
Exhibit No. 
Issue: 

BARYK. WARREN 
REBUTTAL TESTIMONY 

--=---::-::-o:-o­
Witness: Bary K. Warren 
Type of Exhibit: Rebuttal Testimony 
Sponsoring Patty: Empire 
Case No. E0-2013-0396 

BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOURI 

REBUTTAL TESTIMONY 

OF 

BARYK. WARREN 

ON BEHALF OF 

THE EMPIRE DISTRICT ELECTRIC COMPANY 

May24, 2013 

Bcif,~.e_ Exhibit No 0-.D 
Date !r '~ -13 Reporter ~ 
FileNoY.o-8-CJ\'3- 02~b 

FILED 
July 9, 2013 
Data Center 

Missouri Public 
Service Commission



SUBJECT 

TABLE OF CONTENTS 
OF 

BARY K. WARREN 
REBUTTAL TESTIMONY 

THE EMPIRE DISTRICT ELECTRIC COMPANY 
BEFORE THE 

MISSOURI PUBLIC SERVICE COMMISSION 

INTRODUCTION .............................................................................................................. } 

PURPOSE .......................................................................................................................... .± 

FACILITIES ...................................................................................................................... .± 

IMPACT OF TRANSACTION ON EMPIRE'S CUSTOMERS ....................................... ~. 

- 2-



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

I. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Bary K. Warren and my business address is 602 Joplin Avenue, Joplin, 

Missouri. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAP A CITY? 

I am presently employed by The Empire District Electric Company. ("Empire" or 

"Company") as the Director of Transmission Policy and Compliance. I have been 

employed by Empire for more than I 0 years and in the electric industry for over 27 years. 

My current responsibilities include the development, implementation, and advocacy of 

corporate transmission policy and strategy as well as oversight of balancing authority and 

transmission system operations, NERC reliability compliance and reporting. I also 

monitor and participate in FERC and multiple state commission regulatory proceedings, 

as well as SPP stakeholder committees, such as the SPP Seams Steering Committee, 

Markets and Operations Policy Committee, Regional Tariff Working Group, RSC Cost 

Allocation Working Group, Regional State Committee, Board of Directors, and the 

Regional Allocation Review Task Force. 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I hold a Masters in Business Administration with High Honors from Oklahoma City 

University and Bachelors of Science Degree in Electrical Engineering from the 

University of Missouri at Rolla. 
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PURPOSE 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS CASE 

BEFORE THE MISSOURI PUBLIC SERVICE COMMISSION 

("COMMISSION")? 

My testimony is presented in response to the Direct Testimony of Richard C, Riley. Mr. 

Riley presented testimony on behalf of Entergy Arkansas, Inc. ("EAI"), Mid South 

TransCo LLC and Transmission Company Arkansas. 

TO WHAT PORTION OF MR. RILEY'S REBUTTAL TESTIMONY ARE YOU 

RESPONDING? 

A. Mr. Riley's stated purpose is to address "the limited nature and extent ofEAI's 

facilities located in Missouri, including the transmission assets to be transfetTed to TC 

Arkansas and ultimately [lTC Midsouth LLC]." In response to his descriptions, I will 

clarify Empire's interconnection with the EAI facilities and explain how the EAI 

facilities are necessaty for Empire to provide safe and adequate service to its Missouri, 

Kansas, Arkansas and Oklahoma customers. I will further discuss how this transaction 

will impact Empire's customers. 

20 III. FACILITIES 

21 

22 Q. ON PAGE 7, LINES 15-17, EAI WITNESS RILEY STATES THAT "EAI'S 

23 FACILITIES IN MISSOURI ARE USED TO FURNISH WHOLESALE 
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A. 

Q. 

A. 

ELECTRIC SERVICE IN MISSOURI TO VARIOUS CITIES AND ELECTRIC 

COOPERATIVES SUBJECT TO THERA TE JURSIDCTION OF THE FERC." IS 

THAT A COMPLETE STATEMENT OF HOW THOSE FACILITIES ARE 

USED? 

No. In addition to "cities and electric cooperatives," EAI's Missouri facilities are directly 

interconnected with those of Empire, an investor-owned utility, subject to the jurisdiction 

of this Commission. Empire has a very important "single" physical interconnect with 

EAI in Missouri that delivers capacity and energy to Empire's Missouri wholesale and 

retail consumers from the EAI transmission system that includes the facilities that are the 

subject of the Joint Application. 

WHAT IS THE NATURE OF EMPIRE'S CONNECTION WITH THE EAI 

FACILITIES? 

Empire has a criticall61kV bulk electric system interconnection with EAI at Empire's 

Powersite Substation located near the Ozark Beach Hydro Plant near Forsyth, Missouri. 

Empire currently has Interconnection Agreements between itself, Arkansas Power and 

Light (now Entergy Arkansas, Inc.), Plum Point Energy Pattners and Entergy Services. 

Empire is a network integration transmission service member of the SPP RTO and a firm 

point to point transmission service customer ofEAI, with both an ownership and 

purchase power share of the Plum Point coal fired power station, located near Osceola, 

Arkansas. Such delivery of the Pluth Point capacity and energy relies directly on the 

service availability of this 161kV interconnection that is one of the facilities subject to 

this Application (Joint App., App. 4). The maintenance and operation of this 
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interconnection along with the overall EAI transfer of all of its transmission assets to ITC 

will directly affect the cost of power delivery to Empire's retail customers. Specifically, 

this described interconnection is required to be "in service" for the delivery of Plum Point 

Power Station capacity and energy to Empire and the Southwest Power Pool (SPP). In 

addition to the direct interconnection facilities, any other EAI transmission facilities 

required to maintain a continuous path between the interconnection with Empire and the 

interconnection ofthe Plum Point facility in eastern Arkansas are required for Empire to 

deliver from the Plum Point facility to Empire. 

DO EMPIRE AND EAI HAVE A CURRENT INTERCONNECTION 

AGREEMENT? 

Yes. The Agreement, as amended, is provided as Schedule BKW-1. 

PLEASE BRIEFLY DESCRIBE THAT AGREEMENT. 

Empire entered into an Interconneciton Agreement with Arkansas Power and Light (now 

EAI) in 1941. The Agreement has been amended over the years with the additions and 

cancelations of various rate schedules. The Agreement is filed as a FERC Rate Schedule 

45. 

WILL THAT AGREEMENT BE ASSIGNED TO lTC? 

It is unclear. The Agreement has a general assignment provision. However, it is 

Empire's position that such assignment requires the consent of the parties, the applicable 

RTO as a signatory, and the acceptance of FERC. 
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A. 

Q. 

A. 

Q. 

A. 

HAS EAI, ITC, OR MISO APPROACHED EMPIRE WITH PLANS FOR 

ASSIGNMENT OF THE INTERCONNECTION AGREEMENT? 

No. Empire has received no notification ofEAI's plans to assign the agreement nor 

any plans to negotiate a new Interconnection Agreement. 

IN YOUR OPINION, IS A NEW INTERCONNECTION AGREEMENT 

REQUIRED PRIOR TO EAI'S TRANSFER OF THE SUBJECT ASSETS OR 

lTC'S TRANSFER OF FUNCTIONAL CONTROL TO MISO? 

Yes. 

WHY DOES A THE LACK OF DISCUSSION CONCERNING THE FUTURE OF 

THE INTERCONNECTION AGREEMENT CONCERN EMPIRE? 

The terms and conditions of the Agreement are binding between EAI and Empire. 

Empire has no assurance that the new interconnection partner will continue to fulfill the 

performance obligations of the Agreement. 

SHOULD THIS COMMISSION BE CONCERNED THAT NEITHER ITC NOR 

EAI HAVE ADDRESSED THE FUTURE OF THE INTERCONNECTION 

AGREEMENT? 

Yes. This interconnection is critical to the reliability of the Empire system and directly 

impacts the costs to Empire's retail consumers in Missouri when the interconnection is 

out of service. EAI and ITC have no vested interest in the delivery costs of capacity and 
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IV. 

Q. 

A. 

Q. 

A. 

energy to Empire's wholesale and retail customers in Missouri. The Commission should 

ensure that the terms and conditions of performance related to this impmtant 

interconnection are acceptably addressed prior to the transfer of the subject facilities. 

IMPACT OF TRANSACTION ON EMPIRE'S CUSTOMERS 

EAI WITNESS RILEY STATES ON PAGE 9, LINES18-19 THAT "EAI IS NOT 

CURRENTLY A MEMBER OF AN RTO BUT IS IN THE PROCESS OF 

INTEGRATING WITH MISO." WILL THE MISO INTEGRATION HAVE AN 

IMPACT ON EMPIRE'S CUSTOMERS? 

Absolutely. The cost of transmission services related to Plum Point will increase without 

a commensurate benefit. In our opinion, given the currently known MISO open access 

transmission tariff and ITC's plans for implementation of formula rates related to these 

facilities, these two transactions before the Commission- EAI sale to ITC, EAIIITC 

transfer of functional control will "increase" costs to Empire. 

WHY IS THAT? 

As described above, Empire is a co-owner of the Plum Point Energy Station, a 670-

megawatt, coal-fired generating facility near Osceola, Arkansas, which entered 

commercial operation on September I, 2010. Empire's 7.52% ownership interest entitles 

it to approximately 50 MW of Plum Point's capacity and associated energy. In addition, 

Empire entered into a long-term (30 year) purchased power agreement for an additional 

7.5% of Plum Point capacity, with the option to purchase an undivided ownership interest 
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I in 2015 in the approximately 50 MW covered by the purchased power agreement. 

2 Empire's entitlements to Plum Point are base-load Designated Network Resources for 

3 Empire District under the SPP Open Access Transmission Tariff. Since Plum Point is 

4 physically located on Entergy Arkansas's transmission system, Empire procured long 

5 term (20 years) point to point transmission service from Entergy Services, Inc. The 

6 transmission service agreement (TSA) was entered into in August 2006 and accepted by 

7 FERC in Docket Number ER06-1436. Transmission service pricing for this firm . 

8 transmission service is based on the FERC accepted Schedule 7 of Entergy Services 

9 Open Access Transmission Tariff, which is currently approximately $17.76/kW-year or 

10 $1.8MM per year. It is our understanding from both Entergy Services, Inc. and MISO 

II representatives that Empire's transmission service for Plum Point would be immediately 

12 converted to MISO's Schedule 7 through and out transmission service, which is currently 

13 $29.76/kW-year or $2.976MM. In addition, Plum Point is located in the PLUM 

14 Balancing Authority Area within the Entergy Arkansas transmission service area. 

15 Balancing Authority services for PLUM are provided by Constellation Energy Control 

16 and Dispatch, LLC ("CECD"). It is our understanding that the PLUM Balancing 

17 Authority would likely be consolidated (continuation of the PLUM BA may be a higher 

18 cost option) with the MISO Balancing Authority (Entergy Local Balancing Authority as 

19 applicable) and will be subject to MISO's scheduling, loss, and congestion provisions, 

20 which in total may be higher than Entergy Services for delive1y of receipts of capacity 

21 and energy from PLUM to Empire District's Balancing Authority Area within SPP or the 

22 SPP Consolidated Balancing Authority, once it becomes operational in 2014. 

23 
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I Q. WHAT DO YOU ESTIMATE TO BE THE IMPACT OF THIS CHANGE ON 

2 EMPIRE'S MISSOURI CUSTOMERS? 

3 A. Assuming that Empire will be forced to convert its Plum Point transmission service to 

4 MISO, under MISO's Schedule 7 rates, terms, and conditions and the difference in MISO 

5 and Entergy Services, Inc. rates is approximately $1.2MM per year, then Empire's 

6 Missouri customers will see approximately 89% of those costs for an increase in costs of 

7 approximately $1 MM per year. 

8 

9 Q. WITH REGARD TO THE $1MMPER YEAR ANTICIPATED INCREASE TO 

10 MISSOURI CUSTOMERS, DOES THAT REPRESENT THE TOTAL INCREASE 

II IN COSTS ASSOCIATED WITH lTC OWNING THE EAI FACILITIES AND 

12 TRANSFERRING FUNCTIONAL CONTROL TO MISO? 

13 A. No. The $1MM is based on an estimate or comparison ofEntergy's firm point to point 

14 transmission service rate compared to MISO' s Schedule 7 Through and Out rate 

15 schedule. We believe the increase will actually be higher due to ITC's significantly 

16 different debt to equity capital structure and FERC transmission formula rates. 

17 

18 Q. MR. RILEY SUGGESTS THAT "EAI'S DECISION TO JOIN MISO IS 

19 INDEPENDENT OF THE TRANSACTION WITH lTC DESCRIBED IN THE 

20 JOINT APPLICATION." DOES THERE APPEAR TO BE A LINK BETWEEN 

21 THE TWO EVENTS? 

22 A. There appears to be. Mr. Riley's Direct Testimony points out that the Merger Agreemnt 

23 "provides that the Transaction described in the Joint Application is conditioned on 
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Q. 
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Q. 

A. 

Q. 

A. 

Q. 

Entergy having received all necessary approvals from state and federal regulatory 

authorities to allow the Transmission Business to become a member of an acceptable 

RTO." Mr. Riley downplays this as one of many conditions. However, it certainly 

appears to have some importance to the Transaction. 

ON PAGE 15, LINES 14-18, MR. RILEY STATES THAT "PRIOR TO THE 

JOINT APPLICATION BEING FILED, EAI AND lTC CONTACTED 

JNTRESTED ASSOCIATIONS AND OTHER STAKEHOLDERS INCLUDING 

THE EMPIRE DISTRICT ELECTRIC COMPANY AND MJMEUC TO ASSURE 

THEM THAT THE TRANSACTION WILL NOT DISRUPT SERVICE." WAS 

EMPIRE SO CONTACTED? 

Yes. 

DID YOU P ARTICP ATE IN A MEETING WITH EAI AND lTC? 

No. There was no in-person meeting. There was a single teleconference in which 

Empire expressed its concerns regarding transmission cost increases, service reliability 

for Plum Point delivety and EAr's plans for updating the Interconnection Agreement. 

HAVE THOSE CONCERNS BEEN ADDRESSED BY EAI OR lTC? 

No. 

EAI WITNESS RILEY FURTHER STATES THAT "THE RESULT OF THE 

TRANSACTION WILL BE OWNERSHIP OF THE ENTERGY OPERATING 
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A. 

Q. 

A 

COMPANIES' TRANSMISSION ASSETS BYAN INDEPENDENT 

TRANSMISSION-ONLY COMPANY WITH NO GENERATION OR 

DISTRIBUTION ASSETS." WILL THERE BE ANY ADDIITONAL RATE 

IMPLICATIONS OR JURISDICTIONAL IMP ACTS ASSOCIATED WITH lTC'S 

INVOLVEMENT IN THE RESULTING OWNERSHIP STRUCTURE? 

Yes. There will be additional costs to be incurred by Missouri retail customers as a result 

of this transfer of ownership from EAI to ITC when compared to EAI maintaining 

ownership and transferring functional control to MISO. These costs include higher point 

to point transmission delivery services because ofiTC's capital structure being more 

weighted with equity and the likelihood that ITC will be able to achieve a higher annual 

transmission revenue requirement for these same transmission facilities than EAI. The 

additional costs will have an impact for Missouri retail customers and Empire doesn't see 

any benefit to its customers or to the general public of Missouri for this transaction to 

occur. In fact the higher costs described above are a detriment without a commensurate 

benefit The Commission should consider this consequence and ensure Missouri 

customers are sufficiently protected from incremental costs associated with ITC 

ownership that are not commensurate with any resulting benefits. 

MR. RILEY INDICATES THAT THE TRANSACTION WITH lTC IS 

CONDITIONED UPON REGULATORY APPROVALS. DOES IT APPEAR 

THAT EAI OR lTC BELIEVE THIS COMMISSION'S APPROVAL IS 

REQUIRED BEFORE THE TRANSACTION CAN BE COMPLETED? 

Yes. 
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A. 

DOES EMPIRE HAVE CONCERNS ABOUT lTC AND EAI SUCCESSFULLY 

RECEIVING ALL OF THE REQUISITE REGULATORY APPROVALS? 

Yes. EAI's principal retail jurisdictional body is the Arkansas Public Service 

Commission ("APSC"). Empire agrees with a recent filing by General Staff of the 

APSCin Docket Number 12-069-U suggesting that this "same transaction" should not be 

approved. We believe the APSC Staff has done a thorough job of reviewing this 

transaction properly concluded that the EAI/ITC transaction is not in the public interest 

of the State of Arkansas for reasons that should be equally of interest to the State of 

Missouri. Attached as Schedule BKW-2 is the APSC General Staff filing. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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I 

AFFIDAVIT OF BARY K. WARREN 

STATE OF MISSOURI ) 
l ss 

COUNTY OF JASPER ) 

On the 241
" day of May, 2013, before me appeared 13ary K Warren, to me 

personally known, who, being by me first duly sworn, states that he is Director of 
Transmission Policy and Compliance of The Empire District Electric Company and 
acknowledges that he has read the above and foregoing document and believes that 
the statements therein are true and correct to the best of his information, knowledge 
and belief. 

Subscribed and sworn to before me this 24"' ~-day of May, 2013. 

otary Public 

My commission expires 

LAW. J lo. 20 I ~-I 
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AMENDATORY AGREEMENT . 
. BEWEEN 

THE EMPJBE DISTRICT ELECTRIC COMPANY 
AND 

.ARKANSAS PCMER & LIGHT COMPANY 

Coni'ormed 

This Amendatory Agreement is agreed to on this · 4th day of 

0 ~c::.t::.:o::.:b:.:oe:::.r-'. ___ 
1 

19621 .bY and between The Empire District Electric Company 

(Empire) a~d Arkansas Power & Light Company (Arkansas) to be a part of and 

to revise, s'upplement1 and amend, as set forth herein, that certain Interconnection 

Agreement, dated October 8, 1941, between Empire and Arkansas, by making the follow~ 

ing changes: 

·1. Revised Article r, Term of Agreement, to read as follows: 

ARTICLE II 

.._.. Term of Agreement 

The Interconnection Agreement is hereby amended by changing · 

"June 30th, 1972" in Article I thereof to "November 14, 198o" 1 and 

this Amendatory Agreement shall become effective as of the date 

first written above and shall continue in effect in accordance with 

the provisions of the Interconnection Agreement as amended herein-

above. 

ARTICLE XIII 

Facilities to be Provided 

It is recognized that, at the present time, the systems of the 

two parties are physically interconnected by a 161 kv inter­

connection at Ozark Beach Interconnection Substation near Forsyth, 

Missouri. 

SCHEDULE BKW-1 
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•. 

It is understood a.nd agreed that under the term~ of this Agreement 

this interconnection shall continue to be operated and maintained 

unless QY mutUal consent th~ parties hereto should agree otherwise. 

If it shall be deemed desirable to establish one or more additional 

points of interconnections from time t~ time or at any time, the 

parties shall provide for auch interconnection or interconnections 

by mutual agreemen~ •. 

IN WITNESS WHEREOF, the parties hereto have caused this Arnendatoey 

·Agreement to be executed by their duly authorized officers, as of the day and 

year first above written. 

ATI'EST: 

By /s/ M. E. Nichols· 
Assistant Secretary 

ATTEST: 

By /s/ J, p. Dodge 
Secretary 

ARKANSAS POWER & LIGHT COMPANY 

By /s/ Ralph R. Pittman 
Vice President 

THE EMPIRE DISTRICT ELECTRIC COMPANY 

By /S/ R. C, Allen 
Vice President-Operations 

SCHEDULE BKW-1 
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SUPPlEMENT NO. 1 
TO·SERVICE SCHEDULE B, 

ECONOMY TNTERCHANGE SERVICE, 
BETWEEN . 

ARKANSAS POWER & LIGHT COMPANY 
. AND 

~HE EMPIRE DISTRICT ElECTRIC. COMPANY 

Conformed 

.'; 

This Supplement No. 1 is agreed to on October 4, 1962 to be ~pert 
I 

of, ~nd to revise, supplement, and amen~, as set forth herein, Service Schedule B 

of that Interco~ection Agreement (herelnafter r~ferred to as Interconnection 

Agreement), dated October 81 19411 between Arkansas Power & L~ght Company 

(Arkane~s) and The Empire District Electric Company (Empire), making the following 

.changes and addi tiona: 

1. Supplement Section :2, Term of Service Schedule, to read as follows: 

SECTION 6 
~ 

6.1 The term of·this Supplement to Service Schedule B shall start on 

the date first ~bove written, provided that nq transactions shall take place 

hereunder unless and until Schedule E of the Interconnection Agreement is 

approved by all regulatory bodies having jurisdiction in the premises 1 and shall 

continue in effect until termination or expiration of the Interconnection 

Agreement; provided, further, that either party may terminate this Schedule 
. I l 

effective at the end of the tenth or any subsequent_Exchange Year as hereinafter 

defined, upon at least four years' advi).Ace written or telegraphic notice to the 

other. The term "Excha.nge Year" shall mean the year beginning with November 15 

of one calendar year and ending with November 14 of the next calendar year. 

The first Exchange Year hereunder shall be· that beginning with November 15, 1965. 

6.2' Add Sections 7, 8, 9, and 10 as set forth below: 

SCHEDULE BKW-1 

•, 
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·•: 

. ' 

SECTION 7 
RECOGNITION OF SCHEDULES OF·INTERCONNECTION AGREEMENT' 

AND OF OTHER AGREEMENTS BWIEEN O'J:iiil!if\ PARTIES 

7 .l It is rooosnized 'tM.t the ·Interconnection Agreement he.s in effect 

as parts thereof the-following sohed~~sl 

·Service ·Schedule ·A • L~ited Firm Power Service1 :o-<J. ' ·'' · 
~ted November 211 1960 

" ftl -- rorr . Service SchedUle .:s •. Econo.roy .Interchange Service1 ~ 
~ted November ·211 1960 · · 

Service ·SchedUle o ... ~er~~mcy Assistance Service 1 "I>"'";,:....L; 7,/~:1& 
de,ted. November 211 1960 .. 

~~~· _ ..J)()~J .. rora1.,~>.ifc~¥<r~U...._ , , . 
ff'' ·service ·SchedUle ·E • -Diversity Capacity Excha.nga 1 !1P {).,.,, :J.,f "'!'i-:· 

~ted October 41 1962 . [: •. 10ul 1 q~ 1 t.vP/ 
p11:.,. f'O fci"S r~wK. ~.;;-;n_"".,, (0 ~ .... 
8 l>< '"""· Service ·SchedUle a • 'Sal~ of Power I d.e.ted. October 41 19 2 ' ~,{ ,.-- .7 

+ wt.fc/•oo.._ ' 1•1-( \ () 1 

Service SchedUle H • :Winter Period Power Seles1 d.e.ted.""'"'" rt <J-1!.~/J, Q-~ 
October 41 · 1962 . <'-'-- t ,J..f P~,.. /C w 

E"".:J· s .. \ .... --< aJ E c~ + 10 'l a IY'--'" , )J~ '; wc:...;,..t... ...__.. ...1.4 ...)!. .u.. , ...... , 1 

7.2 It is further ·recognized that the parties her~o ha.ve~n effect the 

follo~ng Service Schedules or Exh!bita with c~anies not parties hereto Which 

Service-Schedules or Exhib:l.ts·provide for Econo.roy Energy or·Economy Interchange 

transactions between the parties thereto. 

(a) Service •SchedUle .C - Economy Energy Servioe 1 d.e.ted. 
November 61 19581 to Agreement 
between Empire and Kansas Oas and 
Electric Company, dated November 61 
1958. . . 

. (b) Exhibit A .Intra-system Exchange and Intex-change 
Service 1 to Agreement between Arkansas 
and. Mississ;~pi Pcwex- & Light Company 
and. Louisiana. Power &.Light Company, 
dated June 111 1951, · 

(o) Servioe.·Schedule 0 - -Economy Energy Service, to Agreement 
between Ax-kansas and Southwestern 
Electric Power Company1 dated 
October l, 1954, 

(d) Service SchedUle C • .Economy Enex-gy Service 1 to Agreement 
between Arka.nea.s and Oklahoma Gas and 

·Electric Company, dated July 121 1954. 

SCHEDULE BKW-1 
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. SECTION 8. 
ALTERNATIVE METHOD Of ACCOUNTING, BILLING, AND 

PAYMENT FOR ECONOMY ENERGY 

8.1 It is racogni2ed that ~pire and Arkansas are participating along 

with other companies in the planning, ~onstrtiction1 financing and operation of 

an extra-high voltage electric trsnsmission:system1 as provided for.in Section 7 

of Schedvle E of the Interconnection Agreement, providing a means, along with 

their other facilities,·for Empire and Arkansas to purchase, sell, and exchange 

electric power and energy under the terms of the various Schedules to the 

Interconnection Agreament, including this Schedule B. It is further recognized 

that by reason of participation in the planning, construction, financing, and 

operation of auch extra-high v~ltage facilities the parties hereto may under 

the terms and conditions set forth herein buy and sell Economy Energy and may 

use the alternative method of billing set forth hereunder. 

8.2 It is recognized that due to operations under the provisions of 

the agreements specified in Section 7,2 above it may be desirable from time· to 

time for the Buyer hereunder to sell Economy Energy to a third party or parties 

listed in Exhibit C ·of Schedule E under the provisions of one or more of such 

agreements specified in Section 7.2 at the same time that the Seller hereunder 
. . 
is supplying Economy Energy'to the Buyer hereunder. If the parties hereto 

mutually agree to purchase and sell Economy Energy at such ti~es for such purposes 

and under such conditions, such purchase and .sale shall be accomplished as set 

out herein. It is understood and agreed that purchase and sale hereunder shall 

be entirely voluntary on the.part of each party. It is understood and agreed 

that for purchase and sale under the·terms of this Section 8.2 the alternative 

method of accounting, billing and payment as set out in Section 8.3 for such 

Econa~ Energy shall be applicable rather than the method set forth in Section 4 

of this Schedule B. 

SCHEDULE BKW-1 



'.,:• ,, Jt 

8. 3 For EconO!l)y En<'l:<'W seJ.es hereunQ.e:r suP)?l,ied a.t t;t.rne!l and, lllldj'r 

condit~ono as set ~orth in Section 8.2, the alternative m~thod of ~ayroent by 

Buye:r to Seller shall be in ac~ordance with tqe fo~lowing torm~a whe~: 

(a) Euyer )l.e:reunder 11;1 making a simult13:neous equivalent sale 

·of l:lconomy Energy ( t:ransm:i.ssion losses con~~dered,) to a 

third party·~i~t~d in EXhibit C of Schedule E and,/ot 

(b) Ball.~:<' j.s m<'.ld.ng an equiv\lel~;nt si!uultaneous )?upcnase of 

EoonQ!nY Enfi'l'g:y' (transmiss:l,on l,os!>e~ considered) from' 
J 

another.party ~isted in said E~hibit c, 
R ~ B :p).us A • :B 

2 

R Rate :per KWH for the specific block of energy :purchase~ and 

sold hereund~;r. 

A ~ ~ncr~m~ntal c0st of providing ~nergy equivalent to the 

~ount sold hereunder in accordance ¥ith the applicable 

catego~y o~lov; prov~4e~1 tn~t sugh incremental cost 

for the P~oses·hereof shall b~ ~dju~ted for the cp~nge 

~n t~ansmissl.on ;losses by reason of receipi; of Economy 

Ene:rgy a~ compared With the transm~ssion ~osses which 

wouJ.d be incurred if no such Econoffilf Energy sa;J_e occurred: 

(i)_ ~hen ~uye;r hereunder is ma~ing a simulataneous equi­

valent ~ale of Eqonollo/ Ener\'1)' to a th:J.rd party listed 

:l.n iB~hib:i.t C of ScheduJ.I' E, the :i.noreniental cost shall 

~e that from the resouxc~s of aucn third party; except 

(i~) When ~uyer hereunder is ~king a simultaneous equivalent 

sale of-Economy Energy to a th~rd·party listed in Exhibit c 

of. ·sched.ule E and sucP, third party is making a sikultaneous 

eqvtvaJ.ent sale of Economy Energy to a fourth party listed 
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in said Exhibit C, the incremental cost shall be that 

from the resources of such fourth party. 

(iii) When Buyer hereunder is not making a simulatneous 

equivalent sale of Economy Energy to a third party 

listed in said Exhibit C the incremental cost shall 

be that from the resources of Buyer. 

B : Incremental cost of. providing energy equivalent to the amount 

sold hereunder in accordance with the applicable category 

below; provided, that such. incremental cost for the purposes 

hereof shall be adjuste~ for the change in transmission losses 

by reason of delivery of Economy Energy as compared w.tth the 

transmission losses which would be incurred if no such Economy 

Energy sale occurred: 

(1) When Seller is meeting its Economy Energy commitment to 
' ' 

Buyer from resources other than a. simultaneous equivalent 

purchase from a party listed in Exhibit C of Schedule E 

the incrementa.l.cost shall be that from resources available 

to Seller. 

(ii) When Seller hereunder is buying Economy Energy from a 

third party listed in Exhibit C of Schedule E in order 

to fulfill Economy Energy sales hereunder, the incremental 

cost shall be the cost to such third party from the 

resources available to it, except 

(iii) When Seller hereunder is making a simultaneous equivalent· 

purchase of Economy Energy from a third party listed in 

Exhibit C of Schedule E in order to fulfill J;:conomy Energy 
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sales transactions hereunder, and said third party 

is making a simultaneous. equivalen~ Economy Energy 

purchase from a fourth. P.~Y.listed in. said Exhibit C 

the incremental cost shall be that from the resources 

of such fourth party. 

The incremental costs for the calculation of "A" and "B" above shall be 

the costs· as.calculated at the time of mutual agreement betwee~ the parties as 

to the conditions of the specific Economy Energy transaction. 

It is understoo.d and agreed that if. additional expense other than 

transmission losses should be incurred by Seller in any transactions covered in 

(a) and (b) hereinabove, Seller shall be compensated·for su<lh additional expense 

and the resulting necessary changes in incremental costs pertaining to such 

transactions shall be handled in accordance with criteria established by the 

Operating Committee. 

It is understood and agreed for the purposes of calculations under this 

alternative method of billing that the combined systems of Arkansas, Mississippi 

Power & Light Company, Louisiana Power & Light Company 1 and New Orleans .Public 

Service Inc., commonly referred to as the MSU System, shall be considered as 

one electric system or· company. 

SECTION 9 
LOSSES AND ADDITIONAL EXPENSE 

; 
9.1 The adjustments for transmission losses including the losses as 

calculated for the purposes of computation of payments in Section 8.2 and any 

amounts for additional transmission expense as set forth in Section 8.3 shall 

be determined by criteria established by the Operating Committee. 

SCHEDULE BKW-1 



SE.CTION 10 
APPROVAL OF REGUlATORY AUTHORITIES 

10.1 This Supplement No.1 to Service Schedule·E shall not be effective 

unless and until approved by all regulatory bodies having jurisdiction in the · 

premises. 

IN WITNESS WHEREOF 1 the parties hereto have -caused this Amendatory 

Agreement to be executed by their·duly a.uthori~ed officers, as of the day and 

year first above written. 

ATTEST: 

By /s/ M. E. Nichols 
Assistant Secretary 

A'ITEST: 

By js/ J. P. Dodge 
Secretary 

,, 

ARKANSAS :POWER & LIGHT COMPANY 

By /S/ Ralph R. Pittman 
Vice Pres1.dent 

'l'RE EMPIRE DISTRICT ELECTRIC COMPANY 

By /s/ R. C. Allen 
Vice President-Operations 
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INTERCONNJ!:CTION AGR£EMl!:NT 

J\RKAllSAS POHER & LIGHT COi•1PM~Y 
THE Fi1P!Illi DISTRICT ELECTRIC COMPANY 

THIS AGR~~NT, made this 8th d~y of October, 1941, 
by Arkansas Power & Light Company, hereinafter sometimes called 

Arkansas Company, an Ar!G.nsas Corporation, and The Empire 

District Electric Company, a Kansas Corporation, dUly licensed 
to &nd·transacting.the business of an electrical utility in the 

state of Missouri, hereinafter .sometimes called l<\iilsouri Company, 

W I T N ~ S S E T H 
•' 

WHEREAS, Arkansas Company has made and is making 
arrangements for the construction of a transmission line suit­
able for operation at a nominal voltage of 154 kv extending from 
the Norfork Dam SUbstation of Arkansas Company to the Ozark Beach 
SUbstation oi' Missouri Compsny and, 

MIEREAS, it ~ill be P9Ssible, whsn the construction of 
said transmission line is completed, to effect·a transmission 
.interconnection of substhn~al capacity between the respective 
electric systems of th'e parties hereto, which interconnection 
will make possible important benefits to each of the two systems, 
to the regions served ~~ each and to the public interest generally, 
11nd,_ · 

l'/HEREAS, among the bene.fits to be deriVed from such an 
intercom1ection'will be more effe~tive use of gener&ting facilities, 
further economies in production of electric energy, better assurance 
of servi.ce in emergencies, wider outlet for hydro-electric power 
and enerEY available fro'. or through other interconllected systems, 
and ability to meet mo1 .. .:;>romptly the unexpected demands for electric 
servi.ce which rray &rise in· connection V1ith the national defense pro­
~ro.m, 

NO\'i, Tlli;P.EFORE, the parties do hereby agree as follows: 

ARTICLE I - TER~ OF AGREEMENT 

This Agreement shall become effective as of the execu-

tion hereof and shall continue in effect·until ~~~--, /Vdf/ lll,t1.C0 
and thereafter unless or until terminated on such date or any ~.. ( 

(....U. (/Jr'hl 

4~/ M~'l·h 
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-subsequent June JOth by either party by written notice to the 

other party given. not less than two years in. sdve.nce of the in-.. 

tended date of termination. 

ARTICLE .il - FACILITIJ;§ TO BE PR!JVIDED 

Arkansas Company' will proceed immediately 1 with due 

diligence, anti complete the construction of it's· 154 kV trans­

missio~ line extentting from its Worfork Dam Substation to the 

Ozark Beach Substation of Missouri Company ano. agrees to complete 

said line within eight months from the date hereof, subject to 

delaYs caused by govermoont priorities, Arkansas Company will . . . 
keep tho IUssouri Company adviseu as to the progress being made 

in the construction of. said line anQ' the time when it is estimated 

said line will' be completed. 

Missouri Compa~y will, as soon as practicable after 

execution of this Agreement, ·take immediate llteps to desi~n and 

·construct suitable and ade~U?te facilities at ito pzark Beach 

Substation so that, when said trsnsmission.line from the Norfork 
' Dam Substation -to .the Ozarlt Beach Substation ill completed, the two 

'./Jystems can .be electrically interconnected, 

Th~oughout the term Of· this Agreement, J.lissouri Company 
. . . . . . ' . ' . 

will, so far as practic~ble, operate its Ozark Baach-Aurora'trans-

mission .line at 154 kv, n·>minal voltage, or .at such other voltage 

as may be agreed to fr· ., ttme to time by the Operating Committee. 

Noth~ng herein shall be construe~ to obligate Missouri Company 

to replace or to reconstruct ,its higi1 voltage transformers &t it& 

Ozark Beach and Aurora Substations in orcier to make 154 kv, nominal 
. . . 

voil.t&ge1 operation possiblo.·, Throughout the term of this Agr~e­

ment, each purty hereto. will maintain or cause to be maintained 

its portion of the interconne.cting facilities in accordance with 

good practice. 
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ARTICLE III - SERViCES 1Q ~ RENDERED 

Inasmuch as the various opecific services to be 

renderec; in furtherance of the purposos of the partie& in 

establishing the aforesaid interconnection.will vary from time 
to time uurL~g the term hereof,. and the terms, arrangem~nts and· 

rates applicable to such services must necessarily de~nd on 

the cona~tions from time to time existing, it is intended that 
such specific services and the terms, arrangements and rates 

applicuble thereto will be set forth in Service Scheuules 

from time to time formulated between the·parties hereof', v.hicll 

Service :..cheuules .when executed by the parti"s hereof will be:-. 
come parts of this Agreement .:.uring the perioos fixed by their 

res~ctive terms. Three initial Service Schedules, 6esignated 

Service Schedule A, Service 5chcaule D and Bervice SCheaule c, 
are attachea hereto ana are hereby made parts hereof. 

ARTICLE JY - OPEMTING COJIII-IIT'l'EE 

Each party will appoint; one representative to act 

for it in matters pertaining to tile intercOimected operation 

of the respective electric systems anct in tile opcrati!lg arrange­

ments for tile interchange or delivery of power under or pursuant 

to this AgreemE:nt, said two representatives being her~:inafter re­
ferred to collectively as the O,perating Committ,.e. Each party 

will evidence such appointment by 11ritten notice to the other 

party, and by similar ,1otice either party may at any time change 

its representative on the Operating Cownittee, 

Either party, by writton :1otico to the other party, 
may .w;i.thhold or vlithoraw from ito represento.tive on the Opera­

ting Committee authority to act for it in respect of me.tters 

specified in sucn notice, proviueci it designate in 

such notice another representativE> to act for it in respect 
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:or such matters •. Any repres<>ntative,· by written notice to .the 

·other representative, may authorize·a sUbstitute to act in his 

place ip matters specified in such notice. 

Th~·two representatives on the Operating Committee shall 

be of equai authority, and all. decisions macie 6r directions given 
. . 

by the Operating Committee must be unamimous. In the event of 

disagree~e~t · v1ithin the Ope-rating ·committee with 'respe~t to q ues­

tions arisi~g under this Agreement, tho matter or matters ~t 
issU:.,, after refei·ence to the res~ective m!l.na·gements may; upon ' 

6.emand· oi either ·perty, b~ submit teO. to arbitration in the manner 
. . . . . 

provided for· ~n Article X hereof. 
,,1 .... 

ln .the event thnt. from time_ .to time ·power and energy' 

may to advantage. be. exchanged or sold between the parties upon . . '. ,. . . ' 

-bases not provided for in Service_ Scllild\ll£Js currently in effect 

anq in circumstances such that arrangements must be maoe promptly .. 
in order to realize such actvantqge, or in case of emergencies, 

tem{iorary arrangements ·ror inc.iviciu£>1· transactions may be maae by 

th~ ·o~;&ting Cbmmittee, · vr~vi<ieo., however; that no continuing 

· commitinent i~~olved in, arranf:eme.nts· so made by. the Operating 

Committee· shail extend for a longer perio6. than thirty'days. 

ARTIC!fi y_ - SERVICE CONDI'I'IONS 

.Th~ syotems of the parties shall normally be operated . 

electrically interconnect .• d, except as otherwise from time to time 

arranged between the r .ties, proviaed, however, that either party 

may effect -interconnections with other systems, ana·in the ev.3nt 

that it is found that such interconnec~ions cannot be succe&sfully 

ma~ntained, while the systems of the parties hereto are electrically 

interconnected, <:nd it is subs4nt.ially to the ao.vantace of one 

party to mr.intain such other interconnections, such party may 

tempor~rily, during such hours of tne aay as may be r~asonable, 

disconnect its system from tha.t of. the other party to thls Agreement. 

The pt.rties hereto rec·ognize thd ditficult operating 

and technical problems may·at'ise in th-. cvntrol of the frequency 

• 

ana in the control of the flow of power alll.< of reactive kilovolt 
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amperes over the transmission systems of both parties and over 

other interconnections of both of them &nd th&t successful inter­

connected operation can ,only be accomplished through the coopera­

tion of their respective operating departments. Such operating 

departments wiU·.cooparate with each other and with the operating 

departments of other interconnected systems in attempting to con­

trol the frequency and the flow of power and reactive kilovolt . ' . ' 

amperes from any one system to any other one of the interconnected 

systems so that as nearly as practicable the delivery and 

receipt of power and energy shall be accomplished as provided 

for in the agreements in effect. Except as otherwise from 

time to time arranged, neither party shall be obligated,, in con­
nection with any delivery of power, to carry reactive current 

for the other party when to do so woUlci interfere with service 

i,n its system, would limit thO use of."t.he interconnecting facili­

ties, or would require operation by'the sender ·of generating' equip­

ment not normally operated. 

Unintentional :i,nterchan~e between the systems of the 

parties, resulting from operation ~f the systems.electrically 

interconnected, duririg periods as to which no s:;r:vice between 

the systems or a scheduled amount of interchange is intendea, 

shall in so far as practicable be kept in balance from hour to 

hour, and any unbalsnce at the end of sny such period shall be 

carried forward for balancing during a subsequent period. 

ARTICLE VI - ~lliTERING 

Power and c .. ergy interchanged hereunder or delivered 

by either party to. the oth~r under the provisions of this Agree­

ment shall be measured in such mt.nner and at such location o.s 

may be set forth in the Service Schedule applicable to the 
transaction. 

All metering equipment required for the purposes of 

this Agreement shall be provided and maintained in accordance 

with good practice by the owner of the property upon which 

such metering equipment is located. The aforesaid metering 

equipment shall be tested by the owner at suitable intervals 

·' 
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and its accuracy of registration maintained in accordance 

with good ~~actice. On re~uest of either party concerned, 

special tests shall be made. Representatives of the other 

party shall be afforded oppol'~unity lA> be present at all 

routine or. special tests and upon occasions when any readings 

for purposes of settlements hereunder are taken; 

If at any test of metering equipment an inaccuracy 

. shall be disclosed exceeding two per cent, the account between 

_the_ parti.es hereof for service theretofore s;.>pplied shall be 

adjusted to correct for the inaccuracy disclosed, such adjust­

ment to apply to a period of thirty days prior tO the date 

of the test or to the period during. which such inaccuracy may . . 
be determined_ to have ex~sted, whichever period be the shorter • 

. Should any metering equipment at any time fail .lA> register, 

or should the registration thereof be so err&tic as to be . . . ' ' 

meaningless, the power and energy.delivered shall be de-

termined from the best available aata. 
' 

·In 'Aaaition to meter recoras, each of the parties 

will keep such log sheets and other records as mo.y be neec.ed 

to afford a ciear· history of tho various amounts of power and 

energy involved in transactio'ris hereunuer and to ef'i'eot such 

differentiations as may he needed in connection with settle~ 

ments in respect of s11 .1 transactions. The originals of all 

of such meter records and other records shall be open to 

inspecti_on by representatives of· eacl. party. 

As_ promptly as practicable nfter the em:. of each 

month, each party will renner to the other party a statement· 

setting forth ap!)ropriate 6.ata from metvr t•egistretlons ann 

other oources ins uch detail and with such segregations us 

may be needed for operating records or !or s.ettlements here­

under. Each. party will also furnish nppt·opriate data from 
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meter registrations or from other sources on such time bases 

as are established by the Operating Committee, when such data 

are needed for operating recoras or for settlements. 

AR'l'lCLE Vll - BILLINGS AllD P AYr4gNTS 

All bills for amo~mts owed by one party to the other 

hereunder shall be due on the 15th day of the month following 

the monthly or other period to which such bil~s are applicable 

or on the lOth day following receipt.of bill, whichever be . 

the later. The standard perioc;s for the purposb oi settleinents 

hereunder shall be calendar months. Unless otherwise agreed 

upon by the Operating Co~~ittee; such stand~rd periOds shall 

be calen6nr months commencing o~ the first. day of the month. 

Interest on unpaiu amounts shall accrue at ~ per annum, unless 

some other_ rate is arranged in respect of specific transactions, . . . 
from the date due until the date upon which payment is made, 

ARTICLE VIII - LIABILITY 

Each party 'will defend, indemnify, am save harmless 

the other party against liability, loss, co"S"ts and expenses 

on a,ccount of any injury or damage to persons or property 

occasioned on or adja~ent to its facilities on its own property 

or ri.ght-of-way unles.s it be proven that such injury or damage 

was causeo by -the so'.~ negligence of the other party; provieieu, 

h~wever, that each wiU defend, indemnify a.nCl save harmless .the 

other party o.gainot liability, los: .. , costs and expen:H;s result­

ing from injury to or neath of its own employees, where such 

. injury or <ieath arises out ana in the course of ~mployment, 

v1hether or not such employees be bb.rmed on the pro;:>&rty of, or 

on or aajacent to the facilities of, the other party. 
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ARTICLE 1X. - UNCONTROLLABLE FORCliS 

Neither party shall be considered to be in default 

in.respect of any obligation her~under if prevented from fulfill­

ing such obligation by reason of uncontrollable forces. The 

term "uncontrollable forces" shall be deemed for the purposes 

hereof to mean storm, flood,. lightning, earthquake, fire explos­

ion, failure of facilities, civil Clisturbence, labor oisturbance, 

sabotage, war, national emergency,. restraint by court or by 

pubfic authority, or other causes beyond the control of the 

party affected, which such party could not reasonably have 

been expected to avoid by exercise of due diligence and fore­

sight and .by provision of reserve facilities in accordance . . 
with good practice, Either party imabla to fulfill any 

obligation by'reason of uncontrolla?le forces will. exercise 

nue diligence to remove such c(isability, if. practicable, 

with reasonable dispatch. 

ARTICLE 1, - ARBITRATION 

In case the parties.hereto shall be unable tO agree 

upon any question arising hereunder, such question shall be 

referred f9r settlement to three arbitrators, one appointed 

by Arkansas Company, one appointed by lhssouri Company 
third appointeci by the t,11o so chosen. 

and the 

The party desiring arbitration shall notify the 

other of its appointment of an ar-bit~ator and if the other 

party shall fail within the perloo. of ten (10) days there-

after to appoint its arbitrator, ·or in case any two arbitrators 

appointed as herein providect ·shall fail for a period of ten (10) 

days after their appointment to select a third arbitrator, either 

of the parties hereto may make written application to the then 

Ju6ge of the United States District Court having jurisdiction 

of the tastern District of Misfiouri for the appointment of an 

• 
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arbitrator or arbitrators necessary to make up the number 

of three and the parties hereto hereby consent to such 

appointment. 

Such arbitrators, before entering upon their 

duties, shall make oath ths.t they have no interest of any 

kind in either of the parties hereto, or in the subject 

matter of the arbitration, and that they will faithfully 

and honestly discharge the duties commited to them. 

The matter in dispute shall be submitted in. 
writing to such arbitrators immeoiately upon the completion 
of their appointment and the parties hereto shall do all 

thihgs necessary to make proper submission thereof accord­

ing to the character of the controversy as required by the 

arbitrators. 

The decision in writing ~igned by a majority of 

the arbitrators in respect to the matters submitted to 

them shall be final and conclusive and each of the parties 

hereto agrees to accept a nO. a bide by the same. 

Missouri Company and Arkansas Company shall each 

pay one-half (1/~) of the cost of any arbitration hereUnder. 

ARTICLE; 11 - \•IAIVeRS 

Any waiv ..• · at any t~me by either party of its 

rights with respect to a default under this Agreement, or 
with respect to any other matter arising in connection with 
this Agreement, shall not be: cteemE.d a waiver with respect 

to any subsequent O.efault or matter. Any delay short of the 
statutory period of limitation in asserting or enforcing 

any right shall not be deemed a waiver of such ri&ht. 
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ARTICLE XII - COMHIS!lON APPRuVAL 

This Agreement anu all obligations herounuer are ex­

pressly conaitioned upon tne granting of nucn approval and 

authorization by !'ny Cowmission, or other re.gulatory body, whose 

approval or authorization may be required by raw. 

ARTICLE XIII - AS8IGNMJ;ilT 

This Agreement shall inure to the. benefit of anu be 

binding upon tho successors ana assigns of the respective 

parties. 

IN HlTi~ESS WiiEREUF, the parties hereto have caused 

this Agreement to be exec~ted by· .their ciuly authorized officers, 

as of the day and' year 1irst heri'linbefore written. 

_,·, ARKANSAS POIIER & LIGH'f COMPANY 
~ ... · ·· .. \ .· 

f.:tflNf.V 

· BY C. S. Lvnd1 

Attestl 

'lir.Hro 

t .. (hwr..:u· .. 
THE ENPIRE. DISTRICT 1L£CTIUC CO!<lPANY 

,<JI·o;~•, 1.• 

BY !.i. L ,.'. ~- .. ~: 

Attest: 

· ... : 

.. 
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QUALIFICATIONS 

DOCKET NO. 12-069-U 

DIRECT TESTIMONY 

OF 

DANIEL PEA CO 

Please state your name, position, and business address. 

My name is Daniel Peaco. I am President of La Capra Associates, Inc. My business 

address is One Washington Mall, 9th Floor, Boston, Massachusetts 02108. 

Please summarize yonr professional experience and qualifications. 

I am an electric power industry planning specialist with over 30 years of experience in 

power markets and marketing, strategic planning, pricing and price forecasting, 

power procurement and contracts, and power systems planning. My consulting 

practice has included a range of engagements relating to integrated resource 

planning, transmission planning, renewable energy planning and policy, 

competitive electric markets and industry restructuring, generation asset 

valuation, strategic planning, competitive market formation and pricing, market 

analysis of prices and supply requirements, power contract analysis, and power 

procurement practices. 

I am currently President of La Capra Associates and have served in that capacity since 

200 I. Prior to joining La Capra Associates, I held power supply planning positions with 

Docket No. 12-069-U PUBLIC Direct Testimony of Daniel E. Peaco 
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Central Maine Power Company (1986-96), Pacific Gas & Electric Company (1981-86), 

and the Massachusetts Energy Facilities Siting Council (1978-79). 

I hold a master's degree in Engineering Sciences from the Thayer School of Engineering 

at Dartmouth College (1981) and a bachelor's degree in Civil Engineering from the 

Massachusetts Institute of Technology (1977). A copy of my resume is attached hereto 

as Exhibit DEP-1. 

Please summarize La Capra Associates and its business. 

La Capra Associates provides consulting services in energy planning, market analysis, 

and regulatory policy in the electricity and natural gas industries. We serve a national 

and intemational clientele from our offices in Boston, Massachusetts; Portland, Maine; 

and Williston, Vermont providing consulting services to a broad range of organizations 

involved with energy markets, including renewable energy producers, private and public 

utilities, energy producers and traders, energy consumers and consumer advocates, 

regulatory agencies, and public policy and energy research organizations. Our technical 

skills include power market forecasting models and methods, economics, management, 

planning, rates and pricing, and energy procurement, and contracting. Our experience 

includes detailed analyses of energy and environmental performance of the electric 

systems, economic planning for transmission, and market analytics. 

Have you previously testified before this or other Commissions? 

Yes. I appeared before the Arkansas Public Service Commission ("Commission") on 

behalf of General Staff in Docket No. I 0-0 II-U regarding EAI's exit from the Entergy 

system agreement and EAI's proposal to join the Midwest Independent System Operator 

("MISO") regional transmission organization ("RTO") and in several proceedings on 

behalf of the General Staff in 2000 and 200 I. In addition to my appearances before the 
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Commission, I have testified on numerous occasions before state commissions in Maine, 

Oklahoma, Connecticut, Georgia and Nevada and have testified before siting agencies in 

Massachusetts, Connecticut, and Rhode Island. A listing of my expert witness 

appearances is included in Exhibit DEP-1. 

PURPOSE OF TESTIMONY 

On whose behalf are you appearing in these proceedings? 

I am testifying on behalf of the General Staff of the Arkansas Public Service Commission 

("Staff'). Staff retained La Capra Associates to assist in its review of the Application of 

Entergy Arkansas, Inc. ("EAI"), Mid South TransCo LLC ("Mid South TransCo"), lTC 

Midsouth LLC ("lTC Midsouth"), Transmission Company Arkansas, LLC ("TCA"), and 

ITC Holdings Corp ("ITC") (collectively, "Applicants") pettaining to the proposed 

transfer ofEAI's transmission assets to ITC. 

Please describe the purpose of your testimony. 

The purpose of my Direct Testimony and the Technical Repoti attached as Staff Exhibit 

DEP-2 ("Repmt") is to provide Staff's response to the Application. The Report explains 

Staff's assessment of the Application and discusses a number of issues that are important 

to the decisions pending in this proceeding. In this testimony, I summarize the key 

findings in that Repott and provide Staff's position on the merits of the Application. 

Please provide a brief overview of the Commission actions ·requested in the 

Application. 

Entergy and lTC proposed a Transaction that would transfer ownership of the 

transmission assets owned by Entergy's Operating Companies ("Entergy OpCos") to 

ITC, removing EAI and all Entergy OpCos from the transmission business. Within the 

Docket No. 12-069-U 3 PUBLIC Direct Testimony of Daniel E. Peaco 

SCHEDULE BKW-2 



2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

APSC FILED Time: 4/19/201310:50:16 AM: Recvd 4/19/201310:46:42 AM: Docket 12-069-u-Doc. 189 

context of that Transaction, the Commission has been asked to authorize those aspects of 

the Transaction that pertain to EAI, and TCA/ITC Arkansas. 

In the Transaction, EAI will separate its transmission assets and operations into TCA and 

TCA will become a public utility subject to Commission jurisdiction for the transmission 

business that it receives from EAI. Following formation of TCA, EAI will transfer 

ownership of TCA to Mid South TransCo (an Entergy subsidiary created in the 

Transaction to hold TCA and the newly formed wires companies from each of the 

Entergy OpCos ). TCA will be included in the spinoff of Mid South TransCo to Entergy 

shareholders and the subsequent merger of Mid South TransCo with ITC. Upon 

completion of the merger, TCA will be renamed ITC Arkansas and will be an operating 

subsidiary of ITC Midsouth. ITC Arkansas will retain TCA's status as the public utility 

in Arkansas subject to Commission jurisdiction. EAI and ITC Arkansas will be 

completely separate and unaffiliated companies. ITC Arkansas will remain affiliated 

with the wires companies formed by each of the Entergy OpCo in the Transaction, each 

as operating subsidiaries ofiTC Midsouth. 

The Application includes a number of requests for Commission action to authorize the 

EAI and TCA aspects of the Transaction, including:' 

l) Authorization for EAI to transfer all of its transmission assets to TCA, 

including all authorizations previously granted to EAI to allow TCA to 

operate as a transmission utility in Arkansas; 

2) Recognition of TCA as a public utility subject to the jurisdiction of the 

Commission; 

Application, pages 6- 9. 
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3) Exempting TCA from certain statutmy requirements related to TCA providing 

exclusively wholesale services and not requiring setting of retail rates; 

4) An accounting order for deferral ofEAI transmission costs resulting from the 

Transaction pending the establishment of new base rates; and 

5) Authorization for EAI to be restructured as a limited liability company, 

transferring EAI to Entergy Arkansas LLC. 

The Application also asks for any other approvals necessary from the Commission to 

complete the Transaction. Other steps of the Transaction that may require Commission 

action include: 

I) EAI's transfer of its 100% ownership rights ofTCA, once formed, to Entergy; 

2) Entergy's transfer of its 100% ownership rights of TCA, once acquired, to Mid 

South TransCo; 

3) Entergy's transfer of its I 00% ownership rights of TCA, as patt of Mid South 

TransCo, to the Entergy Shareholders; 

4) Entergy shareholders transfer of their I 00% ownership rights of TCA to lTC, 

once acquired, as patt of the merger of Mid South Trans Co and lTC; and 

5) The transformation of TCA to lTC Arkansas, following completion of the 

merger. 

The Application also requests that the Commission make a ·finding that the 

Transaction is in the public interest. 
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SCOPE OF STAFF REVIEW 

Please describe Staff's approach to the preparation of this Direct Testimony. 

Staff, with the support of me and others at La Capra Associates Inc., has reviewed the 

materials filed by the Applicants in September 2012. In addition, Staff' has conducted 

discovery with EAI and ITC on the filed materials· and participated in informal technical 

sessions. The technical evaluation of the materials in this effort was conducted by me or 

by La Capra Associates personnel working under my direction. Members of the Staff 

and I have collaborated on the development of the conclusions and recommendations 

included in this testimony. 

What information have you reviewed in preparing this testimony? 

Staff has reviewed the following documents in preparation of this testimony: 

• The Application and the Direct Testimony of the seventeen witnesses for EAI 

and lTC offered with the Application. 

• The materials provided by EAI and ITC in response to discovery requests 

issued in this Docket. 

• FERC Dockets EC12-145, ECI2-2681, and EL12-107 regarding the joint 

filing by lTC, Entergy, and MISO: Joint application for authorization of 

acquisition and disposition of jurisdictional transmission facilities, approval 

of transmission service formula rate and certain jurisdictional agreements, 

and petition for declaratory order on application of section 305{a) of the 

Federal Power Act. 

"Staff' is used in this testimony to refer to the collective effort of members of the Staff and members 
of the La Capra Associates project team assisting Staff with this work embodied in this testimony. 
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• ITC's filings with the U.S. Securities and Exchange Commission related to 

the Transaction including ITC's S-4 filing on September 25, 2012, S-4 

Amendment No. I filed on December 2, 2012, S-4 Amendment No. 2 filed on 

January 29, 2013, S-4 Amendment No. 3 filed on February 20, 2013, and 

ITC's filing pursuant to SEC rule 424(b)(3) filed on February 27, 2013. 

• Testimony, exhibits, hearing transcripts, and Commission Orders in Docket 

No. I 0-0 11-U related to EAI's application to join MISO. 

• The Commission's Order No. 6 in Docket No. 11-050-U regarding the joint 

application of SWEPCO and AEP Southwestern Transmission Company (SW 

Transco) for transfer transmission related authorities from SWEPCO to SW 

Trans co. 

• The Settlement Agreement and Commission Orders in Docket No. 09-084-U 

related to EAI's general rate case. 

What criteria did you use in your review? 

During the review, Staff considered the Commission's recent ruling regarding the public 

interest criteria in the SWEPCO-SW Transco case3 and the Commission's decisions 

regarding EAI's application to join MISO.< 

In its August 31, 2012 Order, the Commission articulated a standard of substantial 

evidence of concrete benefits for ratepayers (in this case, SWEPCO ratepayers). 5 Staff 

considered the similarities of that case to the Application in this proceeding in concluding 

that Staff's review should examine this Application relative to that same standard. 

Order No.6, Docket 11-050-U, August 31, 2012. 

Docket No. 10-011-U. 

Order No.6, Docket 11-050-U, August 31, 2012, at 18-21. 
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Staff also reviewed the Application to assess the degree of compliance with the 

conditions established by the Commission regarding EAI's membership in MISO, as set 

forth in Order Nos. 68, 72, 74, 75 and 76 in Docket No. 10-011-U. In this context, Staff 

reviewed the proposed structure ofTCA/ITC Arkansas and the degree to which ITC 

ownership would depart from the conditions placed on EAI's membership in MISO. 

CONCLUSIONS AND RECOMMENDATIONS 

Please summarize Staff's conclusions. 

The following is a summary of the Staff conclusions: 

1. Application as filed does not meet public benefits standard the Commission 

articulated in the SWEPCO Order 

In APSC Docket No. I 1-050-U, the Commission articulated that it "is not 

opposed to independent transmission companies or independent transmission 

construction and, in fact, it strongly supports the improvement of the 

transmission system in this state and region as a means to lower energy costs for 

Arkansas ratepayers."' However, in that same Order the Commission stated that 

a determination of public h.1terest requires that the applicants provide evidence 

that the benefits are concrete and "significant enough to outweigh the potential 

for increased retail rates."' 

Based on the standard articulated in the SWEPCO docket, the Applicants in this 

Docket have not demonstrated concrete benefits that outweigh the significant 

quantitative costs. 

6 Order No. 6, APSC Docket No. 11-050-U at 21. 
7 Id. 
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The Transaction imposes significant additional costs to ratepayers 

The shift from transmission charges utilizing the Bundled Load exemption to 

rates under the MISO tariff is expected to result in a significant increase in 

transmission revenue requirement for Arkansas ratepayers. The shift to lTC 

ownership adds additional costs based on its capital structure, a higher return on 

equity, and use of a forward looking test year with an annual true-up provision. 

In addition, the costs may be even higher if lTC obtains incentive ROE approval 

and adds transmission investment beyond those known additions included in 

ITC's cost estimates. 

The Applicants have provided evidence demonstrating that the Transaction will 

result in significant increases in transmission charges for both retail ratepayers 

and wholesale customers in Arkansas. Overall, the change in ownership will 

result in an increase in annual transmission revenue requirement of between 

each year for the first five years. Even if the impact 

of the forward test year and annual true-up provisions for FERC ratemaking is 

excluded, as the Applicants propose, the transmission revenue requirement still 

increases by - over the status quo each year from 2014-2018. This 

estimate includes offsetting quantitative benefits derived from a purportedly 

lower cost of debt under lTC and the preservation of the current ADlT and tax 

basis. 

The increase will likely be higher, but there is currently insufficient evidence to 

determine the actual figures because lTC has not provided information on capital 

expenditures that will accompany additional transmission projects beyond 

Entergy's current forecast. It is also possible that lTC will seek a higher ROE 

from FERC in the future, and lTC has expressly stated that it believes it is 

Docket No. 12-069-U 9 PUBLIC Direct Testimony of Daniel E. Peaco 

SCHEDULE BKW-2 



2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

3. 

4. 

APSC FILED Time: 4/19/201310:50:16AM: Recvd 4/19/201310:46:42AM: Docket 12-069-u-Doc.189 

eligible for an incentive ROE adder. Each of these uncettainties could result in 

significantly higher rates for Arkansas ratepayers. 

The Transaction does not yield significant benefits incremental to EAI 

membership in MISO 

The benefits of the Transaction identified by the Applicants are primarily 

qualitative in nature. Many of these benefits, such as ITC's independence and 

broad regional view, are substantially similar to benefits of EAI joining MISO, or 

provide only a small incremental benefit over benefits of EAI as a transmission 

owning member ofMISO. 

Additional benefits claimed by the Applicants, such as the increased financial 

flexibility, could be achieved through other means that do not impose such a high 

quantitative cost on ratepayers. The Applicants have not sufficiently 

demonstrated that other benefits are tangible, such as ITC's singular focus on 

transmission. While the Applicants also claim that customers will benefit from 

the independence and broad regional view of lTC, the opportunities for economic 

transmission upgrades to reduce congestion lay primarily in areas other than 

Arkansas. Additionally, while this provides for the possibility that costs would 

be shared beyond the region, it also indicates that EAl could be required to pay 

for projects in excess of the benefits received. 

The Transaction will render the Commission's evaluation and conditional 

order in Docket No. 10-011-U obsolete and the APSC will lose jurisdiction 

The Commission issued orders in Docket No. 10-0 11-U to ensure that EAI's 

transition to MISO was in the public interest. As a result of the Transaction, 

many of the conditions of MISO membership identified by the Commission in 
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APSC Docket No. 10-0 11-U that were deemed critical will be voided. 

Accordingly, the value and impact of the conditions will be altered. As lTC will 

be primarily operating under FERC jurisdiction, the Commission will lose 

significant jurisdiction over transmission operations and, most notably, 

transmission rates charged to Arkansas customers. The loss of the Bundled 

Load exemption shifts transmission rates out of Commission control, to the 

benefit of the transmission owner and the detriment of the retail ratepayers. 

5. Other issues suppo1·t Commission rejection of the Transaction 

The RMT structure of the Transaction preserves the current ADlT and tax basis 

of the transmission assets, which simply preserves the status quo with respect to 

this aspect of the transmission rates, rather than providing a true benefit to 

ratepayers. The RMT structure also requires the transmission assets of all 

Entergy Operating Companies be included in the Transaction, putting the 

Transaction and its purported benefits at risk if any one of the retail regulatory 

commissions does not approve the Transaction. 

The safe and reliable delivery of energy to Arkansas customers requires a capable 

transmission system owner and operator. The Applicants have not provided 

sufficient evidence to demonstrate that their due diligence concluded that lTC is 

a qualified and capable transmission system operator. 

What is Staff's recommendation? 

The Application is not in the public interest and should not be approved. 

Does this conclude your testimony? 

Yes. 
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DANIEL E. PEA CO 
La Capra Associates 
President 

EXHIBIT DEP-1 

Daniel Peace is an electric Industry planning specialist with more than 30 years of experience in power 
markets and marketing, strategic planning, pricing and price forecasting, power procurement and 
contracts, and power systems planning. Mr. Peace has significant experience as an expert witness and as 
an advisor to senior utility managers and public policy officials. His consulting practice has included a 
range of engagements relating to integrated resource planning, competitive electric markets and industry 
restructuring, including generation asset valuation, strategic planning, competitive market formation and 
pricing, stranded cost assessment and mitigation, power market analysis of prices and supply 
requirements, power contract analysis, and power procurement practices. In addition to his tenure at La 
Capra Associates, he has held management and planning positions in power supply planning at Central 
Maine Power, CMP International Consultants, Pacific Gas & Electric, and the Massachusetts Energy 
Facilities Siting Council. 

EMPLOYMENT HISTORY 

La Capra Associates 

President 
Managing Director 

Central Maine Power Company 

Manager, Industrial Marketing and Economic Development 
Principal, CMP International Consultants 
Director, Power Supply Planning 
Power Supply Planning Analyst 

Pacific Gas & Electric Company 

Power Supply Planning Analyst 
Hydropower Planning Analyst 
Cogeneration Contracts Analyst 

Massachusetts Energy Facilities Siting Council 
Planning Engineer 

EDUCATION 

Thayer School of Engineering, Dartmouth College Hanover, NH 
MS. in Engineering Sciences, Resource Systems and Policy Design 

Massachusetts Institute of Technology Cambridge, MA 
B.S. in Civil Engineering, Water Resource Systems 

Boston,MA 

2002-current 
1996-2002 

Augusta, ME 

1995-96 
1993-95 
1987-93 
1986-87 

San Francisco, CA 

1985-86 
1983-84 
1981-82 

Boston,MA 
1978-79 

1981 

1977 
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Regarding Tri-State G&T's Cost to Serve Its Nebraska Loads and the Nebraska Power Supply 
Issues Group Loads, prepared for the Nebraska Power Supply Issues Group, two public power 
districts aud two member-owned electric utilities in Western Nebraska. December 2012. Lead 
Consultant and Principal Author. 

Independent Valuation Opinion for the Vernon Station in the Town of Hinsdale, NH, prepared for 
the Transcanada Hydro regarding the value of a 32 MW hydropower asset. November 2012. 
Lead Consultant and Principal Author. 

Independent Valuation Opinion for the Comerford and Mclndoes Stations in the Town of 
Monroe, NH, prepared for the Transcanada Hydro regarding the value of 179 MW hydropower 
assets. November 2012. Lead Consultant and Principal Author. 

Independent Opinion Regarding the Market Value of Brassua Hydro LP Assets, prepared for the 
Owners of Brassua Dam regarding the value of a 4 MW hydropower asset. November 2012. 
Lead Consultant and Principal Author. 

Independent Opinion Regarding Amortization Reserve of Brassua Hydro LP, prepared for the 
Owners of Brassua Darn regarding the amortization reserve value of a 4 MW hydropower asset. 
November 2012. Lead Consultant and Principal Author. 

Regional Framework for Non-Transmission Alternatives, Report prepared for the New England 
States Committee on Electricity. October 2012. Lead Consultant and Principal Author. 

Renewable Energy and Energy Efficiency Par/folio Standards(REPS) And Sustainable Energy in 
North Carolina, Lessons from the 20I 1 Energy Policy Committee Study, presentation to the 9th 
Annual Sustainable Energy Conference, Raleigh, North Carolina April20, 2012. 

Transmission Planning for the Next Generation, Some Implications for Generators in the New 
England Regiotl of FERC Order 1000, presentation to the Connecticut Power and Energy 
Society's Energy, Environment, and Economic Development Conference, Cromwell, 
Connecticut March 14,2012. 

Entergy Arkai1Sas, Inc.'s Withdrmval ji·om the Entergy System Agreement, Response to EAI's 
Analysis of All Strategic Oplioi1S, Supplemental Initial Report prepared for the General Staff of 
the Arkansas Public Service Commission. July 12, 2011. Lead Consultant and Principal Author. 

North Carolina's Renewable Energy Policy, A Look at REPS Compliance To Date, Resource 
Options for Future Compliance, and Strategies to Advance Core Objeatlves, prepared for the 
North Carolina Energy Policy Council. June 2011. Lead Consultant and Co-Author. 

Energy Poliay Implementation, Framework Overview: Paying for the Poliaies, presentation to 
the NECNCPES 18th Annual New England Energy Conference, Groton, Connecticut, May 18, 
2011. 
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Entergy Arkansas, Inc. 's Withdrawal from the Entergy System Agreement, Initial Report 
prepared for the General Staff of the Arkansas Public Service Commission. February I 1, 2011. 
Lead Consultant and Principal Auth9r. 

Non-Transmission Alternatives Assessment for the Lewiston-Auburn Area, Report for Central 
Maine Power. August 27, 2010. Co-Author. 

Emerging Regional Energy Issues, How RPS Requirements will Affect Vermont's Ene1·gy Future, 
presentation to tbe Vermont's Renewable Energy Future Conference, Burlington, Vermont 
October I, 2010. 

2010 Comprehensive Plan for the Procurement of Energy Resources, Report prepared for the 
Connecticut Energy Advisory Board. Apri127, 2010. Lead Consultant and Principal Author. 

Phase I Report: Assessment of Energy Supply Options for the Town of Millinocket, report to the 
Town of Millinocket, Maine. December 18, 2009. Lead Consultant and Principal Author. 

2009 Comprehensive Plan for the Procurement of Energy Resources, Report prepared for the 
Connecticut Energy Advisory Board. May I, 2009. Lead Consultant and Principal Author. 

Evaluation of the Grid Solar Proposal, Review of the Economics of the Proposal as an 
Alternative to the Maine Power Reliability Program, Report prepared for Central Maine Power. 
April3, 2009. Lead Consultant and Principal Author. 

An Analysis of the Connecticut Light and Power Company's Proposed Greater Springfield 
Reliability Project and Manchester to Meekvllle Project and the Non-Transmission Project 
Proposed as Altematives, Report prepared for the Connecticut Energy Advisory Board. 
February 17,2009. Lead Consultant and Principal Author. 

Preparil1g A State-Cell/ric IRP fn a Multi-State Power Market, presentation to the EUCI 
Conference on Resource and Supply Planning, Scottsdale, Arizona, February II, 2009. 

Resource Considerations of Transmission Planning, half-day workshop presented to the EUCI 
Conference on Resource and Supply Planning, Scottsdale, Arizona, February 11, 2009. 

2008 Comprehensfve Plan for the Procurement of Energy Resources, Report prepared for the 
Connecticut Energy Advisory Board. August 1, 2008. Lead Consultant and Principal Author. 

Maine Power Reliability Project: Non-Transmission Alternatives Assessment and Economic 
Evaluation, Report for Central Maine Power. June 30, 2008. Lead Consultant and Principal 
Author. 

Maine Power Connection: Locational Marginal Price and Production Cost Implications in 
Maine and New England, Report for Central Maine Power and Maine Public Service Company. 
June 30, 2008. Lead Consultant and Principal Author. 

Impact of Aroostook Wind Energy on New England Renewable Energy Certificate Market, 
Report for Horizon Wind Energy. June 25, 2008. Lead Consultant. 
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Initial Review of Integrated Resource Plan for Connecticut, Report for the Connecticut Energy 
Advisory Board. January 28, 2008. Lead Consultant and Principal Author. 

Connecticut's Long-Term Electric Capacity Requirements, Report of the CoiUlecticut Energy 
Advisory Board. April 7, 2006. Lead Consultant and Principal Author. 

Technical Audit- Phase Ill: Review of Increase In Fuel Component of Power Budget FY 2007 
relative to FY 2006, prepared for the New Brunswick Power Distribution and Customer Service 
Corp., October 5, 2005. Lead Consultant and Principal Author. 

Prelfminary Assessment of Connecticut's Electric Supply and Demand: Near Term Requirements 
for Reliability and Mitigation of Federally Mandated Congestion Charges, The CoiUlecticut 
Energy Advisory Board. September 2, 2005. Lead Consultant and Principal Author. 

Technical Audit - Phase II: Review of Increase In Fuel Component of Power Budget FY 2006 
relative to FY 2005, prepared for the New Brunswick Power Distribution and Customer Service 
Corp., July 7, 2005. Lead Consultant and Principal Author. 

Technical Audit: Purchased Power Budget April 2005 - March 2006, prepared for the New 
Brunswick Power Distribution and Customer Service Corp., May 18, 2005. Lead Consultant and 
Principal Author. 

Retail Choice Study: Issues and Options for Electric Generation Service, The Belmont 
Electricity Supply Study Conunittee, Belmont, Massachusetts. June 2, 2004. Lead Consultant 
and Principal Author. 

California Energy Markets: The State's Position Has Improved, Due to Efforts by the 
Department of Water Resources and Other Factors, but Cost Issues and Legal Challenges 
Continue, California Bureau of State Audits, April 2, 2003. Lead Consultant and a Principal 
Author. 

Califomia Energy Markets: Pressures Have Eased, but Cost Risks Remain, California Bureau of 
State Audits, December 21, 2001. Lead Consultant and a Principal Author. 

Development of Competition in Electric Markets and the Impact on Retail Consumers in 
Arkansas, Arkansas General Staffs Report, In The Matter of a Progress Report to the Arkansas 
General Assembly on the Development of Competition in Electric Markets and the Impact, if 
any, on Retail Consumers, Docket No. 00-190-U, September4, 2001. Principal Author. -

Preliminmy Market Value Assessment of PP&L Maine Hydroelectric Plants, August 2001. 
Proprietary report prepared for American Rivers, the Atlantic Salmon Federation, the Natural 
Resources Council of Maine, the Penobscot Indian Nation, and Trout Unlimited. Principal 
Author. 

Development of Competition in Electric Markets and the Impact on Retail Consumers in 
Arkansas, Arkansas General Staffs Report, In The Matter of a Progress Report to the Arkansas 
General Assembly on the Development of Competition in Electric Markets and the Impact, if 
any, on Retail Consumers, Docket No. 00-190-U, September 29, 2000. Principal Author. 
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Wholesale Market Development: Timing and Issues Survey of Activity in Other Regions, FERC 
Initiatives, In The Matter of a Progress Report to the Arkansas General Assembly on the 
Development of Competition in Electric Markets and the Impact, if any, on Retail Consumers, 
Docket No. 00-190-U, September29, 2000. Principal Author. 

Retail Market Development: Timing and Issues Survey of Other States, In The Matter of a 
Progress Report to the Arkansas General Assembly on the Development of Competition in 
Electric Markets and the Impact, if any, on Retail Consumers, Docket No. 00-190-U, September 
29, 2000. Principal Author. 

The Progression toward Retail Competition in Arkansas' Neighboring States, In The Matter of a 
Progress Report to the Arkansas General Assembly on the Development of Competition in 
Electric Markets and the Impact, if any, on Retail Consumers, Docket No. 00-190-U, September 
29, 2000. Principal Author. 

Arkansas General Staff Proposal and Initial Comments, In The Matter of a Generic Proceeding 
to Establish Uniform Policies and Guidelines for a Standard Service Package, Docket No. 
00-148-R, June 13, 2000. Principal Author. 

Arkansas General Staff Initial Comments, In The Matter of a Generic Proceeding to Determine if 
Metering, Billing, and Other Services Are Competitive Services, Docket No. 00-054-U, 
March 31, 2000. Principal Author. 

Arkansas General Staff Initial Comment and Proposed Market Power Analysis Minimum Filing 
Requirements, In The Malter of a Generic Proceeding to Establish Filing Requirements and 
Guidelines Applicable to Market Power Analyses, Docket No. 00-048-R, March 28, 2000. 
Contributing Author. 

Vermont Electricity Prices: Regional Competitiveness Ow look; Implications of Restructuring in 
New England and New York, February 2000 Edition, prepared for Central Vermont Public 

·Service. Principal Author. 

Projected Retail Price of Electricity for Massachuse/ls Electric Company. Boston Edison 
Company, and Western Massachuse/ls Electric Company, September 1999, prepared for 
Massachusetts Municipal Wholesale Electric Company. Principal Author. 

Comments of the Commonwealth of Massachuselts Division of Energy Resources, in the 
Investigation by the Department of Telecommunication and Energy into Pricing and 
Procurement of Default Service, July 1999 (Initial and Reply Comments). Contributing Author. 

Need for Power Supply: The New England Power Pool and the State of Rhode Island, March 
1999, prepared for lndeck- North Smithfield Energy Center. 

Vermont Electricity Prices: Regional Competitiveness Outlook; Implications of Restructuring in 
Northeast States, a Report to the Working Group on Vermont's Electricity Future, November 
1998, prepared for Central Vermont Public Service. Principal Author. 
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EXPERT TESTIMONY AND APPEARANCES 

US District Court 
Colorado 
Civil Action No. 
IO·CY·02349·WJM·KMT 

Arbitration 
MACaseNo. 
ll 153 y 02133 ll 

Burrillvlllo 
Board ofRevicw 

Arkansas Public 
Service Commission 
Docket No. 10-011-U 

Burrill ville 
Board of Review 

Oklohoma 
Corporalfon 
Commission 

Nebraska Power Supply 
Issues Group 

Owner.! ofBrassua Dam 
FPL Hydro Malnc LLP 
Madison Paper Industries 
Merimil Ltd Partner.!hip 

Transcanada; Ocean Slll.tes 
Power Holdings, Ltd .• 

General Staffofthe 
AK Public Service Comm. 

Transcanada; Ocean States 
Power Holdings, Ltd .. 

OK Corporation Commission 
OK Attorney General 

Cause No. PUD 201100186 

Arkansas Public 
Scrvfcc Commission 
Docket No. 10-011-U 

WvWI.Iacapra.com 

General Staff ofthe 
AK Public Service Comm. 

Expert testimony regarding Tri-State G&T cost to 
serve five Nebraska member.!. 

Deposition Testimony February 27,2013 

Expert testimony regarding the valuation of a 4 MW 
hydropower facllily and the detcnnlnation of amortization 
reserve obligations under FERC license provisions. 

Valuation Report 
Amortization Reserve Report 
Amortization Reserve Rebuttal 
Oral Testimony 

November 1, 2012 
November I, 2012 

November IS, 2012 
December 5, 2012 

Expert testimony regarding tl1e valuation of a 540 MW 
combined cycle power plant in appeal of an appraisal 
conducted for tl1o Town ofBurrillvillc, RJ. 

Vaiualian Report 
Oral Testimony 

January 4, 2012 
. March I, 2012 

Testimony regarding the evaluation ofllntcrgy Arkansas's 
strategic reorganization options and request for authorization 
to transfer control of its transmission asset to the Midwest ISO. 

Oral Testimony 
Surrebuttal Testimony 
Direct Testimony 

May 31,2012 
Apri127, 2012 

March 16,2012 

Expert testimony regarding the valuation ofn 540 MW 
combined cycle power plant In appeal of an appraisal 
conducted for the Town ofBurrillville, RJ. 

Valuation Report 
Oral Testimony 

Jnnuary 4, 2012 
Maroh I, 2012 

Testimony regarding a 60 MW Wind Energy Purchase 
Agreement and Cogeneration deferral Agreement propoSlld 
by Oklahoma Gas & Electric Company, addressing 
cost pre-approval, and a requested waiver from 
competitive procurement.. requirements. 

Profiled Testimony February 8, 2012 

Testimony regarding the evaluation ofEntergy Arkansas's 
strategic reorganization options upon fts exit from the 
Entcrgy System Agreement 

Oral Testimony 
Surrebuttnl Testimony 
Supplemental Initial Testimony 
Initial Testimony 

September 9, 2011 
August 18, 2011 

July 12, 2011 
February 11, 2011 
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Commission or the 
State ofKI!Jlsas 

Federal Energy 
Regulatory Commission 
(FER C) 
RMI0-23-000 

Maine Public Utilities 
Commission 
Docket No. 2008-255 

Oklahoma 
Corporation 
Commisslon 

The Landowner Group 

Maine Public Utilities 
Commission, ct. at. 

Central Maine Power 

OK Corporation Commission 
OK Attorney General 

Cause No. PUD 201000092 

Oklahoma Oklahoma Attorney General 
Corporation Commission 
Cause No. PUD 201000037 

Connecllcut Dept. of 
Public Utililles Control 
(DPUC) 
Docket No, 10-02-07 

Georgia Public 
Service Commission 

Docket No, 31081 

WMV.Iacapra.com 

Connecticut Energy 
Advisory Board (CEAB) 

Georgia Public 
Service Commission 
Public Interest 
Advocacy Staff 

EXHIBIT DEP~l 
Resume of Daniel E. Pea co 

Pagelof12 

Testimony regarding the application oC!TC Great Plains 
for a siting pcnnit fora34S-kV Tri!JlSmission Line addressing 
project need and route selection methodology. 

Initial Tcsllmony Aprlll8, 2011 

Expert Affidavit regarding economic I!Jlalysls 
methodology for transmission project evaluation. 
Provided in reply comments on the PERC Tfi!Jlsmisslon 
PII!Jln!ng and Cost Allocation NOPR. 

Affidavit November 12.2010 

Testimony regarding CMP's application for approval 
the Lewiston Loop 115kV Trnnsmlsslon ProjccL 
Testimony addressed non-ttansmission alternatives. 

Oral Testimony 

Rebuttal Testimony 

November 16, 2008 
December 14,2010 
November 8, 2010 

August 27, 2010 

Testimony regarding a 99.2 MW wind farm power purchase 
agreement and green energy choice tariff proposed 
by Public Service Company of Oklahoma, addressing 
cost pre-approval, resource need, nnd 
compctitlvc procurement. requirements .. 

Profiled Testimony 
Oral Testimony 

October 5, 2010 
November J, 2010 

Testimony regarding a 198 MW wind farm 
proposed by Oklahoma Gas & !llectrtc, addressing 
cost pre-approval, resource need, and 
compe1itive procurement. requirements, 

Profiled Testimony June I I, 2010 

Lead witness sponsoring the CEAB's 2010 Comprelrellsive 
Piau for ll:e Procurement of Energy Resources. 

Oro! Testimony Junc2&J,2010 

Witness sponsoring testimony regarding Integrated 
resourco planning methods, renewable encrgyt 
solar PV demonstrot!on projects, and tmcertalnty I!Jlalysis. 

Written Testimony 
Orol Testimony 

May 7,2010 
May 18,2010 
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Maine Public Utilities 
Commission 
Docket No. 2008·2SS 

Central Maine Power 

Oklahoma Oklahoma Attorney Geneml 
Corporation Commission 
Cause No. PUD 200900167 

Oklahoma Oklahoma Industrial Energy 
Corpomtlon Commission Consumers (OIEC) 
Cause No. PUD 200900099 

Connecticut DcpL of 
Public Utilities Control 
(DPUC) 
Docket No, 09-0S-02 

Connecticut Dept. of 
Public Uti lilies Control 
(DPUC) 
Docket No, 08·07-0 I 

Maine Superior Court 
Civil Action 
Docket No. cv-06·705 

Connecticut Energy 
Advisory Board (CBAB) 

Connecticut Energy 
Advisory Board (CilAB) 

Worcester Energy Co., Inc. 

Massachusetts Dept. Russell Biomass 
Of Telecommunications 
Andllncrgy 
Docket No. DTEIDPU-06·60 

WWN.Iacapra.com 
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Testimony regarding CMP's application for approval 
Sl.S B Maine Power ReliabilityTr.msmission Project. 
Testimony addressed non-transmission alternalfves and 
economic benefits, economics of proposed solar alternative, 
wind energy development benefits. 
Oral Testlmony 

Rebuttal Testimony 

October 10, 2008 
November 19, 2008 
December 21, 2009 
Febru:uy 4, 2010 
December 4, 2009 
April3, 2009 

Testimony regarding a 102 MW wind fann · 
proposed by Oklahoma Gas & lliectric, addressing 
cost pre-approval, resotm:e need, and 
compellllve procurement. requirements. 

Profiled Testimony Sept29, 2009 

Testimony regarding a power contract pre-approval and 
recovery of Independent Evaluator costs of Public Service 
Company of Oklahoma. 

Profiled Testimony July 14, 2009 

Lead witness sponsoring the CEAB's 2009 Compreltemlve 
Plan for the Procurement of Energy Resources. 

Oral Testimony June 30, 2009 

Lead witness sponsoring the CEAB 's 2008 Comprehensive 
P/011/or the Procurement of Energy Resources. This Plan 
is U10 first prepared under the State's new integrated 
resource planning statute. 

Oral Testimony August28, 2008 
September 22. 2008 
October 3, 2008 

Expert opinion regarding renewable energy and power 
procurement services. 

Profiled Report 
Oro! Testimony 

Janu:uy 30, 2008 
March 18,2009 

Testimony regarding economic, reliability and environmental 
need for renewable power In the Massachusetts and New 
England In support of Russell Biomass petition for a 
zoning exemption. 
Pre filed Testimony 
Oral Testimony 

June 2007 
October 30, 2007 
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Hawaii Public Utll!lfes 
Commission 
Docket No. 04·0046 

Hawaii DJvjsion of 
Consumer Advocacy 

Nevada Public Ulflli!es NevadaAllomey General 
Commission Bureau of Consumer Protection 
Docket No. 06·12002 

Oklahoma Oklal10ma Attorney Oencrol 
Corpomllon Commission 
Cause No. PUD 200SSI6 
Cause No. PUD 2006030 
Cause No. POD 2007012 

Oklahoma Oklahoma Industrial Energy 
Corporation Commission Consumers (OlEC) 
Cause No. PUD 2002·038 
REMAND 

New Brunswick Board of New Dmnsw!ck Power 
Commlss!onars of Public Distribution Company 
Ut!I!Ues (PUB) 
Ref. 2005-002 

Conneclfcut Department Connecticut Energy 
of Public Utility Control Advisory Board 
Docket No. OS-07-14 
Phases land II 

Hawaii Public Utilities 
Commission 
Docket No. 03·0372 

Hawaii Division of 
Consumer Advocacy 

Oklahoma Oklahoma Industrial Energy 
Corporalfon Commission Consumers (OIEC) 
Cause No. POD 2005-ISI 
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Testimony regarding Hawaii tllccttic Llgbt Company's 
integrated resource plan. 

Profiled Testimony 
Oral Testimony 

September 28, 2007 
November 26, 2007 

Teslfmony regarding the prudency of Sierra Pacific Power 
Company in its purchased power expenses for lite period 
Decomber 200lthrougb November 2002. 

Premed Tesllmony September 14, 2007 

Testimony regarding a 950 MW coal-fired 
generation facility proposed by Public Service of Oklahoma 
and Oklahoma Oas & Etcclric, including IRP, 
competitive procurement, and constroction 
financing Issues. 

Profiled Testimony 
Rebullal Testimony 
Oro! Testimony 

Mny21,2007 
June 18,2007 
July 26, 2007 

Tesllmony regarding a power contract proposal of Lawton 
Cogeneration and tho pricing analysis of Public Service 
Company of Oklahoma. 

l'rcfitcd Testimony 
Rebuttal Tesllmony 
Oral Testimony 

October 28, 2005 
March 17, 2006 

Mny9, 2006 

Testimony regarding La Capra Associates' lltree technical 
audits of lite l>!BP-Disco purchased power budget and 
variance analyses for FY 2004-2006. 

Oral Testimony February 14-22, 2006 

Tesllmony regarding Connecllcut's need for clcclrie 
capacity to meet reliability requirements and to mitigate 
congestion charges In lite wholesale markets. 

OraiTestimony February 14-22, 2006 
May i,2006 

June IS, 2006 
September 26, 2005 

Testimony regarding competitive bidding ntles and 
Integrated resource planning. 

Oral Testimony December 12-16,2005 

Testimony regarding resource planning, prudency of generation 
!nvesttaent of Oklahoma Gas & !llcctric Company. 

Prefiled Tesllmony 
Rebuttal Testimony 
Oral Testimony 

September 12, 2005 
September 29, 2005 

October 18, 2005 
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Oklahoma Oklahoma Industrial Energy 
Corpornlion Commission Consumers (OIEC) 
Cause No. PUD 2003·076 

Oklahoma Oklahoma Industrial Energy 
Corporation Commission Conoumcrs (O!EC) 
Cause No. PUD 2003·633/4 

Civil Litigation Central Maine Power Co. 
Maine Superior Court 
Docket No. CV.Ol-24 

Oklahoma Oklahoma Attorney General 
Corporation Commission 
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Testimony rogarding resource planning, prudency of generation 
Investment and fuel and purchased power expenses of Public 
Service Company of Oklahoma. 

Premed Testimony January 4, 2005 

Testimony regarding power contract proposal for Blue Canyon 
wind development and avoided costs ofPublie Service Company 
of Oklahoma. 

Profiled Testimony August 16, 2004 

Factual and expert witness in litigation regarding pricing 
provisions ora purchased power agreement between 
Central Maine Power and Benton Falls Associates. 
Deposition Testimony Aprll28, 2004 

Testimony regarding power contract proposal for PowcrSmith 
Cogeneration and avoided cost analysts of Oklahoma Gas & 
Electric Company. 

Profiled Testimony 
Rebuttal Testimony 
Oral Testimony 

February 18,2004 
March 16, 2004 
August 4,2004 

Nevada Public Utilities Nevada Altomcy General Testimony rogarding the Nevada Power Company's Integrated 
Commission Bureau of Consumer Protcetion Resource Plan and associated financial plan. 

Massachusetts Energy Cape Wind 
Facilities SlUng Council 
Docket No. llFSB-02·2 

Maine State Board of United American Hydro 
Property Tax Review 

Nevada Public Utilities Nevada Attorney General 
Commission Bureau of Consumer Protection 
Docket No. 03·1014 

Oklahoma Oklahoma Attorney General 
Corporation Commission 
Cause No. PUD 2002-038 

Arkansas Public 
Service Commission 

www.lacapra.com 

General Staff of the 
AK Pubilc Service Comrn. 

Profiled Testimony 
Oro! Testimony 

September 19,2003 
October 15,2003 

Testimony regarding economic, reliability and environmental 
need for power in the Massachusetts and New England power 
markets regarding the need for new wind power facility. 
Profiled Testimony February 14, 2003 
Oral Testimony August 6&7, 2003 

Testimony regarding the Maino and New England power 
market prices pertaining to the valuation of a hydro-clcctrlc 
power facility in Winslow, Maine. 

Oral Testimony Juncl8, 2003 

Testimony regarding tho prudcncy ofSlerra Pacific Power 
Company in its purchased power expenses for the period 
December 200 I through November 2002. 

Prcfilcd Testimony Aprii2S, 2003 

Testimony regarding a power contract proposal of Lawton 
Cogeneration and the pricing analysis of Public Service 
Company of Oklahoma. 

Prcfiled Testimony 
Oral Testimony 

December 16, 2002 
May 22,2003 

Testimony regarding tl10 Development of Competition in 
Electric Markets and the Impact on Retail Consumers in 
Arkansas. 

Profiled Testimony September 4, 2001 
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Arkansas Public 
Service Commission 

Arkansas Public 
Service Commission 

General Staffofthc 
AK Publio Service Corum. 

General Stoff of the 
AK Public Service Comm. 

AtkllllSas Public General Staff ofthc 
Service Commission AK Public Service Comm. 

Arkansas Public Genom! Staff of the 
Service Commission AK Public Service Comm. 

Am cr. Arb. As;oe. Venmont !oint Owners 
No. SOT 198 00197-98 

Rhodclsland Energy lndcck-North Smithfield, L.L.C. 
Facilities Siting Board 

Civil LiUsation Cenual Maine Power Co. 
Maine Superior Court 
Docket No. CV-98-212 

Connecticut Energy PDC- El Paso Meriden LLC 
Facilities Siting Council 
Docket No. 190 

www.lacapra.com 
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Testimony regarding the Development of Competition In 
lllcctric Markets and tho Impact on Retail Consumers in 
Arkansas. 
Preflled Testimony September 29, 2000 

Testimony regarding the establishment ofunlfonn 
Policies and guidelines for a Standard Service Package. 

Staff Proposal and Comments 
Reply Comments 
Sur reply Comments 
Oral Teslimony 
Petition for Rehearing 
Rcbunal Testimony 
Oral Testimony 

!unc 13, 2000 
July 21, 2000 

August 2, 2000 
August 8, 2000 

November 15, 2000 
November 29, 2000 

Testimony regarding the detennlnatlon of tho merits of 
declaring retail billing services competilivc effective 
At the start of retail open access. 
Otal Testimony 
Profiled Rebuttal Testimony 
Profiled Testimony 
Oral Testimony 

!une 27, 2000 
June 23, 2000 
June 16,2000 
May 10, 2{)00 

Testimony regarding the minimum filing requirements 
for market power studies to be flied by tlto Arkansas 
Electric utilities and affiliated retail companies. 
Oral Testhnony June I, 2000 

Tcslimony regarding economic dll!11agcs resulting from 
alleged breach of a long•tenm purchase power agreement 
between Hydro-Quebec and Vennont utilities (VJO). 
Oral Testimony May 25, 2000 
Profiled Rebuttal Testimony Fcbru;uy 10, 2000 
Profiled Teslimony August 13, 1999 

Testimony regarding economic, reliability and environmental 
need for power In the Rhode Island and New England power 
markets regarding the need for new, merchant power facility. 
Profiled Testimony August 16, 1999 
Oral Testimony August 17,2000 
Profiled Testimony Janu;uy 26, 2001 
Or.!l Testimony Mareh 23,2001 

Factual and expert witness in litigation regarding pricing 
provisions of a. purchased power agreement between 
Central Maine Power and Regional Wasta Systems. 
Deposition Testimony May 5, 1999 

Testimony regarding economic, reliablllty and environmental 
need for power fn the Connecticut and New England power 
murkets reg111ding the need for new, merchant power facility. 
Profiled Tesllmony Janu;uy 25, 1999 
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Rhode Island Energy R.I. Hope Energy, L. P. 
Facilities Shing Council 
Docket No. SB·98·1 

Massachuscns Energy Cabot Power Corp. 
Facilities Siting Council 
Docket No. EFSB-91-lOlA 

Massachuscns Energy ANP Blackstone Energy 
Pac111tfes Siting Council 
Docket No. EFSB-97-2 

Massachusetts Energy ANPBcllinghnm 
Facilities Siting Council 
Docket No. EFSB-97-1 

Rhodolsiand Energy Tiverton Power Associates LP 
Fac111tles Siting Board 
Docket No. SB-97-1 

Maine Public Utilities Ccnlrol Maine Power 
Commission 
DockctNo. 92·102 

Maine Public Utilities Cenlral Maine Power 
Commission 
DocketNo. 92-315 

Maine Public Utilities Ccnlral Maine Power 
Commission 
Docket No. 87·261 
Docket No. 88·111 
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Testimony regarding economic, reliability and environmental 
need for power In U1e MassachusellS Wld Now England power 
markets regarding the need for new, merchant power facility. 
Oral Testimony Novcmbcr4, 1998 
Prcfiled Testimony October 30, 1998 

Testimony regarding economic, reliabilily and cnvlronmental 
need for power in the Massachuscus and New England power 
markets regarding the need for new,mcrchant power facility. 
Oral Testimony May 27, 1998 
Profiled Testimony August 15, 1997 

Testimony regarding economic, reliability and environmental 
need for power In the Massachuscns Wld New EngiWld power 
markets regarding the need for new, merchant power facility. 
Oral Testimony April6, 1998 
Profiled Testimony Janllltl')' 23, 1998 

Testimony regarding economic, reliability and environmental 
need for power In the Massachusons and New England power 
markets regarding the need for now, merchant power faclllty. 
Oral Testimony February 3, 1998 

Janllltl')' 28, 1998 

Testimony regarding economic, 1\lllahility and environmental 
need for power in the Rhode Island Wld New England power 
markets regarding the need for new, merchant power facility. 
Oral Testimony October IS, 1997 
Profiled Testimony October I, 1997 

Testimony regarding CMP's avoided cost methods Wld practices 
pertaining to tlte prudency of power purchase conlract decisions 
with regard to contrnct awards and conLract management. 

Oral Testimony July 1993 
Deposition Testimony Februaty 25, 1993 

Profiled Rcbu«nl Testimony 
Profiled Testimony 

March 1, 1993 
June 7, 1993 

Junc!S, 1992 

Testimony regarding CMP's avoided cost methods and practices 
pertaining to the selling oflong-tcnn avoided costs, CMP's 
Energy Resource Plan, Wld the relationship of marginal costs 
of generation to embedded costs. 
Supplemental Profiled Testimony 
Prellled Testimony 

April 20, 1993 
Februaty 17, 1993 

Testimony 1\lgarding CMP's avoided cost methods and practices 
perllllnlng to tlJe setting oflong-tenn avoided costs, CMP's 
Energy Resource Plan, Wld the proposal for a 900 MW power 
Contract with Hydro Quebec. 
Oro! Testimony 
Pefiled Tcsllmony 

Summer 1988 
October 31, 1987 
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TECHNICAL REPORT 

Evaluation of the Transaction to Transfer the Entergy Corp. 
Transmission Business to lTC Holdings, Inc. 

Docket No. 12-069-U 

In The Matter Of An Application Of Entergy Arkansas, Inc., Mid South TransCo LLC, 
lTC Midsouth LLC, Transmission Company Arkansas, LLC, and lTC Holdings Corp. 

To Enter Transactions Resulting In A Certificate Of Public Convenience And Necessity 
For A New Arkansas Utility To Own EAI's Electric Transmission Facilities 
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1.1NTRODUCTION 
On September 28, 2012, Entergy Arkansas, Inc. ("EAI") and lTC Holdings Corp. ("lTC") 
submitted an Application containing their proposal to enter into a series of transactions 
(collectively, the "Transaction"), calling for the transfer of EAI's transmission assets and 
associated transmission operations to Transmission Company Arkansas ("TCA"), a spin-off 
of TCA to Mid South Trans Co, and subsequently a merger of Mid South TransCo with lTC 
Midsouth LLC ("lTC Midsouth"), a subsidiary of ITC.l As a result of the Transaction, TCA 
will be an operating subsidiary of lTC Midsouth and lTC, providing transmission services in 

Arkansas with no affiliation to EAI or Entergy. 

The Transaction also includes a transfer of the generation and distribution functions of EAI 
to Entergy Arkansas LLC, which will remain an operating subsidiary of Entergy. Energy 
Arkansas LLC will be an operating subsidiary of a new holding company which will operate 
as a first-tier subsidiary of Entergy. Collectively herein, EAI, lTC, lTC Midsouth, Mid South 
TransCo and TCA will be referred to as "Applicants." 

The Transaction includes similar actions by all Entergy Operating Companies ("OpCos"). All 
Entergy transmission operations will become affiliated operating subsidiaries of lTC 
Midsouth. The remaining generation and distribution functions of all Entergy Operating 
Companies (including EAJ) will be operating subsidiaries of a new holding company that 
will be a direct subsidiary of Entergy Corp. 

The Applicants seek (1) a number of approvals from the Commissionz regarding the 
transfer of ownership of the EAI transmission assets to TCA, (2) the transfer of TCA 
ownership to Mid South TransCo and then to lTC Midsouth, and (3) the authority for TCA to 
operate as a public utility in Arkansas. In addition to these requested actions by the 
Commission, the Transaction requires similar approvals from other jurisdictions for the 
transfer of transmission assets from the other Entergy Operating Companies, which are 
proposed to occur in parallel with the EAI and TCA transfers. 

This report presents the results of Staffs review of the Application and materials supplied 
by the Applicants in responses to discovery, as well as Staffs findings regarding the 
Applicants' evidence supporting its request for approval of the Transaction. Staff conducted 
its review of the Application focusing on the specific implications for EAI and EAI's retail 
and wholesale customers in Arkansas and the extent to which the Transaction offers 

The Application was filed on behalf of EAI, lTC, lTC Midsouth, and two other entities: Mid South Transco LLC 
('Mid South Transco'}, which is a temporary entity created by Entergy and would later be merged into lTC 
Midsouth as a result of the proposed Transaction. Transmission Company Arkansas, LLC ("TCA"} is an entity 
created by EAI to receive the spun-off EAI transmission assets. TCA is proposed to be renamed lTC Arkansas 
subsequent to completion of the Transaction. 
Application pp. 6-9, 50-55, 63-64. 
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concrete benefits to EAI ratepayers such that a finding that the transaction is in the public 
interest could be supported and justified.' Based on this review, Staff finds that: 

1. The Transaction would result in significant and tangible added costs to retail and 
wholesale ratepayers in Arkansas. 

2. The Transaction would not provide significant or tangible benefits to Arkansas 
beyond the benefits that are expected to derive from EAI's membership in 
Midwest Independent Transmission System Operator ("MISO"). 

3. The Transaction would reduce the Commission's jurisdiction over the 
transmission system that is currently owned and operated by EAI and would 
obviate many of the conditions on MISO membership established by the 
Commission in Docket No. 10-011-U. 

4. The other benefits claimed by the Applicants are not quantified or concrete, and 
could be attained through other mechanisms. 

5. The Reverse Morris Trust ("RMT") structure of the Transaction preserves the 
current AD IT and tax basis of the transmission assets, which simply preserves 
the status quo with respect to this aspect of the transmission rates, rather than 
providing a true benefit to ratepayers. The RMT structure also requires the 
transmission assets of all Entergy Operating Companies be included in the 
Transaction, putting the Transaction and its purported benefits at risk if any one 
of the retail regulatory commissions does not approve the Transaction. 

6. The Applicants have not provided evidence necessary to establish ITC's 
competency to operate the EAI transmission system in Arkansas, specifically, or 
the new entity that combines all the Entergy transmission system with the 
current lTC. 

This report discusses each of these findings in the sections that follow. 

Given that Staffs review concludes that the Application is not in the public interest, Staff has 
not developed a detailed review of the issues pertaining to the manner of implementing the 
transition to lTC ownership and structuring of the new entities (i.e., Entergy Arkansas LLC 
and lTC Arkansas), including: 

• EAI employees transferring to lTC 
• the implementation of the integration to MISO 
• the status of lTC/lTC Arkansas as public utility in Arkansas 
• the applicability of Commission imposed conditions to lTC Arkansas, 
• the reorganization of EAI to Entergy Arkansas LLC, and 
• ITC's approach to planning and cost allocation. 

In SWEPCO's application regarding SW Transco, the Commission discussed the need for substantial evidence 
that the benefits outweigh the costs of that proposal and that the evidence demonstrated that the benefits to 
ratepayers are concrete. Order No. 6 at 18-19, August 31, 2012, Docket No. 11-050·U (August 31, 2012). 
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2. PROPOSED CHANGES TO ARKANSAS 
TRANSMISSION SERVICE 

The proposed Entergy-lTC Transaction would transfer the Entergy transmission business to 
lTC. As part of this Transaction, EAI and each of the other Entergy Operating Companies 
would be restructured as generation and distribution subsidiaries of Entergy. The 
transmission business of EAI and each of the other Entergy Operating Companies would be 
restructured to operate as separate transmission subsidiaries of lTC. This section of the 
report addresses the overall goals and process for the proposed Transaction and describes 
the elements of the Transaction that are specific to EAI and Arkansas. 

A. Overall Entergy-ITC Transaction Objectives and Process 

The Transaction is actually a complex series of transactions within the Entergy organization 
and ultimately with lTC. The Entergy organizational transactions culminate with all current 
Entergy transmission assets being spun off as a separate transmission company (Mid South 
TransCo) to the Entergy shareholders. Entergy shareholders merge Mid South Trans Co with 
ITC Midsouth and receive lTC common stock. Upon completion of this transaction, the 
former Entergy transmission business would become an ITC subsidiary completely 
independent and separate from the Entergy organization. The Entergy shareholders remain 
owners of Entergy and also hold ownership positions in lTC. 

Discussion of the Transaction with lTC was initiated by Entergy in june 2011 and lTC 
provided a non-binding indication of interest letter to Entergy on july 1, 2011.'·' Entergy 
and lTC publicly announced their plans for the Transaction on November 21, 20116 and 
entered into a formal agreement to transfer ownership of Entergy's transmission assets on 
December 4, 2011.7 

' Amendment No. 1 to Form S-4 filed with the U.S. Securities and Exchange Commission by lTC Holdings Corp. 
(December 3, 2012), p. 118. Produced by lTC in response to Staff Data Request APSC 15-7. 

5 

See HSPI Attachment to EAI's Response to Staff Data Request APSC 11-1, Addendum 
Entergy Corp Board Presentation Materials", p. 4/408. See also HSPI Attachment to 

EAI's Response to Staff Data Request APSC 17-1, Addendum 1. "Attachment 17-2e Addendum1_HSPI_ITC_10 
14 10_v1_HSPI.PDF." 

Entergy-ITC Press Release, "Entergy to Divest and Merge Electric Transmission Business Into lTC Holdings, 
Creating Industry-Leading Electric Transmission Company," November 21, 2011, http://www.itc-holdings.com/itc­
entergy/news/breaking-news/press-release.html. 
Application, p. 2. 
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In the Application, Entergy describes this Transaction as the culmination of more than a 
decade of effort to form an effective Transco for the Entergy system, includingvarious 
Transco proposals and the operation of its transmission system under the Independent 
Coordinator of Transmission ("ICT") structure as administered by the Southwest Power 
Pool ("SPP"). 9 Entergy determined that separation of its transmission business was the best 
way to realize the full value of its businesses.'" The strategic rationale presented to 
Entergy's Board when the Transaction was approved included:" 

With respect to the benefits to customers, the Application stresses the benefits of a robust 
transmission system, including greater confidence in wholesale markets derived from an 
independent transmission owner, enhanced financial strength for the transmission system 
and the Entergy Operating Companies, improved transmission service derived from ITC's 
singular focus on transmission, ITC's regional view of transmission planning, and the 
elimination of EAl's transmission planning, which would have to be performed in 
conjunction with the other Entergy Operating Companies.12 

The Transaction is structured as a RMT transaction, defined as: 

A Reverse Morris Trust transaction is a business combination involving the spin- or split­
off of a business (here, Entergy's Transmission Business), by a company (here, Entergy), 
and its subsequent merger with another company (here, ITC). Entergy's proposal would 
be structured on a tax free basis where shareholders of the company effecting the spin-

8 EAI's Response to Staff Data Request APSC 17-2, "Attachment 17-2.2_HSPI_110725 Process 
Update_HSPI.PDF" pp. 4-10. 

' Application at 22-25; Direct Teslimony of Hugh T. McDonald (September 28, 2012) at 27-30. 

" Amendment No. 1 to Form 8-4 filed with the U.S. Securities and Exchange Commission by lTC Holdings Corp. 
(December 3, 2012), p. 147. Produced by lTC in response to Staff Data RequestAPSC 15-7. 

" HSPI Attachment to EAI's Response to Staff Data Request APSC 11-1, Addendum 2. "HSPM Dec 2 2011 
Entergy Corp Board Presentation Materials', p. 5/408. 

" Application at 26. 
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or split-off (here, the Entergy shareholders] receive more of the equity in the combined 
company than the shareholders of the other company (here, the fTC shareholders). 13 

Entergy proposed that the Transaction be structured as a RMT Transaction to accomplish 
the Transaction on a tax-free basis for its shareholders, electing this structure rather than a 
straight asset sale.14 However, the RMT Transaction results in a complete separation of the 
transmission business from Entergy and its Operating Companies just as would be the case 
in a straight asset sale to lTC. At the conclusion of the RMT, Entergy shareholders would 
have ownership in lTC and lTC would own the Mid South TransCo assets outright and 
independent from Entergy and its operating companies. lTC has estimated that the total net 
consideration transferred from lTC to Entergy shareholders will be approximately 
$3.56 billion at the time of execution, including 50.1% of lTC common shares. In return, lTC 
will receive the entire Entergy transmission business enterprise valued by lTC at $3.56 
billion. This includes $2.40 billion in excess of the net book value of the enterprise, which 
will be booked by lTC as goodwill.15 

The individual steps of the Transaction are detailed in the testimony of EAI witness 
Theodore Bunting.16 In general, the Transaction steps are: 

1. Entergy forms Mid South TransCo, a new subsidiary which will become the holding 
company for individual wires subsidiaries created by each Entergy OpCo. 

2. Each OpCo creates a wires subsidiary which will eventually hold the transmission 
assets of that OpCo. For EAI, this wires subsidiary is TCA. · 

3. Entergy Corp. borrows $575 million from capital markets. This money will be used 
to provide capital infusions to the OpCos to retire OpCo debt and outstanding 
preferred shares. 

4. The wires subsidiaries, still owned by the OpCos, collectively borrow $1.2 billion 
from capital markets. TCA's share of the total is $400 million. ,.., 

5. The wires subsidiaries will distribute the cash borrowed in the previous step to 
their respective OpCos, and the OpCos will contribute the transmission assets to the 
wires subsidiaries. The assets will be transferred to the wires subsidiaries at book 
value and the cash will be used by the OpCos to pay down debt related to the 
transmission assets. 

" Amendment No. 1 to Form S-4 filed with the U.S. Securities and Exchange Commission by lTC Holdings Corp. 
(December 3, 2012}, p. 120. Produced by lTC in response to Staff Data Request APSC 15-7. 

" ld. at 118-120. See also EAI's Response to Staff Data RequestAPSC 16-13. 
15 ITC's filing pursuant to SEC Rule 424(b)(3), February 28, 2013, pp. 46, 49. This document revises portions of 

ITC's S-4 filing cited above. The revised filing has not been produced by the Applicants in this matter, but is 
publicly available at: WIWI.sec.gov/Archives/edgar/data/1317630/000119312513078606/ d389849d424b3.htm 

" Direct Testimony of Theodore H. Bunting, Jr. (September 28, 2012) pp. 34-37, Exhibit THB-2. 
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6. Entergy will distribute the $575 million borrowed previously to the OpCos. EAI's 
share will be $102 million. This money will also be used to pay down debt by the 
OpCos. 

7. Each OpCo gives all ownership units in the wires subsidiaries to Entergy Corp., 
which then transfers the wires subsidiaries under Mid South TransCo. 

8. Entergy declares a "dividend" and distributes all ownership shares in Mid South 
TransCo (which owns all the wires subsidiaries and transmission assets) to Entergy 
shareholders. 

9. Entergy shareholders transfer their ownership of Mid South TransCo to lTC in 
exchange for 50.1% of ITC's common stock. 

The preceding overview is a high-level description of the key steps of the Transaction. 
There are additional steps related to the treatment of stock, the establishment of a trust to 
receive some of the shares, and other issues which are relevant for the tax accounting of the 
Transaction. 

B. EAI Restructuring in the Transaction 

As part of the Transaction outlined above, EAI would be restructured into a generation and 
distribution company, with its current transmission assets and operations being spun off 
into a separate transmission company, TCA. This section of the report describes the 
proposed changes in EAI, the creation of TCA, and the exchange of assets between EAI and 
Entergy proposed in the Transaction. 

Currently, EAI is a vertically integrated utility owning generation, transmission and 
distribution assets which it uses to serve its retail load and its wholesale customers. EAI's 
total assets have _a net book value of - with its transmission assets being 
approximately - of that value.17 EAI holds - in debt and has 
approximately - in equity, including in preferred 
stock outstanding, for an overall debt/equity ratio 

The Transaction would remove the in transmission assets from EAl and 
provide $585 million in capital to EAI from Entergy ($185 million in two parts) and TCA 
($400 million). At the end of the Transaction, EAI would have assets with a total net book 

value of- holding - in debt and - in equity, with a 
debt/equity ratio similar to the pre-Transaction amounts." 

11 The net book value of the assets is distinct and separate from the tax basis of the assets, which includes an 
adjustment for accumulated deferred inco.me taxes (ADIT). 

" Attachment to EAI's Response to Staff Data Request APSC 34·2. 
19 ld. 
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TCA is proposed to initially be established as an EAI subsidiary and, once formed, 
ownership of TCA is to be transferred to Entergy, effectively as a dividend. As an EAI 
subsidiary, EAI is proposed to transfer its transmission assets to TCA. TCA borrows $400 
million and transfers the proceeds from that loan to EAI. The resulting structure of TCA 
includes assets with net book value of-and debt of $400 million, with a net book 
value of-.zo 

The Transaction calls for EAI to retire debt totaling approximately 
purchase and retire all outstanding preferred shares of EAI totaling 
Transaction is designed to maintain the pre-Transaction proportion of debt to total equity 
of EAI, as well as those of the other OpCos. At the conclusion, EAI will have - in 
debt and-in equity, a-debt/equity ratio.21 

The impact of the Transaction on the capitalization of EAI and TCA is addressed in Table 1 
below. 

TABLE 1. IMPACT OF TRANSACTION ON EAI CAPITALIZATION. ASSETS~ 

~:~{~r:J~:;j~~:~~=~l-~-~~-:~~c -~~ --~-< ~(~c~;,~ ~-~ ~~-:~~~~:_~-: 
- IRANSAGTIONSIER--==---------- --------- -- ---- - - ~ -- -
~~ -~~::~~~-:;;:>i:=-~~=~~~-:['c~_- ~~c_=~---::: '= :------

Beginning capital structure - - -EAI redeems all preferred shares - - -TCA borrows $400m from capital markets - - -

EAI exchanges T assets for cash from TCA - - -

EAI receives cash from Entergy's debt issuance - - -

EAI receives additional cash infusion from Entergy - - -

EAI retires historical debt - - -

EAI gives ownership of TCA ($0.438, net of $0.408 
- - -

debt and $0.83B T assets) to Entergy 

Final capital structure • - -

As proposed, EAI will continue to be the load serving entity for its Arkansas load. According 
to the Applicants, the change in ownership of the transmission assets will have little, if any, 

20 ld. 
21 ld. 

22 ld. 
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impact on the day-to-day experience of EAI's retail customers, and with the exception of 
certain large industrial customers, the retail customers of EAI will have no direct 
involvement with lTC. 23 

C. TCA Transfer from Entergy to lTC Arkansas 

As discussed in the Transaction overview above, TCA will initially be created as a wholly­
owned subsidiary of EAI. After TCA issues $400 million of debt, the proceeds of that loan 
will be distributed to EAI. The EAI transmission assets will be transferred to TCA. At this 
point in the restructuring, EAI will have received $400 million in cash and will have sole 
ownership of TCA, which will have $400 million in debt and will have direct ownership of 
the EAI transmission business. 

Following the restructuring of TCA as a Transco subsidiary of EA!, EAI is to distribute all 
membership units of TCA to Entergy Corp., transferring ownership of the transmission 
business to the parent company. 

Entergy then contributes all membership units to Mid South TransCo, which at this point in 
the restructuring is a direct subsidiary of Entergy, holding the transmission assets received 
from EAI and the other Entergy Operating Companies as separate subsidiaries. 

Once Entergy declares a dividend and distributes all membership units of Mid South 
TransCo to its shareholders, TCA will effectively be owned by the Entergy shareholders. 

Immediately after this spin-off to the Entergy shareholders, the merger of Midsouth 
Trans Co with lTC Mid South will occur. As a result of the merger, Mid South will become a 
direct subsidiary of lTC, under the new name lTC Midsouth. TCA will be renamed lTC 
Arkansas and will be a direct subsidiary of lTC Midsouth. As lTC Arkansas, the subsidiary 
will continue to own the transmission business currently operated by EAI. 

D. lTC Arkansas Planning and Ratemaking Proposal 

Once the Transaction is complete, lTC Arkansas will be a subsidiary of lTC Midsouth, 
providing transmission service to EAI and other wholesale customers. 

According to ITC's Application at FERC, lTC Arkansas and the five other wires subsidiaries 
will each sign the MISO Transmission Owners Agreement ("TOA") and become 
transmission-owning members of MISO, and as such, will be participants in the MISO 
planning processes.24 The Applicants have not provided a comprehensive organizational 

" Direct Testimony of S. Brady Aldy (September 28, 2012), p. 5. 
" lTC Holdings Corp., Entergy Corporation, Midwest Independent Transmission System Operator, Inc. Joint 

applicalion for authorizalion of acquisilion and disposilion ofjurisdiclional transmission facilities, approval of 
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description of who will plan lTC Arkansas's system (i.e., whether it will be lTC Arkansas 
personnel, lTC Midsouth personnel, or lTC personnel). In fact, lTC has stated that it has not 
yet determined the post-transaction organization for the planning function.zs The 
testimony supporting the Application states that initially, the organization for the new lTC 
Midsouth employees brought over from Entergy will be similar to the existing structure.26 

This indicates that the system will be planned similarly to how Entergy Services, Inc. ("ESI") 
plans the system for EAI today, with a central planning group at lTC Midsouth that performs 
services for the subsidiaries and assigns or allocates planning expenses to each 
subsidiary."·'" 

lTC has applied to FERC for approval of formula-based rate tariffs for each of the new lTC 
operating companies, including lTC Arkansas, based on the mechanism contained in 
Attachment 0 to the MISO Open Access Transmission Tariff ("OATT").'9 If approved, lTC 
will implement the Attachment 0 formula rate for Arkansas customers by populating the 
inputs of the Attachment 0 formula and using the resulting lTC Arkansas revenue 
requirement forecast. 

There are three key components of lTC Arkansas's formula rate. First, the rate employs a 
forward-looking test year which requires customers to pay rates based on forecasted 
spending. In a given rate year, if the actual spending is either higher or lower than the 
forecast upon which rates have been based, there will be a true-up mechanism the following 
year to reconcile the difference.30 

The second major component of the formula rate is the return on equity ("ROE") rate. lTC is 
requesting an ROE of 12.38% and claims that this rate is "available to all TOs belonging to 
MISO and comparable to that of the lTC operating subsidiaries that are members of MIS0."31 

Lastly, ITC's rate filing with FERC requests approval to utilize a capital structure of 60% 

equity and 40% debt. lTC states that this level is "consistent with both ITC's existing 

transmission service formula rate and certain jurisdictional agreements, and petition for declaratory order on 
application of section 305(a) of the Federal Power Act. FERC Dockets EC 12-145, 12-2681, EL12-107. 
September 24, 2012. P. 60. 

" Direct Testimony of Thomas W. Vitez (September 28, 2012), p. 33:1-17. 

" See Direct Testimony of Jon E. Jipping (September 28, 2012), pp. 72:11-76:18 

" td. at 76:9-12, stating that "lTC employees dedicated to the lTC Midsouth Operating Companies' activities will 
perform the Planning function for the lTC Midsouth Operating Companies. However, the standards and planning 
criteria to which they perform this work will be set by ITC's corporate Planning organization." 

" See, e.g., Direct Testimony of Kurtis W. Castleberry (September 28, 2012) at 17:9-19; Direct Testimony of 
Thomas W. Vitez (September 28, 2012) at 33:1-17; ITC's Response to Staff Data Request APSC 27-2. 

" lTC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL 12-107. September 24, 2012. 

JO Direct Testimony of Thomas H. Wrenbeck (September 28, 2012), pp. 5-8. 

" Direct Testimony of Cameron H. Bready (September 28, 2012), p. 35:2-9. 
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operating subsidiaries and with capital structure levels approved by FERC for other 
transmission entities.'1

32 

The impact of these components of ITC's rate application is addressed in the following 
section. 

32 ld. 
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3. THE TRANSACTION WOULD IMPOSE 
SIGNIFICANT COSTS ON ARKANSAS 
RATEPAYERS 

As proposed, the Transaction would result in significant additional costs to all Arkansas 
ratepayers utilizing the Entergy transmission system. The following section describes the 
components of the net rate increase, including the quantitative costs and offsetting 
quantitative benefits described by the Applicants in testimony and supported by filed 
workpapers and responses to data requests. 

In general, the Application presents an argument that the benefits of the Transaction, which 
are primarily qualitative, outweigh the net quantitative cost. In this section, Staff presents 
its review of the quantitative costs of the Transaction to customers. The qualitative benefits 
to customers will be discussed in Sections 4 and 6 below. Staffs analysis of the 
Transaction concludes that the alleged qualitative benefits do not outweigh the identified 
quantitative costs. 

A. Loss of Bundled Load exemption for EAI retail ratepayers 

Under the status quo, with EAI's continued ownership of the transmission assets and its 
anticipated membership in MISO, the Commission will continue to have ratemaking 
authority for EAI retail ratepayers. The Commission is able to retain this authority under 
EAI's membership in MISO due to the MISO's Bundled Load exemption, which establishes 
alternate revenue collection for transmission owners ("TOs") that are also load-serving 
entities ("LSEs"). In APSC Docket No. 10-011-U, the filings, technical conference, and 
hearings related to Entergy's Application to transfer control of its transmission assets to 
MISO included discussion of the Bundled Load exemption for EAI retail customers, under 
which, "MISO does not collect or distribute any revenues from or to a member TO's · 
Bundled Load."33 

If the Transaction is executed, EAI will no longer be a TO in MISO. EAI retail load will 
therefore no longer qualify as Bundled Load. As a result of the loss of the Bundled Load 
exemption, transmission charges will be levied on Arkansas ratepayers (passed through EAI 
as the LSE) based on rates calculated through the MISO tariff, rather than APSC proceedings. 

The shift from transmission charges utilizing the Bundled Load exemption to rates under 
the MISO tariff is expected to result in a significant increase in transmission revenue 

" EAI's Response to Staff Data RequestAPSC 18-11. 
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requirement for Arkansas ratepayers. The components of this increase are detailed in the 
following section. 

As will be discussed in the following section, the loss of the Bundled Load exemption shifts 
transmission rates out of Commission control, to the benefit of the transmission owner and 
the detriment of the retail ratepayers. 

B. Increase in transmission rates under lTC ownership 

The increase in transmission revenue requirement is based on three primary changes to the 
method of revenue recovery under lTC asset ownership, as compared to the current method 
under EAI ownership or the anticipated method under EAI ownership as a transmission 
owning member of MISO. These three components are: increased ROE, change in capital 
structure, and implementation of a forward looking test year for ratemaking purposes. 

In addition to the increase in revenue requirement recovered from Arkansas ratepayers for 
these three changes, there are other potential changes that will increase rates, such as 
potential ROE adders and additional transmission system expansion beyond the upgrades 
currently planned by Entergy. 

1. INCREASED RETURN ON EQUITY 

A significant portion of the increase in revenue requirement results from the increase in 
allowed ROE as a result of the Transaction. 

Currently, the Commission sets the recoverable ROE through the regular ratemaking 
process, which is now set at 10.2%.34 As discussed in the previous section, this process 
would continue for EAI as a transmission-owning member of MISO due to the Bundled 
Load exemption. 

Under fTC ownership, however, the ROE will be set during a proceeding at FERC 
whereby the transmission-owning member of MISO requests approval of an 
Attachment 0 template to be used to establish formula rates for transmission service. It 
is in that proceeding that the ROE will be set for fTC's transmission service to EAI. That 
proceeding is currently under way at FERC.35 In their Application in that proceeding, 
lTC is requesting a 12.38% ROE, stating: "Consistent with Commission precedent, 
because they will be Transmission Owner members of MISO, the New fTC Operating 
Companies are entitled to use the 12.38% MISO ROE."36 The 218 basis point increase in 
ROE will directly increase the transmission revenue requirement to be recovered from 

" Commission Order No. 20, Docket No. 09-084-U. 

35 FERC Dockets EC 12-145, 12-2681, EL12-107. 

35 lTC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL 12-107. September 24, 2012, 
p. 65. 
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Arkansas ratepayers. See Table 3 below for details on the increase in revenue 
requirement. 

2. CHANGE IN CAPITAL STRUCTURE 

During the ratemaking process, the applicable ROE is applied to the approved equity 
portion of the company capital structure to determine the revenue requirement 
approved for equity investors. 

Currently, the APSC has approved a capital structure for EAI consisting of 54.5% debt 
and 45.5% equity (including preferred shares)." lTC has applied to FERC for approval 
of a target capital structure consisting of 40% debt and 60% equity.38 

The Applicants have not provided a direct justification for the proposed capital 
structure in their Application. ITC's response to a Staff Data Request on the issue refers 
to testimony in the FERC matter stating that the capital structure is appropriate for a 
non-diversified company because they are "less able to withstand disruptions in their 
revenue stream."39 Additionally, lTC claims that the capital structure will permit lower 
interest payments, "preserve investor confidence," and provide access to lower cost 
capitaJ.•o 

Since the ROE is significantly higher than the cost of debt, a capital structure with a high 
equity portion produces a higher transmission revenue requirement, significantly 
increasing costs to ratepayers. This effect is compounded by the higher ROE under lTC 
ownership, as discussed above. 

The Applicants prepared an exhibit demonstrating how the change in ROE and capital 
structure increase the weighted average cost of capital ("WACC"). 41 A summary of the 
overall impact is provided in Table 2 below. 

EAI Pre-Tax WACC 

lTC Arkansas, LLC 
WACC 

TABLE 2. MODELED IMPACT OF TRANSACTION ON WACC 

10.31% 10.41% 10.45% 

13.62% 13.65% 13.67% 

10.51% 10.56% 

13.70% 13.72% 

" Derived from EAI workpapers filed in support of its Application (HSPI_Lewis·Rate_Effects_Workpaper_2.xlsx). 

" lTC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107. September 24, 2012. 
P. 51. 

" ITC's Response to Staff Data Request 35-1. 
40 ld. 

" Exhibit CMB-7 to the Direct Testimony of Cameron M. Bready (September 28, 2012). 
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This calculation of EAl's WACC does not incorporate several zero cost components that 
were included in EAI's last general rate case, such as Current, Accrued, and Other 
Liabilities ("CAOL") and ADIT. When these and other components were included in the 
calculation, EAI's WACC was 5.04%.42 The Applicants have not addressed how these 
elements would be incorporated in the FERC ratemaking process. 

See Table 3 below for details on the increase in revenue requirement due to the 
modified capital structure. 

3. FORWARD TEST YEAR 

Under Arkansas law, EAI's general rate case applications, including its transmission 
rates, are based on a test year adjusted for known and measurable changes.•' That test 
year may be comprised of historical twelve calendar months or comprised of six months 
of historical data and six months of projected data. In either case, the test year 
information may be adjusted for known and measurable changes in circumstances that 
occur during the twelve months following the end of the test year. 

In its rate application at FERC, lTC is proposing the use of a forward looking test year in 
which rates are based on the forecast of costs and capital expenditures, rather than an 
accounting of actual past expenditures. 44 The rate includes a true-up mechanism to 
reconcile any differences between actual costs and revenues recovered from ratepayers. 

The FERC forward looking test year and true-up provisions provide more frequent 
adjustments to the transmission revenue requirement and rates than do the procedures 
implemented by the Commission pursuant to Arkansas law. The transmission revenue 
requirement will be set each year based on the forecast of the following year's 
expenditures, as determined in the formula rate implementation protocols. 45 According 
to the Applicants, this is important to reduce "regulatory lag" related to cost recovery.•6 
EAI has argued that the impact of the forward looking test year should be excluded from 
the analysis of rate impact because it is a "timing effect" of revenue recovery rather than 
an actual increase.47 However, EAI's analysis shows an actual impact on year-to-year 
revenue requirement recovered from customers. Between 2014 and 2018, the use of 

" Commission Order No. 20, Docket 09-084-U. 

" Ark. Code Ann. §23-4-406 

" lTC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL 12-107. September 24, 2012. 
pp. 52-53. 

" Direct Testimony ofThomas H. Wren beck (September 28, 2012), pp. 9-12. 

" Direct Testimony of Cameron M. Bready (September 28, 2012), pp. 36:11-37:1. 

" EAI's Response to Staff Dala RequestAPSC 11-11. 

Direct Testimony of Jay A. Lewis, (September 28, 2011) pp. 34-38. 
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the forward test year 
(see Table 3 below). 4B 

4. COMBINED IMPACT OF CHANGES 

The Application presents an estimate of the impact of the Transaction on the retail rates 
of EAI customers, claiming that the average retail customer will pay only $1.22 more per 
month, a 1.3% increase in the overall bill.49 Given that this Transaction affects EAI's 
transmission assets and ultimately the resultant transmission rates, Staff has analyzed 
data provided in support of the Application to evaluate the increase in transmission 
revenue requirement recovered from ratepayers in total. 

Overall, the increase in ROE, revised capital structure, and implementation of a forward 
looking test year account for significant increases over the status quo (continued 
Entergy ownership). A summary of the increase in the transmission revenue 
requirement is provided in Table 3 below. Note that this analysis does not include 
offsetting Transaction benefits claimed by the Applicants. The quantitative benefits are 
addressed below. 

TABLE 3.1NCREASE IN ARKANSAS RETAIL TRANSMISSION REVENUE REQUIREMENT UNDER lTC, 2014-2018" 

Transaction 

Increase (%) 

Based on the Applicants' analysis, the 2014 transmission revenue requirement will 
increase by - · due to revenue recovery changes stemming from the 
Transaction and lTC ownership. 

The Applicants' rate impact analysis only forecasted the revenue requirement through 
2018, but the impact of the higher ROE, change in capital structure, and forward looking 
test year will persist and the transmission revenue requirement under lTC will continue 
to be higher than it would under continued EAI ownership . 

.,. Dertved from EAI workpapers filed in support of its Applicalion (HSPI_Lewis-Rate_Effects_Workpaper_2.xlsx) 

" Application, pp. 38-39. 
50 Dertved from EAI workpapers filed in support of its Application (HSPI_Lewis-Rate_Effects_Workpaper_2.xlsx) 
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5. ADDITIONAL INCREASES POSSIBLE 

As discussed above, The Applicants' analysis shows that the Transaction will cause a 
significant increase in transmission revenue requirement. There are at least two ways 
in which the rate impact analysis performed by the Applicants and summarized above 
may underestimate the increase in transmission rates resulting from the Transaction. 

Potential ROE Adders 

First, the analysis assumes an increase in the ROE from current APSC approved rates to 
the standard MISO rate of 12.38%. However, lTC has acknowledged multiple times that, 
despite its Application at FERC for the standard 12.38% ROE, it may be eligible for 
incentive rates as high as 13.38%. 

The parties' joint application at FERC, in which lTC requests the "default" 12.38% ROE, 
states:' 

At this time, lTC Holdings is not requesting any transmission rate incentives for 
the New lTC Operating Companies, including an incentive adder for 
independence, even though lTC believes that such an incentive adder would be 
appropriate and fully in line with Commission precedent... lTC, howeve1; 
reserves the right to request in the future transmission rate incentives 
for the New lTC Operating Companies, including an incentive adder for 
independent ownership of transmission facilities. Because of the 
constraints imposed by the independent transmission company model, and its 
demonstrated track record of supporting cost effective transmission 
investment, such ROE incentives continue to be important and may become 
necessary for the New lTC Operating Companies. (Emphasis added.) s2 

ITC has previously requested and received from FERC incentive adders for independent 
ownership of 100 basis points for other operating subsidiaries. In fact, of the five ITC 
subsidiaries, four have received the independence incentive ROE adder: ITC 
Transmission (13.88%),53 Michigan Electric Transmission Company (13.38%),54 ITC 

" ITC's Response to Staff Data RequestAPSC 17-1, Attachment p. TH41. 

" lTC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL 12-107. September 24, 2012. 
P. 51. 

53 lTC Holdings Corp .• 113 FERC ~ 61,343 (2003) (Order authorizing disposition of jurisdictional facilities, accepting 
for filing proposed agreements, requiring compliance filing, and accepting in part and rejecting in part proposed 
transmission rates). 
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Great Plains (12.16%),'' and lTC Green Power Express (12.38%).56 lTC requested the 
incentive adder for lTC Midwest, but was denied due to insufficient supporting analysis 
in the application.57 

It is important to note that if the Transaction receives all necessary approvals and is 
executed as scheduled, this future application for an increase in ROE will be made at 
FERC only, and will not be subject to Commission jurisdiction. 

Potential additional investment in capital expenditures 

The Applicants' analysis calculates the transmission revenue requirement based on 
Entergy's current assumptions on transmission expansion and capital expenditures. 
However, it is likely that lTC will develop a more aggressive transmission system 
upgrade plan with additional capital expenditures for two reasons. 

First, EAI and lTC have acknowledged that the capital spending assumptions used in 
their analysis are lower than the likely actual spending levels. In discussing the 
assumptions for modeling the increase in transmission revenue requirement under lTC 
ownership, witness Cameron Bready noted that lTC only assumed that it would build 
projects currently identified in Entergy's 5-year base capital plan.'" 

In addition, EAI witness jay Lewis testified that the Entergy base capital plan is most 
likely a conservative estimate and that particularly in the latter years, spending will 
most likely be higher than the forecast: 

The taper effect reflects that the base capital plan does not include potential 
incremental, unidentified or unknown projects that could occur depending on 
future events and variables, such as catastrophic storm activity, new 
regulations or acquisition opportunities. A recent example of capital 
requirements that arose but were not included in the planned capital 
investments is the investment needed to meet updated transmission planning 
standards (over $500 million)... I believe the latter year estimates are less 

54 Michigan Electric Transmission Company, LLC, 113 FERC ~ 61,343 (2005) (Order conditionally accepting 
proposed tariff revisions for filing and establishing hearing and settlement judge procedures). lTC acquired METC 
in 2006. 

55 

58 

lTC Great Plains, LLC, 126 FERC ~ 61,223 (2009) (Order granting in part and denying in part rate incentives, 
conditionally accepting tariff revisions, and establishing hearing and settlement procedures). 

Green Power Express LP, 127 FERC ~ 61,031 (2009) (Order on transmission rate incentives and formula rate 
proposal and establishing hearing and settlement judge procedures). 

57 lTC Holdings Corp., 121 FERC ~ 61,229 (2007) (Order authorizing disposition of jurisdictional facilities, accepting 
proposed rates and jurisdictional agreements subject to conditions, and dismissing complaint). 

58 Direct Testimony of Cameron M. Bready (September 28, 2012), p. 43:14-17. 
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than what will actually occur because it is not possible to accurately predict 
the latter years of a forecast. 59 

The second reason why the assumptions on capital expenditures are too low is that lTC 
intends to identify additional projects to reduce system-wide congestion. In fact, 
according to the Applicants, ITC's ability to identify more transmission projects is one of 
the primary benefits of the Transaction [See Section 4C below]. 

To illustrate the potential- impact of additional investment, the suite of "illustrative 
projects" developed by lTC witness johannes Pfeifenberger carried a net increase in 
Entergy system-wide revenue requirement of $2.1 billion. According to the analysis, 
this increase was largely offset by production cost savings occurring primarily in 
Louisiana and Texas (see Table 6 below).'" 

C. Quantified benefits do not offset additional costs 

The Applicants have represented in the Application and testimony that one of the benefits 
of the Transaction derives from the lower cost of debt available to lTC. lTC witness 
Cameron Bready notes that the debt cost savings are a "direct result of the difference in 
credit quality between what is anticipated for the New lTC Operating Companies and the 
current Entergy Operating Companies."61 

Table 4 below contains the Applicants' assumptions regarding the pre-tax cost of debt for 
EAI and lTC. 

TABLE 4. PRE-TAX COST OF DEBT, 2014·2018~ 

~; {;::-c ~-7
c ="" 2fij.Jf"':. :';i201 C. 201ji: :0 20l7 -- 2018 -

EAI 5.29% 5.46% 5.58% 5.69% 5.78% 

lTC 3.50% 3.57% 3.63% 3.69% 3.75% 

lTC has based its assumed cost of debt on )P Morgan estimates subject to change.63 EAI has 
not provided support for the cost of debt assumed in the rate impact, which contradicts 
EAI's statement in response to a data request that its current cost of debt is 4.88%." 

59 Direct Testimony of Jay A Lewis (September 28, 2012), p. 8:7-19. 

'" Direct Testimony of Johannes Pfeifenberger (September 28, 2012), pp. 23:22-24:7. 

ITC's Response to Staff Data Request APSC 10-17. 

st Direct Testimony of Cameron M. Bready (September 28, 2012), p. 20:16-17. 

" td. at Exhibit CMB-7 

" Direct Testimony of Cameron M. Bready (September 28, 2012), p. 22. 

64 EAI's Response to Staff Data Request APSC 21-5. 
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According to the Applicants' analysis, the assumed reduction in debt cost reduces the 
overall revenue requirement modeled in the Application. Table 5 below provides the 
offsetting change in revenue requirement impact due to the modeled change in cost of debt. 

TABLE 5. IMPACT OF LOWER COST OF DEBT ON RET AIL TRANSMISSION REVENUE REQUIREMENT, 2014-2018 

Savings from lower cost 
of debt 

Increase due to 
Transaction 

Net Increase (%) 

- ---- ---
The evidence suggests that the offsetting savings from a lower cost of debt are overstated. 
Even if the claimed reduction does materialize, the revenue requirement benefits still do 
not nearly offset the additional costs from the changes in ROE, capital structure, and 

D. Rate impact on wholesale customers 

In addition to the impact on retail rates, the Transaction would also impose additional 
quantitative costs on wholesale customers. Upon EAI's transition to MISO, wholesale 
customers will already have to pay the increased ROE because wholesale load does not 
qualify for the Bundled Load exemption. However, wholesale customers will be impacted 
by the change in capital structure, the implementation of the forward test year, and any 
additional future impacts of the ROE adder and additional capital expenditures under lTC 
ownership discussed above. 

To the extent that the Transaction yields benefits claimed in the Application (as discussed in 
the following sections), wholesale customers will similarly share in those benefits with 
retail customers. 
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E. No impact mitigations have been proposed 

The Applicants have not proposed any measures which would directly mitigate the impact 
of the higher transmission revenue requirement to ratepayers. 

ITC's july 1, 2011 non-binding indication of interest in the Entergy transmission business 
states: 

lTC has provided no further information on-considered.'' 

Similarly, EAl has not provided any information regarding 
in the development of the Transaction.'' 

F. Conclusion 

The Applicants acknowledge that the Transaction will result in quantifiable net costs to 
Arkansas wholesale and retail ratepayers. The increase in ROE, increased equity portion of 
the capital structure, implementation of a forward looking test year and annual true-up 

" ITC's Response to Staff Data Request APSC 17-1, Attachment p. TH43. 

66 In response to a data request seeking information on the I considered, lTC withheld all applicable 
information as attorney work product or protected under attorney-client privilege. See ITC's Response to Staff 
Data Request APSC 24-2. 

67 

RequestAPSC 23-5. 

66 EAI's Response to Staff Data Request APSC 23-9. 
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provtstons for FERC ratemaking all impose significant additional increases in the 
transmission revenue requirement. The Applicants have argued that quantitative benefits 
due to ITC's purported lower cost of debt offset this increase. Even if these savings 
materialize, they will only offset the costs to a small degree. 

Overall, the change in ownership will result in an increase in annual retail transmission 
revenue requirement of between each year for the first five 
years. Even if the impact of the forward test year and annual true-up provisions for FERC 
ratemaking is excluded, as the Applicants propose, the transmission revenue requirement 
still increases by-over the status quo each year from 2014-2018.69 

Perhaps of greater concern is the potential for additional increases that have not been 
modeled by the Applicants. If lTC seeks, and is granted, an additional incentive ROE adder 
from FERC, the ROE could increase by 100 basis points, based on previous lTC subsidiary 

As noted above, lTC has to FERC that it believes this incentive 

In addition to the higher ROE, there is a strong indication that lTC will make transmission 
investments in excess of the upgrades currently planned by Entergy, and included in the 
rate impact analysis. Additional capital expenditures will increase the rate base upon which 
the ROE and capital structure impacts are applied, increasing the transmission revenue 
requirement further. 

The known impact of the Transaction on the transmission revenue requirement is large and 
would impose significant costs on ratepayers, and the impacts still unknown could increase 
this impact even further. 

" Derived from EAI workpapers filed in support of its Application (HSPI_Lewis·Rate_Effects_Workpaper_2.xlsx) 
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4. THE TRANSACTION DOES NOT YIELD 
SIGNIFICANT BENEFITS INCREMENTAL TO 
EAI MEMBERSHIP IN MISO 

Throughout the Application and testimony, Applicants argue that the Transaction will yield 
substantial benefits. Several of the primaty benefits identified are substantively similar to 
the benefits of Regional Transmission Organization ("RTO") membership identified by EAI 
in APSC Docket No. 10-011-U. The Applicants have not provided compelling evidence that 
the Transaction will yield material benefits beyond those that will accrue from RTO 
membership. 

A. Independence 

The Applicants argue throughout the Application and testimony that independence created 
by the Transaction drives a significant portion of the overall benefits. There are two 
primaty types of independence identified by the Application as creating benefits. The first 
is the independent ownership, planning and operation of the transmission system 
independent from generation or distribution operations, which this report will refer to as 
"functional independence." The second is the independence of the transmission system 
ownership from the other Entergy OpCos, which this report will refer to as "organizational 
independence." 

1. FUNCTIONAL INDEPENDENCE 

The Applicants argue that functional independence creates benefits by instilling 
confidence in the wholesale markets and removing any lingering perception of bias in 
transmission planning and operation deriving from EAI's operation as a vertically 
integrated entity. 

The Applicants argue that independent ownership of the Entergy transmission system 
from Entergy generation and retail operations provides the optimal structure to derive 
benefits from the wholesale market. As described in the Bunting Testimony: 

This transaction, in combination with the proposal to join MISO, assures all 
transmission customers that they are on equal footing to compete in a regional 
Day 2 Market (and bilaterally) using a transmission system that is owned by 
an entity that is completely independent from that market. That combined 
effect should instill the highest level of confidence in merchant generators that 
they will be able to compete in a larger market and to their fullest capability, 
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which should translate to benefits for retail customers by providing those 
customers access to lower cost energy sources. 7o 

The Applicants provided no evidence or support demonstrating that the Transaction 
will accomplish any independence benefits beyond those accomplished through 
Entergy's transfer of operational control of those assets to MISO. In fact, the Application 
notes that participation in MISO as a transmission owning member will already 
constitute progress towards functional independence: "MISO membership will mitigate 
any lingering perceptions of bias, but only full independence will completely eliminate 
such perceptions." 71 EAI has not provided any arguments or evidence demonstrating 
thatthere is any incremental benefit to ratepayers from this distinction. 

The Applicants have not provided any additional support or documentation 
demonstrating benefits beyond the arguments provided in testimony. EAI has referred 
simply to the "perception of bias" argument: 

The ITC Transaction will enhance independence in two primary ways that are 
not achievable under Entergy Operating Company ownership. There will be 
greater independence in transmission planning and MISO governance ... While 
a utility would be obligated to undertake its participation in MISO planning 
processes in a non-discriminatory manner; and MISO rules ultimately must be 
approved by FERC as not unduly discriminatory, that situation does not 
eliminate the perception bv other asset owners or market participants that a 
transmission owner may act in a biased manner in favor of its own generation 
or load served. 72 [Emphasis added.) 

EAI's explanation indicates that the vertically-integrated nature of its business 
inherently creates bias, or the perception of bias, and consequently hinders the 
operation of the wholesale market. EAI has proposed to join MISO, in part, to address 
these concerns of bias. MISO operates an open, competitive market including many 
vertically-integrated utilities. Given that divestiture of transmission assets is not 
required to participate in, and benefit from, MISO's open market, EAI has not provided 
any evidence demonstrating that the distinction created by independent ownership will 
create tangible benefits. 

ITC's response to a similar data request also does not provide any evidence or 
documentation supporting the existence or magnitude of any incremental benefit." 

In general, the Applicants argue that despite independent operation of the transmission 
system by MISO and formal planning processes under MISO designed to ensure non-

70 Direct Testimony ofTheodore H. Bunting, Jr. (September 28, 2012), pp. 12-13. 
71 Application, p. 27. 

" EAI's Response to Staff Data Request APSC 21-2. 

" ITC's Response to Staff Data Request APSC 22-1. 
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discriminatory planning, there may still be a "lingering perception" by some market 
participants that Entergy could engage in planning that unfairly advantages its own 
generators. The Applicants have provided no evidence supporting this argument 
beyond statements in testimony, nor any analysis demonstrating how this benefit 
outweighs the additional costs of the Transaction discussed above. 

2. 0RGANJZA TJONAL INDEPENDENCE 

The Applicants also argue that the Transaction will achieve a goal set by the 
Commission for independence from the other Entergy OpCos. Their argument for the 
value of this independence misconstrues the Commission's directive, and omits other 
Commission goals expressed in Docket No. 10-011-U. 

The Application states that: "The Transaction fulfills the APSC's directive for EAl to 
conduct its transmission planning and operations separate from that of the other 
Entergy Operating Companies."74 In support of this statement, the Application cites 
Commission Order No. 54 in Docket No. 10-011-U, which directs EAI to "[e]ngage in 
transmission planning or operations separately from the other OpCos, Entergy affiliates, 
or any future Entergy Transco except through the RTO process as a separate RTO 
member."7S 

Furthermore, EAI witness McDonald's testimony discusses how the Transaction will 
advance this objective, claiming that after the Transaction, EAI will not have to 
participate with the other Entergy OpCos in joint planning: 

Absent the lTC Transaction, EAI will be required to continue to participate in 
joint transmission planning for the Entergy Transmission System with the 
other Entergy Operating Companies, whether as a MISO member or if EAl 
operates its electrical facilities on a stand-alone basis ... After the closing of the 
Transaction, lTC would independently own all the Entergy Operating 
Companies' transmission assets, eliminating that remaining obligation for EAI 
to participate with the other Entergy Operating Companies in joint planning 
for the former Entergy Transmission System, consistent with the Commission's 
objective of EAts minimizing its interaction with the other Operating 
Companies. 76 

The Applicants' representation of the Commission's directive is focused too narrowly 
and omits other priorities expressed elsewhere in Order No. 54 and other orders in 
Docket No. 10-011-U. The Commission was looking to end cost-sharing and litigation 
among the Entergy OpCos and shield Arkansas ratepayers from the negative 
consequences of EAI's association with the other OpCos. The conditions agreed upon by 

74 Application, p. 2. 

" Docket No.10-011·U, Order No. 54 at 109. 

" Direct Testimony of Hugh T. McDonald {September 28, 2012), pp. 14-15. 
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the parties in that docket help achieve the Commission's objectives, but under lTC 
ownership, there will be fewer protections against cost-sharing among the lTC 
Midsouth transmission subsidiaries that were formerly held by Entergy OpCos. 

Under EAI's continued ownership and membership in MISO, EAI will conduct 
transmission planning with the assistance ofESI. EAI will procure ESI's services under a 
cost-based contract that is subject to approval by the Commission.77 There will be no 
allocation to EAI of costs incurred by ESI for Entergy system-wide planning, or cost­
sharing for projects that do not benefit EAI customers. This structure achieves the 
primary goals expressed by the Commission and described above. 

Under the proposed Transaction, the transmission operating companies under lTC are 
similar to the transmission portion of the current Entergy OpCos (i.e., lTC Arkansas 
would own the same assets and serve the same territory as the transmission portion of 
EAI currently does). The Applicants are correct that there will be no association with 
the remaining Entergy OpCos. However, there will be a strong association between lTC 
Arkansas and the other lTC subsidiaries. The difference is largely in name only, and will 
not actually address the concerns and priorities expressed by the Commission. 

In fact, under lTC ownership, there could actually be less independence and more cost­
sharing between the transmission operating companies than there would be under 
continued Entergy ownership under MISO operational control. Regarding planning, 
under the status quo, EAI would be responsible for transmission planning duties, 
supplemented by ESI personnel under a cost-based contract subject to Commission 
approval.'" Under lTC structure, planning and operation will be done at the holding 
company level, and costs will be directly assigned to affiliates "where it is rational and 
reasonably clear to do so."79 Where this is not possible, "those costs will be allocated to 
the lTC Midsouth Operating Companies in accordance with ITC's FERC approved 
methodology for the allocation of such costs."oo 

The Applicants have not provided any evidence to support their statements in 
testimony that lTC ownership of the Entergy transmission assets will provide 
meaningful independence beyond Entergy's participation as a transmission-owning 
member of MISO. Additionally, it appears that the Applicants erred in their 
interpretation of Commission directives in assuming that changing ownership while 
maintaining largely the same relationship between the transmission operating 
companies achieves the Commission's directives regarding desired independence. 

n Commission Order No. 72 (Docket No. 10-011-U) pp. 10-11. 

78 ld. 

'' ITC's Response to Staff Data Request APSC 27-2. 

so ld. 
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B. Broad regional view 

The Applicants have argued that ITC's business model gives it a more broad regional view of 
transmission planning which will yield additional benefits. The Application states: "An 
independent transmission company also offers a broader regional view of the MISO market 
with respect to identifying opportunities to improve the efficiency of the transmission 
system to the benefit of the market as a whole."Bt The Welch Testimony elaborates on this 
argument."' 

Additionally, the Pfeifenberger Testimony argues that due to ITC's experience in multiple 
markets, it will be better suited for interregional planning: 

In fact, as an independent transmission company operating in the SPP and MISO 
regions, ITC will have the expertise to facilitate transmission planning across the 
MISO-SPP boundaries. As an independent transmission company, ITC may also be 
in better position to facilitate coordination with AECI and TVA. 83 

This benefit apparently relies on the assumption that lTC is better at planning and 
identifying beneficial projects than Entergy operating within the MISO planning processes. 
The Applicants have not provided any evidence why ITC's experience or business model 
will enable it to identify regional transmission projects better than Entergy, which currently 
plans and operates a transmission system covering four states with interconnections with 
SPP, MISO, and TV A. 

In response to Staff data requests, neither EAI nor lTC were able to provide an estimate of 
the magnitude of the benefits of the broad regional view.••. 85 In addition, EAI's past 
testimony in Docket No. 10-011-U indicates that it is primarily MISO's responsibility to do 
regional planning. For instance, Mr. Riley states: 

[T]he MISO planning staff is responsible for conducting the regional planning 
process. MISO staff integrates the planning processes used by each Transmission 
Owner member for that owner's own transmission system and the advice and 
guidance of stakeholders into a coordinated regional transmission plan (the 
MTEP] and identifies additional expansions as needed to provide for an efficient 
and reliable transmission system. Among other things, the MISO staff is 
responsible for developing regional transmission planning models, testing regional 
models to identify performance of the models against national reliability 
standards, evaluating alternative solutions to identified needs, developing 
(through a collaborative process) possible solutions to identified issues, selecting 

" Application, p. 34. 

" Direct Testimony of Joseph L. Welch (September 28, 2012), p. 27. 

" Direct Testimony of Johannes Pfeifenberger (September 28, 2012), p. 12:9-13. 

" EAI's Response to Staff Data Request APSC 9-2. 

s5 ITC's Response to Staff Data RequestAPSC 12-6. 
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preferred solutions, identifying opportunities for economic expansions, 
determining funding and cost responsibility, and monitoring the progress of 
solution implementations• 

Moreover, Mr. Riley states that "MISO will have primary authority for planning economic 
transmission upgrades, providing an independent view across a broader region than 
today."87 

C. Economic upgrades 

The Applicants also claim that, due to the independence and broad regional view of lTC, it 
will be better suited to identify transmission projects that will increase the economic 
efficiency of the grid, generating benefits for customers. lTC Witness joseph Welch testifies 
that" ... it is both in our best interest and the best interest of customers to ensure that the 
transmission system is robust, to pursue the economic reduction of congestion and lower 
the overall cost of delivered energy, and provide access to all generators."ee 

Additional testimony from lTC witness Thomas Vitez argues that ITC's planning process is 
better capable of identifying projects that will reduce congestione9 Mr. Vitez claims that lTC 
will yield planning benefits above and beyond those that EAI would achieve as a MISO 
member is due to MISO's bottoms up approach.90 

Mr. Vitez claims that ITC's singular focus allows it to plan and construct better transmission 
solutions under this structure, and specifically addresses the advantages regarding 
economic upgrades. 91 

ITC's claims on the advantages of its planning process are not consistent with the 
characterization of the benefits of the MISO planning process offered by EAI and MISO in 
Docket No. 10-011-U (as discussed above). 

Even if lTC is better able to find economic transmission projects, it is not certain that the 
projects will benefit Arkansas ratepayers. As part of the Application, lTC contracted 
johannes Pfeifenberger to perform analysis and modeling of illustrative transmission 
projects that would, among other things, reduce congestion in the Entergy region and 
provide access to lower cost energy sources. According to the modeling results, the 
illustrative projects studied by Mr. Pfeifenberger indeed reduced congestion and yielded 
production cost benefits, but these benefits primarily accrued in southern Louisiana and 

88 Direct Testimony of Richard C. Riley (November 28, 2011), Docket No. 10-011-U, pp. 29:20-30:11. 

87 ld., p, 36:20~22. 

88 Direct Testimony of Joseph L. Welch (September 28, 2012), p. 49. 

" Direct Testimony of Thomas W. Vitez (September 28, 2012), p. 8:11-13. 

90 ld., p, 31:22-32:2. 

91 ld., p, 32:15-20. 
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Texas where congestion is high.9' Table 6 below provides a breakdown of the production 
service territory (negative numbers indicate increases in production cost II 

TABlE 6. PRODUCTION COST SAVINGS FROM SElECT 'ILLUSTRATIVE PROJECTS'ro 

$1,406.3 

The Applicants' argument that the Transaction will yield benefits from improved 
identification and planning of economic transmission projects relies on the assumption that 
lTC is inherently better at identifying such projects. In addition, it generally disregards the 
MISO planning processes already in place to identify transmission solutions to congestion. 
Part of the MISO Transmission Expansion Plan ("MTEP") planning process includes the 
"Market Efficiency Planning Study," which "considers local flowgate specific congestion 
mitigation solutions (bottom-up) and larger scale projects/portfolios (top-down) on a 
regional basis to produce more efficient and cost effective projects and portfolios."94 And 
Mr. Pfiefenberger's evaluation of the illustrative lTC upgrades admits that many of the 
projects would already be identified by the MISO process: 

While it is likely that the Congestion Relief projects would also be identified 
through MISO's planning process, I included these projects as part of the 
illustrative portfolio of strategic projects as examples of the type of additional 
cost-effective projects that will tend to be found through this type of broad-based 
independent planning process.95 

" Direct Testimony of Johannes Pfeifenberger (September 28, 2012), pp. 23-25. 

'' Attachment to ITC's Response to Staff Data Request APSC 10-17, "HSPUTC-AR-008364.XLS' 

" MISO MTEP Studies, 
https:l/www.midwestiso.org/PianningffransmissionExpansionPianning/Pages/MTEPStudies.aspx 

" Direct Testimony of Johannes Pfeifenberger (September 28, 2012), p. 16. 
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Moreover, in Docket No. 10-011-U, Mr. Riley states that "The identification of 
economic upgrades is part of MISO's top down planning process, such as the 
evaluation ofMVPs and Market Efficiency Projects."96 

While the Applicants' analysis is only for illustrative purposes, it does reinforce the 
conclusion that the opportunities for economic transmission upgrades to reduce 
congestion lay primarily in areas other than Arkansas. The analysis did not evaluate 
potential allocation of project costs, and lTC only notes that allocation would follow 
MISO procedures whereby "cost allocation would generally align the costs of 
projects with the benefits received."97 While this provides for the possibility that 
costs would be shared beyond the region, it also indicates that EAI could be required 
to pay for projects in excess of the benefits received. 

D. Conclusion 

Many of the primary benefits of the Transaction claimed in the Application derive from 
ITC's independence, broad regional planning view, and ability to identify economic 
transmission upgrades. The argument that the planning benefits should be ascribed to the 
Transaction relies on the assumption that lTC is inherently better at identifying potential 
upgrades than Entergy operating within MISO, and that the MISO planning processes in 
place will not identify these projects without lTC participation. 

These are important attributes in the operation of a transmission system, but the Applicants 
have not provided sufficient evidence to support their assertions in testimony to 
demonstrate that operation and planning of the Entergy transmission system by lTC in 
MISO will yield substantial, if any, additional benefits over Entergy operation and planning 
as a transmission owning member of MISO. In addition, the Applicants have not been able 
to quantify the magnitude of any benefits. 

96 

97 

Direct Testimony of Richard C. Riley (November 28, 2011), Docket No. 10-011-U, p. 36:1-3. 

ITC's Response to Staff Data Request APSC 10-20. 
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5. THE TRANSACTION MAY REDUCE 
COMMISSION JURISDICTION AND RENDER 
THE CONDITIONAL ORDERS IN DOCKET NO. 
10-011-U OBSOLETE 

The Commission issued Orders in Docket No. 10-011-U to ensure EAI's transition to MISO 
was in the public interest. If EAI successfully transfers control of its transmission assets to 
MISO and then sells its transmission assets to lTC, EAI would no longer be a transmission­
owning member of MISO. This section of the report explains how the Transaction would 
impact EAI's planned MlSO membership and change the meaning of the conditions the 
Commission placed in its conditional Orders approving EAI's petition to transfer control of 
its transmission assets to MISO. 

A. Certain conditions may not apply if this Transaction is approved 

EAI has indicated in response to data requests that several conditions in Order No. 68, 
which it had originally agreed to, may no longer apply or at least have reduced relevance if 
the Transaction is completed. For instance: 

• For Condition 4, EAl would still be bound by the condition to seek Commission 
approval to terminate its MISO membership. However, it would be a transmission 
customer of lTC but not a transmission owner in MISO, and could no longer request 
authority to transfer control of transmission assets it no longer owns.98 

• For Condition 5, EAI would still be bound by the condition that the Commission 
could direct EAI to exit MISO, but as with Condition 4, EAI would still be a 
transmission customer of lTC." 

• For Condition 8, transmission service would no longer be bundled with other 
service. 100 

• For Condition 14, EAI could still provide the Commission with information on the 
net benefits of MISO membership and changes in FERC policies regarding RTOs, but 
the usefulness of such information if EAI no longer has the authority to transfer 
control of transmission assets is questionable.'"' 

" EAI's Response to Staff Data Request ASPC 21-8. 

" EAI's Response to Staff Data Request ASPC 21-9. 

100 EAI's Response to Staff Data Request ASPC 21-11. 

101 EAI's Response to Staff Data Request ASPC 21-13. 
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B. lTC is not subject to conditions of Order No. 68 

Unlike EAI, lTC was not a party to Docket No. 10-011-U. joseph Welch filed an affidavit 
related to Condition 2 of Order No. 68 stating that lTC agreed to assume a separate 
Arkansas transmission pricing zone and stating lTC would not oppose Arkansas being in all 
zones in MISO separate from the other OpCos.l"' Aside from this affidavit, lTC has not 
agreed to any MISO membership conditions. In responses to data requests, lTC has 
indicated that if the proposed Transaction is completed, it may not be able to meet many 
conditions of Order No. 68, or the Commission may lack jurisdiction to enforce the 
conditions. These conditions include: 

• For Condition 4, lTC states that based on its review of applicable statutes and 
regulations, lTC Arkansas "would not need permission from the Commission to 
withdraw from MISO" and that exiting MISO would be FERC jurisdictional.'"' 

• For Condition 5, ITC states that the Commission could request ITC Arkansas 
withdraw from MISO, but that ITC Arkansas "would have to agree to the withdrawal 
and such an exit would have to be approved by FERC and would be subject to the 
processes and requirements of the MISO tariff and the MISO TOA'' and that "FERC 
would be the appropriate authority to address lTC Arkansas' membership or 
withdrawal from MISO."'"' 

• For Condition 6, although ITC confirms that the Commission would have authority 
over siting of transmission facilities, assuming ITC Arkansas is a regulated public 
utility in Arkansas, los and that it would have the contractual obligation to provide 
reliable service to Entergy, it states that:106 

o FERC would determine the rates for transmission service for ITC Arkansas 
facilities; 

o FERC would have exclusive jurisdiction of transmission facility operations; 
o FERC has jurisdiction over the reliability of the bulk power system; and 
o Section 204 of the Federal Power Act regulates the issuance of securities by 

FERC-jurisdictional utilities. 
• For Condition 7, similar to Condition 5, ITC states that the Commission could not 

"unilaterally reverse the transfer of control to MISO of the transmission assets that 
would then be owned by ITC Arkansas."'"' 

t02 Compliance Testimony of Hugh T. McDonald, Exhibit HTM-9, Docket No. 10-011-U, August 24, 2012. 

103 ITC's Response to Staff Data Request APSC 22-7. 

104 ITC's Response to Staff Data Request APSC 22-8. 

tos The Application asks that TCA be recognized as a public utility in Arkansas subject to Commission jurisdiction, 
which presumably remains with TCA as it is moved to lTC and renamed as lTC Arkansas. Application at page 7. 

tos ITC's Response to Staff Data Request APSC 22-9. 

101 ITC's Response to Staff Data Request APSC 22-10 .. 
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• For Condition 8, lTC would not have any agreement with MISO to ensure that the 
Commission sets the transmission component of rates to serve EAI's bundled load, 
as the transmission service would be unbundled after the Transaction is 
completed. lOB 

• For Condition 14, lTC states that as an independent transmission owner, it would 
lack the information to estimate the net benefits of MISO membership or the 
potential exit costs from MISO, but it would be willing to provide the Commission 
information regarding FERC and MISO policy changes and is willing to collaborate 
with EAI to produce the requested information to the extent allowed under FERC's 
Standards of Conduct for Transmission Providers. 109 

C. Conclusion 

The Transaction terms could significantly alter the value and impact of the Commission's 
conditions specified in Order Nos. 68 and 72 in Docket No. 10-011-U-conditions that were 
deemed critical to ensure EAI's transition to MISO is in the public interest. These conditions 
were reiterated in Order No. 76 approving EAI's membership in MISO, stating that approval 
is "conditioned upon full and continued compliance by EAI and MISO with each of the Order 
No. 68 Conditions,''110 Moreover, the Transaction may result in a considerable loss of 
Commission jurisdiction over both EAI and lTC Arkansas's participation in RTO markets. 

108 lTC Response to Staff Data Request APSC 22-11. 

109 lTC Response to Staff Data RequestAPSC 22-13. 

110 Order No. 76, Docket No. 10-011-U (AprilS, 2013), p. 11. 
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6. OTHER BENEFITS CLAIMED BY APPLICANTS 
ARE NOT COMPELLING OR COULD BE 
ACHIEVED WITHOUT THE ADDED COSTS OF 
THE TRANSACTION 

In addition to the claimed benefits of the Transaction discussed in Section 4 above, the 
Application and testimony discusses several other benefits purportedly achieved by the 
Transaction. These benefits, which can be summarized under the categories of "financial 
strength" and "singular focus on transmission," are discussed below. 

A. Financial Strength 

The Application and testimony make several arguments that the Transaction will yield 
benefits by taking advantage of ITC's financial strength and will improve Entergy's financial 
position. Many of the benefits cited are not quantified or quantifiable, and others are likely 
achievable without the costs associated with the Transaction. 

1. CAPITAL EXPENDITURE REQUIREMENTS 

One of the primary benefits of the Transaction, as stated in the Application, is ITC's 
ability to better address upcoming capital requirements: 

The lTC Transaction offers the financial strength of lTC and improves that of 
EAT and the other Entergy Operating Companies to support the escalating 
capital expenditure requirements facing the electric industry over the next 
decade and beyond due to challenges and opportunities associated with 
increasing regulatory requirements and modernization of the U.S. electric 
gridJ11 

These escalating requirements are discussed by several witnesses for the Applicants.m 
Mr. McDonald claims that "[t]he lTC Transaction eliminates the amount of capital that 
EAI would be expected to incur to fund future transmission investment and therefore 
alleviates a significant financing burden."113 He continues, noting that "EAI's projected 

111 Application, p. 26. 

112 See, e.g., Direct Testimony of Theodore H. Bunting, Jr. (September 28, 2012) at 20:9-22:8; Direct Testimony of 
Jay A. Lewis (September 28, 2012) at 5:17-10:21; Direct Testimony of Hugh T. McDonald (September 28, 2012) 
at 21:15-24:3. 

113 Direct Testimony of Hugh T. McDonald (September 28, 2012), pp. 21:18-22:1. 
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capital spending for transmission is expected to exceed $960 million through 2018, 
which is 143 percent of EA!'s 2011 transmission rate base."n4 

Challenges posed by capital expenditures are conimon in the electricity industry and are 
not unique to Entergy. In fact, testimony filed by Michael Tennican on behalf of EAI 
explains in detail that the industry as a whole is facing escalating capital expenditure 
requirements and many other utilities are largely in the same position as EAI.115 

Utilities across the country are facing similar pressures, yet few are divesting their 
transmission assets. There are many options to manage the capital requirements for 
the various elements of utility operations, such as: 

• Short- or long-term energy market purchases can allow a delay in generation 
investment. 

• Merchant transmission projects can reduce transmission capital requirements. 

EAI has not provided evidence that it has evaluated any other options to address the 
capital challenges other than the proposed Transaction with lTC. 

2. FINANCIAL FLEXIBILITY 

Related to the purported benefit related to capital expenditure challenges is the claim 
by Applicants that the Transaction will yield benefits from increased financial flexibility. 
The Application summarizes this benefit, stating: 

[T]he lTC Transaction will provide enhanced flexibility for EAI to fows its 
capital on generation and distribution. The separate balance sheets of lTC and 
EAl will more effectively deal with rising capital investment requirements 
facing the industry and provide a greater ability to respond to the financial 
challenges of storm restoration and other unforeseen events. 116 

The benefits of financial flexibility are also discussed in testimony of various 
witnesses.117 

Overall, the Applicants claim that the Transaction benefits EAI by providing financial 
flexibility due to reduced debt burden and a reduction in future capital spending 
obligation. Additionally, they claim that since the transmission business is cash flow 
negative, the removal of this obligation will put EAI in a stronger position to make 
generation and distribution investments. 

114 ld. at p. 22:9~11 

11s Direct Testimony of Michael L. Tennican (September 28, 2012), pp. 8-35. 

11s Application, p. 33. 

117 See, e.g., Direct Testimony of Jay A. Lewis (September 28, 2012) at 10:23-14:8, 17:7-21 :13; Direct Testimony of 
Joseph L. Welch (September 28, 2012) at 50:15-51:6; Direct Testimony of Theodore H. Bunting, Jr. (September 
28, 2012) at 21:10-23:15. 
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The benefits of financial flexibility are not quantified, nor have the Applicants 
adequately provided analysis demonstrating how changing ownership will address the 
negative cash flow which characterizes the transmission business.118 The only 
explanation provided in response to data requests was that ITC would achieve stronger 
cash flow through its proposed ROE, capital structure, and forward-looking formula 
rates.119 This response essentially refers to increasing the revenue requirement 
recovered from ratepayers. 

The Application does not present any evidence that EAI has evaluated alternative 
options to achieving these benefits without the increased ratepayer costs associated 
with ITC ownership. 

3. CREDIT STRENGTH 

Due to the increased capital expenditures and negative cash flow discussed above, the 
Applicants argue that ITC's superior credit quality will yield benefits for ratepayers and 
that relieving the capital spending burden from EAI will help protect it from a potential 
credit downgrade. 

ITC witness Cameron Bready analyzed the potential savings from a lower cost of debt. 
He assumed thatiTC will be able to borrow capital at an interest rate of 3.5%, compared 
to a forecasted average Entergy rate of 6% and EAI rate of 5.29%. His analysis found 
that from 2014-2018, the cost of debt for the transmission business under ITC 
ownership would be between $99 million to $123 million less than under Entergy. 
ownership on a net present value (NPV) basis. For Arkansas assets, this figure is $20 
million to $23 million.tzo 

The vast majority of these benefits derive from the recapitalization of Entergy's existing 
debt related to the transmission business under ITC's cost of debt.tzt The Applicants 
have not explained why, absent the Transaction, EAI would not refinance its existing 
debt to take advantage of! ower borrowing rates currently available. 

Despite the magnitude of the benefit from debt cost savings the Applicants have 
calculated, it does not nearly begin to offset the additional cost to ratepayers imposed 
by the Transaction. In fact, the impact on transmission revenue requirement presented 
in Table 5 above is a net impact already incorporating the offsetting benefits of a lower 
cost of debt. 

'" EAI's Response to Staff Data Request APSC 28-6. 

tTC's Response to Staff Data Request APSC 27-1. 

'" ITC's Response to Staff Dala RequestAPSC 27-1(a). 

120 Direct Testimony of Cameron M. Bready (September 28, 2012), pp. 18:21-22:19. 

121 ld. at 21:7-22:9. 
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In addition to the benefit from the lower cost of debt, the Applicants also indicate that 
with additional borrowing for upcoming capital projects, it could be facing a credit 
downgrade which would impose costs on ratepayers due to a consequent increase in 
debt costs. EAI witness jay Lewis testifies that, while a credit downgrade for Entergy is 
not certain, the increased interest rates due to a potential one notch downgrade would 
cost EAI customers a total of approximately $9 million from 2014-2018, on a net 
present value basis.t22 Even if the Transaction does result in this speculative benefit, it 
still does not nearly offset the additional cost to ratepayers described above. 

B. Singular focus on transmission 

Many of the benefits of the Transaction are related to what the Application refers to as ITC's 
"singular focus on transmission.""' EAI witness Richard Riley testifies that this focus on 
transmission "will strengthen management's capabilities, improve safety, increase 
efficiencies, and enhance cost-effective operations, performance, and reliability."124 

Mr. Riley discusses these benefits qualitatively in his testimony, but in response to Staff data 
requests, EAI was unable to provide any analysis or additional evidence as to the magnitude 
of these benefits.125 

Several other witnesses support the Applicati<?n with testimony as to the benefits of ITC's 
singular focus on transmission.''6 ITC witness joseph Welch, in particular, discusses at 
length the purported benefits of the singular focus on transmission, including operational 
efficiency, system reliability and performance, safety, etc.127 As with EAI, ITC was not able 
to provide any evidence beyond a qualitative discussion of the benefits to demonstrate their 
magnitude or value, nor were the Applicants able to explain why Entergy is unable to 
capture these purported benefits.tze 

122 Direct Testimony of Jay A. Lewis (September 28, 2012), pp. 23:6-32:7. 

123 Application, p. 26. 

124 Direct Testimony of Richard C. Riley (September 28, 2012), pp. 14:22-15:9 

12s EAI's Response to Staff Data Request APSC 9-2. 

126 See, e.g., Direct Testimony of Jon E. Jipping (September 28, 2012) at 11·62; Direct Testimony of Theodore H. 
Bunting, Jr. (September 28, 2012) at 29:2-33:4; Direct Testimony of Cameron M. Bready (September 28, 2012) at 
38:6-39:8; 

121 Direct Testimony of Joseph L. Welch (September 28, 2012), pp. 35:15-45:20. 

'" JTC's Response to Staff Data Requests APSC 12--<l, APSC 14-2. 
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C. Conclusion 

The Application relies on a detailed accounting of several characteristics of lTC operation to 
support the claimed benefits of the Transaction. Of the benefits discussed above, only debt 
cost savings are quantifiable. In addition to being somewhat speculative, the magnitude of 
benefits has not been estimated by Applicants. 

In many instances, the claimed benefits of lTC ownership are accessible to EAI, for example, 
through alternative ratemaking or third party coordination (e.g., with merchant 
transmission operators). EAI has not provided any evidence that it has evaluated these 
options to compare the costs and benefits with the proposed Transaction. 

Despite requests, EAI and lTC have been unable to quantify or estimate the magnitude of a 
majority of the claimed benefits of the Transaction. Given the high cost of the Transaction 
to EAI ratepayers estimated by the Applicants and discussed previously in this report, the 
lack of consideration of alternatives is concerning. 
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7. OTHER ISSUES 

A. RMT Transaction Structure 

The only benefits of the RMT structure to ratepayers identified by the Applicants relate to 
the ADlT balances and tax basis of the assets. The Applicants have stated that the structure 
of the Transaction preserves the current ADIT and tax basis in the transfer of the assets to 
lTC. However, despite the purported benefits of the RMT structure, the rates paid by retail 
ratepayers and wholesale customers will increase. 

In addition, the RMT structure involves regulatory risk. Entergy has included all of the 
transmission businesses owned by its OpCos in the Transaction. Entergy is seeking 
regulatory approvals In Arkansas and each of the other state jurisdictions where Entergy 
operates transmission. EAI has stated that all regulatory approvals are necessary as 
conditions of consummation of the Transaction and that it will not speculate on what other 
OpCos will do if the APSC does not approve the request.129 Conversely, APSC approval alone 
is not sufficient to allow the Transaction to proceed. Given the integrated nature of the 
Transaction, however, the exclusion of one jurisdiction's assets would alter the value 
exchanged and conflict with the contractual requirements established for the Transaction. 

B. lTC as Transmission Operator 

The transmission system is a critical element of ensuring safe and reliable energy delivery 
to Arkansas customers. As such, ensuring the capability of the company operating and 
planning the transmission system is a key component of determining whether or not the 
Transaction is in the public interest. 

The Applicants have represented that lTC would be a capable operator and planner of what 
is currently the Entergy transmission system. The record in this docket, however, provides 
some conflicting evidence regarding lTC's capabilities. 

"' EAI's Response to Staff Data Request APSC 11-14. 

"' HSPI attachment to EAI's Response to Staff Data RequestAPSC 11-1, Addendum 2. "HSPM Dec 2 2011 
Entergy Corp Board Presentation Materials" 
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Notwithstanding these concerns, the Transaction was approved by the Entergy Board of 
Directors. 

Staff has requested due diligence reports from both Entergy and lTC. Both parties have 
withheld the reports as privileged.131, 132 Through its attorneys, Staff formally requested 
from Entergy a selective waiver of privilege on the due diligence materials to aid the 
evaluation of lTC as a potential transmission owner in Arkansas, and consequently the 
assessment of whether or not the Transaction is in the public interest. EAI declined to 
waive privilege. 

the Application and supporting testimony claim that 
improved storm response and maintenance are benefits of the Transaction. 

While lTC has substantial experience with transmission planning and operations, there are 
still some serious outstanding concerns identified by Entergy, and Entergy has withheld 
substantial information related to its reservations about ITC's capabilities. Since the 
Transaction would result in a doubling of ITC's transmission assets and operations, it is 
important to ensure its preparedness and competency to ensure continued reliable service 
to Arkansas customers. 

131 EAI's Response to staff Data Request APSC 18-1. 

132 ITC's Response to Staff Data Request APSC 19-1. 
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The Applicants have not established ITC's competency to operate the EAI transmission 
system in Arkansas. Moreover, without access to Entergy's due diligence reports, ITC's 
competency cannot be assessed by the Parties or the Commission. 
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8. CONCLUSIONS 
The foregoing report represents Staffs review and analysis of the record as it currently 
stands. Based on Staffs review of the Application, supporting testimony, and evidence on 
the record in this matter, Staff offers the following conclusions. 

A. Application as filed does not meet public benefits standard the 
Commission articulated in the SWEPCO Order 

In APSC Docket No. 11-050-U, the Commission articulated that it "is not opposed to 
independent transmission companies or independent transmission construction and, in 
fact, it strongly supports the improvement of the transmission system in this state and 
region as a means to lower energy costs for Arkansas ratepayers."'" However, in that same 
Order the Commission stated that a determination of public interest requires that the 
applicants provide evidence that the benefits are concrete and "significant enough to 
outweigh the potential for increased retail rates."134 

Based on the standard articulated in the SWEPCO docket, the Applicants in this Docket have 
not demonstrated concrete benefits that outweigh the significant quantitative costs. 

B. The Transaction imposes significant additional costs to ratepayers 

The shift from transmission charges utilizing the Bundled Load exemption to rates under 
the MJSO tariff is expected to result in a significant increase in transmission revenue 
requirement for Arkansas ratepayers. The shift to lTC ownership adds additional costs 
based on its capital structure, a higher return on equity, and use of a forward looking test 
year with an annual true-up provision. In addition, the costs may be higher if lTC obtains 
incentive ROE approval and adds transmission investment beyond those known additions 
included in ITC's cost estimates. 

The Applicants have provided evidence demonstrating that the Transaction will result in 
significant increases in transmission charges for both retail ratepayers and wholesale 
customers in Arkansas. Overall, the in ownership will result in an increase in annual 
transmission revenue requirement of each year for 
the first five years. Even if the impact of the forward test year and annual true-up 
provisions for FERC ratemaking is excluded, as the Applicants propose, the transmission 
revenue requirement still increases by- over the status quo each year from 2014-

"' Order No. 6, APSC Docket No. 11-050-U at 21. 

134 ld. 
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2018. This estimate includes offsetting quantitative benefits derived from a purportedly 
lower cost of debt under lTC and the preservation of the current AD IT and tax basis. 

The increase will likely be higher, but there is currently insufficient evidence to determine 
the actual figures because lTC has not provided information on capital expenditures that 
will accompany additional transmission projects beyond Entergy's current forecast. It is 
also possible that lTC will seek a higher ROE from FERC in the future, and lTC has expressly 
stated that it believes it is eligible for an incentive ROE adder. Each of these uncertainties 
could result in significantly higher rates for Arkansas ratepayers. 

C. The Transaction does not yield significant benefits incremental to 
EAI membership in MISO 

The benefits of the Transaction identified by the Applicants are primarily qualitative in 
nature. Many of these benefits, such as ITC's independence and broad regional view, are 
substantially similar to benefits of EAI joining MISO, or provide only a small incremental 
benefit over benefits of EAI as a transmission owning member of MISO. 

Additional benefits claimed by the Applicants, such as the increased financial flexibility, 
could be achieved through other means that do not impose such a high quantitative cost on 
ratepayers. The Applicants have not sufficiently demonstrated that. other benefits are 
tangible, such as ITC's singular focus on transmission. While the Applicants also claim that 
customers will benefit from the independence and broad regional view of lTC, the 
opportunities for economic transmission upgrades to reduce congestion lay primarily in 
areas other than Arkansas. Additionally, while this provides for the possibility that costs 
would be shared beyond the region, it also indicates that EAI could be required to pay for 
projects in excess of the benefits received. 

D. The Transaction will render the Commission's evaluation and 
conditional order in Docket No. 1 0-011-U obsolete and the APSC 
will lose jurisdiction 

The Commission issued orders in Docket No. 10-011-U to ensure that EAI's transition to 
MISO was in the public interest. As a result of the Transaction, many of the conditions of 
MISO membership identified by the Commission in APSC Docket No. 10-011-U that were 
deemed critical will be voided. Accordingly, the value and impact of the conditions will be 
altered. As lTC will be primarily operating under FERC jurisdiction, the Commission will 
lose significant jurisdiction over transmission operations and, most notably, transmission 
rates charged to Arkansas customers. The loss of the Bundled Load exemption shifts 
transmission rates out of Commission control, to the benefit of the transmission owner and 
the detriment of the retail ratepayers. 
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E. Other issues support Commission rejection of the Transaction 

The RMT structure of the Transaction preserves the current ADIT and tax basis of the 
transmission assets, which simply preserves the status quo with respect to this aspect of the 
transmission rates, rather than providing a true benefit to ratepayers. The RMT structure 
also requires the transmission assets of all Entergy Operating Companies be included in the 
Transaction, putting the Transaction and its purported benefits at risk if any one of the 
retail regulatory commissions does not approve the Transaction. 

The safe and reliable delivery of energy to Arkansas customers requires a capable 
transmission system owner and operator. The Applicants have not provided sufficient 
evidence to demonstrate that their due diligence concluded that lTC is a qualified and 
capable transmission system operator. 
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Transmission Business to lTC Holdings, Inc. 

Docket No. 12-069-U 

In The Matter Of An Application Of Entergy Arkansas, Inc., Mid South TransCo LLC, 
lTC Midsouth LLC, Transmission Company Arkansas, LLC, and lTC Holdings Corp. 

To Enter Transactions Resulting In A Certificate Of Public Convenience And Necessity 
For A New Arkansas Utility To Own EAI's Electric Transmission Facilities 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Ninth Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: APSC 9-2 

Question: 

Filed: 1116/12 

Part No.: Addendum: 

Please provide all memoranda, research, assessments, or estimates created by or 
for EAI or Entergy relating to the magnitude of the following benefits for EAI's 
ratepayers, as defined by Richard C. Riley in his Direct Testimony, along with supporting 
workpapers in electronic format with formulas intact and readable. 

a. The ability to attract and retain highly-qualified personnel; 

b. Better pricing for equipment from increased leverage of purchasing 
power; 

c. Efficiencies in supply chain management; 

d. Storm response enhancement; 

e. ITC's systematic approach to outage reduction; and 

f. ITC's broader regional perspective for transmission planning. 

Response: 

a. As Mr. Riley explained in his Direct Testimony, EAI believes that by combining 
the Entergy Operating Companies' and ITC's transmission businesses, there will 
be a broader base and a more competitive environment for employees who wish 
to specialize in transmission services. There will also be a greater opportunity for 
career progression in a larger organization, which should enhance the ability to 
attract and retain the best available prospects in the industry. EAI has no 
additional memoranda, research, assessments, or estimates created by or for EAI 
or the other Entergy Operating Companies relating to the magnitude of the 
benefits to EAI's ratepayers. 

12-069-U 
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b. As Mr. Welch testified on pages 35 and 36 ofhis direct testimony, ITC's large 
size has allowed lTC to leverage its purchasing power into good pricing for 
transmission related equipment. EAI believes that an even larger transmission 
organization could reasonably expect to have more opportunities for leverage with 
suppliers in transmission related equipment procurement. EAI has no additional 
memoranda, research, assessments, or estimates created by or for EAI or the other 
Entergy Operating Companies relating to the magnitude of the benefits to EAI' s 
ratepayers. 

c. Mr. Jipping described on pages 56- 62 of his direct testimony about ITC's 
efficiencies and successes in supply chain management. EAI believes this will 
provide opportunities for cost savings with the Entergy Operating Companies' 
current suppliers and/or with ITC's existing suppliers. EAI has no additional 
memoranda, research, assessments, or estimates created by or for EAI or the other 
Entergy Operating Companies relating to the magnitude of the benefits to EAI's 
ratepayers. 

d. Mr. lipping explains lTC' s Storm Restoration methods, as well as how ITC plans 
to coordinate with EAI on pages SO- 56 of his direct testimony. EAI witness 
Brady Aldy also discusses this in his direct testimony. EAI has no additional 
memoranda, research, assessments, or estimates created by or for EAI or the other 
Entergy Operating Companies relating to the magnitude of the benefits to EAI's 
ratepayers. 

e. As stated on page 17 of Mr. Riley's direct testimony, ITC has a systematic 
approach to outage reduction, which includes a cross-functional committee 
comprised of operations, engineering, and technical areas that meets monthly to 
review every transmission line outage, outage causes and remediation. EAI 
believes that implementing this practice in its region will drive improved 
reliability performance. Mr. lipping explains the practice in his testimony. EAI 
h~ no additional memoranda, research, assessments, or estimates created by or 
for EAI or the other Entergy Operating Companies relating to the magnitude of 
the benefits to EAI's ratepayers. 

f. EAI has not prepared any memoranda, research, assessments, or estimates related 
to subpart f. lTC has provided information regarding its planning perspective and 
provides support for its analysis in the direct testimonies ofPfeifenberger, Welch 
and Vitez. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Eleventh Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 11/8/12 

Question No.: APSC 11-11 Part No.: Addendum: 

Question: 

Reference Section III of the Lewis Direct Testimony, pages 32-44. 

a. Provide all workpapers used to calculate the estimated impact on retail 
customer bills (34:16-20). Workpapers should be provided in electronic 
spreadsheet format with formulas intact. 

b. Provide an analysis calculating the total percent increase in the amount a 
typical residential customer will pay specifically for transmission service 
in 2014. Provide all workpapers used to support this analysis in electronic 
spreadsheet format with formulas intact. 

Response: 

a. See the Highly Sensitive workpapers previously provided by EAI wituess 
Jay Lewis entitled: 

HSPI_Lewis-Rate _Effects_ Workpaper_J.xlsx 
HSPI_Lewis-Rate_Effects_ Workpaper_2.xlsx 

b. Retail customers do not pay for transmission service. They pay for 
bundled electric service. The revenue requirement for the 
transmission component of electric service makes up a small portion of a 
customer's bill for electric service. As indicated in Mr. Lewis' testimony, 
when operating expenses and other components of revenue requirements 
are taken into account, the transmission revenue requirement constitutes 
only approximately 4.3 percent of a typical EAI residential customer total 
bill based on 2011 average billing data. The WACC-related and other 
effects of the ITC Transaction discussed in Mr. Lewis' testimony increase 
that small transmission component by 23%, excluding the timing effect of 
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use of a forward test year. Accordingly, applying this change to the 
small, transmission component of the bill produces an estimated, overall 
typical bill effect of approximately $1.22, or 1.3%. 

See the Highly Sensitive workpaper previously provided by EAI witness 
Jay Lewis entitled: 

HSPI_Lewis-Rate_Effects_ Workpaper_2.xlsx 

The above-cited calculation was performed by performing the following 
sequence of operations: 

1. Summing cells AP58 and AH83 from tab 'TPZ by State 
(Retail)' and then subtracting cell AX14 from tab 'TPZ by State 
(Retail)' in order to calculate the transaction-driven total 
change in transmission revenue requirement. 

2. Dividing that number by cell AH47 from tab 'TPZ by State 
(Retail)' in order to translate the transaction-driven total change 
in transmission revenue requirement into a percentage basis. 

In Excel formula terms, this sequence of operations can be expressed as: 

"'('TPZ by State (Retaii)'IAP58+'TPZ by State (Retail)'IAH83-
'TPZ by State (Retail)'IAX14)fTPZ by State (Retail)'!AH47 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Eighteenth Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 18-1 

Question: 

Filed: 1/11113 

Part No.: Addendum: 

Provide all due diligence reports on ITC's financial and technical capabilities 
produced by or for EAI or Entergy related to this transaction. 

Response: 

The requested due diligence reports are protected by the attorney-client privilege and/or 
the work product doctrine. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture ofthe Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Eighteenth Set ofData Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 18-11 

Question: 

Filed: 1/11113 

PattNo.: Addendum: 

Please provide the specific MISO tariffs that address the Bundled Rate ElCemption 
for retail load. Explain the specific services or service schedules that would not be 
applicable to bundled retail load. Explain the specific services or service schedules that 
would be applicable to bundled retail load. Please list and explain any revenues that 
MISO would collect from or distribute to bundled retail load. 

Response: 

The MISO Transmission Owner Agreement ("TOA'') addresses the Bundled Load 
exemption. A copy of the MISO TOA is attached. Appendix C, Section II.A.3.a of the 
TOA states: "Owners taking Network Transmission Service to serve their Bundled Load 
shall not pay charges pursuant to Schedules I through 6 and Schedule 9 and also shall not 
be responsible for losses from network resources located within their Local Balancing 
Authority Areas or pricing zone pursuant to Attachment M. The Owner, however, shall 
be responsible for losses under Attachment M for network resources located outside of its 
Local Balancing Authority Area or pricing zone that are within or attached to the 
Transmission System." Transmission Owners that are Load Serving Entities are 
responsible for all other schedules (not listed above) under the MISO Tariff for service to 
Bundled Load. MISO does not collect or distribute any revenues from or to Bundled 
Load. All collections and distributions relating to Bundled Load are done through 
Transmission Owners that are Load Serving Entities. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 21-2 

Question: 

Filed: 2/12/13 

Part No.: Addendum: 

Reference the Application, page 25, paragraph 35 ("The Transaclion is I he final 
s/ep to be taken by I he Entergy Operating Companies in /heir continuing evolution 
toward grealer transparency and independence in the operation and management of the 
Entergy Transmission System.") as well as EAI's Evaluation Report filed on 5/12/2011 in 
APSC Docket I 0-01 1-U, page 49 ("RTOs will provide greater independence in/he areas 
oflmnsmfssion planning and the development and operation of markets."). Please 
identify all ways in which the transaction will enhance independence ofEntergy's 
transmission system that are not achievable under Entergy ownership as a transmission­
owning member of MISO. Provide all documentation supporting your response. 

Response: 

The ITC Transaction will enhance independence in two primary ways that are not 
achievable under Entergy Operating Company ownership. There will be greater 
independence in transmission planning and MISO governance. 

Absent the ITC transaction, the Entergy Operating Companies would participate in MISO 
as asset owners, market participants, and transmission owners. A utility that participates 
in MISO in such capacities must develop and submit transmission plans to MISO for 
consideration in the MISO MTEP process because MISO's transmission pla1ming process 
originates with transmission owners. Such a utility would also (a) participate in MISO 
governance as a transmission owner, including voting on items such as the membership 
of the MISO Board of Directors and changes to the Transmission Owners Agreement, 
and (b) have FPA Section 205 filing rights related to, among other things, transmission 
upgrades and cost allocation. While a utility would be obligated to undertake its 
participation in MISO plruming processes in a non-discriminatory manner, and MISO 
rules ultimately must be approved by PERC as not unduly discriminatory, that situation 
does not eliminate the perception by other asset owners or market participants that a 
transmission owner may act in a biased manner in favor of its own generation or load 
served. See the direct testimony of Theodore Bunting at pp. 12-13 discussing the 
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existence of such perceptions in the current structure. MISO offers a different structure, 
but that structure contemplates that transmission owners who also own generation and 
serve load will have substantial input in transmission planning and RTO governance. 
See, e.g., MISO TOA, Article II, Section IX; MISO Tariff, Attachment FF. 

In contrast, ifiTC were the independent owner of the Entergy Transmission System, 
there would be no basis for perception of bias in transmission planning and MISO 
governance because ITC is independent of market participants and asset owners. Messrs. 
Welch and Vitez discuss in their direct testimonies how that model instills greater 
confidence in the market and leads to more robust transmission planning for the benefit 
of all market participants (e.g., ITC is better able to coordinate with generators in 
transmission planning because ITC is not perceived as a competitor). 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 21-5 

Question: 

Filed: 2112113 

Part No.: Addendum: 

Reference Exhibit THB-2 to the testimony of Theodore Bunting. After Step 7 the 
retirement of historic debt using the proceeds of the new debt issued by the Wires Subs, 
how will EAI's overall cost of debt change? Provide EAI's current average cost of debt, 
EAI's expected cost of debt after the transaction, and all documentation and workpapers 
used to support your response. Workpapers should be provided in electronic spreadsheet 
format with formulas intact. 

Response: 

EAI's current weighted average pre-tax coupon is 4.88%. Assuming a June 30, 2013 
closing date, EAI's weighted average pre-tax coupon post-transaction should be 
approximately 4.62% assuming the total amount of debt and particular series of debt 
targeted to be retired do not change from the current assumptions. This analysis does not 
take into account the cost of new debt issued at EAI between now and the Transaction 
date, nor does it take into account securitization debt or debt related to financing nuclear 
fuel. The foregoing amounts are estimates based on a forecast. The final amounts may 
vary to the extent forecast assumptions differ from the circumstances that exist at the time 
of closing. The requested work paper is attached. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entcrgy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 2/12/13 

Question No.: STAFF 21-8 Part No.: Addendum: 

Question: 

states: 
Condition 4 in Order No. 68 issued by the Commission in Docket I 0-011-U 

"Should EAJ become a member of MISO, EAI shall agree 
thai it will not exit MISO without first filing an application 
with the Commission seeking its approval for a change of 
control of ils transmission assets. EAI will otherwise retain 
all of its rights, stale and federal, to appeal or seek 
review of or relief ji·om the decision of the 
Commission. " 

Should Entergy and lTC complete the proposed transaction: 

a, Please describe how this condition still applies to EAI, if at all. 

b. If the condition is still relevant when EAI is no longer a transmission­
owning member of MISO, how does EAI intend to comply with this 
condition? 

c. WUI this condition apply to lTC after the execution ofthe transaction? If 
so, how will EAI ensure that ITC will comply with this condition? 
Provide any and all documentation supporting this response. 

Response: 

a. The question of whether and how a MISO condition would continue to 
apply to EAI after divestiture ofEAI's transmission assets, as well as 
whether such condition would be relevant at all, calls for speculation and 
legal conclusions and is a matter for the Commission. Similarly, whether 
any of the conditions in Order No. 68, as clarified by Order No. 72 should 
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be adopted with respect to ITC is a determination to be made by the 
Commission in this proceeding. 

EAI responds generally that this condition (as with the various conditions 
of Order No. 68, as clarified by Order No. 72) would continue to apply to 
EAI, in accordance with the terms of the applicable Commission orders 
and applicable law (and subject to the applicable reservations of rights 
reflected in the Commission's Orders), until and unless the Commission 
modifies or terminates the condition. However, as explained in more 
detail below, the condition would have less relevance post-lTC 
Transaction. 

Assuming closing of the proposed lTC Transaction, EAI would become a 
transmission dependent utility ("TDU") and lTC would become the 
transmission owner of the assets. Post-closing, EAI would still be bound 
by the condition. While EAI, however, as a TDU teclmically could 
terminate its MISO membership, such termination would not affect EAI's 
status as a transmission customer ofiTC, and EAI would not have the 
authority to transfer control of transmission assets that it no longer owns. 

See EAI's response to subpart (a). 

Absent some action from the Commission in this docket, this condition 
would not apply to lTC, which was not a party to Docket 10-011-U, in 
which this condition was adopted. Because the condition does not apply 
to lTC, the portion of the request asking how EAI would "ensure 
compliance" with the condition is not applicable. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty"First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 2/12/13 

Question No.: STAFF 21-9 Part No.: Addendum: 

Question: 

states: 
Condition 5 in Order No. 68 issued by the Commission in Docket I 0-0 11-U 

"Should EAI become a member of MISO, EAI shall agree 
that the Commission, sua sponte or upon the motion of any 
party, after notice and hearing, may direct EAI to exit 
MISO under the terms of the lvfemorandum of 
UndeJ·standing or the TOA. EAI will olhemise retain all of 
its rights, state andfoderal, to appeal or seek review of or 
rel/efji·om the decision of the Commission." 

Should Entergy and ITC complete the proposed transaction: 

a. Please describe how this condition still applies to EAI, if at all. 

b. If the condition is still relevant when EAI is no longer a transmission­
owning member ofMISO, how docs EAI intend to comply with this 
condition? 

c. Will this condition apply to lTC after the execution of the transaction? If 
so, how will EAI ensure that ITC will comply with this condition? 
Provide any and all documentation supporting this response. 

Response: 

a-c. See EAI's response to APSC 21-8. EAI would still be bound by the 
condition. While EAI, however, as a TDU technically could terminate its 
MISO membership, such termination would not affect EAI's status as a 
transmission customer of ITC, and EAI would not have the authority to 
transfer control of transmission assets that it no longer owns. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 2/12/13 

Question No.: STAFF 21-11 Part No.: Addendum: 

Question: 

states: 
Condition 8 in Order No. 68 issued by the Commission in Docket 10-011-U 

"Should EAI become a member ofMISO, EAI shall not 
unbundle transmission or seek to make basir: changes to 
transmission service for retail ratemaking without prior 
APSC approval, EAI shall negotiate a transmission service 
agreement with MJSO that ensures that the APSC continues 
to determine the transmission component of the rates to 
serve EAI's bundled retail load. " 

Should Entergy and ITC complete the proposed transaction: 

a. Please describe how this condition still applies to EAI, if at all. 

b. If the condition is still relevant when EAI is no longer a transmission­
owning member ofMISO, how does EAI intend to comply with this 
condition? 

c. Is EAI requesting the Commission unbundle transmission service because 
of the proposed transaction? 

d. Wi!l this condition apply \O lTC after the execution of the transaction? If 
so, how will EAI ensure that ITC will comply with this condition? 
Provide any and all documentation supporting this response. 

Response: 

a·d. 

12-069-U 

See EAI's response to APSC 21-08. Further responding to subpart (c), the 
proposed ITC Transaction contemplates EAI's becoming a transmission 
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dependent utility ("TDU"), and under the tenns of the Transaction, ITC 
would become the transmission owner ofEAI's fanner transmission 
assets. Accordingly, upon the closing of the ITC Transaction, 
transmission would become unbtmdled and the Commission would no 
longer have jurisdiction with respect to setting retail rates for transmission 
assets previously owned by EAI. As such, as part of this proceeding, it 
would be necessary for the Commission to give its approval for the 
unbundling of transmission as contemplated by Condition No.8. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set ofData Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 2/12/13 

Question No.: STAFF 21-13 Part No.: Addendum: 

Question: 

Condition 14 in Order No. 68 issued by the Commission in Docket I 0-011-U 
states: 

"Should EAI become a member of MISO, no later than 
three years ajler joining MISO and eve1y two years 
thereafter, assuming EAI continues as a MISO member, 
EA/ shall file with the Commission a detailed report 
providing the following information: 

a. The quantified historical net benefits of MISO 
membership for EAI, as compared to the stand­
alone option, as of the date of each of the reports 
described above; 

b. The projected net benefits ofMISO membership for 
EAI, as compared to the stand-alone option, for 
the post-transition period on a bi-annual basis 
beginning one year after the end of the transition 
period; 

c. Any significant changes In FERC RTO policies, 
rules or regulations, M/SO requirements, Day 2 
market conditions, or other regulatoty or market 
structure components; and 

d. An estimate of the costs to exit M/SO ajler the 
end of the jive-year transition period or· a 
sper:ified time thereafter and to transition to a new 
operating environment such as a dljJerent RTO. " 

Should Entergy and lTC complete the proposed transaction: 

a. Please describe how this condition still applies to EAI, if at all. 

SCHEDULE BKW-2 
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b. If the condition is still relevant when EAI is no longer a transmission­
owning member ofMISO, how does EAI intend to comply with this 
condition? 

c. Please explain how; if at all, EAI would collaborate with lTC to produce 
such information. 

d. Will this condition apply to lTC after the execution of the transaction? If 
so, how will EAI ensure that ITC will comply with this condition? 
Provide any and all documentation supporting this response. 

Response: 

a,b,d. See EAI's response to APSC 21-8. EAI would remain in a position, after 
the lTC Transaction closes, to provide the Commission with the estimated 
net benefits and information on changes in FERC policy or MISO rules as 
called for by Condition No. 14(a), (b), (c), and (d), although the 
Commission may wish to consider as part of this proceeding whether the 
information called for by Condition No. 14 remains useful in light of the 
limitations on EAI's a\lthority to transfer control of the subject assets 
described in EAI's response to APSC 21-8. 

c. EAI objects to the extent that this question calls for speculation. Without 
waiving the objection, EAI states that it is willing to coordinate with lTC 
regarding compiling non-privileged information that may be requested by 
the Commission to the extent such information exists and is within EAI's 
possession and control. Such coordination would also be subject to the 
limits of the FERC Standards of Conduct. EAI further states that it 
anticipates relying in part on the prior filings of the SPP-member utilities 
with respect to the similarly-worded requirement imposed upon them in 
Order No.1, issued in APSC Docket 04-137-U. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-Eighth Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 3111/13 

Question No.: STAFF 28-6 Part No.: Addendum: 

Question: 

Reference the Direct Testimony of Jay Lewis, pages 17-23, discussing the 
negative cash flow nature ofEntergy's transmission business. 

a. Provide any documentation and work papers supporting Figures I, 2, and 
3. Work papers should be provided in electronic spreadsheet format with 
formulas intact. 

b. Please explain how the change in ownership will address the conditions 
leading to the negative cash flow described in the Lewis Testimony 

c. Provide any documentation and work papers demonstrating the impact 
that the change in ownership to ITC will have on the cash flow of the 
transmission business. Work papers should be provided in electronic 
spreadsheet format with formulas intact. 

Response: 

a. Please see the Highly Sensitive workpaper provided by EAI witness Jay 
Lewis titled: 

12-069-U 

HSPI_Lewis_Bunting_Testimony _Capital_ Workpaper.xlsx 

Support for Figures 1, 2, and 3 in Mr. Lewis's testimony can be found in 
the tab titled "Testimony #s". 

Support for the significantly higher forecasted transmission capital 
spending versus transmission depreciation through 2018 for both the 
Entergy Operating Companies and EAI, as presented in Figure 1, can be 
found in cells J54 and J57 for the Entergy Operating Companies and cells 
C54 and C57 for EAI in particular. 
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Support for Figure 2 showing that transmission is forecasted to be the 
largest functional contributor to the shortfall between total investment 
needs and internally generated funds for the period 2012 - 20 I 8 can be 
found in cells J60:J67 and J70:J72 for the Entergy Operating Companies, 
and cells C60:C67 and C70:C72 for EAI in particular. 

Support for the pronounced positive effect of the ITC Transaction on 
EAI's and the other Entergy Operating Companies' projected cash flow, as 
shown in Figure 3, can be found in cells J78:J81 for the Entergy Operating 
Companies and cells C78:C81 for EAI in particular. 

b. The negative cash flow discussed by Mr. Lewis is a result of transmission 
capital exceeding the operating cash flows produced by the transmission 
business. Accordingly, the transaction relieves the Entergy Operating 
Companies of this negative cash flow by removing the capital 
expenditures associated with transmission. 

c. 

12-069-U 

Mr. Lewis notes in his testimony that "the net effect of the ITC transaction 
is a 20 percent improvement (57 percent improvement for EAI) in cash 
flow, with projected cash flow increasing by over $860 million 
(approximately $350 million for EAI) over2014-2018 if [the Entergy 
Operating Companies] no longer own transmission assets." Further, he 
goes on to state that "[t]he positive cash flow effect of the lTC Transaction 
means there is more cash available to pay down debt or invest back into 
the business. As such, there is greater potential to accelerate capital 
projects of local interest, such as economic development." 

Questions pertaining to the cash flow of the transmission business under 
lTC ownership should be directed to lTC. 
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Data Request No. APSC 010-20 

Data Request: 

Response: 

Reference the Pfeifenberger Direct Testimony. Provide an estimate 
of the cost allocation to Arkansas ratepayers for the illustrative 
projects considered under MIS D's cost allocation policies. 

The propose of Mr. Pfeifenberger's testimony was to present an 
indicative analysis of the potential benefits of a portfolio of 
"strategic" transmission projects that are illustrative of the types of 
projects that lTC would be uniquely positioned to plan, develop, 
and implement through its broad-based independent planning 
process. This did not require the determination of how project costs 
would be allocated to transmission and retail customers within and 
outside the Entergy Region. However, as also noted in Mr. 
Pfeifenberger's testimony, the allocation of project costs would 
follow MISO's cost allocation process, as modified for the 
transitional period immediately following MISO obtaining functional 
control of the transmission system now owned by the Entergy 
Operating Companies, which aligns the costs of projects with the 
benefits received. In some instances, projects might also be 
supported through interregional cost-sharing with neighboring 
systems. Thus, the costs and wide range of potential benefits of 
this illustrative portfolio of strategic projects might be shared by the 
En!Eoirgy Operating Companies' customers and other market 
participants in the Entergy Region as well as customers in adjoining 
systems and regions. In other words, cost allocation would 
generally align the costs of projects with the benefits received. 

While the share of strategic project costs allocated to Arkansas 
might be as low as zero if these projects were to be pursued 
further, Mr. Pfeifenberger did not estimate total Arkansas-specific 
benefits provided by the strategic set of projects. 

For some information on how benefits are allocated between the 
Entergy Region and non-Entergy Regions, please see Highly 
Sensitive Protected Information document Bates-stamped ITC-AR-
008364 provided in response to APSC 010-17. Rows 48 through 68 
of the 'Figure 1' tab of ITC-AR-008364 are a summary of benefits to 
inform cost allocation. Also, the 'ProMod results' tab of the same 
spreadsheet shows only the adjusted production cost savings (a 
subset of total benefits) by Entergy Operating Company. 
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Data Request No. APSC 012-6 

Data Request: 

Response: 

Please provide all estimates in ITC's possession of the magnitude 
of the following benefits as defined by Richard C. Riley in his Direct 
Testimony along with supporting workpapers In electronic format 
with formulas intact and readable. 

a. The ability to attract and retain highly-qualified personnel; 
b. Better pricing for equipment from increased leverage of 

purchasing power; 
c. Efficiencies in supply chain management; 
d. Storm response enhancement; 
e. ITC's systematic approach to outage reduction; and 
f. ITC's broader regional perspective for transmission planning. 

a. lTC is not aware of any documents responsive to Request 12-
6(a). However, lTC believes that by becoming a larger organization 
after approval of the transaction, It will be able to offer more 
opportunities for employee growth and development. lTC also 
believes that organizations with more growth opportunities enjoy 
higher retention rates and an increased ability to attract talented 
and highly-qualified personnel. Addltlonal non-privileged, non­
confidential information responsive to this request is contained in 
the pre-filed, direct testimony of Richard C. Riley, filed with the 
APSC as Document 17 In Docket no. 12-069-U. There, Mr. Riley 
explains that, by combining the Entergy Operating Companies' and 
ITC's transmission businesses, there will be greater opportunity for 
career progression in a larger organization, which should enhance 
the ability to attract and retain the best available prospects in the 
industry. 

b. Non-privileged, non-confidential, responsive documents can be 
found on ITC's Online Data Room, Bates-stamped ITC-AR-009064 
and ITC-AR-009066. Additional non-privileged, non-confidential 
Information responsive to this request is contained in the pre-filed, 
direct testimony of Joseph Welch, flied with the APSC as Document 
21 in Docket no. 12-069-U at pages 35-36. Pursuant to Mr. Welch's 
testimony, lTC has developed strategic alliance relationships with 
its vendors. Those relationships, coupled with large volume 
purchases of transmission equipment, allows lTC to leverage its 
purchasing power into better pricing for equipment. lTC anticipates 
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that, post-transaction approval, the increased company size will 
permit lTC to successfully pursue further efficiencies. 

c. Non-privileged, non-confidential, responsive documents can be 
found on fTC's Online Data Room, Bates-stamped ITC-AR-008953 
to ITC-AR-009005 and ITC-AR-009064. Additional non-privileged, 
non-confidential Information responsive to this request is contained 
in the pre-filed, direct testimony of Jon E. Jipplng, filed with the 
APSC as Document 24 in Docket no. 12-069-U at pages 56-62. 
Specifically, and as set forth In Mr. Jipping's testimony, lTC has 
successfully leveraged numerous supply chain relationships to 
obtain competitively priced goods and services in a timely manner. 
Post-transaction approval, and as an organization with a larger 
footprint, lTC believes that it will be able to further leverage its 
supply chain relationships to ensure continued supply chain 
efficiencies and competitive pricing. 

d. Non-privileged, non-confidential information regarding ITC's 
storm restoration methods and its plans to coordinate with Entergy 
is contained in the pre-filed, direct testimony of Jon E. Jipping, filed 
with the APSC as Document 24 In Docket no. 12-069-U at pages 
50-56. Entergy Witness S. Brady Aldy confirms that these plans will 
not impede the speed or efficiency of power restoration efforts, and 
that fTC's pian will be seamless to Entergy's customers and 
stakeholders. See the pre-filed, direct testimony of S. Brady Aldy, 
flied with the APSC as Document 14 in Docket no. 12-069-U at 
page 18. 

Additional non-privileged, non-confidential, responsive documents 
can be found on ITC's Online Data Room, Bates-stamped ITC-AR-
008932 to ITC-AR-009005 and ITC-AR-009064. 

e. In his pre-filed, direct testimony filed with the APSC as 
Document 24 in Docket no. 12-069-U, Jon E. Jipplng describes 
ITC's systematic approach to outage reduction. Entergy Witness 
Richard C. Riley also describes this approach In his pre-filed, direct 
testimony, filed with the APSC as Document 17 in Docket no. 12-
069-U at page 17. lTC believes that implementing Its systematic 
approach to outage reduction will result in improved reliability 
performance in the region. In his testimony, Mr. Jlpplng discusses 
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the value that Improved reliability brings to the transmission system. 
See the pre-filed, direct testimony of Jon E. Jipping filed with the 
APSC as Document 24 in Docket no. 12-069-U at pages 43-45 and 
supporting exhibits. 

Additional non-privileged, non-confidential, responsive documents 
can be found on fTC's Online Data Room, Bates-stamped ITC-AR-
008932 to ITC-AR-009005. The responsive document, SGS 
Benchmarking Study, was attached to the Direct Testimony of Mr. 
Jon E. Jipping as confidential Exhibit JEJ-6. Additional responsive 
documents Bates-stamped ITC-AR-009075 to ITC-AR-009076 
constitute Confidential Information and are being provided on disc 
with this response to those Reviewing Representatives of Staff and 
the other official parties to this Docket who have executed an 
Affidavit of Non-Disclosure pursuant to the Interim Protective Order 
in this Docket. 

f. Non-privileged, non-confidential information responsive to this 
request is contained in the pre-filed, direct testimony of Johannes 
P. Pfeifenberger, filed with the APSC as Document 25 in Docket 
no. 12-069-U. 

Additional non-privileged, non-confidential, responsive documents 
can be found on ITC's Online Data Room, Bates-stamped ITC·AR-
009044 to ITC-AR-009045 and ITC-AR-009067 to ITC-AR-00907 4. 
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Data Request No. APSC-014-2 

Data Request: 

Response: 

Reference the Direct Testimony of Joseph Welch, pages 30-45, 
related to ITC's "Second Beneficial Attribute." Provide ali reports, 
memoranda, or other documentation demonstrating that: 
a. ITC's structure as a non-vertically integrated utility yields 

benefits to EAI customers 
b. These benefits are not achievable under EAI ownership of 

the transmission assets 

The testimony of Joseph Welch and other witnesses supporting the 
joint application submitted by lTC and EAI demonstrates that ITC's 
structure will yield benefits to EAI's customers that are not 

· achievable under EAl ownership of transmission assets. lTC does 
not have additional reports, memoranda, or other documentation to 
add to Mr. Welch's direct testimony. 
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Data Request No. APSC-015-7 

Data Request: 

Response: 

Does lTC have any plan or intention to Issue more common shares 
prior to exchanging lTC stock for ownership units with Entergy 
Corporation shareholders as part of the transaction? If so, explain 
why more shares may be issued, how many shares and the impact 
on the transaction. 

lTC does not have any plan or intention to publicly issue more 
common shares prior to exchanging lTC stock for ownership units 
with Entergy Corporation shareholders as part of the transaction. 
lTC does, however, have employee equity compensation programs 
through which common shares are issued, and lTC plans to 
continue to utilize those programs in the normal course of business. 
lTC is specifically authorized to continue to utilize those programs, 
in the ordinary course and consistent with past practice, under the 
transaction agreements. Such programs are as follows: 

New Hire Grants: Currently, newly hired employees are granted 
shares of restricted stock on their hire date. These restricted shares 
have a 5 year cliff vest and are forfeited if the employee terminates 
employment prior to the 5 year anniversary under most 
circumstances. 

Annual Long Term Incentive Awards: Currently, all employees are 
eligible to participate in the lTC Long-Term Incentive Plan (L TIP) 
and to be awarded annual grants of restricted stock andlor stock 
options under the L TIP. These awards are generally made in May 
of each year, subject to approval of the Compensation Committee 
of the Board of Directors. lTC anticipates making these awards in 
May 2013. 

Employee Stock Purchase Plan: lTC offers an employee stock 
purchase plan through which eligible employees can purchase lTC 
stock at a 15% discount, with purchases being made four times a 
year. 

Exercising of Stock Options: As mentioned above, lTC issues stock 
options as a form of employee compensation. It is anticipated that 
employees will exercise stock options which would result in 
Issuance of shares. 
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The number of common shares that might be Issued prior to 
exchanging lTC stock for ownership units with Entergy Corporation 
shareholders as part of the transaction under the foregoing 
programs has been estimated as disclosed on page 46 (Note 4 of 
the Unaudited Pro Forma Condensed Combined Consolidated 
Financial Statements) in ITC's Amendment No. 1 to Form S-4 filed 
with the Securities and Exchange Commission ("SEC") on or about 
December 3, 2012. The Amendment No. 1 to Form S-4 referenced 
above is publicly available through the SEC website. Furthermore, 
the Amendment No. 1 to Form S-4 can be found on ITC's Online 
Data Room, Bates-stamped ITC-AR-010712 to ITC-AR-011263. As 
set forth in the Amendment No. 1 to Form S-4, Entergy 
shareholders are to receive approximately 50.1% of ITC's common 
stock on a "fully diluted basis" in connection with the merger 
calculated as 52,772,253 shares. The share amount was computed 
using the number of shares of lTC common stock outstanding as of 
September 30, 2012, adjusted for the 50.1% ownership of Entergy. 
In addition, based on current knowledge, it is antlclpated that lTC 
will issue approximately 140,430 shares of lTC common stock as 
replacement awards for Entergy equity-based awards held by 
employees of Entergy's Transmission Business. The impact on the 
transaction from the foregoing employee equity compensation 
programs Is that the more lTC common shares that are outstanding 
as a result of these programs at the time that the closing of the 
transaction occurs, the higher the amount of ITC's common stock 
that will have to be issued to Entergy shareholders to meet the 
50.1% threshold. 
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SELECTED FINANCIAL STATEMENT DATA 

Selected Historical Combined Financial Data or Entergy's Transmission Business 

Entergy's Trnnsmission B11siness' selected combined statement of income dntn for the three years ended 
December 31,2011, 2010 and 2009 and combined balance sheet data as of December 31.2011 and 2010 have 
been derived from Entcrgy's Transmission Business' audited combined finuncial statements, Included elsewhere 
in this proxy statement/prospectus. Entergy's Transmission Business' selected combined balance sl1cct data as of 
December 31, 2009, 2008, and 2007 and its selected stntoments of income dota presented below for the years 
ended Deecmber31, 2008 and 2007 have been derived from Entcrgy's Transmission Business' historical 
accounting records, which arc unaudited and arc not included in this proxy statement/prospectus. Entergy's 
Transmission Business' selected combined statement of income datu for the nine months ended September 30, 
2012 und 2011 und selected combined bnlancc sheet clata as of September 30, 2012 have been derived from 
Entergy's Transmission Business' unaudited condensed combined finnncinl stntcments,lncludcd elsewhere in 
this proxy stntcmcnt/prospecrus. Tho selected historical combined financial data below is not necessarily 
indicative of the results that may be expected for any future period. This Information should be read in 
col\iunctlon with "Munngcmcnt's Discussion und Analysis of Financial Condition and Results of Operations for 
Entergy's Transmission Business" and the financial statements ofEntergy's Tmnsmission Business and the notes 
thereto included elsewhere in this proxy stntemcnt/prospcctus. 

The financial infonnntion ofEntcrgy's Trunsmlsslon Business Included in this proxy statement/prospectus bas 
been derived from the financial stntcmcnts nnd accounting records ofEntergy and renects nssumptions nnd 
nliocations modo by Entcrgy. 'I11c finnnciol position, results of opemtions and cash flows ofEntergy's Transmission 
Business presented may be different from tl10se that would have resulted hud Entergy's Tronsmlsslon Business been 
operated ns o stnnd-alone company. Additionally, tl1c financial position, results of operations ond cash nows of 
Entergy's Tnmsmlssion Business presented reflect its existing state and local jurisdictional rotc regulation as a 
component of the Utility Operating Companies, ns compared to the FERC rotc regulation expected for Entergy's 
Transmission Business under lTC's ownership. As n result, the historical fmanclal infonnntion of Entergy's 
Tronsmlsslon Business is not arelioble indicator of future results. Sec "Risk Factors," 

E'nterru·'.:oTrarumts!lton Business 
Nine MontWi Ended 

Sc:plt'mbcr3(}J Year Rndcd Dc~rnbet 31, 
lOll 2011 2011 2010 l009 2008 2007 

(ln thouSilnds) (unnudl!cll) (unaudited) (unaudllcd) 
Stntcmcnt of Income Dahn 
Opcratfng revenuc.o; s 498.942 $ 505.121 $ 652,792 $ 631,742 s 582,847 s 569.507 s 569,998 
Operating cxpcn..., 

Opcmlion ar1d rnaintcrmncc 167,226 159,727 218.929 212.113 186,734 189.959 168.151 
Depreciatlon and wn'mizntion 108,286 97,966 132,302 127,738 110,294 97,287 94.908 
Tnx~co othur lhnn income tax~~ 37,670 34,148 45,751 42,052 38.346 36.473 33,668 

Total opcmting expense.• 313,182 291,841 396,982 381,903 335,374 323,719 296,727 
Opornting im:oma 185,760 213,880 255,810 249.839 247,473 245,788 273,271 
OUter cx~ns~ (lncoma) 

lmcrest cxpon:tc 59,959 47,003 63,247 79,041 79,734 70,782 59.415 
Allowance for equity funds used 

during construction (8,112) (7.714) (15,122) (8,388) (6,195) (8.439} (11,894) 
01hcr cxpon.<B (inC<Jmu) (1,069} (1.907) (1,599) 1.459 (4.697) (12,921} (2.608} 

Total other expense." (income) 50,778 37.382 46,526 72,112 68,842 49,422 44,913 
Income bf:rore income tuxes 134.982 176.498 209,284 177.727 178.631 196,366 228.358 
Income taxes 41.007 6S.S93 74.460 67.166 68.205 72.265 84,362 
N(!tincomc s 93,975 $ 110,905 $ 134,824 $ 110,561 $ 110.426 s 124.101 $ 143.996 
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(lnthousartdsl 
Balance Sheet Data: 
Property, plant and equipment-net 
Total asscL• 
Long-term debt 

Entcrlt)''.s T-rnnsmWicm Dw.inw 
As or 

S~ptcmber 30, -=-:-- ----:;:;;-;;:---;:A:;;;• :;:•lc:D;.:e<::.:'::.;m::;bc':r;:';3::il''----:;-=-
20l2 2011 2010 200? 2008 2007 

(unaudited) (unou~ll<~l (unou~llcd) (unau~ll<d) 

$3,885,501 $3,666,387 $3,369,025 $3,134,123 $2,981,331 $2,825,203 
$4,250,604 $4,015,404 $3,669,588 $3,450,333 $3,308,492 $3,160,214 

Selected Consolidated Historical Financial Data ofl1'C 

The selected consolidnted financial dam presented below have been derived from, and should be read 
togctltcr willt. ITC's consolidated linanclul statements and tlte accompanying notes and tltc related 
"Management's Discussion nnd Analysis of Financial Condition and Results of Operations" und "Selected 
Financial Data" «:<:lions included in ITC's Annual Report on Fonn 10-K, as amended by the Anmml Report on 
Fonn t().K/A, fortl~e ycar ended Dcccmber31, 2011 and in ITC's Quarterly Rcpon on Fonn 10-Q for tl1e nine 
months ended September 30, 2012, which arc Incorporated by reference into tltis proxy statement/prospectus. 
1l10 summnry eonsol!dntcd financlnl dnta below is not necessarily indicative of tltc results that may be expected 
for any future period. To find out where you can obtnin copi<lS oflTC's documents !hut huva been Incorporated 
by reference, sec ''Whore You Can Find More lnfonnn!lon; lncorpornt!on By Rcfcroncc." 

lTC (u) 

Nii1C Month.~ F.J1detl 
Septenlber30, Year Eml~ll Defe.mber 3l, 

2012 2011 2011 2010 2009 2008 1.007 
(In lhous.ands) (U11ntllll!cd) 
Stnlcmcnt orOpcrntlons Dntn: 
Operuting revenues S608,889 $555,787 S151:J91 $696,843 $621,015 $617,877 $426,249 
Opl!rnting c~pcnl)cs 

Operation antl malntonnneo (b) 90,314 92,486 129,288 126,528 95,730 113.818 81.406 
Gnncra1and administrntivo (b) (c) (d) 78,791 54,915 82,790 78,120 69,231 81.296 62,089 
Doprccilllion and amortilntion (o} 78.453 70,338 94,981 86,976 85,949 94.769 67,928 
Tnxc..<; other thnn income tnxcs (0 44,186 39,620 53.430 48.195 43,905 41,180 33.340 
Other opcrntlng incomu and expense-oct (586) (611) (844) (297) (667) (809) (688) 

Totnl opcmling expense.<; 291,158 256,748 359.645 339,522 294.148 330,:!54 244,075 

Opera ling Income 317.731 299,039 397,752 357,321 326,867 287,623 182.174 
Other c:cpcnscs (Income) 

lntcrc.'il expcn:m 116,918 110.002 146,936 142,553 130,209 122.234 81.863 
Allowance (or equity funds u~ed during 

construction (15.8110) (12.078) (16.699) (13.412) (13,203) (11,610) (8,145) 
Loss on cxtinguh;hmcnt o(dcbt 1,263 349 
Other Income (2,171) (2.136) (2,881) (2,340) (2,7921 (3.415) (3.457) 
Other cxpcn~c 2.473 3,063 3,962 2,588 2,918 3.944 1,618 

Totnl other expense..;; (incomo) 101,420 98,851 131,318 129,389 118,395 !11.153 72,228 

lm:om~:: before fncame taxes 216,311 2110,188 266.434 227,932 208.472 176.470 109,946 
Jm:omD tux provision (0 76,691 71,166 94,749 82.254 17.572 67,262 36,650 
Net income Sl39.6:l0 5129,022 $171,685 $145,678 $130,!)00 $109.208 s 73.296 
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Basic earnings por 
share 

Diluted camings 
per share 

Wclghtcd·nvcrnge 

$ 

$ 

Nine Months E11d~ 
SeptemherJO, 

20Il lOU 2011 
(unaudlled} 

2.72$ 2.52$ 3.36$ 

2.68$ 2.49 $ 3.31 $ 

lTC (a) 

Year l!nded Decem her 31 1 

2010 2009 2008 2007 

2.89$ 2.62$ 2.22$ 1.72 

2.84$ 2.58 $ 2.18 $ 1.68 

basic shares 50,748,257 50,192,675 50,289,905 49,526,580 49,196,470 48,592,534 42,298.478 
Wcightcd-uvcroga 

diluted shuros 51,502,694 50,974,142 51,078,823 50,398,039 50,077,433 49,627,887 43,454,115 
Divitlcnds tlcclarcd 

por share $ 1.0825 s 1.0225 s 1.3750 $ 1.3100 $ 1.2500 $ 1.1900 $ 

lTC (n) 

A:~~t')r 
Sc-pfl!lt1btt30, As orDccemlJcr 31, 

2012. 2011 2011 2010 2009 2008 
Un lhous.ands) (unaudfted) 
Balance Sheel DaiH: 
Cash and cash equivalents $ 30,026 S 48,327 S 58,344 $ 95,109 $ 74,853 $ S8,UO $ 
Working C<Jpltnl (deficit) (785,818) (2,413) (113,939) 69,338 147,335 1,095 
Property, plant and 

1.1300 

2007 

2,616 
(30,370) 

cquipmem-net 
Total assets 

3,967,190 3,221,523 3,415,823 2,872,277 2,542,064 2,304,386 1,960,433 
5,381,172 4,632.859 4,823,366 4,307,873 4,029,716 3,714,565 3,213,297 

Long-tenn debt: 
lTC Holdings 
Rcgulntcd Opcrotlng 

Subsidiaries 

1,193,008 1,459,493 1,459,599 1,459,178 1,458,757 1,327,741 1,687,193 

1,213,666 1,117,912 1,185,423 1,037,718 

Totnllong-tcnn tlcbt 2,406,674 2,577,405 2,645,022 2,496,896 
Total stockholders' equity 1,349,209 1,206,002 1,258,892 1,117,433 

JTC (n) 

Nine Months Ended 

975,641 

2,434,398 
1,011,523 

920,512 

2,248,253 
929,063 

556,231 

2,243,424 
563,075 

September 30. Ytar Ended Dcetrnhcr3J 1 

2012 2011 2011 2010 2009 2008 2001 
(In lhou..,nds) Cunaudiled) 
Other Dalal 
Expomliturcs for property, 

plnnt nnd equipment $637.386 $388,402 $556,931 $388,401 $404,514 $401,840 $287,170 
Interest paid (net of imercst 

capitnlized) 112,040 126,481 142,101 135,711 125,254 102,149 
Income taxes paid 26,024 23,010 34,127 8,844 1,971 2,012 

(a) lTC Midwest's results of oporntions, cash flows and balances arc included for the periods presented 
subsequent to its acquisition of the elcctrlc trnnsmlssfon assets of lntcrstnte Power and Light an 
December 20, 2007. 

73,489 
2,058 

(b) The reduction in expenses for 2009 compared to 2008 was due in part to efforts to achieve shon-tcnn 
reductions in opcrntion nnd maintenance expenses and general and administrntivc expenses to olfsct tl1c 
impnct of lower nctwOJk load on cash nows and any potcntlnl revenue nccruul relating to 2009. 
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(c) During 201 l ond 2009, we recognized $2.0 million nnd $10.0 million, respeclivcly, of regulatory osscts 
ossoclotcd with the development activities of lTC Groot Plains os well ns ccrtnln pre-construction costs for 
the Kunsos Y·Plnn and Knnsns Electric Trnnsmlssion Authority ("KETA") projects. Upon initio! 
establishment of these regulatory nsscts in 2011 nnd 2009, $1,9 million nnd $8.0 mlllion, respectively, of 
genom! und udministrutivc expenses were reversed of which $1.4 million tint! $5.9 million were incurred in 
periods prior to 2011 nnd 2009, respectively. No Initial establishment of regulatory asscL~ occurred in 2010 
Utot resulted in n reversal of expenses. 

(d) During 2011 and the nine months ended September 30, 2012, we expensed externnllegnl, ndvisory nnd 
finnnclnl services fees of $7.0 million and $12.1 million, respectively, relnting to Um Entcrgy tronsnction 
recorded primarily within genernl and ndmlnlstrutive expenses of which ccrtnin amounts nrc not expected to 
be dcducliblc for income tux purposes. 

(c) In 2009, the FERC accepted the depreciation studies filed by !TCTrnnsmlssion and METC thin revised their 
depreciation roles. In 2010, the FERC accepted a depreclntion study filed by lTC Midwest which revised its 
depreciation rates, 11tcse changes in aceountlng cslimntcs resulted in lower composite depreciation roles for 
!TCTrnnsmisslon, METC und lTC Midwest primarily due to the revision of asset service lives and cost of 
removal values. The revised estimate of annual depreciation expense wns rencctcd in 2009 for 
ITCTrnnsmission and METC and in 2010 for lTC Midwest. 

(I) The incrousc in the income tux provision for 2008 compared to 2007 wns due in pun to the implemcntution 
of the Michigan Business Tax, which was in effect from 2008 Uuough 2011 and wns uccoumctl for as an 
income tux, compared to the Michigan Single Business Tnx in effect prior to 2008 that wns nccountcd for us 
a taX other than income taX. 

Selected Unaudited Pro Forma Condensed Combined Consolidated Informalion 

1l1e unaudited pro fonnn condcnsctl combined consolitlatcd financial statements (Wl1ich we refer to as Ll10 
pro forma financial statements) combine the historical consolidated financial stutemcnts of ITC nnd the historlcnl 
combined nnonclnl stutements of Entcrgy's Transmlssion Business to illustrnto tl1e effect of the merger. The pro 
formn finnncinl stntements were based on and should be rend In conjunction with: 

• nccompnnylng notes to the unaudited pro forma financial statements; 

• ITC's consolidated finnnclnl statements for the ycnr endetl December 31, 2011 and us ofund for tho nino 
months ended Scptcmbcr 30, 2012 and the notes relating thereto, incOIJlOrnlcd herein by reference; and 

• Entcrgy's Transmission Business's combined financial statements for the year ended December 31, 
2011 and ns ofond for U1c nine monUts ended Scptcmbcr30, 2012~~nd the notes relating thereto 
includetlln this proxy statement/prospectus. 

The unaudited pro forma condensed consolidated swtcmcnt of operations (which we refer tons t!tc pro 
forma statement of operations) for tho year ended Decembcr 31, .2011 nnd for LiJC nine months ended September 
30,2012, give effect to the merger ns if it occurred on Jnnunry 1, 2011. The unaudited pro forma condensed 
consolidated bninnccs!Ject (which we refer to us the pro forma balance sheet) as of September 30,2012, gives 
effect to tho merger os if it occurred on Scptembcr30, 2012. 

TIJC pro forma fimmcial sllltcmcnts have been presented for Informational pUIJlOSCS only and nrc notlndlcntlve 
of d1c opcrntlng results or financial position Utat would have occurred if the merger had been consummiued on Li1c 
datcs lndicnted, nor nrc indicative of any futuro operntlng results or financial position of the combined business. The 
results of operntions nnd cash flows ofthc acquired business refie<t its existing stale nntllocaljurisdictionnl rate 
regulation ns a component oftl1e Utility Opcrnting Companies, ns compared to the I'ERC rote regulation cxpcctcd 
for Entcrgy's Transmission Business under ITC's ownership. The pro forma financial statemenlS do not rencct the 
impact oflmnsilioning Entcrgy's Trnnsmlssion Business to FERC rate reguiotion under lTC ownership. 

1l1o merger hos not been consummn!Cd as of the date of the prepnrntion of these pro formn financial 
statements and there con be no nssumnccs thnt Um merger will bc consummated. Sec "Risk Factors" for 
ndditionnl discussiort of risk factors ossooiated wit!t the pro forma financial sllltements. 
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lTC AND EN'l'ERGY'S 'l'RANSl'illSSlON BUSINESS 

UNAUDITED PRO FORMA CONDENSED COMBlNEO CONSOLIDATED BALANCE SHEET 

As of September 30, 2012 
ltr\lergy'.s AdJW>tments As MJt~~td 

Tmrum!sllon lo Enl«}l.)''s Enlt:I"&)''S .f\,cqulsitlollnnd 
rrc Business Tmrumis1d00 Tn:nu:rtili:slon lldatcd :VmFonnn Pro FDfliia 

(Hi~orie~~l) (o) {Hltforicsl) {a) Budnes~(b} DuUntss Adju.slmenlf (d Combined {d) 
(ltllhDI.I.$01\lb) 

i\SSel.s 
Currcnlassds: 

Cash and i:Mh equivaknts s 30.026 s 1.319 $ (1.319)(<) 4{),IJOO (0 s 70,026 
1\~Xounu ~cdvnblc 94.863 :18.163 (28.163)(0) 60,1148 (g) 155.711 
IO\''CO!Ol)' 33,876 36,267 3o,267 70,143 
Ocfom:d income tnxes 21.1145 21.045 
Rcpulatoi)' M$~ts-rov~nue nccrurus. 

7,'1.67 7~67 lllCiuding tu:c{Ucd lntcrost 
PlqJn!d nnd olhcrcurrcnt nsscts 9,935 9.935 

Tolnt turrcnl n.ssal.s 197,012 65,749 (29,482) 36,267 100,1!48 334.ll7 
Property, plnnt and cquipm~nl {net) 3.967,190 3,885.501 (54,459)(•) 3,831.1»2 7,79B.2n 
Othcrnssc-ls 

Goodwill 950,163 38.494 (38,494)(8) 2.120.481 (SI 3.070.644 
lnt.nngitJic a~~~ (net) 45.Jl4 45.134 
Olltcr re&ulntozy nsscts 171.0S7 254.986 (47.J33)(d) ~07.653 378,710 
Defc:m:d linancing fees. (ncl) 19.593 13,500 (e) 13,500 7,058 (0 4{),1~1 

Olhc:r 30.823 5,874 5,874 36.697 

Tolnl 0\hCf u.s sets 1.~16,970 299.354 (72,327) 227,027 2.127.539 3.571.536 

Total assets $5,381,172 $4.250,604 s (156.268) $4,094.336 s 2. "18,387 511.703,895 

~tnbiiiHesand stoc:kholdcrs1 equity 
Cun:enlllalJlliU~ 

Accounts pilyubla. $ 10Z,530 $ 54.105 $ (6.553)(0)$ 47.552 $ 150,082 
A<:<:nJcd j:,)'roll 15,721 10,9115 10,905 26,626 
Accrtlc:d ntcrwt 43.395 43,395 
Attrucd uues 18.370 35,869 (35,869)(0) 18.370 
Rcgulatcry linbilhiet-R-VC:nuc dcfcnuls, 

intluding actnlcd lntcrc~t 51,8.16 51.836 
Rcfundabla dcposi!S (rom ccncrntors (or 

U'lln~mlssl(ln nciY.'Ork upgmde.~ 48,()11 48,{}11 
Debt mnturing whhln QnrJyw 651,897 651.897 

Olhct 5t.ll40 7.8n 7.877 7.058 co 96,886 
30,911 (h) 

Tolnl rummlli~ilili~ 982,830 108,756 (42.422) 66,)34 37,969 1,087.133 
A«l'llCll pcnston11nd other poslrcUrcmenl 

llabiiiUes 44,299 99.244 (29,979)(0) 69.265 113.564 
Dcrc~d in~on1~ taxes 432.617 949.287 (li,B2J)(o) 917,466 (12,658)[1) 1.337,485 
Rrgulalo.ry Jinllilitics-nwcnuc dcrerrttls, 

Jncludfngae:crucd fnttrcsl 
Regula lory liallllitics--ac:c.rucd assd 

68,324 68,324 

removal costs 79,492 66,213 66,21) 145,705 
Rrfundahle d~pos.tls from gen~:rators for 

trnnsmts.sion ndwotk upgmdcs 5,241 5,241 
Other 12.426 39.390 39,390 51.822 
l.Ong·term debt 2.400,674 1.775,1l00 co 1.775,000 74{),000 <0 4.921.674 
Stockholdc~' cquHr 

Comlllonst~k 955,258 3,347.246 OJ 
(l08,749lCml 

3,993,755 

Net parnntln'res:tmcnt 2.990.141 (1.829.479)(n) 1,160,662 (1,!60,662)(0) 
Rcllllncd earnings 414,759 (23.508)(1) 

(391,251)(mJ 
/\ccumul"tcd othcrcomp~cnsl\-e lo~!i (20.80.1) (2.433) 2.433 (k) CW.808) 

Totnl stockholders' equity 1,349.2119 2,987,708 (1.827.046) 1,160,6<12 1.463.076 3.972.947 
Tolalliobllitiellltld:'ilcxkho!dcrs• ~qulty $5~81,172 $4,250,604 s (156,268) $4,094.336 $2.228,387 811.703,895 

See notes to the unaudited pro forma condensed combined consolidated financial scatentents. 
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l'fC AND ENTERGY'S TRANSMISSION BUSINESS 
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED 

STATEMENTS OF OPERATIONS 

For the Nine Months Ended September 30,2012 

f'.nlcrgy•,'\ Adju.~lnlents A~ Adjusltd Aequtllitionnnd 
Transmission lo Untergy's Entergy's R~lo!cd Pro 

lTC UudmM Transmission 'fnmsmisslon Fonna 
(llistorical) (a) (ll~lorlcal) (a) Business (b) ·Business Adjuslmcnls (c) 

(tn thousands, c.xc-cpL share and pet 
•hare dala) 
Operating revenues $ 608,889 $498,942 $ 6,067 (i) $505,009 
Operating e.~penses 

Opcrntion nnd 
maintcnnncc 90,314 95,188 95,188 

Oeneral nnd 

Pro Formn 
Combined (d) 

s 1,113,898 

185,502 

ndminlslnltivc 78,791 72-038 (7,072)(c) 64,966 (12,089)(h) 131,668 
Depreciation ond 

nmonlzuUon 78,453 108,286 (8,824)(c) 99.462 177,915 
Taxes other Limn income 

UlXCS 44,186 37,670 37,670 81,856 
Olltcr opcrnting income 

nnd expense-net (586) (586) 

Total opcrnting expenses 291,158 313,182 (15,896) 297,286 (12,089) 576,355 
Operating income 317,731 185,760 21,963 207,723 12,089 537,543 

OUter expenses 
(Income) 

Interest expense 116,918 59,959 (5,668)(1) 54,291 28,557 (0 199,766 
Allowance for equity 

funds used during 
construction (15,800) (8,112) (8,112) (23,912) 

Other income (2,171) (2,164) (2,164) (4,335) 
Olltcr expense 2,473 1,095 1,095 3,568 

Toto! other expense.~ (Income) 101,420 50,778 (5,668) 45,110 28,557 175,087 

Income before income taxes 216,311 134,982 27,631 162,613 (16,468) 362,456 
Income tax provision 76,691 41,007 19,066(1) 60,073 (5,764)(i) 131,000 

Net income $ 139,620 $ 93,975 $ 8,565 $102,540 $(10,704) s 231,456 

Wcightcd-uveruge shares of 
common stock outstanding 
(Note 6): 

Busic 50,748,257 103,983,366 
Diluted 51,502,694 104,750,094 

Basic comings per common 
share (Note 6) $ 2.72 $ 2.23 

Diluted curnlngs per common 
shore (Note 6) $ 2.68 $ 2.21 

See notes to the unaudited pro forma condensed combined consolidated financial statements. 
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lTC AND €NTERGY'S TRANS!'viJSSION BUSINESS 
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED 

STATEMENTS OF OPERATIONS 

For the Year Ended December 31,2011 

Rnlcl'(t)''s Adjustmcnl.llij As Adjul\100 Acriill.,fiiPn nnd 
Transmission to I!nlergt's lrnte~'s Related 

lTC Businll'SS Transmission 'fransn1 ton Pro Forma 
(lll!l<lricot)(a) (ll~tari<al)(a) llusln.,. (h) nusincss Adjustnu~nts {c) 

{In thousands, cxccplshnre and per 
shnrcdata) 
Operating revenues $ 757,3'll $652,792 $652,792 $ 
Operating expenses 

Operation and 
maintennncc 129,288 133,949 133,949 

General and 

Pro l'onna 
ComhlnM (d) 

$ 1,410,189 

263,237 

ndministrntive 82,790 84,980 {5,152)(e) 79,828 (7,000)(h) 155,618 
Depreciation nnd 

amorUznUon 94,981 132,302 (11,449)(c) 120,853 215,834 
Tnxcs miter thnn Income 

!llXCS 53,430 45,751 45,751 99,181 
Otlmr opcrnling income 

and expense--net (844) (844) 

Total operating expenses 359,645 396,982 (16,601) 380,381 (7,000) 733,026 
Operating income 397,752 255,810 16,601 272,4ll 7,000 677,163 

Other expenses 
(income) 

!merest expense 146,936 63,247 9,141 <0 72,388 38,076 (f) 257,400 
Allawoncc for equity 

funds used during 
conslntctlon (16,699) (15,122) (15,122) (31,821) 

Other income (2,881) (2,741) (2,741) (5,622) 
Other expense 3,962 1,142 1,142 5,104 

Total other expenses (income) 131,318 46,526 9,141 55,667 38,076 225,061 

Income before Income !axes 266.434 209,284 7,460 216,744 (31,076) 452,102 
Income tax provision 94,749 74,460 2,6ll (i) 77,071 (10,876)(1) 160,944 

Net income s 171,685 $134,824 s 4,849 $139,673 S(20,200) $ 291,158 

Wcigllled-twemgeshurcs of 
common stock ott ISlanding 
{Notc6): 

Bnsic 50,289,905 103,525,014 
Diluted 51,078,823 104,320,730 

Ba>ic cunlings per common 
share (Note 6) $ 3.36 $ 2.81 

Diluted earnings per common 
shore (Nole 6) $ 3.31 $ 2.79 

See notes to !he unaudited pro fomta condeused combined consolidated financial statement.<;. 
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lTC AND ENTERGY'S TRANSMISSION BUSINESS NOTES TO THE UNAUDITED PRO FORMA 
CONDENSED COMBINED CONSOI.IDATED FINANCIALSTATE!'v!ENTS 

Note 1. Description of lhe Merger 

As of December 4, 2011, Entcrgy und lTC executed dcunitivc ngrecmcnL• under which llntcrgy will 
separate and then merge Its clcc!rlc lrnt1smisslon business with a wholly-owned subsidiary of ITC. 

Entergy's Tronsmlsslon Dus!ness consists of the Emcrgy !rnnsmisslon system, which comprises over 15,800 
circuit miles of69kV to 500kV !rnnsmission lines and 1,500 substations over n 114,000-square mile service 
territory. Tho Entcrgy tronsmis.•lon system spans portions of Arknnsa•, Louisiana, Mississippi, Missouri nnd Tcxa•. 

TI1e terms of the trnnsaction agreements cull for Entergy to separate its elec!rlc transmission business into u 
newly-fanned entity, TrnnsCo, and TransCo's subsidinrles, nnd dis!rlbute the equity interests in TransCo 
(excluding nny equity interests In TronsCo to be contributed to an exchange uustln the event Entcrgy makes the 
exchange trust election) to Entcrgy's shareholders in tho fonn of a tn~·frea spin-off or split-off exchnngo offer or 
a combination ofboU!. TrnnsCo will then merge wW1 a nowly-crcated merger subsidiary of lTC In an all-stock, 
Reverse Morris Trost transaction, and will survive the merger as a wholly owned subsidiary of lTC. Prior to the 
merger, under the tcm1S of the merger agreement, JTC may, in ITC's sole discretion, elect to (i) pay a S700 
million one-time special dividend to its pre-merger shareholders, (ii) repurchase $700 million of !TC common 
stock or (Iii) undertaken combination of both (not to exceed $700 million in tile aggregate). Such election is 
referred to us tho lTC recapiluli~.ntion. The ITC rccupituli~ution is expected to be funded by uppro~imutcly $740 
million of debt securities Issued by JTC prior to U1e merger with the remaining $40 million to be used for general 
corporate purposes and payment of!nlnsaction-relntcd costs. As a result of and immediately following the 
merger, Entcrgy shareholders (and, if applicable, the c~chnnge trust) will collectively own approximately 50.1% 
ofiTC common stock on u "fully diluted basis," and existing lTC shareholders will collectively own 
approximntcly 49.9% of!TC common stock on a "fully d!lmed basis" (subject to adjustment In limited 
circumstances as provided in U1e merger agreement nnd excluding any lTC equity awnrds issued to employees of 
Entcrgy's Transmission Business who become employees ofTransCo). ln no event will Entcrgy shareholders 
(and, if applicable, lha axc!~Bnge U1JSt) hold less thnn 50.1% of lhc outstanding common stock of lTC 
immediately after tho merger. In addition, Entcrgy will receive senior securities ofTransCo and gross cash 
proceeds from indebtedness that will bo incurred by TronsCo and its subsidiaries prior to the merger In on 
aggregate amount of$1.775 billion. This indebtedness will bo assumed by lTC. Emcrgy ex peeL~ tllut these 
proceeds will be used to reduce outsrnnding Emcrgy or Utility Operating Company debt or for other corpordtc 
purposes. 

Upon completion oftha merger, Entcrgy equity-based awards held by employees ofEntcrgy's Trnnsmission 
Business will generally convcn to equivalent lTC equity-bused awards, after giving effect to nn equity exchange 
rolio. As defined In the employee maucrs agreement, the equity exchange ratio is defined as the quotient of 
(i) tl1c per share closing !nlding price of Entergy common stock trndlug In tl1e "Regular Way" trading market on 
the NYSE on tho day before the distribution date and (ii) tile per share closing trnding price of lTC common 
stock trndiug on the NYSE on tile closing date of the merger. For purposes of tile per share !nlding prices for the 
pro fonna finaneial stntements, November 23, 2012' has been used os both tllc distribution and closing date. 

Completion of UJC merger is expected in 2013 subject to tllc satisfaction of specified closing conditions, 
Including the necessary approvals ofEntcrgy's retail regulators, the FERC and !TC's shareholders. There can bo 
uo assurance the merger will be consummated. Sec "Risk Factors." 

• November 23, 2012 share price wos used os u reasonable date prior to tl10 fillng of tho Fonn S-4 Registration 
Statement. Tho share price will bo updated with each subsequent Form S-4 nmcndment based on nrensonnble 
recent date prior to the filing. 
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Note 2. BIISis otPro llormn Presentation 

The pro fonna finnneinl stlltemcnts were derived from historical consolidated !innncinl stetcmcnts of lTC and 
the ltistoricnl combined financial stlltemcnts ofEntergy's Transmission Business. Cennio reclassificntions have 
been made to Entergy's Transmission Business' financial stetcmcms to confonn to lTC's historical proscnteUon. 

The historical consolidated financial statements have been adjusted in the pro fonna fmnncinl statements to 
give effect to pro fonnn events that ore (I) directly attributable to the merger, (2) foctunlly supponnblo, and 
(3) with respect to tltc pro fonmn statement of operations, expected to have u continuing impact on lhc combined 
results. 1ltc pro forma financial statements reflect the impact of: 

the nssets nnd linbilities of Entergy's Transmission Business that will not be tmnsferred to lTC 
purnuant to tlJC separation agreement; 

lhe Issuance of 52,772,253 shares of lTC common stock to tho shareholders of Entcrgy In connection 
with the merger and the Issuance of 140,430 shares of lTC common stock ns replacement awards for 
Entcrgy equity-based awards held by employees ofEntergy's Trnnsmission Business; 

tlJC udditlonul indebtedness to bo Incurred wl!h lhe rcluted finuncing tr~nsuctlons; 

the rccnpitali1Jltion which will take the form of one of the following: (i) a one-time special dividend 
payable to pre-merger lTC shareholders or (ii) a share repurchase of lTC common stock, or (Ill) a 
combination of a one-time spccinl dividend and share repurchase of lTC common stock; and 

• other adjusunents described in the notes to this section. 

'ntc following ma~crs have not been roOectcd in the pro fonnn flnancinl statements as they do not meet the 
aforementioned criteria: 

l'uir vuluc u<ljustmenL' for usscL' or liubilities subject to mte-setting provisions for Entcrgy's regulated 
entities operating Entcrgy's Trnnsmission Business. These operations are subject to the rntc•scuing 
aulhority oftlte FERC and otl1er local regulntors. '!1Je rate-setting nnd cost recovery provisions 
currently in place for Entergy's Transmission Business regulated operations provide revenues derived 
from costs including a return on Investment of assets and linbilities included in rate bose, 'I11c fair 
values ofEntergy's Trunsmission Business u.~,e~' und liubilitius subject to lhcsc rotc-setting provisions 
approximate tl1cir cnrrying vn!ues nnd tltcrofore tlto pro fonna financial statements do not reflect any 
net adjusunents related to these runounts. 

• Cos~ savings (or associated costs to achieve such savings) from operoting efficiencies, synergies or 
other restructuring that could result from the merger. The timing and effect of actions associated with 
integration aro currently uncennin. 

Adjusunents to the operating expenses recorded in tlntergy's Tronsm!ss!on Business' historical 
financial statements nssocintcd with Entergy's l'vllSO lntegmtion of $4.8 million and S7.0 million for 
the nine montltS ended September 30,2012 and tho year ended December 31, 2011, respectively. 

• The $75.0 million nggrognte principal runount of3.98% Senior Secured Notes duo 2042issued by 
METC on October26, 2012, titc proceeds of which were used to repay borrowings under Its revolving 
c!l!dit ugrecmcn~ partially fund cnphnl expenditures and for general corporate purposes nnd was 
unrelated to tho transaction financings. 

Tite tmnsaction is being accounted for using the acquisition melhnd of accounting for business combinations 
witlt!TC as the ncqul.ror for accounting purposes. Accordingly, JTC's cost to acquire Entergy's Transmission 
Business will be allocnted to tl1c assets acquired and the liabilities assumed based upon their respective fair 
vnlucs on the date the merger is completed. Under the acquisition metltod of accounting, lhe total estlmntcd 
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consldenulon transferred is allocated t.o Entergy's Transmission lluslness' net. t.nngiblo and int.nngiblo assets and 
liabilities based on their estimated fair values as of the date of consummation of the merger. The pro forma 
mljust.ments included heroin may be revised as additional information becomes available and as additional 
analyses nrc perfonned, Sec Note 4 "Estimated Considerntion Tronsferred and Preliminary Allocation of 
Consldcrnt.lon Transferred" below for the estimate oft.hc consideration transferred allocation. 

Note 3. Slgnlf1canl Accounting Policies 

Based upon ITC's Initial review of tl1o summary of significant accounting policies for Entergy's 
Transmission Business, as disclosed in tl1c nates to tile combined financial statements Included In this proxy 
st.ntcment/prospectus, ns welt as preliminary discussions with tlm mnnngement ofEntergy's Transmission 
Business, tl1c pro forma combined consolldntcd financial statements assume there will be no signiticnnt 
ndjust.mcnts necessary t.o confonn Entergy's Transmission Business' accounting policios to ITC's accounting 
policies. Upon completion oft.he merger and a more comprehensive comparison and assessment, differences may 
be identified that would necessitate changes t.o Entergy's Transmission Business' future accounting policios und 
such changes could result In material differences In future reported resuhs of operations and financial position for 
Ent.crgy's Tmn.<mission Dusine,~<' opemlions us compared to hist.oricully reported umounl<. 

Note 4. Esllmaled Consideration Transferred and Preliminary Allocation of Consideration Transferred 

Entcrgy shnrcholders (and, if upplicnblo, tlte exchange trust) are t.o receive approximately 50.1% of !TC's 
common stock on a "fully dllmcd basis" In connection wltlt tho merger, In no event. will Entcrgy shareholders 
(nnd,lfnppllcnble, the exchange lt\lst) hold less tltan 50.1% oftltc outstanding conunon stock ofiTC 
immediately after the merger. The preliminary consideration transferred was comput.ed using the number of 
shares oflTC common stock outstanding ns of September 30, 2012, adjusted for the 50.1% ownership ofEnt.crgy 
as follows (dollars In thousands): 

Issuance of!TC conunon stock to Ent.crgy's shareholders 
lssunncc of lTC equity awards t.o replace existing earned equity awards of 

Entcrgis Transmjssion Business 
Tmnsactionnl cash (Noto 5(g)) 

Tot.ni estimated consldorntion t.rnnsferrcd 

Current. assets 
Property, plnnt nnd equipment. 
Goodwill 
Other long-tcnn assets, excluding goodwill 

Tot.nl assets 
Current.linbilit.ics 
Deferred credits and otller liabilities 
Long-term debt (assumed by ITC-Notc 5(f)) 

Tot.nlliabllitlas 
Totnl <:,<timuted eonsidemlion t.rnn.•ferrod 
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Numlu~ror 
Shari.W"Awards 

ls.o;ucd 

'roiol 
I.:Siimnlttf 
Fn1rVnluc 

52,?72,253 $3,340,706 

140,430 1,285 

Preltmtnary 
Allocation or 
Constdet'tltlon 
Transferred 

$ 36,267 
3,831,042 
2,120,481 

227,027 
6,214,817 

66,334 
1,092,340 
1,775,000 

2,933,674 

$ 3,281,143 

(60,848) 

$3,281,143 
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The cstimnted fair value oftlloshnros of!TC common s10ck issued to Enlergy shnroho!dcrs ofS63.30 per 
share was based on tho number of shnros Issued multiplied by tliC closing price of lTC common stock ($76,89 on 
November 23, 2012), adjusted by $13.59 per shore for the effects of tlm $700 million one-time special dividend 
as described In Note l, "Description of tlte Mcrgm", ns if that dividend were paid on ITC's outstanding shares of 
common stock at September 30, 2012 that were eligible for dividends. For purposes ofliiCse pro fomm financial 
statements, it has been nssurned tlmt tl1e lTC recapitalization will tnkc the form of n onc·limc special dividend. 
AddilionaUy, !he prcUmlnary consideration transferred reflects !he total estimated fair value of Entcrgy's 
Transmission Business' sharc·bnscd compensation awnrds outstanding as of September 30, 2012, converted 10 
lTC common shares bosed on the equity exclmngo mtio (described in Note 5(j), Common Swc:k below). If lTC 
were to offcetunw its recnpitnlizalion in tho form of a repurehnsc of ITC common stock outsUlllding prior to the 
closing date instead of the one-time special dividend as described above, the total estimated considcmtion 
tmnsfcrred would be tl1e same nrnount, $3,281.1 million, assuming tlte share repurchase was effectuated at the 
closing l>rlcc ofiTC common stock of$76.89 on Novomber23, 2012 multiplied by the number of shares 
expected to be issued after the $700 million rcpurchose. 

The linn! allocation of the considcmtion tmnsferrcd will be determined arter tho merger is completed and 
ufter completion of a linn! analysis to determine tltc fair values ofllmergy's Tmnsmlssion Business' assets and 
linbiihics ns of the date of consummation of tl1o merger. Accordingly, the final acquisition accounting 
adjustments muy be mntcrinlly different from the pro forma adjustments presented in this document. 

11te conslderatlon tmnsfcrrcd will fluctuate with !he market price of ITC's conm1on stock until it is reflected 
on an aetual ba1is when the merger is compictcd. An incrmclc or decrua1c of 17% in ITC's common share price 
from the price used above would Increase or dccrel!Se !he consideration tmnsferrcd by approxinmtcly $575.6 
million. Assessing sensitivity at 17% rate of change is consistent with the differential between !he most recent 
52-week high and low closing prices of ITC's common stock. 

Nole 5. I'ro Forma Adjustments to Financial Statements 

The pro fonna adjustments included in the pro forma financial statements nrc as follows: 

(a) lTC and Emergy'.~ Tran.mrls.vimr/Ju.dness lrl.>~orica/ pre.ve/Jia/lnn-Ccrtain linancial matcmem line items 
or components of financial statement line items .included in llntcrgy's Transmission Business historical 
presentation have been reclassified 10 confonn to ITC's historical presentntion. 11ICse rcclnssifications had no 
impact on the historical opcmting income, net income or total equity reported by En!ergy's Transmission 
Business. The adjustments to totnl assets and liabilities were not material to Enrcrgy's Transmission Business" 
bnlance sheet. 

(b) Adjustments to Entergys Trammrissimi Busi11ess-Pursunnt to the separation agreement. certain 
adjustments are required to accurately reflect the assets acquired and liabilities assumed of lln!crgy's 
Tmnsmission Business, Including the issuance oCJong-tcrm debt by Entcrgy's Transmission Business to be 
ussumcd, 11Iese adjustments to Entergy's Tmnsmission Business financial information are described in Note 5(e) 
Asstts wrd Uabililies Nm Trw•'iferred and Note 5(1} Deb/ below. 

(c) Acqu(villmr and Relaled Prn Fomm At'ijr..rlmellls-Adjusunents were made to ITC's historical financial 
lnrormntion in addition to tho "As Adjus!cd Entcrgy's Transmission Business" financial information. These 
ndjustments reflect tlm crfccts of the acquisition, including the one-time special dividend and tho lssunnce of 
common stock. 

(d) Pro Fonua Combi11ed-Rcpresents tl1e total of tl1e "lTC (Historical)" column, the "As Adjusted 
llntcrgy's Transmission Business" column nnd the "Acquisition nnd Related Pro Forma Adjustments" column. 
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(e) Asset,, arul Uabilities Not Tr<msferrell-Punmunt to the separation agreement, cenain assets nnd 
liabilities ofEntergy's Transmission Business will not be transferred to ITC and will be rclllincd by Entcrgy. 11m 
pro fonna balance sltcctlncludcs tile following pro forma adjusuncnts to reflect assets, liabilities and associated 
deferred taxes not lransfcm:d to !TC pur>uant to tlte separation agreement (in thousands): 

Ca'h mtd ca'h cquivulcn~' 
Accounts receivable (net) 
Property, plnnt and equipment (net) ( l) 
Otltcr regulatory assets (2) 

Toto! assets 

Accounts payable 
Accrued IJ!Xcs 
Accrued pension and otllcr postretirement liobilitics (2) 
Deferred income taxes 

Total liabilities 

Net Assets Not Transferred 

As or 
Sep[~mher 30,2012 

s (1,319) 
(28,163) 
(54,459) 
(47,333) 

$(131,274) 

$ (6,553) 
(35,869) 
(29,979) 
(3!,821) 

S(l04,222) 

$ (27,052) 

(1) The pro forma statements of operations include pro forma adjustments to dcprcciulion nnd amortization 
expense of$8.8 million nnd $11.4 million for tile nine montlts ended September 30,2012 and the year ended 
December 31,2011, rospcctively, to reflect a dccrensc in ongoing depreciation expense for tile tJSsets not 
trnnsfcrrcd. 

(2) As tho combined company will not have responsibility for the inactive anti retired employees under tho 
previous Entergy pension plan pursunntto tile employee manor> agreement, tho pro forma statomcnts of 
operntions include pro forma adjusuncnts to general and administrntivc expenses of $7.1 million and S5.2 
million for tlm nine montllS ended Scptcmber30, 2012 and tl1c year ended December 31, 2011, respectively, 
to reflect a decrease in the ongoing expense mlating to tllesc employees. 

(0 Deb!-As described in Note I, "Description of tile Merger", tile pro forma balance sheet includes n 
$1.775 billion and a S740 million adjustment made to tlte "As Adjusted Entergy's Transmission Business" und 
the "Pro Forma Combined," respectively, that nre described below. 

Prior to tile closing of the merger, Entergy's Tmnsmission Business is expected to obtain an additional 
$1.775 billion In debtlinanelng tllat will be assumed by ITC, consisting of$1.2 billion ofTrnnsCo Subs 
Financing und $575 million ofTransCo debt securities. The $1.775 billion is a liability to be assumed by !TC in 
tho trJOsactlon. The pro fonnn balance sheet includes a pro forma ndjustment to record deferred finnncing fees of 
$13.5 million related to tile TronsCo Subs Finnncing of$1.2 billion, which will be paid by Entergy's 
Transmission Business. 

Additionally, $740 million of now lTC debt is expected to ba issued, with S40 million recorded tJS an 
Increase to cash to be used for general corpomtc purposes and payment of transactlon-rclatcd costs and S700 
million to be used 10 finance tile rccapillllization oflTC, described below in Notc5(m), Recapitali~atimr. The 
$7.1 million of deferred financing fees to be paid by ITC Is Included as nn Increase 10 deferred financing fees and 
other currcntlinbilitics. 

11te pro fonnn statements of operations include a pro forma adjusunent of $5.7 million and $9.1 million to 
interest expense related to Entcrgy's Transmission Business for tileS 1.775 billion in debt financing for n total 
interest expense of $54.3 million nnd $72.4 million for Ute nine montllS ended September 30, 2012 nnd tile year 
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ended December 31,2011, respectively. Addlllonnlly,lito pro forma statements of apcrntians include n pro forma 
adjustment of$28.6 million and S38.1 million to interest expense related to lite $740 million of new 1TC debt for 
lite nine months ended September30, 2012 and lite year ended Dccember3J, 201 J, respectively. An interest rotc 
ofS.05% wns used to calculate the pro forma interest expense on lite new lTC debt of S740 million ns well as U;o 
TransCo debt securities to be assumed by lTC of $575 million and an interest rate of 3.50% wns used to calculate 
lite pro fonna interest expense on lito TransCo Subs Finnncing of $1.2 billion to be nssumcd by lTC. Titc interest 
rates nrc based on a 10-year forward U.S. Tronswy Bond estimate for July 2013 plus an applicable credit sprond 
for boll1 senior secured and unsecured notes for 1TC and its subsidiaries. The effect of a 0.125% change in 
Interest rates would result in an annual change In U10 interest expense adjustment of approximately $3.1 million. 

(g) Gnndwi/1-Tho pro fonnn balance sheet includes a proliminnry estimate of goodwill. Goodwill 
represents the excess of consideration transferred over the estimated fair value of the idcntillablc assets acquired 
and J!ab!!ltles nssumed in addition to an adjusunent to remove Entergy's Transmission Business' existing 
goodwill balance of$38.5 million. The consideration transferred of$3,281.1 nll!!lon Includes: (1) !TC common 
stock issued to Entcrgy; (2) ITC equity awards issued to replace existing earned nwnnls ofEntcrgy's 
Transmlsslon Business; and (3) a reduction for trnnsaetional cash (recorded us an Increase to nccoun~~ receivable 
of$60.8 million). 1110 amount of transactional cash paid to lTC from Entcrgy is equal to the balnncc ofEmergy's 
Transmission Business' customer deposits and accounts payable related to capital assets. The trnnsnctionnl cush 
is expected to be paid at or shortly after the closing of the trnnsaction and is recorded in accounts receivable on 
lite pro fonna balance sheet 

Totnl estimated consideration trnnsfcrrod (Note 4) 
Less: Fair value of net nssets nssumcd by !TC 

s 3,281,143 
(1,160,662) 

Estimated goodwill from acquisition $2,120,481 

(h) Mercer Transaclirm Costs-The pro forma balance sheet includes a pro fonna a<ljusunent to reflect 
!TC's cstbnated merger transaction costs for periods subsequent to September 30, 2012 of$30.9 million. Merger 
transaction costs primarily include costs related to investment banking, legal, accounting, nnd consulting 
services. 

The pro fonnn stntements of operations include tho pro forma adjustments to eliminate lite merger 
tmnsnction cosl~ incurred by lTC of$12.1 million for tlJo nine months ended September30, 2012 and $7.0 
million for tlm year ended December 31, 2011. Entergy's Transmission Business hns not recorded any merger 
transaction costs in its historical finnncinl statements. ITC's estimated merger trnnsnction costs have been 
excluded from tl;e pro fonna s1ntements of operations ns they reflect non-recurring charges not expected to havo 
a continuing impact on lite combined results. 

(i) llrcnme Taxes-TI;o pro forma ba!nnco sheet includes a pro forma adjusunent to reflect lite estimated 
deferred income tuX impact of S10.S million for merger transaction costs (ns described In Note 5(h), Merger 
Transactioll Costs) and $1.8 million for nccc!erotcd vesting of share· based awards (as described below in Note 
S(j), Common Srock), bnsed on tho fcdcn!l statutory rate of3S%. 

The total pro forma adjusuncnts for income UIXCS In the pro forma SUltcmcnts or opcmt!ons nrc Sl3.3 
million for the nine monlits ended Septembcr30, 2012 and $8.3 million for the year ended December 31,2011. 
TI1e pro fomm adjustments arc tax-effected at lite fcdcml sUttutory rate of 35%. 

Included In the pro forma income statement for the nine montltS ended September 30, 2012 is nn ndjustmem 
to Emergy's Transmission Business to incrcnsc lite income tnx provision by $9.4 million nnd to ineronse 
revenues by $6.1 million. As described in Note 8 in the condensed combined finnneinl statements ofEntergy's 
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Tronsmlsslon Business for tho nina months ended September 3D, 2012and 20lllncludcd elsewhere In this proxy 
stmementlprospcctus, In June 2012 Entcrgy settled an uncertain tax position that was recorded as an Income tux 
benefit and o reduction to operating revenues for the nine months ended September 30, 2012. These items were 
adjusted from Ute pro fonnu income statement ns Ute items are not expected to have a continuing impncL 

(j) Cnmmo11 Stock-The total ndjustmcnts to common stock of $3,347.2 million consist of the following 
items: 

An adjustment to common stock of $3,340.7 million related to thc issuuuco of 52,772,253 shares of 
lTC common stock to the shnreholdcrs of Entergy (and, if applicable, the cxchuugc ln!St) In order to 
receive npproximatcly 50.1% of the shares of pro forma lTC ns described in Note 4. 

An ndjusunent to common stock of $1.3 million for 140,430 shores related lo the issuance or lTC 
equity awards (ns authorized by ~to proposed omendment 10 the Amended nnd Restated Articles of 
Jncorponttion ns noted above under "Notice of Special Meeting of Shareholders" nnd described in 
Note 4) to replace existing nwnrds, held by employees ofEntcrgy's Transmission Business ns described 
in Note I, "Description of Ute Merger." For the replacement nwnrds, each Entcrgy share nwnrd held by 
un umplny<.'C ofEntcrgy's T~Jnsmlsslon Business will be converted to an ITC equity award. Tim fair 
value oftlte replacement nwnrds which are considered vested under Entergy's share-based 
compensation pions ot the effective time of the merger hns been attributed to pre-combination service 
nnd reflected in tho considerutlon transferred, Unvestcd share· bUSed nwnrds are considered post­
combination service. These estimates are preliminary, subject to change and could vary mnterinlly from 
the nctunl odjustmcnts ot Ute time the merger is completed, driven by various fnetors including chonges 
In lTC nnd Entcrgy share prices us compared lo November 23, 2012 share prices thot weN used for 
purposes of determining these pro forma adjustments. 

• An ndjustmentlo conunon stock of $5.2milllon related to lite impact of Ute accelerated vesting or 
certnin shure ba.<ed uwnrds. In uccordance with our Second Amended and Rcstnted 2006 Long-Term 
Incentive Piau, tlto vesting period for certain gmnls issued to lTC employees prior to September 30, 
2012 wlll be accelerated upon the transfer of shares in conncctlon with tlta merger trnnsoc~on. 

(k) Accumu/ared Other Comprehamive Lms-1lte pro forma balance sheet reflects the eliminntion of the 
historical Dccumulalcd other comprehensive loss ofEntergy"s Tf'dnsmlssion Business. 

(I) Retained Eamings-Tha pro forma balance sheet adjustment to rotnincd cnroings of $23.5 million 
consists of $20.1 million related to the estimated merger trnnsaction costs (net of tax) (as described in Note S(h), 
Merger Tra/lsactlnu Costs) nnd $3.4ml1Uon minted to the accclemtcd vesting of lTC common stoek (net of mx) 
(a.• described in NOla 5ij), Comumlz Stock). 

(m) Recapllali~at/on-!TC's $700 million rccnpltnllzatlon described In Note I, "Description of tho Merger," 
may taka the fonn of a onc-tlmo spcc!ol dividend to !TC's pre-merger shnreholders, n repurchase of lTC common 
stock from !IS shareholders, or a combination ofn one-time spccinl dividend and share repurchase. For purposes 
of these pm forma finnncinl statement,, we have Msumed that the recapitali7.ation will take the form of n 
one-time special dividend of$700 million, which is reflected as a reduction to common stock and remlncd 
earnings of $308.7 million and $391.3 million, respectively. If !TC's $700 million reCllpitnlizntion were to tnkc 
the fonn of a shore repurchase, the pro formn financinl statements would reflect o reduction in common stock of 
$700 million. The bnpnct of effectuating a shnre rcpurohase instead of a one-time special dividend on pro fonnn 
basic nnd diluted earnings per shnro is described in Note 6, "Common Stock Shnres Outstanding." 
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(n) Nel Parcmbwestmclli-The pro forma balance sheet reflects the adjustment to olimlnoto Entergy's 
Transmission Business' net parent investment. The elimination of lite net parent investment was porfonncd as a 
two-step process ns described below. 

• In dotcnnlnlng the net nsscts of lite "As Adjusted Entergy's Transmission Business", $1,829.5 million 
ofEmcrgy's Trnnsmission Business• net parent investment was eliminnted. 11Iis nmount was colculatcd 
as the offsetting entry to all of tl1e adjustments to the historical financial infonnatio;t of Entergy's 
Transmission Business (as described In Nato 5(c), Adj!Ui/11/en/s to Enlergy's Trat•,missioll Busine,,s). 
Included In this adjustment is the $1.775 billion of debt being issued by Entergy's Transmission 
Business for which Entergy will rernin the proceeds (ns dcscribcd in Note 5((), Debt). 

• In dctonnining the "Pro l'onna Combined Balnnce Sheet", $1,160.7 million ofEntcrgy's Tmnsmlsslon 
Business' net pnrent investment was eliminated. This nmount wns calculated as lite net nssets of lite 
"As Adjusted Entcrgy's Transmission Business" and used in the calculation of Goodwill (ns cnlculated 
in Note 5(g), Goodwil[), 

Note 6, Common Stock Shares Outstanding 

The pro forma weighted-average number of baste shares outstanding is calculated by adding (i) lite shares 
issued in connection with the transaction; (il) !TC's weighted average number of basic shares of common stock 
outstanding for lite nine monllts ended September 30, 2012 and lite year ended December 31, 2011; and (ill) the 
~hurcs to be issued for nccelcmted vesting of restricted stock awurds (us described nbovo in Note 5Q), Commnu 
Stock). The pro fomm weighted-average number of diluted shares outstnndlng Is cnlculntcd by adding (I) lite pro 
fonna wcighted·avcrngc basic shares, (ii) ITC's incremental shares for stock options and the employee stock 
purchnsc plun for lite nine monlhs ended Septcmber30, 2012 nnd the year ended December 31,201 I nnd (Iii) the 
shares for stock options and restricted shares held by employees ofEmergy's Trnnsmlsslon Business, which was 
converted to equivalent lTC lncrcmcntnl slmrcs bused on the equity exchange ratio of 1.016 dtnt is pursuant to the 
employees matters agreement. The following table illustrntcs these computations: 

Bnsici 
lTC common shares issued in the tmnsaction 
lTC wcighted·avcrngc basic common shares 
Accelerated vesting of restricted stock 

Pro fonma welghted·nvcrngc bnsic common shares 

Diluted: 
lTC incrementnl shares for stock options and employee stock 

purchase plan 
Shares for stock options and restricted shores held by employees of 
. Entcrgy's Trnnsmlsslon Business 
Equity Exchange mtio 

ITquivalcnt lTC incrcmenllll shares 

Pro fonna wcighted-avcmge diluted common shnros 

Nine Months Ended Yenr Rndcd 
Soptombor 30, 2012 Dc-cW1b~r 31, 2011 

52,772,253 52,772,253 
50,748,257 50,289.905 

462,856 462,856 

103,983,366 103,525,014 

754,437 788,918 

12.103 6,694 
1.016 1.016 

12,291 6,798 

104,750,094 104,320,730 

ITC's historical earnings por share were enlculnted based on tlto two-clnss method due to our restricted stock 
conmining rights to receive nonforfeitable dividends. As a result of the accclerntcd vesting of the restricted stock 
awards at lite merger date, tltc usc of the two class method did not have o materinl impuct on pro fonna comings 
por share. 
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If !he $700 million recnpillllization took the fonn of n share repurchase instead of a one-time special 
dividend, the pro fonna weighted average basic and diluted common shares would dccrcnse by 9,103,915 shares 
for !he nine months ended September 30,2012 and !he year ended December 31,2011. For the nine months 
ended Sepwmber 30,2012, pro forma basic and diluted earnings per sltnre would increase by $0.21. For !he year 
ended December31. 2011, pro forma basic and diluted earnings per share would increase by $0.27. 
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lTC common stock that are held In the exchange trus~ See "Additional Material Agreements-Agreements 
Relntcd to the Exchange Trust lllld Exchange Offer-Exchange Trust Agreement" lllld "Additional Material 
Agreements-Agreements Related to the Exchange Trust and Exchange Offcr-Rcgistnuion Rights Agreement." 

Bacl<ground of the Merger 

In~'" ordinary course of business, lTC periodically reviews and evaluates Industry developments and 
strategic alternatives to enhance shareholder value, inclu<llng assessing transmission systems thnt would be 
potential acquisition candl<lates and considering various transaction partners U1at would be able to provide lTC 
w1U1 un ability to expand ITC's transmission business. Entcrgy's board of directors and management frequently 
review Entergy's portfolio of assets to evnlunte its current strucrurc and composition to determine whether 
changes might be advisable, and to look for attractive ways to add value for its shnreltoldors. lTC determined to 
pursue this transnction with Entergy to expand its transmission business, rather than otl1er available trnnsactions 
or no lrllnsnction, for a variety of reasons, Including the expectation that such trnnsactlon will be value accrotlvc 
to ITC's financial rosuiiS (nflcr giving effect to the lTC recapitnlization), increase ITC's revenues nod enmings 
and cnhllllCC cash now generation, tile enhanced growth prospects available UlroUgh ITC's increased size and 
geographic reach, the expcctntlon thnt such transaction will enhance ITC's overall credit qunllty and signlncantly 
enhunco ITC's balance sheet, tlto strUcture of such trunsuctlon as a tux-free rcorguni1.utlon for federnl income tux 
purposes and for otl1cr reasons described below under "-ITC's Reasons for the Merger; Rccolllillendntion of 
ITC's Board of Dhcctors." 

On June G, 2011, Mr. Eddie Peebles, Vice President of Corporate Development for Entcrgy, lni~ated a call 
with Dr. Terry Hnrvill, Vice President of Grid Development for lTC. During this call Mr. Peebles inquired nbout 
ITC's interest in submitting a proposal related to Entergy's Trnnsmission Business. 

After lTC expressed interest in submitting a proposal, on Juno 10,201 1,1TC and ESI executed a 
non..<.Jisclosurc ugrccmcnt. 

Following the execution of the non-disclosure agreement, Eotergy provided lTC wi~l preliminary 
non-public infonnntlon regarding Enrcrgy's Tmnsmi&~ion Businc.~s. Such infonuution included (i) o summury of 
I!ntergy's Transmission Business, (ii) information on the historical rate base nnd deferred taxes ofEntcrgy's 
Tmnsmlssion Business nnd (iii) projections for cnpitni expenditures, Also included with such information were 
instructions for submilling a non-binding Indication oflntcro.1~ 

From June 13,2011 tl1rough June 17, 20il, Dr. Harvill ami Mr. Pccblc.l hud severn! culls to discus.• mutters 
regarding Ilntergy's request for n non-binding indication of interest for Entergy's Trnnsmission Business nnd the 
preliminary non-public informntioo praviously provided to lTC. 

On June2i, 2011, Mr. Peebles provided Dr. Harvill with updated non·public infonnntion rcgnrding 
Entcrgy's Trnn.•mission Business' projections for cnpitul expenditures. 

On July l, 201 t, ntEntergy's request, lTC submitted to Entcrgy n confidential and non·bindlng indication of 
interest letter for tho acquisition ofllntcrgy's Transmission Business. The lcucr proposed an acquisition of 
Entcrgy's Tronsmission Business for aU-cash consideration, but in its letter lTC nlso indicated that it would be 
willing to explore various nltcmutivc structures to fncilitnte n potentin\ transaction, including n pre-paid lease, n 
lcverngcd partnership and the Reverse Morris Trust structure described below tlmt was ultimately ndopted for the 
transactlon.ITC's proposal also included Its prellmlnary indication of the enterprise value of Bntergy's 
Transmission Business between $6.75 billion nnd $7.25 billion. This preliminary valuation reOcctcd n tnxnblc 
asset acquisition for all-cash considera~on and was bnsed on transmission rnte base values and eapilnllnvesuncnt 
forecasts provided by Entcrgy, nmong other essumpdons. In pnrticulnr, consistent wiU1 Entergy's instructions, the 
preliminary valuation assumed a Jnnunry I, 2014 vnluntlon date, utilized a projected 2014 rotc base, did not 
estinmtc any potential effects ofacceicrntcd fcdcml tax bonus depreciation, nnd, due to the taxable nature of an 
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aU-cash consideration trnnsnclion, assumed thnt there would ben resetting of tax basis of tho assets acquired and 
a corresponding remcasurcmcnt of uccumulntcd deferred income taxes on U10 nsseiS acquired. 11tesc ussumptions 
implied significantly higher rate bnse and earnings power (nnd a correspondingly higher vnluo) for Entcrgy's 
Transmission Business relative to those implied by the Reverse Mortis Tntst tronsnction stntcture ultimately 
agreed upon by the parties, In addition, during tlte course of negotiating Ute trnnsaction wiUt Entcrgy, ccnoin 
other assumptions for Enlergy's Transmission Business wero relined by Entcrgy,includlng tro111smlssion rme 
bnse values, eapitnl invesuncnt projections and the applienbility of accelerated federnl tux bonus deprcciution, 
which had n material impact on tlto valuntion ofEntcll)y'S Transmission Business relative to what lTC presented 
in July I, 2011 non-binding indication ofinteresl 

On July 6, 201 I, representatives from Emergy nnd lTC met at Entcrgy's New Orleans, Louisiana 
hmuJqunrtcrs to discuss ITC's preliminary indication of interest to ncquire Entcrgy's Trnnsmission Business. 
Participants from lTC includod Mr. Cameron Bready, Executive Vice President and Chief Financial Officer, nnd 
Dr. Harvill, nnd participants from Entcrgy included Mr. Leo Denault, ChiefFinnncial Officer, nnd Mr. Peebles. 
The group discussed various preliminary issues and concerns, Including structuring altemntivcs and the potential 
benefits to lTC and Entcrgy of n trnnsuctlon Involving Enlergy's Transmission Business, ITC's ability to 
successfully lntcgrntc und operate the larger business Umt would result from the ncquisition nnd the regulatory 
approvals that would be required to consummato the tronsuctlon. At the conclusion of the meeting, tho parties 
agreed that they would continue to evaluate the feasibility of a potential trnnsnction. Mr. Denault informed 
Mr. Bready !hut he would contact Mr. Bready with the plnn for next steps, if any, nftcr Mr. Denault had briefed 
the Entcrgy bonrd of directors at its regular July meeting. 

On July 29,2011, at a regularly scheduled meeting ofEntcrgy's board of directors, Mr. Denault presented 
Entcrgy's board of directms with information on a potential transaction Involving Entergy's Transmission 
Business. The presentntlon Included Information on (I) a summary of the actions token to date, (ii) the intemnl 
valuation ofEntergy's Transmission Business, (iii) a potential trnnsnction stnlctura for considornlion and (iv) n 
potcntlnl tronsnclion t!rncUna If lho proposed lrnnsnction wcro to proceed. The Entcrgy board of directors 
inslrnctcd management to proceed with funher discussions with lTC to determine whether a lrnnsuction could be 
nchlevcd. 

On August 17,201 I, tho ITC board ofdircotcrs held its regularly scheduled quancrly board meeting during 
which Mr. Bready provided a brief overview of the potential opponun!ty with Entcrgy. 

On August 23, 2011, Mr. Denault culled Mr. Bready to discus.~ the possibility of advancing discussions to 
determine if lTC and Entergy could rcnch u mutually ugrccuhlc tnmsuction. Mr. Denault and Mr. Bready agreed 
to cstnblish a process to exchange non-public information, perform duo diligence and enter into funher 
discussions regarding a potential transaction. 

On August 26,2011, lTC retained Simpson Thacher & Bardell LLP, referred to as Simpson11tnchcr, as 
ouL,idc legal counsel. 

On August 31, 2011, Entergy and lTC entered into a mutual non-disclosure agreement which superseded the 
non-disclosure agreement entered into between ESI and ITC on June 10,2011. Also on August31, 2011, Entcrgy 
retnined Skndden, Arps, Slate, Meagher & Flom LLP, referred to as Skaddcn, Arps, us ouL~ide legal counsel. 

On September 2, 201 I, Entergy and 1TC exchanged, through their respective financial advisors, additional 
financial information regarding Entergy's Trnnsmisslon Business and lTC, respectively. 

On Scptember7, 201 I, nt the Chicago, Illinois officos of Goldman Sachs & Co., referred to as Goldman 
Sachs, senior management from lTC and Entcrgy and otlter representatives for Entcrgy and lTC held n 
tronsaction kick-off meeting. Attendees at this meeting from lTC included Mr. Bready, Dr. Harvill, and Mr. Jon 
lipping, Executive Vice President nnd Chief Opcrnling Officer, represcntntlvcs from Deloitte & Touche, tnx 
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advisors to lTC, referred to as Deloiltc: ropresentntives from J.P. Morgan, financltil advisor to lTC, referred La ns 
J.P. Mo~gnn; and representntivcs from Simpson Thacher,ITC's legtil counsel. Auendees at this meeting from 
Entorgy included Mr. Dennul~ Mr. Peebles, nnd Mr. Mnrk Snvoff, Executive Vice President and ChicfOpcroting 
Officer; representatives from Skaddcn, Arps and representatives from Ooldman Sachs. At tlm meeting, Entcrgy 
and lTC representatives discussed ~10 potential tcnns and structure of a trnnsactioulnvolving Entergy's 
Transmlsslon Business. Representatives of lTC and Entergy also presented information about their respective 
lr.lnsmlsslon businesses nnd financial forecasts and assumptions. 

At this meeting, Entergy proposed thnt the transaction be structured ns n Reverse Morris Trust tmnsnction. A 
Reverse Morris Trust trnnsactlou !sa business combinalion involving the spin· or split-off of a business Otcre, 
Entergy's Tronsmlssion Business), by a company (here, Entergy), and Its subsequent merger with another 
company (hero, lTC). Entcrgy's proposal would be structured on a lllX free basis where shareholders of the 
company effecting Ute spin· or split-oil' Otero, the Entcrgy shareholders) receive more of ti1c equity in the 
combined company than the shareholders of U1o ot11crcompnny (It ere, the lTC shnroholdcrs).ln addition to 
fucilitnting a tnx·free lr.lnsaction for Entcrgy shareholders, the Reverse Morris Trust structure also resulL~ In a 
lower rotc base for Entergy's Transmission Business under lTC ownership relative to tlmt which would result 
from n tnxnblc, nil-cash transaction, whicll results in lower expected lr.lnsmlsslon mtcs for lTC's new customers 
upon closing Ute transaction relative to what they would havo experienced in a tn.~ublc, nil-cash lr.lnsnctlon. Tho 
Reverse Morris Trust structure wus ultimately selected by the parlics for tho foregoing reasons nnd for !he other 
reasons described below under "-ITC's Reasons for the Merger; Recommendation of!TC's Board of Directors" 
and "-Entergy's Rensons for the Scpnrotion, Distribution and !he Merger''. The nttcndccs nlso discussed the due 
diligence protocol and U1o due diligence proe<>ss. 

On September 8, 2011, ti1crc wns a conference cull among roprcscntntivcs of!TC, Entcrgy,I.P. Morgan and 
Goldman Sachs to discuss the details of!TC's and Entergy's financial forecasts. 

l'rom September 8, 20lllhrough October 18,2011, Mr. Broady, Dr. Harvill and ropresentntives of J.P. 
Morgan had preliminary communications with representntives ofEntergy, including Mr. Peebles, nnd Goldman 
Sachs regarding a working framework for tltc valuation terms of the potential trnnsaction, including the pro 
forma ownership or lTC between Entcrgy and lTC sharcltoldcrs after !he merger, the amount of Indebtedness 
Entcrgy's TrJIL<mission Business could incur, and tlm value !hat lTC would distribute to i~< pre-merger 
shareholders In the form of a one-time spcclul dividend, share ropurohase or combination thereof, referred to as 
tl•c lTC recapitnlizntion. 

On September 13, 201 I, Entergy formally engaged Goldman Sachs as its financial odvlsor in connection 
with the proposed transaction. 

Beginning on September 16, 2011, weekly calls between Mr. Denault nnd Mr. Breudy were implemented in 
order to discuss issues related to the 11roposed transaction. 

From September 14,2011 to Septcmber23, 201 I, ropresentntivcs from lTC and Enrcrgy and !heir rcspcctlvo 
advisors held numerous calls to discuss (i) oulstnnding Issues regarding the potential transaction, including tlto 
transaction structure, (ii) what assets and operotlons would constitute Ente~gy's Transmission Business, (iii) due 
dlllgcncc issues ofprimury concern related to cnvlronmcnttil, information technology, transmission opcrotions, 
treasury, federol regulatory, accounting, ron! astute, stntcllocal regulatory, human resource/employee, tnx and 
legal and (iv) the progress of tho proposed lr.lnsnction. 

On Scptcmber26, 2011, each ofEntcrgy and lTC provided to the otl1er party and !ltcfr respective legal and 
financial advisors access to electronic datn rooms containing non-public information related to lTC and Emcrgy's 
Transmlssion Business in order to continue to conduct due diligence. Due diligence continued until shortly 
before tlto merger agreement, the separation agreement and !he employee mauers agreement were executed. 
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l'rom September 27,2011 until shortly before the execution of the merger agreement, tlte separation 
agreement nnd the employee matters agreement, representatives of Entergy and lTC nnd tlteir respective advisors 
had regular meetings and ongoing discussions related to regulatocy strategy mauers regarding tlto proposed 
trnnsncrion. 

On September 30,2011, representatives from ITC, Entergy, J.P. Morgnn mal Goldmnn Snchs particlpllted In 
a conference call to discuss Emcrgy's Trcnsmisslon Business's and ITC's capital expenditures forecasts, 
respectively. Also on September 30, 2011, Dr. Hnrvill and Mr. Peebles had n cull to discuss ou~'tanding valuation 
and other trnnsnctlon matters nnd a general update of the progress of the proposed transaction. 

On Ootober 3, 2011, Entergy tl!fough Goldman Sachs nlso provided lTC wid1 updntcd finnncial forecasts to 
supplement tho Information provided to lTC on September 2, 2011. 

On Ootober II, 2011, there was a conference call among Mr. Bready, Dr. Harvill and otlmr representatives 
of lTC, Mr. Peebles and other rcprosontatives from Emcrgy, and representatives from Dclohtc, J.P. Morgnn, 
Goldman Sachs, Simpson Thacher and Skudden, Alps to discuss trnnsaction structuring matters. Also on 
October II, 2011, Dr. Harvill and Mr. Peebles had a call to discuss outstanding issues related to vnhmtion nnd 
otitcr transaction terms, including n gencrnl updote on tho progress of the proposed transaction. 

On October II, 2011, Mr. Joseph Welch, Chnirnmn, President nnd Chief Executive Officer of lTC, nnd 
Mr. Bready met in Atlanta, Georgin with Mr. J. Wayne Leonard, Chairman nnd ChiefExccutive Officer of 
Entcrgy, nnd Mr. Dennul1 to discuss certain nspcciS of n poteminl transaction, including titc Slfnlegic rationale for 
the transaction for both p!U'lles, the regulntocy considerations to effectuate tho trnnsactlon and cenaln operational 
matters for Emergy's Transmission Business. At the meeting, each p!U'ly's representatives expressed their mutual 
desire to proceed and further negotiate n proposed transaction. 

On October 13,2011, Entcrgy provided lTC with an updated capital expenditure forecast and financial 
model, supplementing the Information provided on October 3, 201 I. 

On October 14,2011, representatives from lTC, including Dr. Harvill, representatives from Elllcrgy, 
Including Mr. Rick Riley, Vice President of Energy Dclivccy, and Mr. Peebles, nnd representatives from J.P. 
Morgan and Goldman Sachs participated in a conference call to discuss the capital expenditure forecasts 
provided the dny before. 

On October 18,2011, J.P.Morgan delivered a preliminacy proposal to Entcrgy on behalf of!TC, which 
included: (I) that the post-merger pro forma ownership of lTC between Entcrgy shareholders nnd lTC 
shareholders would be approximately .SO. I% nnd 49.9%, respectively, (ii) thnt Entorgy•s Transmission Business 
could incur up to Sl.8 billion in indebtedness prior to tim distribution and merger, the proceeds of which would 
he retained by Entcrgy nnd Entcrgy's Utility Operating Companies and (Ill) that the lTC rccaplwli~.ation would 
not exceed $700 million, 

On Ootobcr 19, 2011, Mr. Denault and Mr.llready spoko by telephone about the proposed transaction. On 
the telephone cull, Mr. Denault asked Mr. Bready follow up questions regurding the proposal delivered by lTC 
the previous doy. 

At n special meeting of the Entergy board of directors held on October 20, 2011, Entergy management 
briefed titc Entergy board of directors on the smms of tho proposed divestiture of Entcrgy's Transmission 
Business. 

On October 20, 2011, Skadden, A!pS, distributed initial drafts of the merger agreement und separation 
agreement to Simpson Thacher. 
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Also on October 20, 2011, tlm lTC board of directors held a special meeting, during which Mr. Bready 
provided the lTC board of directors witlt a comprehensive review of the proposed tnmsuclion, including an 
overview of Entergy's Tmnsmission Business, strategic mtlonalo for the proposed transaction, rcgulntory 
npprovnls required to close the transaclion, an updntc on the status of!TC's due diligence review ofEntergy's 
Tnmsmission Business and proposed next steps to advance the transaction. Mr. Bready also presented 
preliminary valuation and combination analytlcs, as well as an overview of the key clements oftltc stnJcturc of 
the proposed lnlnsuction. In addition, representatives of Simpson Thacher and Dykcmn, lTC's Michigan outside 
counsel, provided an overview of nppUcnblc legal standards and fiduciary dulies of directors in the context of 
considering Lite potential tmnsaction and other stmtegic alternatives available to lTC. After extensive 
considcmtion, tltc lTC board of directors directed senior management to continue to pursue discussions wltlt 
Entergy regarding a potcntinltransaction.ln nddhlon, due to the expected timing assoclnted with advancing the 
tmnsaction nnd its complexity, the board of directors oflTC designated a sub·eonunittcc of bonrd members, 
rcfem:d to as Ute lTC board sub-eommlttcc, to be accessible to management for more regular updates and to 
provide guidance on significant lssnes associated with Ute tmnsaction arising between meetings of tltc full bonrd 
of directors. 

On October 25,2011, Mr. Denault and Mr. Bready met in Chicago, Illinois. At this meeting, Mr. Denault 
and Mr. Bready discussed matters related to the lnlnsactlon,lncluding the terms of ITC's rreliminnry rroposal 
delivered by J.P. Morgan on October 18,2011. Mr. Denault and Mr. Bready preliminarily agreed that tlte post· 
merger pro fornm ownership of lTC between Entcrgy shareholder:; and lTC shareholders would be 50.1% and 
49.9%, respectively, (ii) Utat Entcrgy's Tmnsmlssion Business could incur up to $1.95 billlon in indebtedness 
prior to the distribution and Ute merger, the net proceeds of which would be retained by Entergy and Entergy's 
Utility Opcrnting Companies and (IIi) tltnt tlte lTC rccapitnlization would not exceed $600 million. 

On October27, 20ll, representatives from Simpson Timchernnd Sknddcn, Arps held a call to discuss ITC's 
prelhnhtury issues arising out of Ute dmfis oftlte merger ugrecmem and separotion agreement distributed by 
Sknddcn, Arps. 

On October28, 2011, at a regularly scheduled meeting oftltc Entergy board of directors, Mr. Denault and 
Mr. Peebles presented an update to the Entcrgy board of directors regarding the proposed tronsactlon. The 
prcscntntlon included infonnation on (i) stmtegic rationale, (ii) background on lTC, (iii) Entergy's internal 
valuation ofEntergy's Trnnsmlsslon Business and combination analysis ofEntergy's Trnnsmlssion Business witlt 
lTC, (iv) proposed tronsnction strucwre, (v) social factors, (vi) lnlnsnctlon timing and (vii) next steps. 

Also on October 28,2011, Mr. Denault and Mr. Bready spoke by telephone about the proposed tnlnsaction. 
Mr. Denault infonncd Mr. Bready that at the meeting oftlte Entergy board of directors that <lay, the Entcrgy 
board of directors continued to bo interested In tho proposed lnlnsaction provided satisfactory finwtcial anti otltcr 
terms nnd conditions could be reached. 

On Octaber29, 2011,thcrc was n conference coil to discuss issues in the drnfl merger agreement and 
sepamtion agreement provided to !TC. Participants included Mr. Peebles from Entergy, Dr. Harvill from lTC, 
and representntlvcs from Deloittc, Simpson Thacher, J.P. Morgan, Goldman Sachs, and Skndden, Arps. The 
discussions Included Issues related to (i) Ute financlngs to be conducted prior to the closing oftltc merger, (if) tltc 
ability ofEntcrgy to modify aspects of the lnlnsactlon concerning Entcrgy's internal rcorgunizmion witltout the 
consent of lTC, (Ill) the clreumstnnces in which each party could tonninnte tlte agreement, (lv) tlte obligations of 
Ute parties to close Ute lnlnsaction based on ccnaln events, (v) the required effons of each party necessary to 
close the tmnsnction, (vl) the allocation of !ISsets and llabUitlcs bot ween lTC nnd Entcrgy related to Entergy's 
Trnnsmission Business, (vii) whctlmr Ute amount of debt and Entcrgy shnreholders' post-merger ownership of 
lTC would bo adjusted upon ccrtnin events and (viii) otherconlnlct provisions. 

l3ctwccn November I, 2011 and November 10,2011, Dr. Harvill and Mr. Peebles had severo! calls to 
discuss outstanding valuation maucrn, issues in the transaction agreements and a gcncrol update of tlte progress 
of the proposed lnlnsaction. 
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On November 3, 20ll,ITC formally engaged J.P. Morgan as its financial advisor in connection willt lite 
proposed tmnsnetlon. 

Also on November 3, 2011,lltc lTC board sub-committoo held a telephonic meeting to rccolvoan update 
from management and Utcir legal and financial advisors willt respect to progress on lite proposctl tronsacdon. 

On Novmnber 4, 2011, Simpson Thacher dlstribllted to Skadden, Alps a mark-up of lite separ.ttion 
agreement. 

On November 6, 2011, Simpson Thacher distributed to Skaddcn, Arps a mark-up oflhe merger agreement, 
On the same dny, Skaddcn, Alps distributed a draft of the employee matters ngrecmcnt to Simpson Thacher. 

On November 7, 2011, Mr. Mark McCulla, Vice President ofTrnnsmission Regulatory Compliance, and 
Mr. Riley, cuch from Entcrgy and Mr. Jipping from lTC, mclln Jackson, Mississippi to review business 
operations and answer questions related to specific groups within the tmnsmission organization. The group also 
discussed infonnntion technology related matters. 

On November 9, 2011, representatives from Emcrgy, lTC, Simpson Thacher and Skuddcn, Arps pnnicipatctl 
in meetings at Entcrgy's New Orleans, Louislunu headquarters to discuss outstanding employee muliers related to 
tho proposed tronsuction, including the dr.tft employee mnucrs agreement delivered to lTC on Novembcr6, 2011. 
Panlclpants Included Dr. Harvill, Mr. Bready, Ms. Linda Blair, Executive Vice President and Chiof Business 
Officer, und Mr. Jipping of lTC; Ms. Renac Conley, Executive VIce President of Human Resources and 
Admlnlstnuion, Mr. Peebles, Mr. Denault, and Mr. SavotT ofEntergy; and representatives from Simpson 
Thacher. A representntivc of Skadden, Alps participated by phone. 

On November 11,2011, representatives ofEntergy nnd lTC and their legal advisors met In Now Orleans, 
Louisiana to further discuss outstnndlng Issues wlllt the revised drafts of Ute tronsaction agreements raised on the 
Oclobcr 29, 2011 teleconference between tlte pnrtics. Panlcipants included Dr. Harvill from lTC; Mr. Peebles 
from Entergy: and represcnwtivcs from Simpson Thacher and Skaddcn, Alps. 

Also on November 11,2011, lTC formally engaged Barclays Cnpitnllnc., also referretl tons Bare lays, us its 
linnneial ntlvisor In connection with Ulc proposed tronsactlon. 

On November 14,2011, Mr. Welch antl Mr. Bready from lTC meL with Mr. Leonard and Mr. Denault from 
Entergy in Atlantn, Georgia to discuss the proposed tnlnsnction. At tltis meeting, tliC panlcipnnts discussed tlm 
progress of the proposed tnlnsactlon, including the board and management composition of lTC following lite 
potentlul tmnsaction, key terms und conditions of the merger ngrcemcnt, and ollter social issues. 

On November 16, 201 I, the lTC board of dlrcetors heltl its regu1nrly scltcdulcd quarterly board meeting 
during which senior management provided the lTC board of directors with an update regnrtllng progress on the 
proposed tnlllsaction witlt Entergy. At tltls meeting, Mr. Bready also provided additional fimmcial analysis 
regarding the potential tronsaction and n swtus update witlt respect to due diligence efforts and negotiation of lite 
trnnsactlon agreements. Mr. Bready also prescntctl an expected timeline for advancing the potential tronsaetion 
assuming that agreement could be reached on remaining issues subject to negotiation. 

Also on November 16,2011, Skadden, Arps distributed n revised dmft of the merger agreement to Simpson 
Thacher. 

On November 16,2011 and Novembcr 17,2011, there were calls between Dr. Harvill and Mr. Peebles to 
discuss outstnntllng issues related to trnnsaetlon representations and warranties, stntus of the employee matters 
agreement and the progress of otl~er outstanding matters related to the proposed tronsaction. 
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On November 18,2011, the Entcrgy board of directors held n telephonic speciol meeting to discuss Ute 
tronsnction. Mr. Denault und Mr. Peebles presented an updoto to tho Entergy board of directors regnrding the 
proposed trnnsaction. The presentation included information on (I) strategic rationale, (il) Entcrgy's internal 
valuation ofEnrcrgy's Transmission Business ond combination nnnlysis ofEntcrgy's Transmission Business with 
lTC, (iii) proposed tronsnction structure, (iv) social issues, (v) trnnsnctionllming and (vi) next steps. 

On November 19, 2011, Utero was a conference call omong Mr. Broudy, Dr. Harvill, Mr. Peebles, and 
Mr. Denault and otl1er representatives of lTC, Entcrgy, Doloittc, Simpson Thacher, Skadden, Arps, J.P. Morgnn 
and Goldman Sachs to discuss financing matters relating to the proposed trnnsnction. 

On November 19,201 I, Skndden, Arps distributed a revised draft of Ute separation agreement to Simpson 
Thacher. 

On November 20, 2011, Dr. Harvill and Ms. lllair from lTC and Mr. Peebles from Entergy had n conference 
call to discuss outstanding employee related mnuers about the proposed tmnsaction. 

On Novcmber21, 2011, roprcscntntivcs of lTC, Entergy, Simpson Thacher and Dciolttc had a conference 
cull to discuss and ncgolialo cerutin ti!X provisions ofthu mcrgcrugrocment and separation agreement. 

On November 22, 2011, representatives from lTC, including Dr. Harvill, represemntivcs from Entcrgy, 
including Mr. Peebles, and o~ter representatives from Entcrgy,ITC, Simpson Thacher, Skaddcn, Arps, J.P. 
Morgan and Goldman Snchs met at J.P. Morgan's o1lices in Chicago, Illinois. Issue.~ discussed at the meeting 
included (i) tltc clreumstances in which each party could tenninnte the merger ngrccmen~ (II) the obllgatlons of 
the pnrtles to close the proposed tmnsaction based on ccnnin events, (ill) the required efforts of each party 
necessary to close the proposed tmnsaction, (iv) tlm allocntioa of assets and liabilities between lTC and Entcrgy 
related to Enlcrgy's Transmission Business, (v) whetl1er the amount of debt and shares to be issued to Entcrgy 
shurcboi<Jcrs would be adjusted upon certain events and (vi) other contmct provisions. Representntivcs of the 
prutics also agreed to negotiate nftcr th~ proposed transaction was announced tlJC fonn of certain ancillary 
agreements related to lite scparntion agreement and tlte merger agreement. Titcro were nlso calls between 
Dr. Harvill nnd Mr. Bready oflTC and Mr. Peebles and Mr. Denault ofEntcrgy to discuss Emcrgy's pions to 
elect accelerated tax depreciation and the Impacts of such election on Entergy's Trnnsmission Business. 

Also on November 22,201 I, representatives ofEntergy and lTC met in New Orleans to discuss bargaining 
unit employees, ossumption by lTC of collective bargaining ngrccmcnl~ ond general employee issues nnd due 
diligence meetings related to business oporntions of ITC ond Entergy's Transmission Business were held In Nov!, 
Michigan and att<lnded by representatives of Entcrgy nnd lTC. 

Also on November 22, 2011, the lTC board sub·committce held a telephonic meeting to receive an update 
from management nnd their Jcgni und finoneiui advisors with respect to progress on tho proposed tronsnctlon. 

On November 24,2011 and Novcmber27, 2011, ihcrc were calls between Dr. Harvill and Mr. Peebles to discuss 
outstanding issues related to the reprcscnmUons nnd warrnnties contained in lite merger agrccmcn~ stotus of Ute 
employee mnucrn ngrccmen~ ond the progress ofotl!Cr outstnnding mattcrn related to the proposed tmnsaction. 

On November 25,201 I, Simpson Thacher distributed n revised draft of the employee matters agreement to 
Skadden, Arps. 

Between November 26, 2011 and December 4, 2011, representatives ofEntcrgy, lTC, Sknddcn, Arps and 
Simp>on Thochcr ncgotiuted nnd exchanged multiple dntfl~ of the employee matter.; agreement. 

On November27, 2011, Simpson Thacher distributed revised drafts of the mergerngrccmont and the 
separation agreement to Skadden, Arps. Between Novemhcr28, 20ll and Deccmbcr4, 2011, representatives of 
Entcrgy,ITC, Sknddcn and Simpson Thocher negotiated ond exchanged multiple drnfts oftltc merger agrccmont 
und lhe separation ngrecmcm. 
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On November 29, 2011. Mr. Broudy met wiUt Mr. Denault in Atlanta, Georgia to discuss lito proposed 
tmnsactlon. The discussions included matters regarding Entergy's plans to tukc uccclcrntcd tax depreciation and 
the impacts of such election on Entcrgy's Transmission Business: the runount of debt to be incurred by Entcrgy's 
Tmnsmisslon Business: whelltcr the number of shares of lTC common stock to be received by Entergy 
slmreholders in tim proposed transaction would be adjusted In ccrtnin events; the obligations oftlte parties to 
close Ute proposed tmnsactlon under specified circumstances; representations and warranties made by Entergy 
regartling Entcrgy's Tmnsmlssion Business in the merger agreement; social and employee benefit issues: and 
odter open issues. As a resultofEntergy's plans to take accelcmtcd tax depreciation, as wcllns the other manors 
discussed, Mr. Bready nnd Mr. Dennult negotiated changes to the tenus of lito proposed trnnsnction to ron~t a 
reduction in lite amount of indebtedness tltat Entcrgy's Transmission Business would incur prior to tl>C 
distribution and tlte merger to $1.775 billion and an increase in the JTC rccopitaiization to an amount not to 
exc~d $700 million. 

From November 30,2011 drnmgh December4, 2011, there were multiple conference calls between 
reprcscntnlivcs from Entergy, !TC, Simpson Thacher, Cooley LLP, Entcrgy's tax counsel, nnd Deloltte to discuss 
nnd negotiate the tax provisions of Ute merger agreement ond the separation agreement, as well as olhcr 
ouiStnnding issues, including with respect to tltc allocntion of nssciS and liabilities between transCo and Entcrgy 
und Uto stnn<lunl of efforts required of tltc purtie.• to obtnin certnln roguiutory approvals, und !inulir.cd the merger 
agreement, the separation agreement ond the employee matters ugrcemonL 

On December I, 2011. tltc !TC board ofdireetors held a special meeting ut the offices of!TC in Novi, 
Michigan. At Ute meeting, Mr. Bready updated the !TC board of directors on Ute status of Ute negotiations witlt 
Entergy. Prior to tltc mreting, the !TC beard of directors wcs provided with substantially complete drofiS of lite 
merger agreement, tlte scpnmtion agreement and employee maucrs ngrccmcnt ond summaries ofsueh 
ngrcemcnL,, A representative of Dykema reviewed and discussed with the lTC board of directors the !iducinty 
du~cs of the directors in tlte context of conslucrlng ITC's stmtcgic nllematives (including Ute proposed 
tmnsnction), and senior management and a roprcscntativo of Simpson Thacher reviewed witlt Ute lTC beard of 
directors Ute prineipallerms oflhc merger agreement. lito separation agreement and lite employee matters 
agreement. Mr. Bready, together with representatives of J.P. Morgan and Bnrelays, also reviewed and discussed 
wiUt the lTC board of directors financial unulysc.• relating to tlt~ terms of the proposed lmnsaction. Aller 
extensive <liscusslon regarding the proposed lntnsnction, tltc JTC board of directors instrocted management to 
proceed with final negotiations and work to finalize the merger agreement, the scpnrntion agreement and lite 
employee matters agreement. 

On Dccember2, 2011, the Entergy board of directors discussed the proposed tmnsaclion at a regulurly 
scheduled meeting nt Entcrgy's New Orleans headquarters. Prior to the meeting, tlte Entcrgy beanl of directors 
WltS provided with subsUlntiully complete dmfts of tlte merger agreement, tlte separation agreement and 
employee mnuers agrccmcnL All boartl members were prcsenL Mr. Denault, Mr. Robert D. Sloan, then lite 
Executive Vice President, Genernl Counsel and Sccrctaty ofEntcrgy, Mr. Peebles, Ms. Conley and other 
representatives from Entcrgy and rcprcscntntivcs from Skudden, Arps uml Goldman Suchs presented ttn update to 
the Entcrgy board of directors regarding lite proposed transaction. Titc presentation and discussion included 
information regarding tho proposed tmnsaction on (i) stmtcglc rationale and bene filS to Enlcrgy's shareholders, 
(ii) Entcrgy's internal valuation of Entcrgy's Tronsmlssion Business and combination nnnlysis ofEntcrgy's 
Tronsmission Business with !TC, (iii) Goldmnn Sachs financial analysis of lite proposed tmnsaction, 
(lv) proposed trnnsnctlon structure, (v) tmnsaclion timing, (vi) employee matters, (Vii) oUter commercial oonns, 
(viii) due diligence results ond (ix) next steps, Rcprcsenlntlves from Skadden, Arps reviewed with the board Ute 
terms of the merger agreement, the separation agreement, lito employee matters agreement and the open issues in 
each ngrccrnenL Following litis boanl meeting, the presidents ofEntergy Arknnsas,Jlntcrgy Gulf States 
Louisiana, Entergy Louisiana, Entergy Mississippi, Emcrgy Now Orleans, Entergy Texas and ES!wcrc given an 
update on tho proposed tmnsaction ond a summary of Ute proposed trnnsaction tcnns and conditions, including 
substantially the same infonnatlon presented to Ute Entcrgy boanl of directors earlier in the day. 
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]7rom D<:ecmber, 2, 2011 tluough Oe<:embcr4, 201 I, final negotiations related to the merger ngrccment, the 
sepnrntion agreement nnd the employee mnttors agreement took plnce between Entergy and lTC reproscntntivcs. 

On December 3, 2011, the Entcrgy board of directors held a telephonic special meeting 10 consider the 
proposed transaction witltiTC. All board members other than Mr. Tauzin were in attendance. Mr. Lconnrd 
updated the Entcrgy board of directors on the stntus of negotiations witltiTC, including the remaining open 
issues on the transaction agreements. Also present were vnrious rcprcsentatlves from mnnngcment, including 
Mr. Denault, Mr. Peebles and Mr. Sloan, and representatives from Skodden, Arps and Goldman Sachs, After 
considering tho foregoing, the prcscntntions nnd discussions made at prior meetings of the Entcrgy board of 
directors, llto merger ngrccment, titc scpamtion agreement nnd the employee mnucrs agreement, nod tnklng into 
considcmtion tlte factors described under the section "-Ilotergy's Reasons for the Sepnrntion, Dlstribmion and 
the Merger," tho Entergy directors present nt tite meeting unanimously dctennlned titnt the transaction 
ngrecmcms and the transncilons contemplnted by tho transaction agreements were ndvisable and In Ute best 
I merest ofEntorgy nnd its shareholders and npproved the transaction. 

Also on December 3, 2011, the respective governing bodies ofEntergy Arkansas, Entcrgy GulfStntes 
Louisiana, Entcrgy Louislnnn, Entcrgy Mississippi, Entergy Now Orleans, Entergy Texns nnd ESI considered und 
approved entering Into the scparution agrcemcnland related trunsuetioos. 

On tho morning of Dccember4, 2011, tho lTC board of directors held a special telephonic meeting to 
review tho proposed transaction. At tho meeting, senior management apprised the lTC board of directors of Ute 
stntus of negolinlions and reviewed ti;c tcnns of the transaction ns reflected in the linn! fonns of the merger 
agreement, tho scpnrntion ngrccment ond the employee matters agreement. J.P. Morgan delivered its om! opinion 
to the lTC board of directors (subsequently confmned by a written opinion dntcd Deccmbcr4, 2011) to the effect 
that, ns of such date, and subject to tho limlunlons und assumptions set fortlt in its wriuen opinion, tlte aggregate 
merger consideration is fnlr to lTC from a financial point of view. Dnrclnys also delivered Its oral opinion, 
(subsequently confinned by delivery of n written opinion, dated December 4, 2011), to tho effect thnt. ns ofthnt 
date and based upon and subject to the qunlificntions, limitntions and nssumptlons described in the opinion, tltc 
exchange ratio in the merger was fnlr, from a fin uncial point of view, to ITC. After further discussion, titc lTC 
bourd or oircctors dctcnnined that the merger agreement, tltc separation agreement und tltc employee mutters 
agreement and proposed transaetlons with Entcrgy were advisable, fair to nnd in the best interests of lTC and its 
shareholders, approved the merger agrccman~ the scpnrntion agreement and the employee mutters agreement nnd 
tite proposed transactions witlt Entergy in nccordnncc witlt Michigan law and recommended tlmt the ITC 
shnroholocrs approve tlte merger, an nmcndmcnt to titc lTC anieles of lncorporntion to increase the number of 
auli;ori~.ed shurcs of ITC common stock and the issuance ofJTC common stock pursuant to the merger 
ngrccmcnt. The lTC board nlso authorized senior management to finalize, execute and deliver titc merger 
agreement, tha scpnmtion agreement ond the employee mutters ngreemcnL 

On December 3 nnd 4, 2011, internal and external representatives from lTC nnd Entcrgy participated In 
numerous phone culls and aliter meetings regarding the remaining open i~111es related to lite transaction 
agreements. On Dccember4, 201l, representatives of Cooley, LLP met with Mr. Drendy, nnd rcprescmntivcs 
from Simpson Thacher in New York City to conclude Entcrgy's due diligence with respect to tax mutters. 

The merger agrccmcn~ tite scpnrnUon agreement and the employee matters agreement were finnli7.cd and 
executed on December 4, 2011. 

On DecemberS, 2011, Entcrgy nnd lTC issued a joint press relc.~se announcing the cKC<:Ution of the merger 
agreement, tlto sepurntion agreement and the employee matters agreement before the opening of trading on !Ita 
New York Stock EKchnnge. 

Since December 6, 2011, Entcrgy, ITC and their respective advisors hnvc continued to negotiate nnd finalize 
titc gcncmtor interconnection ngreemen~ Ute distribution-transmission interconnection agreement, Ute transition 
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services agrccmcn~ the soflwarc/IP license agreement, ~ .. pole attnchmcnt agreement for electric distribution 
fnclll~es, the transmission structure attachment agreement for telccommunicntlons tacllltlcs, the exchange trust 
agreement nnd the registmtion rights agreement 

On September 2.1, 2012., ~10 respective parties to tltc merger agreement entered into Amendment No. Ito 
the merger agreement and on Septembcr24, 2012, the respective pnrties to ~10 scpnrntion agreement entered into 
Amendment No. 1 to the sepnrntion agreement. 

l'fC's Reasons for the Merger; RcL'()mmendaUon ofiTC's Board of Directors 

lTC's board of dircc!ors has approved the merger agreemenl and the consummation of Um 
transactions contemplated thereby and determined thal the terms of the merger agreement nnd the 
transactions contemplated thereby, including tl1e issuance or rrc common stock In the merger, are 
advisable, fair to and in the best interests of ITC and its shareholders.lTC's board or directors 
recommends tl•al shareholders vote FOR the proposals to approve the merger agreement, to amend the 
amended and restated articles ofincorporation oflTC to increase the number of authorized shores of lTC 
common stock, to issue lTC common stock In the merger and to approve adjournments or postponements 
of the spccinl meeting ror the purpose ofsollclllng additional proxies, If necessnry. 

In roaching its decision to approve the merger agreement and the consummation of the tmnsuctions 
contemplated thereby, the lTC board of directors consulted with its financial and legal ndvisors and carefully 
considered a varia!)' of factors, including tlm following: 

the expectation that tho merger will be value accretive to lTC's finnnelal results (after giving effect to 
the lTC recapitalization), incrensc ITC's revenues and earnings and enhance cnsh now generntion; 

the potential that the merger wlll further enhance JTC's ability to achieve its long-term stnltegic 
objectives and posltlon lTC ns tho precmlnamtronsmlssion company ln the United Stutes, while further 
strengtl1ening !TC's business model as an Independent ltllnsmission company; 

• tho opportunity to significantly expand the scope and scale of!TC's operntions by creating one of the 
largest tnlnsmlssion companies in the United Stutes based on net property, plant and equipment und by 
loud served and expanding lTC's gcogrophic rcnch tltrough ~1e introduction of new markets In the Gulf 
Stutes und Mid-South regions; 

• tlm cnlmnccd growth prospects nvnlloble through lTC's increased size and geographic reach and the 
shifting of growth to more predictnblc base cupitul invcsuncnl~; 

• the expectation that the merger will enhnnce lTC's ovcrnll credit quality and significantly enhance 
ITC's buluncc sheet strength; 

• tho cxpcctution that the introduction of sizeable new markets will provide lTC witlt n su-onger 
operutlonal platform und strengthened financial resources from which to pursue additional 
dcvolopmcnt initiatives, which should significantly broaden and de-risk ITC's capitnl investment 
opportunities and enhnncc ITC's nbllity to pursue new acquisition und investment opportunities; 

• tltc potential that the merger will gcncrntc increnscd visibility and greutcr access to tho capital markets 
for lTC, which could enhance the market Ynluntion of JTC's common stock and facilitate ITC's ability 
to access the co pita! mnrkets going forwnrd; 

• information concerning !he business, assets, liabilities, finnncinl performance nnd results of operntions, 
and condition and prospects of lTC nnd Entcrgy's Transmission Business: 

• the structure of the merger ns n taX·frcc reorganization for fcdcrnl income tax pnrposcs; 

• the cxpcrlenee and prior success ofiTC's management in integrnting acquisitions into ITC's exlsling 
business, and cffccUvcly merging COIJlornte cultures; 
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lTC. J.P. Morgan calculated a range oftcnninal values of lTC at tho end of the projection period by 
applying n perpetuity growth rotc to projected 2021 unlevcrcd free cash flows of S632 million, which were 
adjusted for nonnnllzed capillll expcndilUres, deferred wxes, depreciation, amortization and changes in net 
working capitni. The pc!Jlelllity growtlt rate range used was 0.5% to 1.0%. The prescm value of the cstimntcd 
unlcvcrcd free cash flows and tcnninnl values were then cnlculatcd using discount rates ranging from 5.75% to 
6.25%. This analysts indicated an implied range of cntcl]lriSe values for lTC of$7,084 billion to $8.829 billion, 
and an implied range or equity values of$3.184 billion to $4.929 billion. 

Entergy's Transmlsslmt BtL!iness. J.P. Morgan calculated a range of terminal vnlucs ofEntergy's 
Transmission Business nt the end of the projection period by applying a perpetuity growth rate to projected 2021 
unlevcrcd free cash flows of$471 mlllion, which were adjusted for normalized capillll expenditures, deferred 
UlXes, doprcclatlon, nmortlzutlon and changes in net working capillll. The perpetuity growth rata range used was 
0.5% to 1.0%. The present vnlue of the cstimnted unlevered free cash flows and terminal values for Entergy's 
Transmission Business pursuant to the mnnagcmem case was calculated using discount rntcs ranging from 5.75% 
to 6.25%. Free cosh flows ofEntergy's Transmission Business did not account for potential cost or other 
operating synergies or potential concessions, as the extent of these were not known nt tltc time of J.P. Morgan's 
opinion. These analyses indicated on implied range of enterprise values for Entergy's Transmission Business of 
$5.400 billion to $6.719 billion and an implied range of equity values of$3.625 billion to $4.944 billion. 

Relative Financial Analysis 

J.P. Morgan considered the implied equity vnlues of!TC and Entcrgy's Tronsmission Business that woro 
derived from the trading comparablcs nnd discounted cosh Jlow analyses to cnlculnte the implled equity 
ownership percentage on a fully diluted basis for Entcrgy shareholders in a combination of 1TC and Entcrgy's 
Tronsmission Business. 

J.P. Morgan compared the high end of the respective ranges forEntcrgy's Trnnsmission Business to tlle low 
end of the respective ranges for lTC to derive the highest relative ownership percentage for Entcrgy shareholders 
Implied by each of the methodologies. J.P. Morgan also compared the low end of the rcspcctJvo ranges for 
Entergy's Tmnsmission Business to the high end of the respective ranges for ITC to derive tlm lowest relative 
ownership perecntogc for Entergy sl1areholders implied by each of tlle methodologies. 

J.P. Morgan compared the Implied runge of ownership percentages to the approximately 50.1% of the 
outstanding lTC common stock that Emergy shareholders will own following the effective time of the merger, 
and noted tl1at Ote 50.1% ownership level was witltin tlm range of implied equity ownership percentages derived 
using this onnlysls. 

The following table reflects the results of the analysis: 

Other Analyses 

Trading comparablcs 
Prico to 2013 projected net income 
EV to 2013 projc<:tcd ElllTOA 
Discounted cash flow 
lTC + Transco management case 

Implied £ntcrgy 
shartholder cqully 
()Wit~rship% range 

41.1%-58.8% 
42.5%-73.7% 

42.4%- 60.8% 

Value Crearimt Analysis. J.P. Morgan reviewed for informntlonnl purposes the potential vnluc creation of 
the transactions for lTC shareholders, J.P. Morgan reviewed tho discounted cash flow vuluo creation by 
comparing the equity value per shore Implied for lTC on n sUlndalone basis and the potential pro fonnn equity 
value per shore implied for lTC after the transactions. For illustrative purposes, J.P. Morgan calculated a 
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standalone pro fonna equity value for ITC utilizing tho midpoint of the enterprise value reference rongc Implied 
from Ute discounted cnsh flow analysis of lTC described above, less ITC's projected net debt ns of December 31, 
2012 ns well as the $740 million in debt expected to be Incurred by lTC in the ltllllsnctions. J.P. Morgan then 
added to such implied equity value the midpoint of tho equity value reference range implied from the discounted 
cnsh flow analysis of Entcrgy's Transmission Business described above. J.P. Morgan tlton calculated tltc value 
attributable to each share of lTC common stock in the resulting implied equity value of the pro fonnu combined 
company plus the amount to be pald with respect to each share of!TC common stock in the ITC recnpitalizntion. 
This an.Uysls indicated po!ential pro forma value creation for lTC shareholders of approximately 1.6%. 

J.P. Morgan also reviewed for infonnational purposes the market value creatlon by comparing the equity 
value per share implied forlTC, using a multiple of 18.6x lTC management cstimntcs of 2013 net income for 
lTC, and tlto pro forma equity value per share implied for !TC al\er tho trnnsactions, utilizing a r.lllge of 
multiples of 17.6x to 20.9x lTC management estimates of2013 net Income for lTC and including the amount to 
be paid with respect to each share oflTC common stock in the lTC recapitalization. This analysis lndicmcd 
potential pro forma value creation for ITC shareholders ranging from (0,2)% to 15.5%. 

RelaJive Cnutributim1AIIaly.1<•. J.P. Morgan culculutcd for information purposes the rclutivc contributions 
oflTC and Entcrgy's Transmission Business to the estimated toL1l rate base of the combined company for 2012 
and 2013 as well as the combined company's estimated EBITDA and net income for2013 and 2014, 
respectively, based on lTC management estimates, in the case ofiTC, and lTC management's view on estimates 
provided by Entcrgy, In the case ofEntcrgy's Transmission Business J.P. Morgan also calculated the relative 
contributions of lTC and Entcrgy's Transmission Business to the pro fonnu equity value of the combined 
company implied by Ute discounted cash flows as discussed above. This analysis indicnted n range of implied 
ownership percentages for !TC's current shnreholders immedla!ely af!er the transactions as set forth in the below 
table as compared to the implied 49.9% ownership percentage set fonh in the merger agreement. 

Rate llase 
Estimated 2012' 
Estimated 20131 

Estimated 2012 (equity rate bnsc)l 
ElllTDA 
Estimated 2013' 
Estimated 2014' 
Nellncome 
Estimated 2013 
Estimoted 2014 
DC!i' 
ITC DC!' vs. Entergy's Transmission Business DCFl 
Enwrgy's Transmission Business OCf' vs.ITC Market CnJl" 

Impllca lTC 
shat<eholder 

equity 
ownership% 

47.1% 
51.2.% 
55.6% 

46.4% 
47.6% 

50.0% 
50.6% 

48.5% 
51.3% 

Percentages represent leverage adjusted contribution using estimated net debt as ofDcccmbcr31, 2012 of 
$3.900 billion for lTC and $1.775 billion for Entergy's Transmission Business nnd mnnagement case 
mid-point ocr: enterprise values. 

2 Represents mmdjus\cd relative contribution of equity portion of rate base. 
3 Represents lTC nnd Emcrgy's Transmission Business equity value.~ ns of December 31,2012. 
4 Represents lTC market cup as of November 30, 2011 and Emcrgy's Transmission Business ocr: equity 

vnluo with n vnhtntion date of November 30,2011. 

Other. J.P. Morgan did not conduct a comparable ltllllsnction analysis because other business combination 
and acquisition trnnsact!ons involving companies in slmllar industries as lTC and Emcrgy's Transmission 
Business generally included control premiums, wherons the proposed transaction did not include n premium. 
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Data Request No. APSC-019-1 

Data Request: 

Response: 

Provide all due diligence reports on Entergy transmission assets 
and operations produced by or for lTC related to the transaction. 

All documents responsive to this request prepared in connection 
with this transaction are privileged attorney work product and 
contain privileged attorney-client communication. 
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Data Request No. APSC-022-1 

Data Request: 

Response: 

Reference the Application, page 25, paragraph 35 ("The 
Transaction is the final step to be taken by the Entergy Operating 
Companies in their continuing evolution toward greater 
transparency and independence In the operation and management 
ofthe Entergy Transmission System.") as well as EAI's Evaluation 
Report filed on 5/12/2011 in APSC Docket 10-011-U, page 49 
("RTOs will provide greater independence In the areas of 
transmission planning and the development and operation of 
markets."). Please identify all ways in which the transaction will 
enhance Independence of Entergy's transmission system that are 
not achievable under Entergy ownership and MISO operation and 
planning. Provide all documentation supporting your response. 

Independence will be enhanced because the transmission system 
will be owned by an independent entity that does not also own 
generation or distribution assets which would not be the case 
under Entergy's ownership or MISO operation and planning. As 
addressed in great detail in the direct testimony of Joseph Welch, 
ITC's independent business model is structured with a singular 
focus on transmission, which means that all financial and other 
company resources are utilized to build, operate, and maintain 
best in class transmission that provides access to the lowest cost 
generation available. All of ITC's decisions are made based on the 
needs of customers and the system. ITC's track record of making 
Investments to improve reliability and provide greater access to 
wholesale energy markets is outlined throughout the case filing. 

MISO membership alone does not lead to the same results, 
because the individual transmission owner continues to play a 
critical role in the RTO planning process which Is largely derived 
from projects submitted by the transmission owner. Therefore, the 
owner's approach to transmission development affects what will 
ultimately be built. ITC's broader, regional approach to 
transmission development provides more robust and effective 
regional transmission projects than might otherwise be considered. 
In addition, as stated on page 54 of Mr. Welch's Direct Testimony, 
the RTO "does not perform local operations, fund or perform 
maintenance on the system, fund or build capital projects or 
generator Interconnections, or respond to customer needs or 
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concerns on the ground." As such, Independent ownership is the 
best model to provide the focus and financial capability to achieve 
the most effective transmission system. 
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Data Request No. APSC-022-7 

Data Request: Condition 4 In Order No. 68 issued by the Commission In Docket 
10-011-U states: 

Response: 

"Should EAI become a member of MISO, EAI shall agree that it will 
not exit MISO without first filing an application with the Commission 
seeking its approval for a change of control of its transmission 
assets. EAI wili otherwise retain all of its rights, state and federal, 
to appeal or seek review of or relief from the decision of the 
Commission." 

Should Entergy and lTC complete the proposed transaction: 

a. Should lTC choose to exit MISO, does lTC intend to file an 
application with the Commission seeking approval for a change 
of control of transmission assets before it exits MISO? 

b. If not, please explain ITC's view of why such an action would 
not be appropriate. 

lTC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, lTC 
responds as follows: 

The preamble to this request assumes that lTC and Entergy 
"complete the proposed transaction." lTC interprets this request as 
asking It to assume that lTC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to lTC Arkansas. 

a. Based on the above assumption, and based upon ITC's review of 
the applicable statutes and regulations, lTC Arkansas would not 
need permission from the Commission to withdraw from MISO. 
Upon completion of the Transaction, lTC Arkansas will own these 
transmission assets and will be an Appendix I Member of MISO. 
The Federal Energy Regulatory Commission (FERC) has exclusive 
authority over transmission in interstate commerce under Section 
201(b) of the Federal Power Act. Thus, the FERC would be the 
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appropriate authority to address lTC Arkansas' membership or 
withdrawal from a regional transmission organization. However, lTC 
Arkansas will have robust stakeholder outreach and ongoing 
communication with the APSC about its plans and operations 
impacting Arkansas. 

b. See the response to a. 
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Data Request No. APSC-022-8 

Data Request: Condition 5 In Order No. 68 Issued by the Commission in Docket 
10-011-U states: 

Response: 

"Should EAI become a member of MISO, EAI shall agree that the 
Commission, sua sponte or upon the motion of any party, after 
notice and hearing, may dlreot EAI to exit MISO under the terms of 
the Memorandum of Understanding or the TO A. EAI will otherwise 
retain all of its rights, state and federal, to appeal or seek review of 
or relief from the decision of the Commission." 

Should Entergy and lTC complete the proposed transaction: 

a. Could the Commission direct lTC to exit MISO after notice and 
hearing? 

b. If not, please explain JTC's view of why the Commission would 
not have this authority. 

lTC objects to this request on the grounds that it seeks a legal 
conclusion. Subject to, and without waiving the foregoing, lTC 
responds as follows: 

The preamble to this request assumes that lTC and Entergy 
"complete the proposed transaction." lTC Interprets this request as 
asking it to assume that lTC and Entergy have obtained all 
necessary regulatory approvals for closing, Including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to lTC Arkansas. 

a. The Commission could request lTC Arkansas to withdraw its 
transmission assets from MISO, but lTC Arkansas would have to 
agree to the withdrawal and such an exit would have to be 
approved by FERC and would be subject to the processes and 
requirements of the MISO tariff and the MISO TOA, with possible 
assessment of exit fees and costs. 

b. As discussed in response to APSC 22-7, as a transmission-only 
public utility, lTC Arkansas' rates will be exclusively under the 
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authority of the Federal Energy Regulatory Commission (FERC). 
As such, the FERC would be the appropriate authority to address 
lTC Arkansas' membership or withdrawal from MISO. 
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Data Request No. APSC-022-9 

Data Request: Condition 6 in Order No. 68 issued by the Commission In Docket 
10-011-U states: 

Response: 

"Should £AI become a member of MISO, EAI shall remain 
under the Commission's jurisdiction, to the extent not othetWfse 
preempted by FERC, with respect to retail electric rates and all 
related electric facility operations, facility siting, financfng, and 
re/fabi/fty." 

Should Entergy and lTC complete the proposed transaction: 

a. What is ITC's view regarding whether FERC or the APSC have 
jurisdiction over the following transmission issues: 

l. Retail rates for transmission service 
li. Electric facility operations 
iii. Reliability 
lv. Financing 
v. Facility siting 

lTC objects to this request on the grounds that It seeks legal 
conclusions. Subject to. and without waiving the foregoing, lTC 
responds as follows: 

The preamble to this request assumes that lTC and Entergy 
"complete the proposed transaction." lTC interprets this request as 
asking it to assume that lTC and Entergy have obtained all 
necessary regulatory approvals for closing, Including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to lTC Arkansas. 

i. In New York v. FERC, No. 00-568, decided March 4, 2002, the 
Supreme Court determined that FERC properly exercised its 
transmission rate jurisdiction over transmission service "unbundled" 
from the retail sale of electric energy. As a result of the Transaction, 
transmission service would be provided by lTC Arkansas separate 
and "unbundled" from the sale of electricity by EAI. Therefore, 
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FERC would determine the rate for transmission service over lTC 
Arkansas' facilities, not the APSC. 

ii. FERC has exclusive jurisdiction over transmission in interstate 
commerce, including facilities used to provide that transmission. 

iii. Under Section 215 of the Federal Power Act, FERC has jurisdiction 
over reliability of the Bulk Power System, including transmission in 
interstate commerce. In accordance with that provision of the 
Federal Power Act, FERC has designated NERC as the National 
Electric Reliability Organization and approves reliability standards 
developed by NERC. lTC Arkansas will have a contractual 
obligation under the Distribution-Transmission Interconnection 
Agreement with Entergy to provide it with reliable service so that it 
can meet the APSC's requirements for service to customers. 

lv. Section 204 of the Federal Power Act regulates the Issuance of 
securities by FERC-)urisdiclional public utilities. In construing 
similar language in the Natural Gas Act, the Supreme Court has 
determined that this language pre-empts state regulation of the 
same transactions. See Schneidewind v. ANR Pipeline Company, 
485 u.s. 293 (1988). 

v. The APSC has authority over siting of transmission facilities in 
Arkansas. See Ark. Code Ann. §§ 23-18-501 et seq and 23-3-201 
et seq. 
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Data Request No. APSC-022-10 

Data Request: Condition 7 In Order No. 68 issued by the Commission in Docket 
10-011-U states: 

"Should EAI become a member of MISO, EAI sha{{ agree that the 
Commission, sua sponte or upon the motion of any party to this 
proceeding, may, after notice and hearing, reconsider and, if 
necessary, reverse any approval of the transfer of control if: 

a) The terms of FERC's approval of the modifications to the MISO 
Tariff to transition EAI Into MISO are materially changed such that 
the revised terms will have a material adverse impact on EAI's retail 
ratepayers; or 

b) Any of the foregoing conditions are not fu{{y adopted, 
incorporated or rea((zed." 

Should Entergy and lTC complete the proposed transaction: 

Response: 

a. Could the Commission reverse Its approval of the transfer of 
control of assets currently owned by EAI to MISO? 

b. Could the Commission direct lTC to exit MISO for the reasons 
specified in the condition? 

c. lf the answer to either part a or part b Is no, please explain ITC's 
view of why the Commission would not have this authority. 

lTC objects to this request on the grounds that it .seeks legal 
conclusions. Subject to, and without waiving the foregoing, lTC 
responds as follows: 

The preamble to this request assumes that lTC and Entergy 
"complete the proposed transaction." !TC Interprets this request as 
asking it to assume that lTC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to lTC Arkansas. 
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a. Based on the above assumption, no, the Commission could not 
unilaterally reverse the transfer of control to MISO of the 
transmission assets which by then would be owned by lTC 
Arkansas. Upon complellon of the Transaction, lTC Arkansas will 
own these transmission assets and will be an Appendix I Member 
of MISO. While the Commission may ask lTC Arkansas to 
withdraw, lTC Arkansas withdrawal from MISO would be subject to 
FERC approval and would have to be accomplished pursuant to the 
processes and requirements of the MlSO Tariff and TOA, including 
possible assessment of exit fees and costs. 

b. The Commission could request lTC Arkansas to withdraw its 
transmission assets from MISO, but under the assumptions set 
forth above, any such exit would have to be approved by FERC and 
could be subject to substantial fees and costs. See lTC Response 
to APSC 22-7. 

c. Please see the answers to a and b above. 
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Data Request No. APSC-022-11 

Data Request: Cond!tlon 8 In Order No. 68 Issued by the Commission In Docket 
10-011-U states: 

"Should EAI become a member of MISO, EAI shall not unbundle 
transmission or seek to make basic changes to transmission 
seNlce for retail ratemak/ng without prior APSC approval. EAI shall 
negotiate a transmission service agreement with M/SO that 
ensures that the APSC continues to determine the transmission 
component of the rates to serve EA/'s bundled retail load." 

Should Entergy and lTC complete the proposed transaction: 

Response: 

a. Will lTC have a transmission service agreement with MISO 
that ensures that the APSC continues to determine the 
transmission component of the rates to serve EAI's bundled retail 
load? Why or why not? 

lTC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, lTC 
responds as follows: 

The preamble to this request assumes that lTC and Entergy 
"complete the proposed transaction." lTC interprets this request as 
asking it to assume that lTC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
cond!tlons to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to lTC Arkansas. 

a. Based on the above assumption, no. As per the Response to APSC 
22-7, the Transaction will have already resulted In the "unbundling" 
of transmission from generation and distribution service. The 
Federal Energy Regulatory Commission will set the rate for 
transmission services provided over lTC Arkansas' facilities. 
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Data Request No. APSC-022-13 

Data Request: Condition 14 in Order No. 68 issued by the Commission in Docket 
1 0-011-U states: 

"Should EAI become a member of M/$0, no later than three years 
after joining MISO and every two years thereafter, assuming EA/ 
continues as a MISO member, EAI shall file with the Commission a 
detailed report providing the following Information: 

a. The quantified historical net benefits of M/SO membership for 
EAI, as compared to the stand-alone optfon, as of the date of 
each of the reports described above; 

b. The projected net benefits of MISO membership for EAI, as 
compared to the stand-a/one option, for the post-transition period 
on a bi-annual basis beginning one year after the end of the 
transition period; 

c. Any significant changes in FERC RTO policies, rules or 
regulations, MISO requirements, Day 2 market conditions, or 
other regulatory or market structure components; and 

d. An estimate of the costs to exit MISO after the end of the 
five-year transition period or a specified time thereafter and to 
transition to a new operating environment such as a different RTO." 

Should Entergy and lTC complete the proposed transaction: 

Response: 

a. Will lTC provide the above information to the Commission? 
b. If not, please describe why such action would be inappropriate. 
c. If so, please explain how, if at all, lTC would collaborate with 

EAI to produce such information. 

lTC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, lTC 
responds as follows: 

The preamble to this request assumes that lTC and Entergy 
"complete the proposed transaction." lTC interprets this request as 
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asking It to assume that lTC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to lTC Arkansas. 

a. With respect to the information described in subparts a, b, and d, 
above, lTC Arkansas as a transmission-owner only will not have 
the necessary information to respond to these requests. With 
respect to subpart c, lTC Arkansas is willing to provide information 
to the Commission as to FERC or MISO significant transmission 
policy changes and will do so if requested by the Commission. 

b. See response to a. above. 

c. lTC Is willing to collaborate with EAI to produce the information 
requested, to the extent the sharing of information is allowed by 
FERC's Standards of Conduct for Transmission Providers. 
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Data Request No. APSC-024-2 

Data Request: Reference ITC's July 1, 2011 non-binding Indication of interest in 
acquiring Entergy's transmission business. The section under the 
header "Requisite State and Local Jurisdictional Approvals" 
contains the quote: "[!]he Acquiring Company has considered and 
analyzed several additional qualitative and quantitative mitigation 
options that could be employed as elements of an overall 
transaction. As noted in the 'Valuation and Conforming 
Assumptions' section above, our indicative value is premised on the 
inclusion of specific and substantial financial concessions relative to 
the regulatory approval process. These options Include provisions 
to maintain transmission rates at their current levels for a specified 
period of time; a phase-in of any transmission rate increases 
associated with the transactions over a specified period of time; 
and, substantial rebates to customers of the Company." 

Response: 

c. 

d. 

e. 

Provide a detailed description of the concessions included in ITC's 
bid as well as any workpapers used to calculate the value or impact 
of the concessions. Workpapers should be provided in electronic 
spreadsheet format with formulas intact. 

Provide a detailed description of all other concessions considered 
by the parties during the negotiations as well as any workpapers 
used to calculate the value or Impact of the concessions. 
Workpapers should be provided In electronic spreadsheet format 
with formulas intact. 

Provide references to all points in testimony and workpapers filed 
by either Entergy or lTC reflecting these concessions. 

c. lTC objects to this request on the grounds that it seeks confidential 
information and documents protected by the attorney work product 
doctrine and attorney-client privilege. 
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d. lTC objects to this request on the grounds that it seeks confidential 
information and documents protected by the attorney work product 
doctrine and attorney-client privilege. 

e. No testimony or workpapers filed by lTC or EAI reflect concessions 
referenced in ITC's July 1, 2011 non-binding indication of Interest in 
acquiring the Entergy Operating Companies' transmission 
business.· 

5 

SCHEDULE BKW-2 



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189 

14 

SCHEDULE BKW-2 



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/201310:46:42 AM: Docket 12-069-u-Doc. 189 

Data Request No. APSC-027-1 

Data Request: 

Response: 

Reference the Direct Testimony of Jay Lewis, pages 17-23, 
discussing the negative cash flow nature of Entergy's transmission 
business. 
a. Please explain how the change in ownership will address the 

conditions leading to the negative cash flow described in the 
Lewis Testimony 

b. Provide any documentation and workpapers demonstrating 
the Impact that the change In ownership to lTC will have on 
the cash flow of the transmission business. Workpapers 
should be provided In electronic spreadsheet format with 
formulas intact. 

a. As indicated in the previously filed Direct Testimony of Jay 
A. Lewis, Vice President, Regulatory Strategy Entergy Services, 
Inc. on Behalf of Entergy Arkansas, Inc., under Entergy ownership, 
internally generated cash flows attributable to the transmission 
business will not be adequate to fund transmission capital 
requirements. Therefore, the transmission function is placing 
greater pressure on cash flow than the generation and distribution 
functions at Entergy. As explained in the previously filed Direct 
Testimony and Exhibits of Cameron M. Bready on Behalf of lTC 
Holdings Corp. and lTC Midsouth, LLC, ITC's regulatory construct, 
Including its requested return on equity, capital structure and 
forward-looking formula rates, ensures 1) steady and predictable 
cash flow generation and 2) deep access to cost-effective capital to 
absorb the sustained and significant capital investment 
requirements of Entergy's transmission business. Moreover, given 
ITC's singular focus on transmission, lTC is void of any Internal 
competition for capital unlike vertically Integrated utilities. As such, 
lTC is well equipped to support cash-heavy transmission 
investments. 

b. lTC is not in the possession of workpapers or other 
documentation responsive to this request. 
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Data Request No. APSC-027-2 

Data Request: Reference the Commission Order No. 54 in Docket No. 10-011-U, 
page 86: "Similarly, EAI should not be involved in any allocation 
processes associated with services received from ESI. Currently, 
ESI provides a variety of legal, engineering, and regulatory services 
to the OpCos with a variety of allocation methodologies associated 
with bills that the OpCos receive from ESI." Reference also the 
Commission Order No. 68 in Docket No. 10-011-U, page 11: "In 
light of the above, the Commission reiterates that EAI should 
negotiate cost-based contracts with ESI and any other Entergy 
service company, separate and apart from the other OpCos and 
with no cost allocations with the other OpCos." 

Response: 

c. Please explain whether the planning and operation of the 
transmission system under lTC ownership will require the 
types of cost allocation among the wires subsidiaries 
contemplated by the Commission's orders. Provide any 
documentation supporting your response. 

d. If so, provide a detailed explanation of how such costs will 
be allocated to the various wires subsidiaries and how this 
would impact transmission rates in each planned 
transmission pricing zone in the Entergy region. 

c. lTC Holdings Corp. directly assigns costs to its affiliates where It Is 
rational and reasonably clear to do so. It Is anticipated that the 
majority of the costs for planning and operating the transmission 
system, including facilities and labor related costs, will be directly 
assigned to a specific operating company. With respect to costs 
that cannot be assigned directly, those costs will be allocated to 
the lTC Mldsouth Operating Companies in accordance with ITC's 
FERC approved methodology for the allocation of such costs. 

d. For the allocation of costs that cannot be directly assigned, lTC 
Holdings Corp. uses a FERC-approved formula, based on the 
Massachusetts formula. This formula is described in 
Exhibit No. ITC-505 to the testimony of lTC Witness Fred Stibor, 
Exhibit No. ITC-500, in the Joint Application pending before FERC 
in Docket No. EC12-145 et al. lTC does not include any markups, 
premiums, or similar items on any costs assigned or allocated to 
its operating companies. 
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