levelized

GROSS REVENUE REQUIREMENT  (page 3, line 29)

REVENUE CREDITS (Note T)
Account No. 454 (page 4, line 34)
Account No. 456.1 (page 4, line 37)

Revenues from Grandfathered Interzonal Transactions
Revenues from service provided by the 1SO at a discount
TOTAL REVENUE CREDITS (sum lines 2-5)

NET REVENUE REQUIREMENT (line 1 minus line 6)

DIVISOR

Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest

Total

Third Revised Sheet No. 1318

Superseding Second Revised Sheet No. 1318

Allocator

500,343 TP
5,262,636 TP
0 TP

0 TP

Average of 12 coincident system peaks for requirements (RQ) service

Plus 12 CP of firm bundled sales over one year not in line 8
Plus 12 CP of Network Load not in line 8

Less 12 CP of firm P-T-P over one year (enter negative)
Plus Contract Demand of firm P-T-P over one year

0.98978
0.98978
0.98978
0.98978

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

Less Contract Demand from Grandfathered Interzonal Transactions over one year (enter negative) (Note S)

Less Contract Demands from service over one year provided by 1SO at a discount (enter negative)

Divisor (sum lines 8-14)

Annual Cost ($/kW/YT) (line 7 / line 15)
Network & P-to-P Rate ($/kW/Mo) (line 16 / 12)

Point-To-Point Rate ($/kW/Wk)  (line 16 / 52; line 16 / 52)

Point-To-Point Rate ($/kW/Day) (line 18 /5; line 18/7)

Point-To-Point Rate ($/MWh) (line 19/ 16; line 19/ 24
times 1,000)

FERC Annual Charge($/MWh) (Note E)

Issued by: Ronald R. McNamara, Issuing Officer
Issued on: October 31, 2006

30.766
2.564

Peak Rate

0.592

0.118 Capped at weekly rate
7.396 Capped at weekly
and daily rates

$0.000 Short Term
$0.000 Long Term

Attachment O
page 1 of 5

For the 12 months ended 12/31/200€

Allocated
Amount

$ 87,890,094

495,229
5,208,853
0

0

5,704,082

$ 82,186,012

2,539,000
0

228,000
-95,649

0

0

0
2,671,351

Off-Peak Rate
$0.592

$0.085
$3.522

$0.000 Short Term
$0.000 Long Term

Effective: January 1, 2007
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Midwest ISO
FERC Electric Tariff, Third Revised Volume No. 1

Line
No.

o UhwWwN R

13
14
15
16
17
18

19
20
21
22
23
24

25

26

27

28

29

30

Formula Rate - Non-Levelized

1) %)

Form No. 1

Page, Line, Col.

RATE BASE:

GROSS PLANT IN SERVICE

Production 205.46.9
Transmission 207.58.9
Distribution 207.75.9

General & Intangible 205.5.9 & 207.90.g9
Common 356.1

TOTAL GROSS PLANT (sum lines 1-5)

ACCUMULATED DEPRECIATION

Production 219.20-24.c
Transmission 219.25.c
Distribution 219.26.c
General & Intangible 219.28.c
Common 356.1

TOTAL ACCUM. DEPRECIATION (sum lines 7-11)

NET PLANT IN SERVICE

Production (line 1- line 7)
Transmission (line 2- line 8)
Distribution (line 3 - line 9)
General & Intangible (line 4 - line 10)
Common (line 5 - line 11)

TOTAL NET PLANT (sum lines 13-17)

ADJUSTMENTS TO RATE BASE  (Note F)
Account No. 281 (enter negative) 273.8.k
Account No. 282 (enter negative) 275.2.k
Account No. 283 (enter negative) 277.9.k
Account No. 190 234.8.c
Account No. 255 (enter negative) 267.8.h

TOTAL ADJUSTMENTS (sum lines 19- 23)

LAND HELD FOR FUTURE USE 214.x.d (Note G)

WORKING CAPITAL (Note H)

cwcC calculated
Materials & Supplies (Note G) 227.8.c & .16.c
Prepayments (Account 165) 111.57.¢c

TOTAL WORKING CAPITAL (sum lines 26 - 28)

RATE BASE (sum lines 18, 24, 25, & 29)

Issued by: T. Graham Edwards, Issuing Officer
Issued on: January 29, 2007
Transmission Owners of the Midwest Independent Transmission System Operator, Inc. , 117 FERC { 61,355 (2006)).

Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest
(©)]

Company Total

1,532,474,929
686,068,678
1,560,161,671
185,882,206
218,505,153

4,183,092,637

807,281,106
284,873,825
601,223,085

64,679,622
120,565,721

1,878,623,359

725,193,823
401,194,853
958,938,586
121,202,584

97,939,432

2,304,469,278

0
-279,210,790
-31,422,795
77,638,147
-12,720,905

-245,716,343

26,340

12,709,531
687,611
9,380,272

22,777,414

2,081,556,689

@
Allocator

NA

TP 0.98978
NA

WIS 0.05145
CE 0.04626
GP= 16.704%
NA

TP 0.98978
NA

WIS 0.05145
CE 0.04626
NP= 17.699%
NA zero
NP 0.17699
NP 0.17699
NP 0.17699
NP 0.17699
TP 0.98978
TE 0.83177
GP 0.16704

Fourth Revised Sheet No. 1319
Superseding Third Revised Sheet No. 1319

For the 12 months ended 12/31/200€

(5)
Transmission
(Col 3 times Col 4)

679,057,148

9,562,980
10,107,382
698,727,511

281,962,453

3,327,537
5,577,003
290,866,993

397,094,695

6,235,443
4,530,380
407,860,518

0
-49,416,609
-5,561,418
13,740,923
-2,251,432
-43,488,536

26,071
1,387,024
571,933
1,566,844

3,525,801

367,923,854

Attachment O
page 2 of 5

Effective: January 1, 2007



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

Midwest ISO
FERC Electric Tariff, Third Revised Volume No. 1

Line

No.

11
12

13
14
15
16
17
18
19
20

21
22

24

25

27

28

29

Formula Rate - Non-Levelized

Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest

(3] (@)
Form No. 1
Page, Line, Col.
0O&M
Transmission 321.111b
Less LSE Expenses included in Transmission O&M Accoun
Less Account 565 321.95b
A&G 323.195.b
Less FERC Annual Fees
Less EPRI & Reg. Comm. Exp. & Non-safety Ad. (Note I)
Plus Transmission Related Reg. Comm. Exp. (Note I)
Common 356.1
Transmission Lease Payments
TOTAL O&M (sum lines 1, 3, 5a, 6, 7 less lines 2, 4, 5)
DEPRECIATION EXPENSE
Transmission 336.7.b
General 336.10.b
Common 336.11b
TOTAL DEPRECIATION (Sum lines 9 - 11)
TAXES OTHER THAN INCOME TAXES (Note J)
LABOR RELATED
Payroll 263.i
Highway and vehicle 263.i
PLANT RELATED
Property 263.i
Gross Receipts 263.i
Other 263.i
Payments in lieu of taxes

TOTAL OTHER TAXES (sum lines 13 - 19)

INCOME TAXES (Note K)
T=1-{[1-SIT)*(L-FIT)]/(1-SIT*FIT *p)} =
CIT=(T/1-T) * (1-(WCLTD/R)) =

where WCLTD=(page 4, line 27) and R= (page 4, line30)
and FIT, SIT & p are as given in footnote K.
1/(1-T) =(from line 21)

Amortized Investment Tax Credit (266.8f) (enter negative)

Income Tax Calculation = line 22 * line 28

ITC adjustment (line 23 * line 24)

Total Income Taxes (line 25 plus line 26)

RETURN

[ Rate Base (page 2, line 30) * Rate of Return (page 4, line 30)]

REV. REQUIREMENT (sum lines 8, 12, 20, 27, 28)

Issued by: T. Graham Edwards, Issuing Officer
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)).

®

Company Total

21,906,192
2,241,748
9,595,830

95,492,056

0
3,884,423
0
0
0

101,676,247

14,746,262
3,047,872
5,438,035

23,232,169

8,443,387
0

47,856,915
0

26,415
17,606
56,344,323

41.57%
50.84%

1.7115
-2,474,528
103,162,793
-4,235,196

98,927,597

202,934,640

483,114,975

Substitute Third Revised Sheet No. 1320

Superseding Third Revised Sheet No. 1320

O]

Allocator

TE

wis
wis
wis
TE
CE

TP
WS
CE

wis
Wwis

GP
NA
GP
GP

NA
NP

NA

0.83177
1.00000
1.00000
0.05145
0.05145
0.05145
0.83177
0.04626
1.00000

0.98978
0.05145
0.04626

0.05145
0.05145

0.16704

zero
0.16704
0.16704

0.17699

Attachment O
page 3 of 5

For the 12 months ended 12/31/200€

®

Transmission
(Col 3 times Col 4)

18,220,881
2,241,748
9,595,830
4,912,728

0

199,840

0

0

0
11,096,191

14,595,557
156,802
251,547

15,003,906

434,382
0

7,993,833
0

4,412
2,941
8,435,568

18,234,455
-749,574
17,484,882

35,869,547

87,890,094

Effective: January 1, 2007
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Midwest ISO
FERC Electric Tariff, Third Revised Volume No. 1

Line

B~ w NP

10
11

12
13
14
15
16

17
18
19
20

21

22

23
24
25
26

27
28
29
30

31
32
33

34

35

36
37

Formula Rate - Non-Levelized Rate Formula Template
Utilizing FERC Form 1 Data

ITC Midwest
SUPPORTING CALCULATIONS AND NOTES

TRANSMISSION PLANT INCLUDED IN ISO RATES

Substitute Fourth Revised Sheet No. 1321
Superseding Fourth Revised Sheet No. 1321

Attachment O
page 4 of 5

For the 12 months ended 12/31/200€

Total transmission plant  (page 2, line 2, column 3) 686,068,678
Less transmission plant excluded from ISO rates ~ (Note M) 0
Less transmission plant included in OATT Ancillary Services (Note N) 7,011,530
Transmission plant included in 1SO rates (line 1 less lines 2 & 3) 679,057,148
Percentage of transmission plant included in 1SO Rates (line 4 divided by line 1) TP= 0.98978
TRANSMISSION EXPENSES
Total transmission expenses  (page 3, line 1, column 3) 21,906,192
Less transmission expenses included in OATT Ancillary Services (Note L) 3,497,173
Included transmission expenses (line 6 less line 7) 18,409,019
Percentage of transmission expenses after adjustment (line 8 divided by line 6) 0.84036
Percentage of transmission plant included in 1ISO Rates (line 5) TP 0.98978
Percentage of transmission expenses included in 1SO Rates (line 9 times line 10) TE= 0.83177
WAGES & SALARY ALLOCATOR (W&S)
Form 1 Reference $ TP Allocation
Production 354.20.b 28,221,803 0.00 0
Transmission 354.21b 2,845,033  0.99 2,815,957
Distribution 354.23b 13,239,899  0.00 0 W&S Allocator
Other 354.24,25,26.b 10,428,955 0.00 0 ($/ Allocation)
Total (sum lines 12-15) T 54735690 2815957 = 0.05145 = WS
COMMON PLANT ALLOCATOR (CE) (Note O)
$ % Electric W&S Allocator
Electric 200.3.c 3,798,917,708 (line 17 / line 20) (line 16) CE
Gas 201.3.d 376,166,164 0.89913 * 0.05145 = 0.04626
Water 201.3.e 50,029,015
Total (sum lines 17 - 19) 4,225,112,887
RETURN (R) $
Long Term Interest (117, sum of 62.c through 67.c) m
Preferred Dividends (118.29c) (positive number) $ 15,402,512
Development of Common Stock:
Proprietary Capital (112.16.c) 1,346,092,472
Less Preferred Stock (line 28) -190,000,000
Less Account 216.1 (112.12.c) (enter negative) 0
Common Stock (sum lines 23-25) 1,156,092,472
Cost
$ % (Note P) Weighted
Long Term Debt (112, sum of 18.c through 21.c) 929,806,322 41% 0.0681 0.0278 =WCLTD
Preferred Stock (112.3.c) 190,000,000 8% 0.0811 0.0068
Common Stock (line 26) 1,156,092,472 51% 0.1238 0.0629
Total (sum lines 27-29) 2,275,898,794 0.0975 =R
REVENUE CREDITS
Load
ACCOUNT 447 (SALES FOR RESALE) (310-311) (Note Q)
a. Bundled Non-RQ Sales for Resale (311.x.h) 0
b. Bundled Sales for Resale included in Divisor on page 1 0
Total of (a)-(b) 0
ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY) (Note R) $500,343
ACCOUNT 456.1 (OTHER ELECTRIC REVENUES) (Note L (330.x.n)
a. Transmission charges for all transmission transactions $10,966,199
b. Transmission charges for all transmission transactions included in Divisor on Page 1 $5,703,563
Total of (a)-(b) $5,262,636

Issued by: T. Graham Edwards, Issuing Officer
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)).

Effective: January 1, 2007
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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 12/31/200€

Note

Letter

TmOO®>

®

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)

Peak as would be reported on page 401, column d of Form 1 at the time of the 1SO coincident monthly peaks.

Labeled LF, LU, IF, 1U on pages 310-311 of Form 1at the time of the 1SO coincident monthly peaks.

Labeled LF on page 328 of Form 1 at the time of the 1SO coincident monthly peaks.

Labeled LF on page 328 of Form 1 at the time of the 1SO coincident monthly peaks.

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

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.

Identified in Form 1 as being only transmission related.

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.

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,
1SO filings, or transmission siting itemized at 351.h.

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.

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)

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.
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).
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.
Enter dollar amounts
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.
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.
Includes income related only to transmission facilities, such as pole attachments, rentals and special use.
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.
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 1SO (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.
Account 456.1 entry shall be the annual total of the quarterly values reported at Form 1, 330.x.n.
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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ATTACHMENT H

ITCM Materials
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4. With respect to A&G expenses, please provide IPL with the methodology and

support for the determination of the $24.4 million as reflected in ITC's 2009
Attachment O.
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Direct Assigned Labor
Associated Compensation

Department FTEs Direct Assigned {in $mm)
100 - Engineering 44 3 1.7
150 ~ Operations 0 -
200 - Planning 10 0.8
300 - RAM 1 0.1
340 - Facilities 1 0.1
350 - 4T 0 -
400 - Finance 0 -
500 - Executive 0 -
580 - Internal Audit 0 -
5800 - Legal 0 -
801 - Business Strategy 3 0.5
802 - Regulatory 3 Q0.5
803 - Community Relations 8 0.5
804 - Marketing 1 0.2
805 - Stakeholder Relations 2 0.3
806 - Federal Affairs 0 -
807 - HR 0 -
808 - State Affairs 1 0.1
74 $ 4.6
Allocated Labor enh "(M TP Por’f“ e A N&’b" e
_ Al °C‘l-l-¢¢( Associated Compensation
Department FTEs Birpet-Assivnes (in $mm)
100 - Engineering 5 $ 0.1
150 - Operations 14 0.5
200 - Planning 8 0.2
300 - RAM 4 0.1
340 - Facilities 1 0.0
350 - 1T 43 1.0
400 - Finance 42 1.2
500 - Executive 7 1.8
580G - Internal Audit 2 0.0
800 - Legal 26 0.8
801 - Business Strategy 8 0.4
802 - Regulatory 3 0.1
803 - Community Reiations 1 0.0
804 - Marketing 7 0.1
805 - Stakeholder Relations 0 -
806 - Federal Affairs 3 0.1
807 - HR 5 0.2
808 - State Affairs 1 0.0
180 $ 6.7
———

1.3
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Net Plant in Service
Other Rate Base Items
Total Rate Base

Rate of Return
Allowed Return

Operating & Maintenance Expense
Administrative & General Expense
Depreciation

Taxes Other Than Income Taxes

Plus Income Taxes

Total Recoverable Operating Expenses

Gross Revenue Requirement

Total Revenue Credits
Discount

Net Revenue Requirement
Load

Rate

2009 Projected

Contribution fo

Amount Rate
579,075,000 b i6.35
3,644,614 0.10
582,719,614 $ 16.46
9.86% 9.86%
57,474,034 b 1.62
29,233,000 0.826
24,409,806 0.689
19,806,000 0.559
6,960,000 0.197
30,720,905 0.868
111,129,711 & 3.14
168,603,744 b 4.76
{6,953,000) (0.196)
(4,125,000) {0.118)
157,525,744
35,412,000
4.448 % 4,448
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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.

N N N N N N N N N N N

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 | 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 loanidis

Director of Regulatory Strategy
39500 Orchard Hill Place, Suite 200
1400 Smith Street, EB4712a

Novi, MI 48375

Email: gioanidis@itctransco.com

AU Sd

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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