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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 CAPACITY?

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 10 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. [ 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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II

PURPOSE

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS CASE

BEFORE THE MISSOURI PUBLIC SERVICE 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

A. Mr. Riley’s stated purpose is to address “the limited nature and extent of EAI’s
faciliﬁes located in Missouri, including the transmission assets to be rtransfen‘ed to TC
Arkansas and ultimately [TTC Midsouth LLC].” In response to his descriptions, I will
clarify Empite’s interconnection with the EAI facilities and explain how the EAI
facilities are necessary for Empire to provide safe and adequate service to its Missouni,
Kansas, Arkansas and Oklahoma customers. I will further discuss how this transaction

will impact Empire’s customers.

Q.

(“COMMISSION”)?
A.
Q.

RESPONDING?
IIL.__FACILITIES
Q.

ON PAGE 7, LINES 15 - 17, EAI WITNESS RILEY STATES THAT “EAI'S

FACILITIES IN MISSOURI ARE USED TO FURNISH WHOLESALL
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ELECTRIC SERVICE IN MISSOURI TO VARIOUS CITIES AND ELECTRIC
COOPERATIVES SUBJECT TO THE RATE 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 EAIl
FACILITIES?

Empire has a critical 161kV bulk electric system interconnection with EAT at Empire’s
Powersite Substation located near the Ozark Beach Hydro Plant near Fors&th, 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 of EAI, with both an ownership and
purchase power share of the Plum Point coal fired power station, located near Osceola,
Arkansas. Such delivery of the Plum 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 Empiré’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 EAT transmission facilities
required to maintain a continuous path between the intel'conneétion with Empire and the
interconnection of the Plum Point facility in eastern Arkansas are required for Empire to

deliver from the Plum Point facility to Empire.

DO EMPIRE AND EAT 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 ITC?
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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HAS FAI ITC, OR MISO APPROACHED EMPIRE WITH PLANS FOR
ASSIGNMENT OF THE INTERCONNECTION AGREEMENT?
No.  Empire has received no notification of EAT’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 EAT’S TRANSFER OF THE SUBJECT ASSETS OR
ITC’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
EAT 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. EAl and ITC have no vested interest in the delivery costs of capacity and
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energy to Empire’s wholesale and retail customers in Missouri. The Commission should
ensure that the terms and conditions of performance related to this important

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

1IV. __IMPACT OF TRANSACTION ON EMPIRE’S CUSTOMERS

Q. EAY WITNESS RILEY STATES ON PAGE 9, LINES18-19 THAT “EAIIS 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?

A,

Absolutely. The cost of fransmission 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, EAI/ITC

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 genérating facility near Osceola, Arkansas, which entered
commercial operation on September 1, 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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in 2015 in the approximately 50 MW covered by the purchased power agreement,
Empire’s entitlements to Plum Point are base-load Designated Network Resources for
Empire District under the SPP Open Access Transmission Tariff. Since Plum Point is
physically located on Entergy Arkansas’s transmission system, Empire procured long
term (20 years) point to peint transmission service from Entergy Services, Inc. The
transmission service agreement (TSA) was entered into in August 2006 and accepted by
FERC in Docket Number ER06-1436. Transmission service pricing for this firm
transmission service is based on the FERC accepted Schqdule 7 of Entergy Services
Open Access Transmission Tariff, which is currently approximately $17.76/kW-year or
$1.8MM per year. It is our understanding from both Entergy Services, Inc. and MISO
representatives that Empire’s transmission service for Plum Point would be immediatety
converted to MISO’s Schedule 7 through and out transmission service, which is currently
$29.76/kW-year ot $2.976MM. In addition, Plum Point is located in the PLUM
Balancing Authority Area within the Entergy Arkansas transmission service area.
Balancing Authority services for PLUM are provided by Constellation Energy Controi
and Dispatch, LLC (“CECD™). It is our understanding that the PLUM Balancing
Authority would likely be consolidated (continuation of the PLUM BA may be a higher
cost option) with the MISO Balancing Authority (Entergy Local Balancing Authority as
applicable) and will be subject to MISO’s scheduling, loss, and congestion provisions,
which in total may be higher than Entergy Services for delivery of receipts of capacity
and energy from PLUM to Empire District’s Balancing Authority Area within SPP or the

SPP Consolidated Balancing Authority, once it becomes operational in 2014.
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WHAT DO YOU ESTIMATE TO BE THE IMPACT OF THIS CHANGE ON

EMPIRE’S MISSOURI CUSTOMERS?

‘Assuming that Empire will be forced to convert its Plum Point transmission service to

MISO, under MISOQ’s Schedule 7 rates, terms, and conditions and the difference in MISO
and Entergy Services, Inc. rates is approximately $1.2MM per year, then Empire’s
Missouri customers will see approximately 89% of those costs for an increase in costs of

approximately $1MM per year,

WITH REGARD TO THE $IMM PER YEAR ANTICIPATED INCREASE TO
MISSOURI CUSTOMERS, DOES THAT REPRESENT THE TOTAL INCREASE
IN COSTS ASSOCIATED WITH ITC OWNING THE EAI FACILITIES AND
TRANSFERRING FUNCTIONAL CONTROL TO MISO?

No. The $1MM is based on an estimate or comparison of Entergy’s firm point to point
transmission service rate compared to MISO’s Schedule 7 Through and Out rate
schedule. We believe the increase will actually be higher due to ITC’s significantly

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

MR, RILEY SUGGESTS THAT “EAI'S DECISION TO JOIN MISO IS
INDEPENDENT OF THE TRANSACTION WITH ITC DESCRIBED IN THE
JOINT APPLICATION.” DOES THERE APPEAR TO BE A LINK BETWEEN
THE TWO EVENTS?

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

“provides that the Transaction described in the Joint Application is conditioned on

-10 -
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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, EAT AND ITC CONTACTED
INTRESTED ASSOCIATIONS AND OTHER STAKEHOLDERS INCLUDING
THE EMPIRE DISTRICT ELECTRIC COMPANY AND MUJMEUC TO ASSURE
THEM THAT THE TRANSACTION WILL NOT DISRUPT SERVICE.” WAS
EMPIRE SO CONTACTED?

Yes.

DID YOU PARTICPATE IN A MEETING WITH EAT AND ITC?
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 delivery and EAD’s plans for updating the Interconnection Agreement.

HAVE THOSE CONCERNS BEEN ADDRESSED BY EAI OR ITC?

No.

EAI WITNESS RILEY FURTHER STATES THAT “THE RESULT OF THE

TRANSACTION WILL BE OWNERSHIP OF THE ENTERGY OPERATING

-1l -
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COMPANIES’ TRANSMISSION ASSETS BY AN INDEPENDENT
TRANSMISSION-ONLY COMPANY WITH NO GENERATION OR
DISTRIBUTION ASSETS.” WILL THERE BE ANY ADDIITONAL RATE
IMPLICATIONS OR JURISDICTIONAL IMPACTS ASé’OCIATED WITH ITC’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 of ITC’s capital structure being more
weighted with equity and the likelihood that I'TC will be able to achieve a higher annual
transmission revenue requirement for these same transmission facilities than EAL. 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 ITC IS
CONDITIONED UPON REGULATORY APPROVALS. DOES IT APPEAR
THAT EAI OR ITC BELIEVE THIS COMMISSION’S APPROVAL IS
REQUIRED BEFORE THE TRANSACTION CAN BE COMPLETED?

Yes.

-12-
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DOES EMI"IRE HAVE CONCERNS ABOUT ITC AND EAI SUCCESSFULLY
RECEIVING ALL OF THE REQUISITE REGULATORY APPROVALS?

Yes. EAT’s principal retail jurisdictional body is the Arkansas Public Setvice
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 BK'W-2 is the APSC General Staff filing,

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.

-13 -



AFFIDAVIT OF BARY K. WARREN

STATE OF MISSOURI )
) 88
COUNTY OF JASPER )

On the _24"  day of May, 2013, before me appeared Bary K Warren, to me
personally known, who, being by me first duly sworn, states that he is Direclor of
Transmission Policy and Compllance 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

é e

Bary K. Warren

Subscribed and sworn to before me this _ 24" day of May, 2013,

ST OALIR ~ , _
. m%?mmss ” _\Ql/kff..{ o0 E):{ a-leot
My Comcan Bt vmmg?éé";%m Notary Public
. Copperission dumber: 10959

My commission expires

L. 16, 20101

- 14 -
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- -  AMPNDATORY AGREEMENT .
| o BETWEEN :
THE EMPIRE DISTRICT ELECTRIC COMPANY
| THE B e ‘
ARKANSGAS POWER & LIGHT COMPANY

This Amendatory Agreement is sgreed to on this_ hth day of

October . - , 1962, by and between The Empire Distrilct Electric Company

(Empiré) éﬁd Arkansas Power & Light Company (Arkansas) to be a par£ of and

to revise, supplement, end amend, as set forth herein, that certain Interconnection
Agreement; dated Octoﬁer 8, 1i9hi, betweeﬁ Empire and Arkansas, by making the follow-
ing changes:

.1, Revised Article I, Term of Agrecment, to read as follows!

ARTICLE IX

- Term of Agreement

The Interconnection Aggeement is hereby smended by changing
"June 30th, 1972" in Article I thereof to "November 14, 1980", and
this Amendatory Agreement ghall become effective as of the date
first written above and shali continue in effect in accordance with

the provisions of the Interconnection Agreement as emended herein-

above.

ARPTICLE XIXI
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,

o. @ Missougi.

SCHEDULE BKW-1
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it is ﬁnierstqu and agreéd £hat under the termg of this Agreement
this interconnection shall continue to be operated and maintained
u.nleéa by mu’sua&. congent the parties hereto shoul&‘e.gx“ee otherwise.
If 1t shell be deemed desirable to establish one or more additionsl
points of interconnections from time to} tine or at sny time, the
parties shali provide for such interconnection or interconnections

by mutual agreement..

IN WITNESS WHEREOF, the parties hereto have caused this Amendatory
" -Agreement to be executed .by their duly authorized officers, as of the day and

year first above writiten.

ARKANSAS POWER & LIGHT COMPANY

By /S/ Ralph R. Pittman
Vice President

ATTEST:

BYy_/s/ M. E. Nichols
Assistant Secretary

- THE EMPIRE DISTRICT ELECTRIC COMPANY

By_/s/ R. Q. Allen
Vice President-Operations

ATTEST :

By /g/ J. P. Dodge
Secretary

SCHEDULE BKW-1

e
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SUPPLEMENT NO. 1
170 ‘SERVICE, SCHEDULE B,
ECONOMY INTERCHANGE SERVICE,
BETWEEN
ARKANSAS POWER & LIGET covpm
AND
YHE EMPIRE DISTRICT EIEC‘I'RIQ COMPANY

This Supplement No. 1 is ?greed toqon October b, 1962 to be a part

of,_and to vevise, supplément, and amend, as set forth herein, Service Schedule B

- of %hat Interconnection Agreement (herelnafter referred to as Interconnection

Agreement ), dated October 8, 1941, between Arkansas Power & Light Company

(Arkansas) and The Empire District Electric Compeny (Empire), meking the folldwing

changes and addltions:

1. Supplement Section 2, Texrm of Service Schedule, to xead as follows:

SECTTON 6

6.1 The term of -this Supplement to Service Schedule B shall start on
the date first gbéve written, provided thet ng transactions shall take place
hereunder uhless and uhtil Schedule E of the'intérconnection Agreement is
approved by all regulstory bodies h&ving Jurisdiction in the premises, and shall
continue in effect until termination or expiration of the Interconnection
Agreement; provided, further, that either party may terminate this Schedule
effegtiye at the end of the tenth or any subsequent Exchange Year as hereinafter
delined, upon at least four years' advence written or telegraﬁhic notice to the
other. The term "Exchange Year" shall mean the year beginning with November 15
of one calender year and ending with November 14 of the next calendsy year.,

The firet Exchange Year hereuwnder shall, be thab 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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SECTTON -

RECOGNITION OF SCHEDUTES OF INTERCONNEOTION AGREEMEND
AND OF OTHER AGREEMENTS BETWAEN OURER PARTIES

7.1 It.is vecognized that the Intercomection Agreement has in effect

a8 parts thereof the following schedules!

‘Bervice Schedula A ~

Service Bchedule .3

fServics Bchedule ¢

| 208 L‘: dfﬂt.!ﬁ}?darﬂayb
ervice Bchedule R

ﬂ“ﬂa_ -
F4807

M":* L l{b' P"“’k‘
¥ h;,‘ comsee, Service -Schedules O
A Y ] (XFF N

Service SOhad\ﬁ.e B

Limited Firm Power Service, M*ﬂb )

dated Novemver 2L, 1960

- edT
Beonomy .Interchange Hervics, /5‘/:5 =

dated Noverbex 21, 1960 - S

--Eﬁergency Assistance Service, o paswawd ) 2 illl
dated November 21, 1560

Diversity Capacity Exohanga, s Pews, 2.5 ki

dgted October h, 1962 1447 Fale

ant . Lt
‘Bale of Power, dated October L, lgefaf-*fﬂ,, ----- “

1.3,,!' N '
Minter Period Power Sales, dated 207 vt Fonia

October-k, 1962 o [11f per K

Emj. Seawit gf foan b ipF8 prr, )‘_g:“‘;/‘

’ E\-é' Ly e vy +
7.2 It is further recognized that the pe.rtiegf heéé’ao ﬁ‘éﬁ%‘-‘ﬁ? effect the

following Service Schedwles or Exhibits with companies not parties hereto wnich

Service Ochedules or Exhibits provide for Bconomy Energy or Econcmy Interchangs

transactions between the parties thereto.

(a) BService Schedule ¢ - Economy Energy Service, dated

.{b) Exhibit A

{¢) Service 8chedule ¢

(4) Service Schedwle ¢

Novembex 6, 1958, to Agreement
between Empire and Xensas (as snd
Elegbric Company, dated Noverber 6,
1958, . '

= .Intra-System Exchenge and Interchangs
Bervice, 1o Agreement between Arkansas
and Mississippl Power & Light Company -
end Loulsiana Power & Light Company,
dated June 1, 1951,

]

-Bconomy Energy Service, to Agreement
between Arkansas and Southwestern
Electric Power Company, dated
October 1, 1954,

4

-Economy Energy Service, tov Agreenent
‘betwaen Arkansss and Oklahoms Gas and
"Electric Compeny, dsted July 12, 195L.

SCHEDULE BKW-1
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, SECTION 8
ALTERNATIVE METHOD OF ACCOUNTING, BILLING, AND
FAYMENT FOR ECONOMY ENERGY

8.1 Tt is rvecognized that Fupire and Arksnsas are perticipating elong
with other companies in the plenning, éonstruction, financing snd operation of
an extra-high voltage electric trensmission system, as provided for in Section 7
of Schedule E of the Interconnection Agreement, providing a means, slong with
their other facllitles, for Empire snd Arkansas 1o purchase, sell, and exchange
electric power and energy‘under the terms of the vérious Schedules to the
Interconnection Agreemeﬁt, incinding this Schedule B. It is further recognized
that by reason of participation in the plenning, construction, financing, and
operation of such extra-~high vq}tage facilities the parties hereto may under
the terms and condltions set forth herein buy snd sell Economy Enexrgy and”maf
use the slternsilve method of billing_set forth hereunder.

8.2 Tt is recognized that due to operations under the provisions of
the agreements specified in Section 7.2 sbove it may be deslrable from time to
time forlthe Buyer hereunder to gell Economy Energy to a third party or parties
1isted in Exhibit € of Schedule E under the provisions of one or more of such
sgreements specified iﬁ Section 7.2 at the same time that the Sellier hereunder
_Vis supplying Economy Energy +to the Buyer hereunder. If the parties hereto
mutually agree to purchase and sell Economy Energy at such tiﬁés for such ﬁurposes
and under such conditions, such purchase snd sale ehall be accomplished as set
out ierein. 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 alternabive
method of accounting, billing and payment as set out in Section 8.3 for such
Economy Energy shall be applicable rather than the method set forth in Section U
of this Schedule B.

SCHEDULE BKW-1
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8.3 For Economy Energy seles heveunder supplied at times and un@pr
conditions as set forth in Section 8.2, the alternative method of peyment by
Buyer to Seller shall be in mccordance with the following formule whep:

(a) Buyer herpunder is making a simftanecus equivalent sale
“of Econoﬁy Energy (transmission losses considered) to a
third party Listed in Bxhibit ¢ of Schedule E and/ov

(b} Beller is ﬁaking én equ;valgnt simultaneous p&péhase of
Econﬁmy En@rgy‘(ﬁransmission 1osses'qonsidered) Txom’

another .perty listed in said Hxhlbit )

hoad
1

B Dlug A -~ B
2

R = Ratg per XWH for the specific block of energy purchased and
s0ld hereundey. -
A % Incremental cost of providing enegrgy equivalent to the
smount sold hergunder in acecordance with the appliceble :
category below; provided, that sngh incremental cost
for the purposés-hereof shall bg adjusted for the change
in tpansmissioﬂ losses Dy reason of receipt of Economy
Energy as compaved with the transmission losses which
would ke inéur:ed if no such Economy Engréy sale occurred;
(1) When Buyer hereunder is making é simulataneous equi~
. valent gsale of Economy Energy to a third party listed
in Bxhivit C of Bchedule E, the inoremental cost skall
be that from‘tha resources of such third party; excapt
(11) Yhen Buyer hereundé% is mék1ng & simultancous squivelent
sale of Economy Energy %o a third party listed in Exhivit €
of Schedule B and such third party is making a simulﬁaneous

equivalent sele of Bconomy Energy to a fourth party listed

SCHEDULE BKW-1
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in said Exhibit C, the incremental cost shall be that
from the resources of such fourth party.

(11i) When Buyer hereunder 1s not naking a simulatneoué
aquivalent sale of Economy Energy to a third‘party
1isted in sald Exhibit C the incremental cost shall
be that from the resowrces of Bder.

Incremental cost_of_providing enéfgy equivalent to the amount

8014 hereunder in accoydance with the applicable category

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

hereof shall be adjusted for the change in transmission losscs
by reason of delivery of Rconomy Energy as compared with the
transmigsion losses which would be ilnouwrred 1if no such Economy

Energy sale occurred: ’

(1)  Vhen Seller is meeting its Economy Energy commitment to
Buyer from resources obher than a simultaneous equivalent
purchase from a party listed in Exhibit € of Schedule E
the incgemental.cost shall be that from rescurces available
to Seller.

(11) When Seller hereunder is buying Economy Enexrgy £rom a
third party listed in Exhibii C of Scheaule E in order
to fulfill Economy Energy sales hereunder, the incremental
cost shall be the coét to such third party Lfrom the
resources available to it, except .

(111) When Seller hereunder is making s simultaneous equivalent.
purchase of Economy Energy from a third party listed in

Exhibit C of Schedule E in order to £wifill Economy Energy

SCHEDULE BKW-1
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-6 -
sales transactions hereunder, and said third party
is making a simultaﬁeous equivalent Economy Energy
purchése fram & fourth perty listed in said Exhibit €
the incrementel cost shall be that from the resources
of such fourth paxty.

' ."The‘incremental cogbs for the calculation of "A" and "B" above shall be
the costs as caleulated at the time of mutual agreement between the parties as
to the conditions of the specific Eéonomy*Energy transéction.

It islundérstoqd and agrged that if,additionai expense other Hhan
ﬁransmiﬁsion losses shﬁuld be incurred by Sellef in any transactions covered in
{a) and (b) hereinabove, Seller shall be compensateavfor such additional expense
énd the resulting necessary changes 1n ineremental costé pertaining to such
tr&nsaatienarshall be handled in sccordance with criteria established by the
Operating Committee.:

It is understood and agreed for the purposes of caleulations under this
alternative method of billing thet the combined systems of Arkansas, Mississippi
Pover & Light Company, Iouisiana Power & Light Company, and New Orleans Public
Service Inc., commonly referred to as the MSU System, shall be couaidereﬁ as
one electric system or comparny.

SECTION 9
LOSSES AND ADDITIONAYL BXPENSE

9.1  The adjustments for transmission losses including the losses as

»

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

amounts for additlonal transmisslon expense as set forth in Section 8.3 shall

“be determined by criteria established by the Operating Committee.

SCHEDULE BKW-1
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. : -SECTION 10 .
— AFPROVAL OF REGULATORY AUTHORITIES

10.1 This Bupplement No. 1 to Bervice Bohedule B shall not be effective

~unless and until approved by all regulatory bodles having Jurisdletion in the

premises, -

N WITNESS WHEREQF, the parties hereto have .caused this Amendatory

Agreenent to be exscuted by thelr duly authorized officers, as of the day and

yeaxr first shove written,

ARKANGAS POWER & LIGHD COMPANY

By /S/ Ralph R. Pittman
Vice President

ATTEST:

By /s/ M. E. Nichols
Assistant Secretary

THE EMPIRE DISTRICT ELECTRIC COMPANY

By_/s/ R. C. Allen
Vice President~Operations

.

ATTEST: -

By /s/ . P. Dodge
Secretary

SCHEDULE BKW-1
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TNTERCONHECTION AGREEMENT
KﬂﬁﬁﬁbAb FOWER & LIGHT COHPANY

THIS AGREEMENT, made this 8th duy of October, 1941,
by Arkansas Power & Light Company, hereinafter sometimes called ‘
Arkensas Company, an Arkensas Corporation, and The Empire h ,
District Electric Company, a Kansas Corporation, dbly licensed
to and‘transacting.the business of &n elsctrical ﬁiility in the
State of Missouri, hereinafter .sometimes called Mihsouri Company,

WITNESSETH

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 134 kv extending from
the Norfork Dam Substation of Arkansas Company to the Ozark Beach
Substation of Missouri Compeny and, ‘

WHEREAS, it will be possible, when the construction of
said transmission line is completed, to effect a transmission
Ainterconnection of substhntial capacity between the respective
electric systems of the parties hereto, which interconnection
will make possible importent benefits to each of the two systems,
to the regions served by each and to the public interest generally,
mnd, ' .

WHEREAS, among the benefits to be derived from such an
interconnection will be more effective use of genercting facilities,
further economies in production of electric energy, better assurance
of service in emergencies, wider outlet for hydro-electric power
and energy available fro'. or through other interconpected systems,
and ability to meet mo: . rompily the unexpected demands for electric
service which may arise in connection with the national defense pro-
gram,

NOW, THEREFORE, the parties do¢ hereby agree &s follows:

ARTICLE T - TERM OF AGREEMENT

This Agreement shall become effective as of the execu~

tion hereof and shall continue in effect until funé 30th, 1972;” ray vy /ﬁf’G
iHrg

and thereafter unless or until terminated on such date or any '
AU gy

20 )p-g-62
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-subsequent June 3Uth by either party by writlien notice to the
other party given not less than two yeers in_advancé_of the in-
tended date of termination.

. ARTICLE II ~ FACILITIES T0 BE PROVIDED

Arkansas Gompahf will proceed immediately, with due
diligence, and complete the construction of 1its 154 kv trang-
mission line extentting from its Norfork Dam Substation to the
Ozark Beach Substation of Missouri Compény ana agrees to complete
said line within eight months from the Gate hercof, subject to
delays caused by governmsnt priorlties. Arkanges Company will
keep the Missouri Company advised as to the progress being made
_in the donstruction of. said line ana the tzme when it is estimated
said line will be completed, '

Missourd Compapy will, as soon as practicable after
execution of this Agreement, take immediate steps to design and
‘construct suitable and adequate facilities at its Ozark beach
Substation so that, when said trensmission line from the Norfork
Danm Substation -to the Uzark Beach Substation is completed, the two
‘Systems can be electrieally interconnected,

‘ Thfoughoﬁt the term of this Agreement, Missouri Company
will, so far as practiceble, operate its Ozark Beach-Aurora ‘trans-
migsion line at 154 kv, vominal voltage, or at such other voltage
as may be agreed to £y . time to time by the Operating Committes,

- Nothing herein gshall be construed. to obligate Missouri Company

to replace or to reconstruct its high voltage transformers at its
Ozark Beach and Aurora Substations in order to make 154 kv, noeminal
VO&t&ge, operation posslble Throughout the term of this Agree—
ment, each party héreto will maintain or cause to be meintained

its portion of the interconnecting facilities in accordance with
good practice. o o ' '

SCHEDULE BKW-1
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ARTICLE III - SERVACKS TO BE RENLERED

Inasmuch as the various specific'services to be
venderec in furtherance of the purposes of the parties in
establishing the aforesaid interconnection will vary from time
to time auring the term hereof, and the terms,. arrangements and-
rates applicable to such services must necessarily depend on
the condations from time to time existing, it is intemded that
such specific services and the terms, arrangements end retes
applicable thereto will be set forth in Service Schedules
from time to time formulated between the parties hersof, which
Service beheunles when executed by the parties hereof will be-
come parts of this Agreement wuring the periocs‘fixed by their'
respuctive terms. Three initial Service Schedules, Gesignated
Service Schedule A, Service Beheawle B and Service Scheuule G,
are attacheda hersto anc are hereby made parts hereof,

v
>

ARTICLE IV - GPERATING COMMITTEL

Each party will appoint one representuative to act
for it in metters pertaining to the intercomnected operation _
of the respectivg electric systems anc in the operating arrange-
ments for the interchange or delivery of power under or pursuant
to this Agreement, said two representatives being hereinafter re-
ferred to collectively as the Operating Committee., Each party
will evidence such appointment by written notice to the other

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

its representative on the Operating Committee.

Either party, by written notice to the other party,
may withhold or witharaw from its representetive on the Upera-
ting Committee authority to act for it in respect of metievs
gpecified in such notice, proviued 1t designate in
such notice another representative to asct for it in respect

SCHEDULE BKW-1
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“of such matters.. Any febresentative,'by written nobice to the
‘other representative, may anthorize n subgtitute to act in his
place ip matters specified in such notice. ‘

The two representatives on the Dperating Committee shall
‘be of equal aufhority, end all decisions maae or directions given
by the Opefat;ng Comﬁitteé must be unamimous. In the event of
‘ disagréeméﬁt;within the Opérating‘dommittee with %espeét tp gues~
tions arisiﬂg undér this Agréemeni, the motter or matters at
1ssue, after reference to the respective managements may, upon’
uemana oi either party, be submlttea to arbltratlon in the manner
prov*ded for’ in Artxcle X hereof

) In the event that from time to tzme power una energy\
may to adventage.be. exchanged or sold betwegn the partleb upon

. -bases not provided for in Service Schedules currently in effect

and in circumstances such that arrangements muist be mzae promptly
in order to reallze such advantags, or in case of emergencies,
temporary arrangements for 1na1v1aual transactlons may be madie by
the Operatlng Committee, proV;dea, however, that no conbinuing

© commitment involved in arrangements o made by the Operating
Commlttee shall extend tor a longer perisd than thirty ‘days.

ARTIGLE V - SBRVICE CONDITIONS

.The systems of the parties shall normally be operaﬁed o
electricélly interconnect .d, cxcept as otherwise from time to time
arranged bedween the r  ties, proviaed, however, that eithér party
may effect interconnections with other systems, ana’in the event
thot it is found that such interconneclions cannot be successfully
maintained,; while the systems of the parties hereto are electrically
interconnected, znd it is substaniially to the aavantage of one
party to maintain such other interconnections, such party may
temporarily, during such hours of tne way #s may be reasonable,

disconnect its system from that of the other party to this Agreement.

The purties hereto recognize that difficult operating
and technicel problems may arlse in the cuntrol of the frequency
an¢ in the control of the flow of power anu of reaclive kilovolt

SCHEDULE BKW-1
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amperes over the transmission systems of both partiés and over
other interconnections of both of them &nd that successful inter-
connected operation can only be accomplished through the coopera-
tion of their respective operating departments. Buch operating
departments will-.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
amperaes from any one system to any other one of the interconnected
systemg 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 cﬁrrent

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

in its system, would limit tho use of the interconnecting facili~
ties, or would require operation by tha sen&sr ‘of generatlng equip~
ment not normally operated. :

Unintentional interchange between the systems of the
- parties, resulting from operation of the systems electrically
interconnected, during periods as to which no Serv1Ce between
the systems or & scheduled amount of interchunge is intendea,
shall in so far as practicable be kept in balanCe from hour to
hour, and any unbalance at the end of any such vericd shall be
carried forward for balancing during & subsequent pericd.
ARTICLE VI - METERING

) ' Power and c.ergy interchanged hersunder or dellvered
‘by either party to the other under the provisions of this Agree-
ment shall be measured in éuch menner and &t such location as
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 msintained in acecordance
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 sultable intervals

. SCHEDULE BKW-1
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and its accuracy of registration maintainc& in accordance
with good practice. On reguest of either party concerned,
special tests shall be made. Representatives of the other

.. party shall be afforded opportunity to be present at all
routine or. special tests and upon occasions wﬁen any readings
for purposes of setllements hereunder are taken.

If at any test of metering equipment an inaccuracy
.shall be disclosed exceedlng two per cent, the account between .
the p&rtmes hereof for service theretofore supplied shall be
adjﬁsted'to correct fér the inaccuracy disclosed, such atjust~
ment to apply to a periéd of thirty days prior to the date
of the test or to the period during which such inaceuracy may
be determineé{to have existed, whichever period be the shorter.
. Should any metering equipment at any time fail to register,
' or should the reglstration thereof be so errutic as to be
meanlngless, the power and energy -delivered shall be de-
termined from the best available data.

+

In ¥daition to meter recorus,'each of the parties
will keep such 1ldg sheets and other records as may be neeced
to afford a clear-history of the various amounts of power and

- energy involved in transactions hereunuer and to effect such
differentistions as may ba needed in conneciion with settle-
ments in respect of sv a tLransactious, Thne originals of all
of such meter records &nd other records shall be open to
inspection by representatives of each party.

) As‘promptly as practicable after the ena of sach
month, each party will render to the other party & statement-
setting forth aporopriate aata from meter registrations ana
other sources in such detail and with such segregations es
may be needed for operating records or for settlements here~
under. Each party will also furnish appropriate data from

SCHEDULE BKW-1
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meter registrations or from other sources on such time beses
as are established by the Operating Committee, when sucn data

are needed for operating recoras or for settlements.

ARTICLE VII ~ BILLINGS AHD PAYMENTS

All bills for amounts owed by one party to the other
hereuncer shall be dus on the 15th day of the month following
the monthly or other period to which such bills are applicable
or on the 10th day follow1ng receipt of bill, whichever be -
the later., The standard periods for the purpose of settlements
hereunder shall be calemdar months. Unless otherwise agreed
upon by the Operating Comnittee, such standard periods shall
be calendar months commencing on the first aay of the montn.
Interest on unpaic emounts shall accrue at € per annum, unless
some other rate is arranged in respect of specific transactions,
from the date due until the Gate upon which payment is made.

ARTICLE VIII - LIABILITY

Each party will defend, indemnify, anc save harmless -
the other party egsinst liability, loss, cofts and expenses
on account of any injury or damage to persons or property
occasioned on or adjacent to its facilities on its own property
or right-of-wsy unless it be proven that such injury or damage
was czused by the s0'.: negligence of the other party; provided,
however, that each will defend, imdemnify ana save harmless the
other party against liability, los:, costs and expenses result-
ing from injury to or death of its own employees, where such

.injury or aeath arises out ang in the course of employment,

whether or not puch employees be harmed on the property of, or
on or aajacent to the facilities of, the other party.

SCHEDULE BKW-1
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ARTICLE IX - UMCONTROLLABLE FORCES

Neither party shall be considered to be in default
in‘respect of any obligation hersunder 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 aisturbsnce, labor aisturbance,
sabotage, war, national emergency, restraint by court or by
public 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 brovision of reserve facilities in accordance

with good practice‘ Either party unable to fulfill any
obligation by reason of uncontrollable forces will exercise

oue dlligence 10 remove such qisablllty, if. practicable,

with reasonable dispatch.

ARTICLE X - ARBITRATION

In case the parties hereto shdll be unable to agree
upon any quastion arxolng hergunder, such guestion shall be
referred for settlement Lo three arbitrators, one appointed
by Arkansas Company, ohe appolntea by Miscouri Company and the
third appointed by the L#o so chosen. '

The party desiring arbitration shall notify the
other of its appointment of an arbitrator and if the other
party shall fail within the perioca of ten (10) days there-
after to appeint its arbitrator, -or in case any two arbitrators
appointed as herein provided -shall fail for a period of ten (10)
days after thelr appointment to select a third arbitrator, either
of the parties hereto may make written application to the then
Judge of the United States District Court having jurisdiciion
of the Rastern District of Missouri for the appointment of an

SCHEDULE BKW-1
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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 entéring upon their
duties,‘shall make oath thet they have no interest of any
kind in either of the parties hereto, or in the subject
matter of the arbitration, and thot they will faithfully
and honestly discharge the duties commitbd to them.

The matter in dispute shall be submitted in.
writing to such arbitrators immediately upon the completion
of thelr appointment and the parties hereto shall do all
thihgs necessary to mske nroper submission thereof accord-
ing to the éharacter of the caontroversy as required by the
arbvitrators. '

The decision in writing gigned 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 anrd abide by the same,

Missouri Company and Arkansas Company shall each
pay one-half (1/2) of the cost of any arbitration hereunder,

ARTICLE ALl - WAIVERS

Any waiv.. at any taime 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 deemed a waiver with respect
to any subsequent aefault or matter. Any delay short of the
statutory period of limitation in asserting or enforeing '
any right shall not be deemed a waiver of such right.

SCHEDULE BKW-1
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ARTICLE XII ~ COMMISSIUN APPRUVAL

This Agreement ana 21l obligations herouncer are ex-
pressly conaitioned upon the granting of sucn approval and
authorization by any Commission, or other regulatory body, whose
- approval or suthorization may be required by law,

" ARTICLE XIII - psszc&MLuT

Thls Agreement shall inure to the benelit of ané be '
binding upon the suCCessors anc &uSlEﬁS of the ruSpectlve
parties. '

. - IN WITHESS WHEREUF, the parties hereto have caused
this Agreement to be axecuted by their duly authorized officers,
as of the day ana year llrst heralnbefore written, i

ARKARGAS POWER & LIGHT COMPANY

EHANED

~BY C. 8. Lynch

Eveautive Vive Freddem

Attest:

BiHrn

T Gaveer !

3“&'Nmr\r )
THE EAPIRE DISTRICT RLECTRLC COMPANY
BY ' L ST ..'-.

Viee Dorandong
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DOCKET NO. 12-069-U

DIRECT TESTIMONY
OF

DANIEL PEACO

QUALIFICATIONS
Please state your name, posifion, and business address.

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

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

Please summarize your professional experience and qualifications.

1 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 mnée 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.

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

2001. Prior to joining La Capra Associates, I held power supply planning positions with

Dacket No. 12-069-T 1 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 Councit (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 indusiries. We serve a national
and international 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
utilitics, 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 {estified before this or other Commissions?

Yes. I appeared before the Arkansas Public Service Commission (“Commission™) on
behalf of General Staff in Docket No. 10-011-U regarding EAI’s exit from the Entergy
system agreement and EAD’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 2001. In addition to my appearances before the

Docket No. 12-069-U 2 PUBLIC Direct Testimony of Daniel E. Peaco
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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. (“EAT”), Mid South TransCo LLC {“Mid South TransCo™), ITC
Midsouth LLC (“ITC Midsouth™), Transmission Company Arkansas, LLC (“TCA™), and
ITC Holdings Corp (“ITC™) (collectively, “Applicants™) pertaining to the proposed

transfer of EAI's transmission assets to ITC.
Please describe the purpose of your testimony.

The purpose of my Direct Testimony and the Technical Report attached as Staff Exhibit
DEP-2 (“Report™) 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 ave important
to the decisions per;ding in this proceeding. In this testimony, | summarize the key

findings in that Report 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 ITC proposed a Transaction that would transfer ownership of the
transmission assets owned by Entergy’s Operating Companies (“Entergy OpCos™) to

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

Docket No. 12-069-U 3 PUBLIC Direct Testimony of Daniel E. Peaco
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context of that Transaction, the Commission has been asked to authorize those aspects of

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

Int the Transaction, EAI will separate its transmission assets and operations into TCA and
TCA will become a public utility subject to Commission jurisdiction for tﬁe tran.sm.ission
business that it receives from EAL  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 of ITC Midsouth.

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

EAI and TCA aspects of the Transaction, including:'

1) 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;

3

Application, pages 6—9.

Docket No. 12-069-U 4 PUBLIC Direct Testimony of Daniel E. Peaco
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3) Exempting TCA from certain statutory requirements related to TCA providing

exclusively wholesale services and not requiring setting of retail rates;

4) An accounting order for deferral of EAI 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 EAT 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:

1) EAD’s transfer of its 100% ownership rights of TCA, 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 100% ownership rights of TCA, as part of Mid South
TransCo, to the Entergy Shareholders;

4) Entergy shareholders transfer of their 100% ownership rights of TCA to ITC,
once acquired, as part of the merger of Mid South TransCo and I'TC; and

5) Thefransformation of TCA to ITC 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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III.  SCOPE OF STAFF REVIEW
Q. Please describe Staff’s approach to the preparation of this Direct Testimony.

A, 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 EAT 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 | have collaborated on the development of the conclusions and recommendations

included in this testimony.
Q. What information have you reviewed in preparing this testimony?
A, Staff has reviewed the following documents in preparation of this testimony:

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

and ITC offered with the Application.

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

issued in this Docket.

s FERC Dockets ECI2-145, EC12-2681, and EL12-167 regarding the joiﬁt
filing by ITC, Entergy, and MISO: Joint application for authorization of
acquisition and ﬁisposition 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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s 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, 8-4
Amendment No, ! 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.

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

No. 10-011-U related to EATI's application to join MISO.

s The Commission’s Order No. 6 in Docket No. 11-050-U 1'egarding the joint
application of SWEPCO and AEP Southwestern Transmission Company {SW
Transco) for transfer transmission related authorities from SWEPCO to SW

Transco.

¢  The Settlement Agreement and Commission Qrders in Docket No. 09-084-U

related to EAT’s general rate case.

Q. ‘What criteria did you use in your review?

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

interest criteria in the SWEPCO-SW Transco case® and the Commission’s decisions

regarding EAT’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).” 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 sét
forth in Order Nos. 68, 72, 74, 75 and 76 in Docket No. 10-011-U. In this context, Staff
reviewed the proposed structure of TCA/ITC Arkansas and the degree to which ITC

ownership would depart from the conditions placed on EAT’s membership in MISO.

Iv. CONCLUSIONS AND RECOMMENDATTONS

Q. Please summarize Staff’s conclusions,
A, 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. 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

¢ However, in that same Order the Commission stated that

Arkansas ratepayers.
a determination of public interest requires that the applicants provide evidence
that the benefits are concrete and “significant encugh 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.

5 Order No. 6, APSC Docket No. 11-050-U at 21.
1d. '
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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 ITC
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 ITC 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
resuft in an increase in annual transmission revenue requirement of between
IR o voar 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 fransmission revenue requirement still
increases by |l over the status quo each year from 2014-2018. This
estimate includes offsetting quantitative benefits derived from a purportedly
lower cost of debt under ITC and the preservation of the current ADIT and tax

basis.

The increase will likely be higher, but there is currently insufficient evidence to
determine the actual figures because ITC has not provided information on capital
expenditures that will accompany additional transmission projects beyond
Entergy’s current forecast. It is also possible that ITC will seek a higher ROE

from FERC in the future, and ITC has expressly stated that it believes it is
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eligible for an incentive ROE adder. Each of these uncertainties could result in

significantly higher rates for Arkansas ratepayers.

The Transaction does not yield significant benefits incremental to EAI

membership in MEISO

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 1ITC’s singular focus on
transmission. While the Applicants also claim that customers will benefit from
the independence and broad regional view of ITC, 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.

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, 10-011-U to ensure that EAls
fransition 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. 10-011-U that were deemed critical will be voided.
Accordingly, the value and impact of the conditions will be altered. As ITC 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.
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 siinply 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 ITC is

a qualified and capable transmission system operator.

Q. What is Staff’s recommendation?

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

Q. Dges this conclude your testimony?

A, Yes.
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DANIEL E. PEACO

La Capra Associates
President

Daniel Peaco is an electric Industry planning specialist with more than 30 years of experience in power
markets and marketing, strategic planning, pricing and price fotecasting, power procurement and
contracts, and power systems planning. Mr. Peaco 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 Boston, MA
President 2002-curvent
Managing Director 1996-2002
Central Maine Power Company Augusta, ME
- Manager, Industrial Markeiing and Economic Development 1995-96
Principal, CMP International Consultants 1993-95
Director, Power Supply Planning 1987-93
Power Supply Planning Analyst 1986-87

Pacific Gas & Elecirie Company

San Prancisco, CA

Power Supply Planning Analyst 1985-86
Hydropower Planning Analyst 1983-84
Cogeneration Contracts Analyst 1981.82
Massachusetts Energy Facilities Siting Council Boston, MA
Planning Engineer 1978-79
EDUCATION |
Thayer School of Engineering, Dartmouth College  Hanover, NH
M.S. in Engineering Sciences, Resource Systems and Policy Design 1981
Massachusetts Institute of Technology Cambridge, MA
B.S. in Civil Engincering, Water Resource Systems 1977
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REPORTS AND PRESENTATIONS

Regarding Tri-State G&T’s Cost to Serve lis Nebraska Loads and the Nebraska Power Supply
Issues Group Loads, prepared for the Nebraska Power Supply Issues Group, two public power
districts and 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 Consuliant and Principal Aunthor.

Independent Valuation Opinion for the Comerford and Mclndoes Stations in the Town of
Monrae, 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 Marker Value of Brassua Hydre LP Assets, prepared for the
Qwmers 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 Dam 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 Porifolio Standards(REPS) And Sustainable Energy i in
North Carolina, Lessons from the 2011 Energy Policy Committee Study, presentation to the 9"
Amnual Sustainable Energy Conference, Raleigh, North Carolina April 20, 2012.

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

Entergy Arkansas, Inc.’s Withdrawal fiom the Entergy System Agreement, Response to EAIl's
Analysis of Al Strategic Options, 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 Futwe Compliance, and Strategies io Advance Core Objectives, prepared for the
North Carolina Energy Policy Council, June 2011, Lead Consultant and Co-Author.

Energy Policy Implementatmn Framework Overview: Paying for the Policies, presentation fo

the NECA/CPES 18" 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 11,2011,
Lead Consultant and Principal Author.

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 Requivements will Affect Vermont’s Energy Future,
presentation to the Vermont’s Renewable Energy Future Conference, Burlington, Vermont
Qctober 1, 2010,

2010 Comprehensive Plan for the Procurement of Energy Resources, Report prepared for the
Connecticut Energy Advisory Board. April 27, 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 Beard. May 1, 2009. Lead Consultant and Principal Auther.

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.
April 3, 2009, Lead Consultant and Principal Author.

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

Preparing A State-Centric IRP In a Muilti-State Power Markef, presentation to the EUCI
Conference on Resource and Supply Planning, Scoitsdale, Arizona, February 11, 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 Comprehenstve Plan for the Procurement of Energy Resources, Report prepared for the
Conmnecticut Energy Advisory Board., August 1, 2008, Lead Consultant and Principal Author.

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

Maine Power Comnection: 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 Consuliant and Principal Author,

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

Technical Audit — Phase III: 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.

Preliminary Assessment of Connecticut's Electric Supply and Demand: Near Term Regquirements
Jor Reliability and Mitigation of Federally Muandated Congestion Charges, The Connecticut
Energy Advisory Beard, September 2, 2005, Lead Consultant and Principal Author,

Technical Audit - Phase II: Review of Increase in Fuel Component of Power Budgeir 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,

Retall Choice Study: Issues and Options for Eleetric Gereration Service, The Belmont
Eleciricity Supply Study Committee, Belmont, Massachusetis, June 2, 2004, Lead Consultant
and Principal Author.

Cadlifornia Energy Markets: The State’s Position Has Improved, Due to Efforts by the
Depariment 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.

California Energy Markets: Pressures Have Eased, but Cost Risks Remain, California Bureau of
Stafe 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 Staff’s 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 4, 2001. Principal Author, -

Preliminary Market Value Assessment of PP&L Maine Fydroeleciric Plants, August 2001.
Proprictary 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 Staff's 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
Inittatives, 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.

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 Retatl 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 Praposal and Initial Conments, In The Matter of a Generic Proceeding
to Establish Uniform Policies and Guidelines for a Standard Service Package, Dacket No.
00-148-R, June 13, 2000. Principal Author.

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

Arkansas General Staff Initial Comment and Proposed Market Power Analysis Minimum Filing
Requirements, In The Matter of a Generic Proceeding to Establish Filing Requirements and
Guldelines Applicable to Market Power Analyses, Docket No. 00-048-R, March 28, 2000.
~ Coniributing Aunthor,

Vermont Eleciricity Prices: Regional Competitiveness OQutlook; Implications of Restructuring in
New England and New York, February 2000 Edition, prepared for Central Vermont Public
-Service. Principal Author.

Profected Retail Price of Eleciricity for Massachuseits Electric Company, Boston Edison
Company, and Western Massachusetts Electric Company, September 1999, prepared for
Massachusetts Municipal Wholesale Electric Company. Principal Author.

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

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

Vermont Electricity Prices: Reglonal 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

Forum Client

Us Distriet Court WNebraska Power Supply

Colorado Issues Gronp

Clvil Action No.

10-CV-02340-WIM-KMT

Arbitration Owners of Brassua Dam

AAA Case No. FEL Hydro Malne LLP

153 Y 02133 11 Madison Paper Industries
Merimil Ltd Pactaership

Burriliviite Transcanada; Occan States
Board of Review Power Holdings, Ltd..
Arkansas Public General StafTof the

Serviee Commission AK Public Servics Comm,
Docket No. 10-011-U

Burriliville ‘Transcanada; Ocean States
Board of Review Power Haldings, Lid..
Oklahoma OK. Corporation Comimission
Corporalion OK Attorney General
Commisslon

Cause No. PUD 201100186

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

General StafT of the
AK Public Service Comm.

www.lacapra.com

Topic

Expert testimony tegarding Tri-State G&T cost to
serve five Nebraska members.

Deposition Testimony ~ February 27, 2013
Expert testimony regarding the valuation of a 4 MW

hydropower factlity and ihe determination of amontization
reserve obligations under FERC license provisions.

Valuvation Report November 1, 2012
Amortization Reserve Report November 1, 2012
Amortization Reserve Rebuttal November 15, 2012
Oral Testimony December 5, 2012

Expert testmony reparding the valuation of a 540 MW
combined cycle power plant in appeal of an gppraisal
conducted for the Town of Burmillville, RI.

January 4, 2012
. Mayeh 1, 2012

Valuation Report
Oral Festimony

Testimony regarding the evaluation of Entergy Arkansas's
sirategic reorganization options and request for authorization
to transfer control of its fransmission assei to the Midwest ISO.

May 31,2012
April 27, 2012
March 16, 2012

Oral Testimony
Surrebuttal Testimony
Direct Testimony

Bxpert testimony regarding the valuation of o 540 MW
combinied cycle power plant in appeal of &n appraisal
conducted for the Town of Burrillville, RY,

Valuation Report
Oral Testimony

January 4, 2012
March 1, 2012

Testimony regarding a 60 MW Wind Energy Purchase
Agreement and Cogeneration deferral Agreement propased
by Oklahoma Gas & Electric Company, addressing

cost pre-approval, and a requested walver from
competitive procurement. requirements,

Prefiled Testimony February 8, 2012

Testimony regarding the evaluation of Entergy Arkansas’s
strategia reorganization options upon its exlt from the

Entergy System Agrcement.

Oral Testimony September 5, 2011
Surrebuttal Testimony Aupust 18, 2011
Supplemental Initial Testimony July 12,2011

Initlal Testimony February 11, 2011
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State Corporation
Commission of the
State of Kanzas

Federal Energy
Regulatory Commission
{PERC)

RM10-23-000

Maine Public Utilities
Commssion
Docket No, 2008.255

Oklahoma
Corporation
Commission

‘The Landowner Group

Maine Public Utilities
Commission, et. al.

Central Malng Power

OK Corporation Commission
OK Attorney Qeneral

Cause No. PUD 201000092

Oklzhoma

Comoration Commission

Oklahoma Attomey General

Cause No, PUD 201000037

Connectieut Dept, of
Publie Utilities Control
(DPUC)

Docket No, 10-02-07

Georgia Public

Service Commission

Docket No, 31081
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Testimony regarding the applicaifon of ITC Great Plains
for a siting permit for a 345-kV Transmission Line addressing
project need and roule selection methodology.

Initial Testimeny April 18, 2011

Expert Affidavit regarding economic analysis
methodology for transmission project evaluation,
Provided in reply comments on the FERC Transmission
Planning and Cost Allecation NOPR.

Affidavit November 12, 2010
"Testimony regarding CMP's app| ication for approval
the Lewiston Loop 115kV Transmission Project.
Testimony addressed non-transmission altemnntives.

Oral Testimony November 16, 2008
December 14, 2010

Rebuttal Testimony November 8, 2010
August 27, 210

‘Testimony regarding a 99.2 MW wind farm power purchase
agreetent and green energy cholee tardfl proposed

by Public Service Company of Oklahoma, addressing

cost pre-approval, resource need, and

competitive procurement. requirements.,

QOctober 5, 2010
Novembear 3, 2010

Prefiled Testimony
Oral Testimony

Testimony regarding a 198 MW wind farm
proposed by Oklahoma Gas & Eleetric, addressing
cost pre-approval, resource need, and

eompelitive procurement. requirements,

Prefiled Testimony June 11, 2010

Lead witness spansarng the CEAB’s 2010 Comprehensive
Plan for the Procurement of Energy Resounrces.

Oral Testimony lune 2 & 3, 2010

Witness sponsoting testimony regarding Integrated
tesourco planning metheds, renewable encegy,
solar PV demenstration projects, and uncertainty analysis.

Written Testimony
Oral Testimony

May 7,2010
May 18,2010

Dacket No. 4240684 £ B2



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-068-u-Doc. 188

Maine Public Uiilities Central Maine Power
Commission

Docket No. 2008-255
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Connecticut Energy
Advisory Board (CEAB)

Connecticut Pept. of
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(BPUC)
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Worcester Energy Co,, Ine,

Massachusetts Dept. Russell Biomass
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Testimeny regarding CMP's application for approval

$1.5 B Maine Power Reliability Transmission Project.
‘Testimony addressed non-transmission alternatives and
economic benefits, economics of proposed solar altemative,
wind energy development benefits.

Oral Testimony Qctober 10, 2008
November 19, 2008
Deecember 21, 2009
February 4, 2010
Dccember 4, 2009

Rebuttal Testimony
_ April 3, 2009

Testimony reparding a 102 MW wind farm -
proposed by Oklahoma Gas & Electric, addressing
eost pre-approval, resource need, and

competitlve procuretment, requirements,

Prefiled Testimony Sept 29, 2009

Teslimony regarding a power contract pre-approval and
recovery of Independent Evaluator costs of Public Service
Campany of Oklahoma,

Prefiled Testimony July 14, 2009

Lead witness sponsoring the CEAB's 2009 Compreliensive
Plan for the Frogurement of Encrgy Resources.

Oral Testimony June 30, 2009

Lead witness sponsoring the CEAB's 2008 Conipreliensive
Plan for the Procurement of Energy Resources. This Plan
is the first prepared under the State’s new integrated
resource planning statute.
Oral Testimony August 28, 2008
September 22, 2008
October 3, 2008

Expert opinfon regarding rencwable energy and power
procufement services,

Profited Report
Oral Testtmony

January 30, 2008
March 18, 2009

Testimony regarding economig, reliability and environmental
need for renewable power In the Massachusetts and New
England in support of Russel) Blomass petition for a

zoning exemption,
Prefiled Testimony Tune 2007

QOctober 30, 2007
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Ref: 2005-002
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Testimony regarding Huwadi Eleetrle Light Company’s
intograted resoutce plan.

September 28, 2007
November 26, 2007

Prefited Testimony
Oral Testimony

Testimony regarding the prudency of Slerra Pacific Power
Company ir its pirchased power expenses for the perod
December 2001 thvough November 2002,

Prefiled Testimony September 14, 2007

Testimony regarding a 950 MW coal-fired

generation facllity proposed by Public Service of Oklahom
and Oklahoma Gas & Elecirie, including IRP, :
eompetilive procurement, and construction

financing [ssues.

Prefiled Testimony May 21, 2007
Rebuttal Testimony June 18, 2007
Oral Testimony July 26, 2007

Testimony regarding a powet conteact proposal of Lawton
Cogencration and the pricing analysis of Public Service
Company of Okiahoma.

Prefiled Testimony October 28, 2005
Rebutal Testimony Mareh 17, 2006
Oral Testimony May 9, 2006

Testimony regarding La Capra Associates® three technical
audits of the NBP-Disco purchased power budget and
variance analyses for FY 2004 - 2006,

Cral Testimony February 14422, 2006

Testtmony regarding Connceticut’s need for electric
capacity to meet reliability requirements and to mitigate
congestion charges In the wholesale markets,

February 14422, 2006
May 1, 2006

Junie 15, 2006
Septemher 26, 2005

Oral Testimony

Testimony repgacding competitive bidding niles and
integrated resource planning.

Oral Testimony December 12-16, 2005

‘Testimony rcgardlng-resourcc planning, prudency of generation
investment of Oklahoma Gas & Eleetrie Company.

Prefiled Testimony September 12, 2005
Rebuital Testimony September 29, 2005
Oral Testimony October 18, 2005
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Testimony regarding resource planning, prudency of generation
invesinient and firel and purchased power expenses of Public
Service Company of Oklahoma,
Profiled "Testimony January 4, 2005
Testimony regarding power conlract proposal for Blue Canyon
wind development and avolded costs of Public Service Company
of Oklahoma,
Prefiled Fostimony Aupust 16, 2004
Factual and expert witness in litigation regarding pricing

provisions of a purchased power agreement between
Central Maine Power and Benton Falls Assoeiates.

Depasition Testimony April 28, 2004

Testimony regarding power cantract proposal for PowerSmith
Copeneration and avolded cost analysis of Oklahomsa Gas &
Electric Company.

Prefiled Testimony Pebruary 18, 2004
Rebuital Testimony Mareh 16, 2004
Cral Testimony August 4,2004

Testimony mgarding the Nevada Power Company's Integrated
Resource Plan and assoclated financial plan.

September 19, 2003
Qctober 15,2003

Prefiled Testimony
Cral Testimony

Testimony regarding evonomic, relinbility and eavironmental
need for power in the Massachusetts and New Englend power
markets regarding the need for new wind power facility,

Prefiled Testimony February 14, 2003
Oral Testimony August 6&7, 2003

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

Oral Testimony Juncl8, 2003

Testimony regarding the prudency of Sierra Pacific Power
Company in its purchased power expenses for the perlod
December 2001 through MNovember 2002,

Prafiled Testimony April 25,2003

Tostimony regarding a power contract proposal of Lawton
Cogeneration and the pricing analysis of Pubtic Service
Company of Oklahoma,

Prefiled Testimaony
Oral Teslimony

December 16, 2002
May 22, 2003

Testimony regarding the Development of Competition in
Eleetric Markets and the Impact on Retall Constmers in
Arkansas,

Peefiled Testimony Scptember 4, 2001

Docket No. $2<D%{1 £ Brw-2



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-068-u-Doc. 189

EXHIBIT DEP-1
Resume of Daniel E, Peaco
FPage 11 of 12
Arkansas Pablic General Staff of the Testimony regarding the Dovelopment of Competition in
Service Commission AK Public Service Commt Elcctric Markets and the Impact on Retail Consumers in
Arkanses,
Prefiled Testimony September 29, 20600
Arkansas Public General Staff of the Testimany regarding the establishment of uniform
Serviee Commission AK Publie Service Comm, Folicies and guldelines for a Standard Service Package. |
Stuff Proposal and Comments . June 13, 2000
Reply Comments July 21,2000
Sur reply Comments August 2, 2000
Oral Testimony August 8, 2000
Petition for Rehearing
Rebuttal Testimony November 15, 2000
Oral Testimony November 29, 2000
Atkansas Public General Staff of the Testimony regarding the determination of the merits of
Service Commission AK Public Service Comm, deciaring retall billing services competitive effective
Al the start of retafl open access.
Qral Testimony June 27, 2000
Prefiled Rebuital Testimony Junie 23, 2000
Prefiled Testimony June 16, 2000
Oral Testimony May 10, 2000
Arkansus Public QGeneral Staff of the Testimony regarding the minimum filing requircments
Service Commission AK Public Service Comm, for market power studies 1o be filed by the Arkansas
: Electrie wilities and affiliated retail compatiies.
Oral Testimony June 1, 2000
Amer, Arh, Assoe, Vermont Joint Gwners Testimony regarding ¢conomic damages resulting from
Mo, 50T 198 00197-98 alleged breach of a long-term purchase power agrecment
between Hydro-Quebee and Vermong utilities (VIO).
Oral Testimony May 23, 2000
Prefiled Rebuital Testimony Febrsary 10, 2000
Prefiled Testimony August 13, 1999
Rhode Island Energy Indeck-North Smithficld, L.L.C.  Testimony regarding economic, relability and environmenial
Facilities Siting Board need for power in the Rhode Island and New England power
markets regarding the need for new, merchant power facility,
Prefiled Testimony Augost 14, 1999
Oral Testimony August 17, 2000
Prefiled Testimony Junuary 26, 2001
Oral Testimony March 23, 2001
Civil Litigation Central Maine Power Co. Pactual and expert witness in litigation reparding pricing
Matne Superlor Court provisions of ¢ purchased power agreement hetween
Docket Ne, CV-08-212 Central Maine Power and Regional Waste Systems.
Depaosition Testimony May 5, 1999
Connecticut Energy PDC - El Paso Meriden LLC Testimony regarding economic, reliability and environmental
Facilitics Siting Council need for power in the Connecticut and New England power
Docket No. 190 murkets regarding the need for new, merchant power faellity,
Prefited Testimony January 25, 1959
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Rhode Island Encrgy R.T. Hope Energy, L. I Testimony regarding economie, reliability and envirenmentat
Pacilities Siting Council need for power in the Massachusetis and Mew England power
Docket No. SB-98:1 markets regarding the need for new, merehant power facilisy,
Opal Testimony November 4, 1998
Prefiled Testimony Qctober 30, 1998
Massachuseits Enerpy Cabot Power Corp. Testimony regarding cconomic, reliability and environmental
Facilities Siting Council - need for power in the Massachusetis and New Bngland power
Dacket No. EFSB-91-101A markets regarding the nced for new, merchant power facility.
Oral Testimeny May 27, 1998
Prefiled Testimony August 15, 1997
Massachusetts Energy ~ ANP Blackstone Enerpy Testimony regarding cconomic, reliability and environmental
Facllities Siting Council need for power in the Massachusetts and New England power
Docket No, EFSB-97-2 markets regarding the need for new, merchant power faciily.
Oral Testimony April 6, 1998
Prefiled Testimony January 23, 1998
Messachusetis Encrgy  ANP Bellingham Testimoty regarding economnic, reliability and environmental
Pacilities Siting Council need for power in the Massachusetts and New England power
Docket No. EFSB-97-1 murkels regarding the need for now, merchant power facility,
Oral Testimony February 3, 1998
Janmary 28, 1998
Rhods Istand Energy Tiverion Power Assoclates LP Testimony regarding economie, reljability and ¢nvironmental
Facilities Siting Board need for power in the Rhode Island and New England power
Daocket No. 8B-97-1 markets regarding the need for new, merchant power facHity.
Oral Testimony October 135, 1997
Prefiled Testimony Qctober 1, 1997
Maine Public Utitities ~ Central Maine Power ‘Testimony regarding CMP's avoided cost methods and practices
Commission pertoining 1o the prudency of power purchase contract decislons
Docket No, 92-102 with regard to eontract awards and coniract management,
Oral Testimony July 1993
Deposition Testimony February 25, 1993
March 1, 1993
Prefiled Rebuital Testimony June 7, 1993
Prefiled Testimaony Junc 15,1992
Maine Public Utilitics Centra} Maine Power Festimony regarding CMP's avoided cost methods and practices
Commission penaining to the seiting of long-term avolded costs, CMP's
Docket No, 92-313 Energy Resource Plan, and the relationship of marginal costs
of generation to embedded costs.
Supplemental Prefiled Testimony April 20, 1993
Prefiled Testimony February 17, 1993
Maine Public Utilities  Central Maulne Power Testimony regarding CMP's avoided cost methods and practices
Commission perialning to the setting of long-term avoided costs, CMP's
Docket No. 87-261 Energy Resource Plan, and the proposal for a 960 MWV power
Docket No. 88-111 Contract with Hydro Quebeo.
Oral Testimony Summer 1988
Pefijed Testimony Qctober 31, 1937
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ENTERGY ARKANSAS, INC,, MID SOUTH
TRANSCO LLC, ITC MIDSOUTH LLC,
TRANSMISSION COMPANY ARKANSAS, LLC,
AND ITC HOLDINGS CORP. TO ENTER
TRANSACTIONS RESULTING IN A
CERTICIFICATE OF PUBLIC CONVENIENCE
AND NECESSITY FOR A NEW ARKANSAS
UTILITY TO OWN EAI'S ELECTRIC
TRANSMISSION FACILITIES
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TECHNICAL REPORT

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

Docket No. 12-069-t

In The Matter Of An Application Of Entergy Arkansas, Ing., Mid South TransCo LLC,
[TC Midsouth LLC, Transmission Cempany Arkansas, LLGC, and ITC Holdings Corp.
To Enter Transactions Resulting [n A Cerfificate Of Public Convenience And Necessity
For A New Arkansas Utility To Own EAl's Electric Transmission Facilities
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Arkansas Public Service Commission

APSC

CACL Current, Accrued, and Other Liabilities
ESI Entergy Services, Inc.
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ICT Independent Coordinator of Transmission
LSE Load-Serving Entity

METC Michigan Electric Transmission Company
MISO Midwest Independent Transmission System Operator
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SCHEDULE BKW-2



REPORT TO THE ARRGEEL BORTime A0 miiSH0 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-068840g: 89,

1.INTRODUCTION

On September 28, 2012, Entergy Arkansas, Inc. {“EAI") and I'TC Holdings Corp. (“ITC")
submitted an Application containing their proposal to enter into a series of transactions
(collectively, the “Transaction”), calling for the transfer of EAI's fransmission assets and
associated transmission operations to Transmission Company Arkansas (“TCA”), a spin-off
of TCA to Mid South TransCo, and subsequently-a merger of Mid South TransCo with ITC
Midsouth LLC ("ITC Midsouth”), a subsidiary of ITC.* As a result of the Transaction, TCA
will be an operating subsidiary of ITC Midsouth and ITC, providing transmission services in
“Arkansas with no affiliation to EAl 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, ITC, ITC 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 ITC
Midsouth. The remaining generation and distribution functions of all Entergy Operating
Companies (including EAI} 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 Commission? 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 ITC 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 EAl and TCA transfers.

This report presents the results of Staff's review of the Application and materials supplied
by the Applicants in responses to discovery, as well as Staff's 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 EAl's retail
and wholesale customers in Arkansas and the extent to which the Transaction offers

I The Application was filed on behalf of EAI, ITC, iTC 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 info {TC
Midsouth as a result of the proposed Transaction. Transmission Company Arkansas, LLC (*TCA™) Is an entity
created by EA! to receive the spun-off EA! transmission assets. TCA is proposed to be renamed ITC Arkansas
subsequent to completion of the Transaction,

2 Application pp. 6-8, 50-55, 63-64.

La Capra Associates Page1
SCHEDULE BKW-2



REPORT TO THE AR EGRE PLuTiose Vit a0 Mhdi§Ri6 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-0884:Pag- 8%

concrete benefits to EAI ratepayers such that a finding that the transaction is in the public
interest could be supported and justified.3 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 EAIl 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 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.

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 ITC.

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

Given that Staff's 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 ITC ownership and structuring of the new entities (i.e., Entergy Arkansas LLC
and ITC Arkansas}, including: :

¢ EAl employees transferring to ITC

¢ the implementation of the integration to MISO

¢ the status of ITC/ITC Arkansas as pubiic utility in Arkansas

¢ the applicahility of Commission imposed conditions to ITC Arkansas,
s thereorganization of EAl to Entergy Arkansas LLC, and

¢ ITC's approach to planning and cost allocation.

3 In SWEPCO's application regarding SW Transco, the Commission discussed the need for substantial evidence
that the benefits cutweigh the costs of that proposal and that the evidence demonstrated that the benefits fo
ratepayers are concrete. Order No. 6 at 18-19, August 34, 2012, Docket No. 11-050-U (August 31, 2012).
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2.PROPOSED CHANGES TO ARKANSAS
TRANSMISSION SERVICE

The proposed Entergy-1TC Transaction would transfer the Entergy transmission business to
ITC. 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 EAl and each of the other Entergy Operating Companies would be
restructured to operate as separate transmission subsidiaries of ITC, 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 EAl 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 ITC. 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 TransCo with
ITC Midsouth and receive ITC common stock. Upen cempletion 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 ITC.

Discussion of the Transaction with ITC was initiated by Entergy in June 2011 and ITC
provided a non-binding indication of interest letter to Entergy on July 1, 2011.45 Entergy
and {TC publicly announced their plans for the Transaction on November 21, 20116 and
entered into a formal agr eement to transfer ownersth of Entergy’s transmission assets on
December 4, 20117 :

4 Amendment No. 1 to Form S$-4 filed with the U.S, Securities and Exchange Commission by ITC Holdmgs Corp.
(December 3 2012) p 118 Produced by [TC in response to Staff Data Request APSC i5 1.

. R See HSPI Attachment to EA[ S Response to Staff Data Request APSC 11-1, Addendum
"HSPM Dec 2 2011 Entergy Corp Board Presentation Materials”, p. 4/1408. See also HSPI Aftachment to
EAI s Response to Staff Data Request APSC 17-1, Addendum 1. “Attachment 17-2e Addendumi1_HSPI_(TC_10
14 10_vi_HSPLPDOF”
6  Entergy-ITC Press Release, “Entergy to Divest and Merge Electric Transmission Business Into ITC Holdings,
Creating Industry-Leading Electric Transmission Company,” November 21, 2011, hitp:/Awww.itc-holdings.com/itc-
entergy/news/breaking-news/press-release.himl,

7 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, including various
Transco proposals and the operation of its transmission systern under the Independent
Coordinator of Transmission (“ICT"} structure as administered by the Southwest Power
Pool ("SPP"}.? 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:1t

With respect to the benefits to customers, the Application stresses the benefits of a rebust
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 EAI'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 EAPFs Response fo Staff Data Request APSC 17-2, ‘“Aftachment 17-2.2 HSPI 110725 Process
Update_HSPIL.PDF" pp. 4-16.
9 Application at 22-26; Direct Testimony of Hugh T. McDenald {September 28, 2012} at 27-30.

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

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

2 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 I'TC 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.* 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 ITC. At the conciusion of the RMT, Entergy shareholders would
have ownership in ITC and ITC would own the Mid South TransCo assets ocutright and
independent from Entergy and its operating companies. ITC has estimated that the total net
consideration transferred from ITC to Entergy sharcholders will be approximately
$3.56 billion at the time of execution, including 50.1% of ITC common shares, In return, ITC
will receive the entire Entergy transmission business enterprise valued by ITC at $3.56
billion, This includes $2.40 billion in excess of the net book value of the enterprise, which
will be booked by ITC as goodwill.15

The individual steps of the Transaction are detailed in the testimony of EAIl 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 OpCe. 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.

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

¥ Id. at 118-120. See also EAl's Response to Staff Data Request APSC 16-13.

5 {TC'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: www.sec.gov/Archivesfedqarfdata/1317630/000119312513078606f d389849d424b3.him

6 Direct Testimony of Theodore H. Bunting, Jr. {September 28, 20112) pp. 34-37, Exhibit THB-2.

La Capra Associates Page 5
SCHEDULE BKW-2



REPORT 10 THE ARRRI RS BORTISErYICHAB3RMREHAS AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-0884 lPqgerdisy

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.

1. 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 ITC 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 EAL 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 ioad and its wholesale customers. EAl's
total assets have a net book value of | S Wwith its transmission assets being

approximately _ of that value.” EAI holds _ in debt and has
approximately _ in equity, including approximately - in preferred

stock outstanding, for an overall debt/equity ratio of

The Transaction would remove the | SREEMEE in transmission assets from EAI and
provide $585 million in capital to EAI from Entergy ($185 million in two parts) and TCA
(3400 million}. At the end of the Transaction, EAl would have assets with a total net book

value of - holding IR in debt and -,in equity, with a

debt/equity ratio similar to the pre-Transaction amounts.t?

17 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 income taxes (ADIT).

18 Attachment to EAI's Responss to Staff Data Request APSC 34-2.
9 d,
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TCA is proposed to initially be established as an EA! 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 EAL. The resulting structure of TCA
includes assets with net book value of _ and debt of $400 million, with a net book

value of [ EEE "

The Transaction calls for EAI to retire debt totaling approximately [N and to
purchase and retire all outstanding preferred shares of EAI totaling _ The
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 || RN in

debtand _ in equity, a | RN debt/equity ratio.21

The impact of the Transaction on the capitalization of EAl and TCA is addressed in Table 1
helow.

TABLE 1. IMPACT OF TRANSACTION ON EAI CAPITALIZATION, ASSETS2

Preferred

Beginning capital structure ]

EAl redeems all preferred shares -

TCA borrows $400m from capital markets -

EAl exchanges T assets for cash from TCA -

EAl receives ¢ash from Entergy’s debt issuance -

EAl receives additional cash infusion from Entergy
EAl retires historical debt B

EAl gives ownership of TCA {$0.43B, net of $0.408
debt and $0.83B T assefs) to Entergy

Final capital structure ]

I I I l l I l ' l
[

As proposed, EAIl 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,

% ld
A qd
2 [d
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impact on the day-to-day experience of EAl's retail customers, and with the exception of
certain large industrial customers, the retail customers of EAI will have no direct
involvement with 1TC, 23

C. TCA Transfer from Entergy to ITC Arkansas

As discussed in the Transaction overview above, TCA will initially be created as a wholly-
owned subsidiary of EAL After TCA issues $400 million of debt, the proceeds of that loan
will be distributed to EAL. The EAI transmission assets will be transferred to TCA. At this
point in the restructuring, EAl 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 EAl transmission business.

Following the restructuring of TCA as a Transco subsidiary of EAl, EAL 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
TransCo with ITC Mid South will occur. As a result of the merger, Mid South will become a
direct subsidiary of ITC, under the new name ITC Midsouth. TCA will be renamed ITC
Arkansas and will be a direct subsidiary of ITC Midsouth. As ITC Arkansas, the subsidiary
will continue to own the transmission business currently operated by EAL

D. ITC Arkansas Planning and Ratemaking Proposal

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

According to ITC's Application at FERC, ITC 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.?* The Applicants have not provided a comprehensive organizational

2 Direct Testimony of S. Brady Aldy (September 28, 2012}, p. 5.
24 |TC Holdings Corp., Entergy Corporation, Midwest Independent Transmission System Operator, Inc. Joint
application for authorization of acquisition and disposition of jurisdictional transmission facilities, approval of
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description of who will plan ITC Arkansas’s system (i.e., whether it will be ITC Arkansas
personnel, ITC Midsouth personnel, or ITC personnel). In fact, iTC has stated that it has not
yet determined the post-transaction organization for the planning function.?> The
testimony supporting the Application states that initially, the organization for the new ITC
Midsouth employees brought over from Entergy will be similar to the existing structure.2¢
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 [TC Midsouth that performs
services for the subsidiaries and assigns or allocates planning expenses to each
subsidiary.?7. 28 '

ITC has applied to FERC for approval of formula-based rate tariffs for each of the new ITC
operating companies, including ITC Arkansas, based on the mechanism contained in
Attachment O to the MISO Open Access Transmission Tariff ("OATT").2® If approved, ITC
will implement the Attachment O formula rate for Arkansas customers by populating the
inputs of the Attachment O formula and using the resulting ITC Arkansas revenue
requirement forecast.

There are three key components of ITC 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.?®

The second major component of the formula rate is the return on equity (“ROE”) rate. 1TCis
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 ITC operating subsidiaries that are members of M1S0."31

Lastly, ITC’s rate filing with FERC requests approval to utilize a capital structure of 60%
equity and 40% debt. ITC states that this level is "consistent with both ITC's existing

fransmission service formula rate and certain jurisdictional agreements, and pelition for declaratory order on
application of section 305(a) of the Federal Power Act. FERC Dockets EC 12-145, 12-2681, EL12-107.
‘Seplember 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

7 id. at 76:9-12, stating that “ITC employees dedicated to the ITC Midsouth Operating Companies’ activities will
perform the Planning function for the ITC Midsouth Operaling Companies. However, the standards and planning
criteria to which they perform this work will be set by iTC'’s corporate Pianning organization.”

B Ses, 6., 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.

3 |TC Holdings Corp., el al. Joint appifcation. FERC Dockets EC 12-145, 12-2681, EL12-107. September 24, 2012.
3 Direct Testimony of Thomas H. Wrenbeck (Seplember 28, 2012), pp. 5-8.
¥ Dirgct 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.”32

The impact of these components of ITC’s rate application is addressed in the following
section.

2 d
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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
componenis of the net rate increase, including the quantifative costs and offsetting
quantitative henefits described by the Applicants in testimony and supported hy filed
workpapers and responses to data requests.

I[n general, the Application presents an argument that the benefits of the Transaction, which
are primarily gualitative, outweigh the net quantitative cost. In this section, Staff presents
its review of the quantitative costs of the Transaction to customers. The gualitative 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
qguantitative costs.

A. Loss of Bundled Load exemption for EAI retail ratepayers

Under the status quo, with EAl'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

EAl's membership in MISO due to the MISO’s Bundled Load exemption, which establishes

alternate revenue collection for transmission owners (“T0s”) 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.”3?

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

3 EAl's Response to Staff Data Request APSC 18-11.
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requirement for Arkansas ratepayers. The components of this increase are detailed in the
folowing 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 ITC ownership

The increase in transmission revenue requirement is based on three primary changes to the
method of revenue recovery under ITC asset ownership, as compared to the current method
under EAI ownership or the anlicipated 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 ITC ownership, however, the ROE will be set during a proceeding at FERC
whereby the transmission-owning member of MISO requests approval of an
Attachment O template to be used to establish formula rates for transmission service. It
is in that proceeding that the ROE will be set for ITC's transmission service to EAL. That
proceeding is currently under way at FERC.3> In their Application in that proceeding,
ITC is requesting a 12.38% ROE, stating: “Consistent with Commission precedent,
because they will be Transmission Owner members of MISO, the New ITC Operating
Companies are entitled to use the 12.38% MISO ROE.”3¢ The 218 basis point increase in
ROE will directly increase the transmission revenue requirement to be recovered from

3% Commission Order No. 20, Docket No. 09-084-U.
3% FERC Dockefs EC 12-145, 12-2681, EL12-107.

% |TC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107. 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).3? ITC has applied to FERC for approval
of a target capital structure consisting of 40% debt and 60% equity.28

The Applicants have not provided a direct justification for the proposed capital
structure in their Application. ITC's response te 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,”3? Additionally, ITC claims that the capital structure will perinit lower
interest payments, “preserve investor confidence,” and provide access to lower cost
capital.40

Since the ROE is significantly higher than the cost of debt, a capital structure with a high
equity portion produces a higher transmission revenue reguirement, significantly
increasing costs to ratepayers. This effect is compounded by the higher ROE under ITC
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.,

TABLE 2. MODELED IMPACT OF TRANSACTION ON WACC

EAl Pre-Tax WACC 10.31% 10.41% 10.45% 10.51% 10.56%

ITC Arkansas, LLC

WACC 13.62% 13.65% 13.67% 13.70% 13.72%

37 Derived from EAl workpapers filed in support of its Application (HSPI_Lewis-Rate_Effects_Workpaper_2.xisx).

%  |TC Holdings Corp., et al. Joint appiication. FERC Dockets EC 12-145, 12-2681, EL12-107. September 24, 2012.
P. 51,

3 |TC's Response to Staff Data Request 35-1.
o4,
4 Exhibit CMB-7 o the Direct Testimony of Camercn M. Bready {September 28, 2012).
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This calculation of EAI’'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 inciuded in the
calculation, EAl's WACC was 5.04%.%2 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, EAl's general rate case applications, including its transmission
rates, are based on a test year adjusted for known and measurable changes.®3 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, [TC 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. # The rate includes a true-up mechanism to
reconcile any differences between actual costs and revenues recovered from ratepayers.

The FERC forward locking 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 {ransmission 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.4s According
to the Applicants, this is important te reduce “regulatory lag” related to cost recovery.16
EAl has argued that the impact of the forward locking 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.t” However, EAl's analysis shows an actual impact on year-to-year
revenue requirement recovered from customers. Between 2014 and 2018, the use of

42 Comimission Order No. 20, Docket 08-084-U,
8 Ak, Code Ann. §23-4-406

#  |TC Holdings Corp., et &\. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107. September 24, 2012.
op. 52-53,

4 Direct Testimony of Thomas H. Wrenbeck (September 28, 2012}, pp. 8-12.
4 Direct Testimony of Cameron M. Bready {Sepfember 28, 2012), pp. 36:11-37:1.
4 EAl's Response to Staff Data Request APSC 11-11,

Direct Testimony of Jay A. Lewis, (September 28, 2011} pp. 34-38.
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the forward test year R

R (s Table 3 below) 1
4. COMBINED IMPACT OF CHANGES

The Application presents an estimate of the impact of the Transaction on the retail rates
of EAIl customers, claiming that the average retail customer will pay only $1.22 more per
month, a 1.3% increase in the overall bill.#* Given that this Transaction affects EAl's
transmission assets and ultimately the resultant transmission rates, Stafl 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. INCREASE IN ARKANSAS RETAIL TRANSMISSION REVENUE REQUIREMENT UNDER ITC, 2014-2018%

Status Quo
ROE/Capital Structure

[ ]

N

Forward looking test RN
BN

[

year

Increase due to
Transaction

Increase (%)

Based on the Applicanis’ analysis, the 2014 transmission revenue requirement will
increase by |[ENNEEEEE duc to revenue recovery changes stemming from the
Transaction and ITC ownership.

The Applicants’ rate impact analysis only forecasted the revenue requirement through
2018, but the impact of the higher ROE, change in capital strizcture, and forward looking
test year will persist and the transmission revenue requirement under I'TC will continue
to be higher than it would under continued EAI ownership.

4 Derived from EAl workpapers filed in suppori of its Application (HSPI_Lewis-Rate_Effects_Waorkpaper_2.xlsx)
49 Application, pp. 38-39.
5 Derived 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, ITC 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%. ‘
ITC’s July 1, 2011 non-binding indication of interest in the Entergy transmission

business states:

o §

The parties’ joint application at FERC, in which ITC requests the “default” 12.38% ROE,
states:

At this time, ITC Holdings is not requesting any transmission rate incentives for
the New I[TC Operating Companies, including an incentive adder for
independence, even though ITC believes that such an incentive adder would be
appropriate and fully in line with Commission precedent... ITC, however,
reserves the right to request in the future transmission rate incentives
for the New ITC 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 [TC Operating Companies. (Emphasis added,) 52

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%),5¢ ITC

5 ITC's Response to Staff Data Request APSC 17-1, Allachment p. TH41,

5 |TC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107. September 24, 2012,
P. 51.

8 ITC Holdings Corp., 113 FERC 161,343 (2003) (Order authorizing disposition of jurdsdictional facilities, accepting
for filing proposed agreements, requiring compliance filing, and accepting in part and rejecting in part proposed
transmission rales).

La Capra Associates Page 16
SCHEDULE BKW-2



REPORT 10 THE ARNRRRSAUBOLTIDSAAEASATARSRO AM: Reovd 4/10/2013 10:46:42 AM: Docke 12-068Raferdih

Great Plains (12.16%),55 and ITC Green Power Express (12.38%).56 ITC requested the
incentive adder for ITC Midwest, but was denied due to insufficient supporting analysis
in the application.s?

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 ITC will develop a more aggressive transmission system
upgrade plan with additional capital expenditures for two reasons.

First, EAl and ITC 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 [TC
ownership, witness Cameron Bready noted that ITC only assumed that it would build
projects currently identified in Entergy’s 5-year base capital plan.58

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
requivements that arose but were not included in the planned capital
investments is the investment needed to meet updated transmission planning
standards {over $500 million)... 1 believe the latter year estimates are less

8 Michigan Electric Transmission Company, LLC, 113 FERC ¥} 61,343 (2005) {Order conditienally accepting
proposed tariff revisions for filing and establishing hearing and settlement judge procedures). 1TC acquired METC
in 20086,

% [TC 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 FERG 161,031 {2009) (Order on transmission rate incentives and formula rate
proposal and establishing hearing and settlement judge procedures).

57 {TC Holdings Corp., 121 FERC 1 61,229 {2007} (Order authorizing disposition of jurisdictional facilities, accepting
proposed rates and jurisdictional agreemenis subject to conditiens, and dismissing complaint).

% 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,>®

The second reason why the assumptions on capital expenditures are too low is that ITC
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 ITC 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).s0

C. Quantified benefits do not offset additional costs

The Applicants have represented in the Application and testimony that one of the henefits
of the Transaction derives from the lower cost of debt available to ITC. ITC 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 ITC Operating Companies and the
current Entergy Operating Companies.”61

Table 4 below contains the Applicants’ assumptions regarding the pre-tax cost of debt for
EAl and ITC.

TABLE 4. PRE-TAX COST OF DEBT, 2014-2018%

EAI 529% | 546% | 558% | 569% | 578%

ITC 350% | 357% | 3.63% | 3.69% | 3.75%

ITC has based its assumed cost of debt on JP Morgan estimates subject to change.®3 EAI has
not provided support for the cost of debt assumed in the rate impact, which contradicts
EAl's statement in response to a data request that its current cost of debt is 4.88%.6+

5% Direct Testimony of Jay A. Lewis {September 28, 2012), p. 8:7-19.

8  Direct Testimony of Johannes Pfeifenberger {September 28, 2012), pp. 23:22-24:7,
ITC’s Response to Staff Data Request APSC 10-17.

81 Direct Testimony of Cameron M. Bready (September 28, 2012}, p. 20:16-17.

82 id. at Exhibit CMB-7

8 Direct Testimony of Cameron M. Bready {September 28, 2012), p. 22,

%  EAl's Response to Staff Data Requesf 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 RETAIL TRANSMISSICN REVENUE REQUIREMENT, 2014-2018

Status Quo
ROE/Capital Structure

Forward looking test
year

B

Savings from lower cost
of debt N
B

Increase due to
Transaction

Net Increase (%) B ]

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 m ROE, cap1tal structure, and
forward test yeai d:scussed above e i ' K '

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 EAls 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 ITC
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 revente requirement to ratepayers.

ITC's July 1, 2011 non-binding indication of interest in the Entergy transmission business
states:

ITC has provided no further information on _ considered.ss

Similarly, FAI has not provided any information regarding [T
_ in the development of the Transaction.$7

A Board of Directors presentation from December 2, 2011 —

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

8  |TC's Response to Staff Data Request APSC 17-1, Atlachment p. TH43.

8  In response lo a data request seeking information on the || considered, ITC 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.

57 LA Dot :

L e e -See EAl's Response to Staff Data
Request APSC 23-5,
8  EAl's Response fo Staif Data Request APSC 23-9,
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provisions 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 w1]l result in an increase in annual retail transmission
revenue requirement of between [ RTINS cach 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 2014-2018.89

Perhaps of greater concern is the potential for additional increases that have not been
modeled by the Applicants. If ITC seeks, and is granted, an additional incentive ROE adder
from FERC, the ROE could increase by 100 basis points, based on previous I1TC subsidiary
experience. As noted above, ITC has acknowledged to FERC that it belleves this mcent[ve
wouId be appropriate, and has stated that [ : R R

In addition to the higher ROE, there is a strong indication that ITC 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.

8 Derived from EA| 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
substantiai benefits. Several of the primary 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
primary 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 MISG, 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 hy
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 hy providing those
customers access to lower cost energy sources.?

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.””t EAI has not provided any arguments or evidence demonstrating
that there 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 by other asset owners or market participants that a
transmission owner may act in a binsed manner in favor of its own generation
or load served.”? {(Emphasis added.)

EAl'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. MISQ 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.73

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-

% Direct Testimony of Theodore H. Bunting, Jr. {September 28, 2012}, pp. 12-13.
1 Application, p. 27.

72 EAl's Response to Staff Data Request APSC 21-2,

% {TC's Responss fo Staff Dala 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. ORGANIZATIONAL 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. 10-011-1.

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.”? 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 precess as a separate RTO
member."75

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 ITC Transaction, EAI will be required to continue to participate in
Jjoint 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, ITC 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 EAI's minimizing its interaction with the other Operating
Companies.’s

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. 10-011-1. The Commission was locking to end cost-sharing and litigation
among the Entergy OpCos and shield Arkansas ratepayers from the negative
consequences of EAl's association with the other OpCos. The conditions agreed upon by

7 Application, p. 2.
% Docket No, 10-011-U), Order No. 54 at 109.
7% 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 ITC
ownership, there will be fewer protections against cost-sharing among the ITC
Midsouth transmission subsidiaries that were formerly held by Entergy OpCos.

Under EAl's continued ownership and membership in MISO, EAI will conduct
transmission planning with the assistance of ESL. EAI will probure ESI's services under a
cost-hased contract that is subject to approval by the Commission.”” 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 I'TC are
similar to the transmission portion of the current Entergy OpCos (i.e, ITC 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 hetween [TC
Arkansas and the other ITC subsidiaries. The difference is largely in name only, and will
not actually address the concerns and priorities expressed by the Commission.

In fact, under ITC 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. Repgarding 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 ITC 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 50.7% Where this is not possible, “those costs will be allocated to
the ITC Midsouth Operating Companies in accordance with ITC's FERC approved
methodology for the allocation of such costs.”#0

The Applicants have not provided any evidence to support their statements in
testimony that ITC 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.

77 Commission Order No. 72 {Docket No. 10-011-U) pp. 10-11.

% d. ,

™ ITC's Responss to Staff Data Request APSC 27-2.

8 id
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B. Broad regional view

The Applicants have argued that I'TC’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 MISG market
with respect to identifying opportunities to improve the efficiency of the transmission
system to the benefit of the market as a whole.”8 The Welch Testimony elaborates on this
argument.®?

Additionally, the Pfeifenberger Testimony argues that due to 1TC’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.%3

This benefit apparently relies on the assumption that ITC 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, MISQ, and TVA.

In response to Staff data requests, neither EAI nor ITC were able to provide an estimate of
the magnitude of the benefits of the broad regional view.8+ 8 In addition, EAl'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:

[TIhe 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

8 Application, p. 34.

82 Direct Testimony of Joseph L. Welch {September 28, 2012}, p. 27.

8 Direct Testimony of Johannss Pleifenberger (September 28, 2012), p. 12:9-13.
8¢ EAl's Response to Staff Data Request APSC 9-2,

8 ITC's Response to Staff Data Request APSC 12-6.

La Capra Associates Page 28
SCHEDULE BKW-2



REPORT TO THE ANRAGSRY PORTIs e i a0ARR R 6 AM: Recvd 4/119/2013 10:46:42 AM: Docket 12-088rRag &8y

preferred  solutions, identifying opportunities for economic expansions,
determining funding and cost responsibility, and monitoring the progress of
solution implementation.ss

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."®7

C. Economic upgrades

The Applicants also claim that, due to the independence and broad regional view of ITC, it
will be better suited to identify transmission projects that will increase the economic
efficiency of the grid, generating benefits for customers. ITC 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.”e8

Additional testimony from ITC witness Thomas Vitez argues that ITC’s planning process is
better capable of identifying projects that will reduce congestion8® Mr. Vitez claims that ITC
will yield planning benefits above and beyond those that EAI would achieve as a MISO
member is due ta MISO’s bottoms up approach,??

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, ¥

ITC's claims on the advantages of its planning prdcess 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 ITC is better able to find economic transmission projects, it is not certain that the
projects will benefit Arkansas ratepayers. As part of the Application, ITC contracted
Johannes Pfeifenberger to perforin 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

- 8 Direct Testimony of Richard C. Riley (November 28, 2011}, Bocket No. 10-011-U, pp. 29:20-30:11.
& Id., p. 36:20-22,

8 Direct Testimony of Joseph L. Welch (September 28, 2012), p. 49.

8 Direct Testimony of Thomas W. Vitez (September 28, 2012), p. 8:11-13.

0 |d, p 31:22-32:2.

91 Id, p. 32:15-20.
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Texas where congestion is high.92 Table 6 below provides a breakdown of the production
cost savings by service territory (negative numbers indicate increases in production cost ||

TABLE 6. PRODUCTION COST SAVINGS FROM SELECT *ILLUSTRATIVE PROJECTS™®

System-wide savings $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
ITC 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.”? And
Mr. Pliefenberger’s evaluation of the illustrative ITC 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 portfolic of strategic projects as examples of the type of additional
cost-effective profects that will tend to be found through this type of broad-based
independent planning process.®®

92 Direct Testimony of Johannes Pfeifenberger (Seplember 28, 2012), pp. 23-25.
93 Aflachment {o ITC's Response to Staff Data Request APSC 10-17, *HSPL_ITC-AR-008364.XLS"

# MISOMTEP Studies,
hitps:/fwww.midwestiso.org/iPlanning/TransmissionExpansionPlanning/Pages/MTEPStudies.aspx

%5 Direct Testimony of Johannes Pfeifenberger {Seplember 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 of MVPs and Market Efficiency Projects.”9

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 ITC only notes that allocation would follow
MISO procedures whereby “cost allocation would generally align the costs of
projects with the benefits received.”¥” While this provides for the possibility that
costs would be shared beyond the region, it also indicates that EAI could he 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 ITC 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 ITC 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 eperation and planning of the Entergy transmission system by ITC in
MISO will yield substantial, if any, additional benefits over Entergy operation and planning
as a transmission owning member of MISQ. In addition, the Applicants have not been able
to quantify the magnitude of any benefits.

96 Diregt Testimony of Richard C. Riley {November 28, 2011}, Docket No. 10-011-U, p. 36:1-3,
9 {TC'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 EAl'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 ITC, EAI would no longer be a transmission-
owning member of MISO. This section of the report explains how the Transaction would
impact EAl's planned MISO membership and change the meaning of the conditions the
Commission placed in its conditional Orders approving EAl's petition to transfer control of
its transmission assets to M1S0.

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 hound by the condition to seek Commission
approval to terminate its MISO membership. However, it would be a transmission
customer of ITC but not a transmission owner in MISO, and could no longer request
authority to transfer control of transmission assets it no longer owns,?

» 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 ITC.9¢

»  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 MiSQ membership and changes in FERC policies regarding RTOs, but
the usefulness of such information if EAl no longer has the authority to transfer
control of transmission assets is questionable.101

% EAl's Response to Staff Data Request ASPC 21-8.
% EAl's Response to Staff Dala Request ASPC 21-8.
100 EAl's Response to Staff Dala Request ASPC 21-11.
16t EAl's Response to Staff Data Request ASPC 21-13.
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B. ITC is not subject to conditions of Order No. 68

Unlike EAI ITC was not a party to Docket No. 10-011-U. Joseph Welch filed an affidavit
related to Conditicn 2 of Order No. 68 stating that ITC agreed to assume a separate
Arkansas transmission pricing zone and stating ITC would not oppose Avkansas being in all
zones in MISQ separate from the other OpCos.1%2 Aside from this affidavif, ITC has not
agreed to any MISO membership conditions. In responses to data requests, ITC 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, ITC states that based on its review of applicable statutes and
regulations, ITC 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 MISQ, 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 ITC Arkansas’ membership or
withdrawal from MIS0.”104

= 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, 95 and that it would have the contractual obligation to provide
reliable service to Entergy, it states that:108

s FERC would determine the rates for transmission service for ITC Arkansas
facilities;
= FERC would have exclusive jurisdiction of transmission facility operations;
a  FERC has jurisdiction over the reliability of the bulk power system; and
a  Section 204 of the Federal Power Act regulates the issuance of securities by
FERC-jurisdictional utilities.
x  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.”1¢7

102 Compliance Testimony of Hugh T. McDenald, Exhibit HTM-9, Docket No. 10-011-U, August 24, 2012.
13 |TC's Response fo Staff Data Request APSC 22-7.
14 |TC's Response to Staff Data Request APSC 22-8.

105 The Application asks that TCA be recognized as 2 public ufility in Arkansas subject to Commission jurisdiction,
which presumably remains with TCA as itis moved to [TC and renamed as ITC Arkansas. Application at page 7.

18 |TC's Response to Staff Data Request APSC 22-9.
107 [TC's Response to Staff Data Request APSC 2210,
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= For Condition 8, ITC would not have any agreement with MISO to ensure that the
Commission sets the transmission component of rates to serve EAl's bundled load,
as the transmission service would be unbundied after the Transaction is
completed.t08

= For Condition 14, ITC 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.t%®

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 EAl's transition to MISO is in the public interest. These conditions
were reiterated in Order No, 76 approving EAl’'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.”11¢ Moreover, the Transaction may result in a considerable loss of
Commission jurisdiction over both EAl and ITC Arkansas’s participation in RTO markets.

108 |TC Response to Staff Data Request APSG 22-11.
109 |TC Response fo Staif Data Request APSC 22-13.
1o Order No. 76, Docket No. 10-011-U (April 8, 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 ITC Transaction affers the financial strength of ITC and improves that of
EAI 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 US. electric
grid.

These escalating requirements are discussed by several witnesses for the Applicants. 112
Mr. McDonald claims that “[tjhe ITC Transaction eliminates the amount of capital that
EAI would be expected to incur to fund future transmission investment and therefare
alleviates a significant financing burden.”t12 He continues, noting that “EAl's projected

Ht - Application, p. 26.

12 See, e.g., Direct Testimony of Theodore H. Bunting, Jr. (September 28, 2512) at 20:9-22:8; Direct Testimony of
Jay A. Lewis {September 28, 2012} at 5:17-10:21; Direct Testimony of Hugh T. McDenald (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 EAl's 2011 transmission rate base.”114

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 EAl
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 EAL115

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 ITC.

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 benefif, stating:

[TThe ITC Transaction will provide enhanced flexibility for EAI to focus its
capital on generation and distribution. The separate balance sheets of ITC and
EAI 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 fAexibility are also discussed in testimony of various
witnesses. 17

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 EAl in a stronger position to make
generation and distribufion investments.

M |d atp. 22:9-11
15 Direct Testimony of Michael L. Tennican {September 28, 2012), pp. 8-35.
15 Application, p. 33.

17 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 50:15-51:8; 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.t®8 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.l19 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 inereased 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 that ITC will he 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.120

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.1?2! The Applicants
have not explained why, absent the Transaction, EAI would not refinance its existing
debt to take advantage of lower borrowing rates currently available.

Despite the magnitude of the benefit froin debt cost savings the Applicants have
calcuiated, it does not nearly begin to offset the additional cost to ratepayers imposed
by the Transaction. In fact, the impact on transmissien revenue requirement presented
in Table 5 above is a net impact already incorporating the offsetting benefits of a lower
cost of debt.

118 EAl's Response to Staff Data Request APSC 28-6.
{TC's Response to Staff Data Request APSC 27-1.
19 1TC’s Response to Staff Data Request APSC 27-1(a).
120 Direct Testimony of Cameron M. Bready {September 28, 2012}, pp. 18:21-22:18.
21 1d. 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. EAl 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 hasis.22 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 1TC's
“singular focus on transmission,”123 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, EAl was unable to provide any analysis or additional evidence as 1o the magnitude
of these benefits,125

Several other witnesses support the Application with testimony as to the benefits of ITC's
singular focus on transmission.i26 1TC wiltness 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.12? As with EAl, 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, 128

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
125 EAl'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;

127 Direct Testimony of Joseph L. Welch {September 28, 2012}, pp. 35:15-45:20.

122 |TC's Responss fo Staff Data Requests APSC 12—6, APSC 14-2,
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C. Conclusion

The Application relies on a detailed accounting of several characteristics of ITC operation to
support the claimed benefits of the Transaction. Of the benefits discussed above, only debt
cost savings are gquantifiable. In addition to being somewhat speculative, the magnitude of
benefits has not been estimated by Applicants, '

In many instances, the claimed benefits of ITC ownership are accessible to EAL for example,
through alternative ratemaking or third party coordimation {eg, 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, EAl and ITC 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 EAl 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 ADIT 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
ITC. 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
operales 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.!2? 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 conilict with the contractual requirements established for the Transaction.

B. ITC 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 1TC 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 ITC’s capabilities.

o 130 The presentation
slides are heavily redacted and conmdez able portlons of the due dlhgence assessment were

w1thhe1d as pr1v1leged L

28 EAl's Response to Staff Data Request APSC 11-14,

130 HSP! attachment to EAl's Response to Staff Data Request APSC 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 ITC. Both parties have
withheld the reports as privileged.?3% 132 Through its attorneys, Staff formally requested
from Entergy a selective waiver of privilege on the due diligence materials to aid the
evaluation of ITC 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 ITC has substantial experience with fransmission 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 assefs and operations, it is
important to ensure i{s preparedness and competency to ensure coniinued reliable service
to Arkansas customers.

131 EAVs Response fo Staff Data Request APSC 18-1.
132 |TC's Response to Staff Data Request APSC 19-1.
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The Applicants have not established {TC's competency to operate the EAI transmission
system in Arkansas. Moreover, without access te 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 Staff's review and analysis of the record as it currently
stands. Based on Staff's 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 articutated 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.”132 Howaever, 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 MISO tariff is expected to result in a significant increase in fransmission revenue
requirement for Arkansas ratepayers. The shift to ITC ownership adds additional costs
hased 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 ITC obtains
incentive ROE approval and adds transmission investment beyond those known additions
inchuded 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 ownershlp wxll resuit in an increase in annual
transmission revenue requirement of [E. R R R =2 ch year for
the first five years. Even if the impact of the forwald 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-

133 Qrder No. 6, APSC Docket No. 11-050-U at 21.
134 |d

La Capra Associates Page 41
SCHEDULE BKW-2



RePORT TO THE ARRRRSRE-PERIIESER/ICHRDAMIRSRING AM: Recvd 4/18/2013 10:46:42 AM: Docket 12-0880az, A48y

2018. This estimate includes offsetting quantitative benefits derived from a purportedly
lower cost of debt under ITC and the preservation of the current ADIT and tax basis.

The increase will likely be higher, but there is currently insufficient evidence to determine
the actual figures because ITC has not provided information on capital expenditures that
will accompany additional transmission projects beyond Entergy’s current forecast. It is
also possible that ITC will seek a higher ROE from FERC in the future, and ITC 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
EAl 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 Appiicénts also claim that
customers will benefit from the independence and broad regional view of 1TC, 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.

D. 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. 10-011-U to ensure that EAl'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 ITC 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 fax 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 ITC is a qualified and
capable transmission system operator.
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TECHNICAL REPORT - ATTACHMENTS

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

Docket No. 12-069-U

In The Matter Cf An Application Of Entergy Arkansas, Inc., Mid South TransCo LLC,
ITC Midsouth LLC, Transmission Company Arkansas, LLC, and ITC Holdings Corp.
To Enter Transactions Resulting In A Certificate Of Public Convenience And Necessity
For A New Arkansas Utility To Own EAF's Eleclric Transmission Facilities

ATTACHMENT 1:
EAI'S PUBLIC RESPONSES TO DATA REQUESTS

ATTACHMENT 2:
ITC’'S PUBLIC RESPONSES TO DATA REQUESTS

ATTACHMENT 3:
EAI'S PROTECTED RESPONSES TO DATA
REQUESTS

- ATTACHMENT 4:

ITC'S PROTECTED RESPONSES TO DATA
REQUESTS
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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

Filed: 11/6/12
Question No.: APSC 9-2 Part No.: Addendum:
Question:

Please provide all memoranda, research, assessments, or estimates created by or
for EAY or Entergy relating to the magnitude of the following benefits for BEAI'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 [TCs systematic approach to outage reduction; and

f.  ITC'sbroader 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, EAT 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 EAD's ratepayers.
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b. As Mr, Welch testified on pages 35 and 36 of his direct testimony, ITC’s large
size has allowed ITC to leverage s 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 direet testimony about ITC’s
efficiencies and successes in supply chain management. EAI believes this wilt
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
Enfergy Operating Companies relating to the magnitude of the benefits to EAI's
ratepayers,

d. Mr, Jipping explains ITC's Storm Restoration methods, as well as how ITC plans
to coordinate with EAI on pages 50 — 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
Bntergy Operating Companies relating to the magnitude of the benefits to EAl's
Tatepayers.

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 arcas 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. Jipping explains the practice in his 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.

f. EAI has not prepared any memoranda, research, assessments, or estimates related
to subpart f. ITC has provided information regarding its planning perspective and
provides support for its analysis in the direct testimonies of Pfeifenberger, 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 {ransmission 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 witness
Jay Lewis entitled:

HSPI_Lewis-Rate_Effects_Workpaper_1.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, Lewls' testimony increase
that small transmission component by 23%, excluding the timing effect of

SCHEDULE BKW-2
12-069-U RO{0



QUGSUOD No.%?é%%&éﬁ#ﬁ%ét 411912013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 188
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 AM83 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 (Retail)| AP58+TPZ by State (Retall)'| AH83-
'TPZ by State (Retail)lAX14)/TPZ 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

Filed; 1/11/13
Question No.: STAFF 18-1 Part No.: Addendum:
Question:

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 protested by the attorney-client privilege and/for
the work product doctrine.
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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 Eighieenth Sef of Data Requests
of Requesting Party: Arkansas Public Service

Commission Staff

Filed: 1/11/13
Question No.: STAFF 18-11 Part No.: Addendum:
Question:

Please provide the specific MISO tariffs that address the Bundled Rate Exemption
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 Bundied Load
exemption. A copy of the MISO TOA is attached. Appendix C, Section ILA.3.a of the
TOA states: “Owners taking Network Transmission Service to serve their Bundled Load
shall not pay charges pursuant to Schedules 1 through 6 and Schedule 9 and also shall not
be responsible for losses from network resources located within their Local Balancing
Authority Arcas 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 Ioad 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
Propesed Divestiture of the Transmission Assets Investigation

Response oft 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 21-2 Part No.: Addendum:
Question:

Reference the Application, page 23, paragraph 33 (“The Transaciion is the final
siep to be taken by the Entergy Operating Companies in their continuing evolution
toward greater tfransparency and independence in the operation and management af the
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 pravide 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 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
achiovable under Entergy Operating Company ownership. There will be greater
independence in transmissjon 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 planning process
originates with {ransmission 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 Boeard of Directors and changes to the Transmission Owners Agreement,
and (b) have FPA Section 203 filing rights related to, among other things, transmission
upgrades and cost allocation, 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 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 strcture, 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.
Seg, e.g., MISO TOA, Article 11, Section IX; MISO Tariff, Attachment FF.

In contrast, if ITC were the independent owner of the Entergy Transmission System,
there would be no basis for perception of bias in transmission planning and MISQ
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 {ransmisston planning for the benefit
of all market participants (e.g., ITC is better able to coordinate with generators in
transmission planning because I'TC 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
Filed: 2/12/13

Question No,: STAFF 21-5 Part No.: Addendum:
Question:

Reference Exhibit THB-2 to the festimony 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,
EAD’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
approxinately 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 workpaper is attached.,

2
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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 Requesis
of Requesting Party: Arkansas Public Service
Commission Staff
Filed: 2/12/13

Question No.: STAFF 21-8 Part No.: Addendum:
Question:

Condition 4 in Order No. 68 issued by the Commission in Docket 10-011-U
states:

“Should EAI become a member of MISO, EAI shall agree
that it will not exit MISO without first filing an application
with the Conmission seeking iis approval for a change of
eontrol of its iransmission assets. 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 ITC complete the proposed transaction:

a, Please describe how this condition still applies to EAL if at all.

b. If the condition is still relevant when EAI is no longer a fransmission-
owning member of MISO, how does EAT intend to comply with this
condition?

¢, Will this condition apply to ITC after the execution of'the fransaclion? If

so, how will EAI ensure that ITC will comply with this condition?
Provide any and all documentation supporting this response.

Responsge:

a. The question of whether and how a MISO condition would continue {0
apply to BAI after divestiture of EAI’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 elarified by Order No. 72) would continue to apply fo
EAl 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-ITC
Transaction. -

Assuming closing of the proposed ITC Transaction, EAI would become a
transmission dependent uility (*“TDU") and ITC would become the
transmission owner of the assets. Post-closing, 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 fransmission customer of ITC, and EAI would not have the
authority to transfer control of transmission assets that it no longer owns.

b, See EAD’s response to subpart (a),

c. Absent some action from the Commission in this docket, this condition
would not apply to ITC, which was not a party to Docket 10-011-U, in
whichi this condition was adopted. Because the condition does not apply
to ITC, 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
Daocket 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:

Condition 5 in Order No. 68 issued by the Commission in Docket 10-011-U
states:

"Should EA! 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 Memorandum of
Understanding or the TOA. EAI'will otherwise retain all of
its rights, state and federal, 1o appeal or seek review of or
relief from the decision of the Commission.”

Should Entergy and ITC complete the proposed transaction:

a. Please describe how this condition still applies to EAL if at all,

b, If the condition is still relevant when EAT is no longer a fransmission-
owning member of MISO, how does EAT intend to comply with this
condition?

c. Will this condition apply to ITC after the execution of the transaction? If

so, how will EAI ensure that I'TC will comply with this condition?
Provide any and all documentation supporting this response.

Response:

a-¢c.  See EAD's response to APSC 21-8. EAI would still be bound by the
condition. While EAL, 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 1o
transfer control of transmission assets that it no longer owns.
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ENTERGY ARKANSAS, INC,
ARIKANSAS PUBLIC SERVICE COMMISSION
Docket No. 12-069-U

Proposed Divestiture of the Transmission Assets Investigation

Response oft 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;

Condition 8 in Order No, 68 issued by the Commission in Docket 10-011-U

states:

“Should EAI becone a member of MISO, EAI shall not
unbundle transmission or seek to make basic changes fo
lransmission service for relail ratemaking without prior
APSC approval, EAI shall negotiate a transmission service
agreement with MISO that ensures that the APSC continues
to determine the transmission component of the rates (o
serve EAI's bundled retall load, "

Should Entetgy and ITC complete the proposed transaction:

Please describe how this condition still applies to BAI, if at all.

If the condition is still relevant when EAT is no longer a transmission-
owning member of MISQO, how does EAT intend to comply with this
condition?

Is EAI requesting the Commission unbundie fransmission service because
of the proposed transaction?

Will this condition apply to ITC 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 EAIl’s response to APSC 21-08. Further responding to subpart (c), the
proposed ITC Transaction contemplates EAD’s becoming a transmission
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dependent utility (“TDU"), and under the terms of the Transaction, ITC

would become the transmission owner of EAI’s former transmission
assets. Accordingly, upon the closing of the ITC Transaction,
transmission would become unbundled and the Commission would no
longer have jurisdiction with respect to setting retail rates for transmission
assets previously owned by EAL. 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 of Data 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 10-011-U
states:

“Should EAI become a member of MISO, no later than
three years gfler joining MISO and every twa years
thereafler, assuming EAI continues as a MISO member,
EAl shall file with the Commission a detailed report
providing the following information:

a. The quantified hisiorical net benefits of MISO
membership for EAL as compared o the stand-
alone option, as of the date af each of the reporis
described above,

b. The projected net benefits of MISO membership for
EAL as compared to the stand-alone option, jor
the post-transition period on a bi-annual basis
beginning one year afler the end of the transition
period;

¢ Any significant changes in FERC RT0O policies,
rules or regulations, MISO requirements, Day 2
market conditions, or other regulatory or market
siructure components; and

d An estimate of the costs to exit MISO afler the
end of the five-year transition period or a
specified thme thereqfier and to transition to a new
operating environment such as a different RTO.”

Should Entergy and ITC complete the proposed transaction:

a. Please describe how this condition still applies to EAl, if at all. -

SCHEDULE BKW-2
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b. If the condition is still relevant when EAT is no longer a transmission-

owning member of MISO, how does EAI intend to comply with this
condition?

c. Please explain how; if at all, EAI would collaborate with ITC to produce
such information.

d. Will this condition apply to ITC after the execution of the transaction? If
50, how will EAT 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 ITC 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 authority 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, EAJ states that it is willing to coordinate with ITC
regarding compiling non-privileged information that may be requested by
the Commission to the exient 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,

G .
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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: 3/11/13
Question No,: STAFT 28-¢ ) Part No.: Addendum;
Question:

Reference the Direct Testimony of Jay Lewis, pages 17-23, discussing the
negative cash flow nature of Entergy’s transmission business.

a, Provide any documentation and work papers supporting Figures 1, 2, and
3. Work papers should be provided in clectronic spreadsheet format with
formulas infact. '

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 infact,

Response:

a. Please sce the Highly Sensitive workpaper provided by EAI witness Jay
Lewis titled:

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 {ransmission 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 154 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 contribufor to the shortfall between tofal investment
needs and internally generated funds for the period 2012 — 2018 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 preduced 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.

Mr, Lewis notes in his testimony that "the net effect of the ITC transaction
is a 20 percent improvement (57 percent improvement for EAT) in cash
flow, with projected cash flow increasing by over $860 million
(approximately $350 million for EAI) over 20142018 if [the Entergy
Operating Companies] no longer own transmission assets." Further, he
goes on to state that "[tlhe positive cash flow effect of the ITC Transaction
means there is more cash available to pay down debt or invest back into
the business, As such, there is greater potential (o accelerate capital
projects of locat interest, such as economic development.”

C. Questions pettaining to the cash flow of the transmission business under
ITC ownership should be directed to ITC.

SCHEDULE BKW-2
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Data Request No. APSC 010-20

Data Request: Reference the Pfeifenberger Direct Testimony. Provide an estimate
of the cost allocation to Arkansas ratepayers for the illustrative
projects considered under MISO's cost allocation policies.

Response: 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 ITC 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 modifled for the
transitional perlod 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 lllustrative portfolio of strategic projects might be shared by the
Entergy 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 recelved.

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 Reglons, 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 benefiis to
inform cost allocation. Also, the ‘ProMod resulis' tab of the same
spreadshest shows only the adjusted production cost savings (a
subset of total benefits) by Entergy Operating Company.,

23
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Data Requast No. APSC 012-6

Data Request: Please provide ail 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;

Efficiencies in supply chain management;

Storm response enhancement;

ITC's systematic approach to outage reduction; and

ITC’s broader regional perspective for transmission planning.

"o

Response: a. ITC is not aware of any documents responsive to Request 12-
6(a). However, ITC belleves that by becoming a larger organization
after approval of the fransaction, it will be able to offer more
opportunities for employee growth and development. ITC also
believes that organizations with more growth opporiunities enjoy
higher retention rates and an increased ability to attract talented
and highly-qualified personnel. Additlonal non-privileged, non-
confidential information responsive to this request is contained in
the prediled, 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 [TC-AR-000064
and ITC-AR-009086. Additlonal non-privileged, non-confidential
information responsive to this request is contained in the pre-filed,
direct testimony of Joseph Welch, flled with the APSC as Document
21 in Docket no. 12-089-U at pages 35-36. Pursuant to Mr. Welch's
testimony, 1TC has developed strategic alliance relationships with
its vendors. Those relationships, coupled with large volume
purchases of fransmission equipment, allows ITC fo leverage its
purchasing power into better pricing for equipment. ITC anticipates

7
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that, post-transaction approval, the increased company size will
permit ITC to successfully pursue further efficiencies.

c. Non-privileged, non-confidential, responsive documents can be
found on ITC's Online Data Room, Bates-stamped ITC-AR-008953
to ITC-AR-009005 and ITC-AR-008084, Additional non-privileged,
non-confidential Information responsive to this request is contained
in the prediled, direct testimony of Jon E. Jipping, 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, ITC has
successfully leveraged numerous supply chain relationships to
obtain competitively priced goods and services in a timely manner.
Post-fransaction approval, and as an organization with a larger
footprint, 1TC believes that it will be able fo further leverage its
supply chain relationships fo ensure continued supply chain
efficiencles 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 ITC's plan will be seamless to Entergy's customers and
stakeholders. See the pre-filed, direct testimony of 8. Brady Aldy,
flled with the APSC as Document 14 in Docket no, 12-069-U at
page 18.

Additional non-privileged, non-confidential, responsive documents
can he found on ITC's Online Data Room, Bates-stamped ITC-AR-
008932 fo ITC-AR-002005 and ITC-AR-009064,

e. In his prefiled, direct testimony filed with the APSC as
Document 24 in Docket no. 12-069-U, Jon E. Jipping 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. ITC believes that implementing its systematic
approach to outage reduction will result in improved reliability
performance in the region. In his testimony, Mr. Jipping discusses

8
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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 ITC's Online Data Room, Bates-stamped ITC-AR-
008932 to ITC-AR-003005. The responsive documeni, 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-008075 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 o 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-008067 to ITC-AR-009074.
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Data Request No. APSC-014-2

Data Request: Reference the Direct Testimony of Joseph Welch, pages 30-45,
related fo ITC's “Second Beneficlal Atiribute.” Provide all reports,
memoranda, or other documentation demonstrating that:

a. ITC’s structure as a non-vertically integrated utility yields
benefits o EAl customers

b. These benefits are not achievable under EAl ownership of
the transmission assets

Response: The testimony of Joseph Welch and other witnesses supporting the
joint application submitted by ITC and EAl demonstrates that ITC's
structure will vield benefits to EAl's customers that are not

- achievable under EAl ownership of transmission assets. ITC 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: Does ITC have any plan or intention to Issue more common shares
prior to exchanging ITC stock for ownership units with Entergy
Corporatlon shareholders as part of the transaction? If so, explain
why more shares may be issued, how many shares and the impact
on the transaction.

Response: ITC does not have any plan or intention to publicly issue more
common shares prior to exchanging ITC stock for ownership units
with Entergy Corporation shareholders as part of the transaction.
ITC does, however, have employee equity compensation programs
through which common shares are issued, and ITC plans 1o
continue to utilize those programs in the normal course of business.
ITC is specifically authorlzed 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 rastricted stock on their hire date. These restricted shares
have a 5 year cliff vest and are forfeited if the employee terminates
empioyment prior to the & year anniversary under most
circumstances.

Annual Long Term Incentive Awards: Currently, all employees are
eligible to participate in the ITC Long-Term I[ncentive Plan (LTIP)
and to be awarded annual grants of restricted stock andfor stock
options under the LTIP. These awards are generally made in May
of each year, subject to approval of the Compensation Committes
of the Board of Directors. ITC anticipates making these awards in
May 2013.

Employee Stock Purchase Plan: ITC oiffers an employee stock
purchase plan through which eligible employees can purchase ITC
stock at a 15% discount, with purchases being made four times a
year,

Exercising of Stock Options: As mentioned above, ITC issues stock
options as a form of employee compensation. It is anticipated that

employees will exercise stock opfions which would result in
issuance of shares.

10
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The number of common shares that might be Issued prior to
exchanging ITC 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 Securlties 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 $-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 84, 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 52,772,263 shares. The share amount was computed
using the number of shares of ITC common stock outstanding as of
September 30, 2012, adjusted for the 50.1% ownership of Entergy.
In addition, based on current knowledge, it is anticipated that ITC
will issue approximately 140,430 shares of ITC 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 ITC common shares that are outstanding
as a result of these programs at the time that the closing of the
transaction ocours, the higher the amount of ITC’s common stock
that will have to be issued to Entergy shareholders to mest the
50.1% threshold.

11
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SELECTED FINANCIAL STATEMENT DATA

Selecled Historical Combined Financial Data of Enlergy’s Transntission Business

Entergy’s Transmission Business® selected combined statenent of income data 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 derlved from Entergy's Transinission Business' audited comblned financlal statements, included elsewhere
In this proxy stmement/prospectus, Entergy’s Transmission Business® selected combined balance sheet data as of
December 31, 2009, 2008, and 2007 and its selected statements of fncome data presented below for the years
cnded December 31, 2008 and 2007 have been derived {rom Entergy’s Transmission Business” historical
uccounting records, which are unsudited and are not Included in this proxy stateinent/prospeetus, Entergy’s
Transmission Business” selecled combined statement of income data for the nine months ended September 30,
2012 und 2011 and selected combined balance sheet data as of Septemrber 30, 2012 have been derived from
Bntergy’s Tronsmission Business® unaudited condensed combined Gnancial staiements, included olsewhere in
this proxy staiement/prospectus, The selected hisioricnl combined finnneial data below is not necessarily
indicative of the results that may be expected for any future period. This informaiion should be read in
cenjunction with “Management’s Discussion and Analysis of Financlal Condition and Results of Operations (or
Entergy's Transmission Business™ and the financial statements of Entergy’s Transmission Business and the noles
thercto ineluded clsewhere in this proxy statement/prospecius,

The finaneial information of Emergy’s Transmission Business included in this proxy sistement/prospectus has
been derdved from the financial statements and aecounting records ol Entergy and reflects assumptions and
allocofions made by Botergy, The finaneinl position, results of opertions and eash Aows of Entergy’s Transmission
Business presented may be different from those that would have resulted had Entergy's Transmission Business heen
operated as o stand-alone company, Additenally, tic financial position, results of operations and cash flows of
Entergy’s Transmission Business prosented reflect its existing siate and local jurisdictional mie regulationasa
component of the Utdlity Operating Companies, as compared to the FERC mte regulation expecied Jor Entergy's
Transtission Business under I'T'C’s owngrship, As o result, the historical finanela! infornmation of Entergy's
Transimission Business is not a relinble indicator of fiture results, Sco “Risk Fuctors,”

Enterpy’s Transmisston Business

Nine Months Ended
Scplember 30, Year Ended Decemher 31,
2012 an 2011 2010 2009 2008 2007
{1t theuwsands) (unauditei) {unaudited) (unaudilcd)

Stntement of Income Dafa:
Operating revenues
Operating expunses

$498,942 5505721 $ 652,792 $ 631,242 S 582,847 S 560.507 § 569,998

Operation and maintenance 167,226 159,727 218929 212113 186,734 1899590 168,15
Deprecistion and amonfzation 108,286 97966 132,302 127,738 110,204 97287 04,008
‘Taxes other than income taxes 37670 34,148 45751 42052 38,346 36473 33.668
Total operating expenses 313,182 251,841 1396582 381,903 335374 323,719 296,727
Operating income 185,760 213,880 255,810 240,839 247473 245788 273,271
Other pxpenses (Income)
Intercst expendo 59,8590 47,003 63247 79041 79734 70,782 59,415
Allowance for cquity funds used
dusing constouction (8.112) (7714  (15.022) (8388} (6,195 (8439) (11.894)
Other expoase (incoms) (1069 (19070 (1,599 1459 (4,697 (12,921) (2.608)
Total other expenses (income) 50,978 37382 46,526 72,112 6B.B42 49,422 44913
Income hefore income tuxes 134,982 176498 209,284 177727 178.631 196366 228,358
Income taxes 41,007 63,593 4460 61166 68,203 12,265 84,362
MNet income $ 93975 $110905 % 134,824 $ 110,561 $ 110426 $ 124,101 § 143,996
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Enlergy's Teansmission Business

Asof
Seplember 30, As of December 31,
2012 2011 2010 2009 2008 2007
(Trt thousands) funaundited) {oanudited)  (unaudited) {unaudited)
Balance Shect Datat :

Property, plant ond equipment—net  $3,885,501 33,666,387 $3,269,025 $3,134,123 32,981,331 $2,825,203
Total assets $4,250,G604 $4,015,404 33,669,588 $3,450,333 53,308,492 $3,160,214
Long-term debt — — — — — —_

Selected Consolidated Historfeal Financial Data of ITC

‘Fhe seleeted consolidated financial data presented below have been derived from, and should be read
together wilh, ITC's consolidated financial statements and the accompanying notes and the related
“Manngement’s Discussion ond Analysis of Financial Condition and Results of Opersations™ and “Selecied
Financial Data™ sections included in ITC's Annual Report on Fenn 10-K, as amended by the Annual Report on
Form 10-K/A, for the year erded December 31, 2011 and in TTC's Quarterly Report on Form 10-Q for the nine
months ended September 30, 2012, which are Incorporated by reference into this proxy statement/prospectus,
The summary consolidated financinl data befow is not necessarily indieative of the results that may be oxpeeted
foruny fulure pedod, To find oul where you can obtain copies of 1TC's documents that have been Incorporated
by reference, see “Where You Can Find More Information; Incorporation By Reference,”

11C (a)

Nine Moaths Ended

September 30, Year Ended December 3,
2052 2011 201t 2010 2009 2008 2007
{In thousands) (unnudited)

Stutement of Operations Datn:

Operating revenues
Operating expenses

S6U8,880 $555,787 $757.397 $696,843 3621015 $617.877 3426,24D

Cperation and maintenanea (b) 90,314 92486 120,288 126,528 95,730 113818 81,406
General and administrative (b) {2} (&) 78,191 34,915 82,790 78,120 69,231 81,296 62,089
Deprecintion and amortization (e} 78453 70,338 94981 86976 85949 04769 67,928
Taxes other tan income taxes () 44,186 39620 53430 48,]95 43905 41,180 31340
Other oporating income and eXpense—pel (586} (611) {844} {20 {667 (809) (688)
Total operting expenses 291,158 256,748 359,645 339,522 294,148 330,254 244075
Operating ncome 317,931 299,039 397,752 357,321 326,867 287.623 182,174
Other expenses (income)
Interest expense 116918 110002 146936 142,553 130,209 122234 81,863
Allewance for equity funds used during
construction (15800 (12078) (16.699) (134123 (13203} (11610} (8,145
Loss on extinpuishment of debt —_— —_ — —_ 1,263 —_ 349
Other income 2171 (2136 (2,831) (2,340  (2,792) (3415) {3457)
Other expense 2473 3.063 3,962 2,588 2918 3,944 1,618
Totul other expenses Gncoine) 105420 98,851 13L318 120,380 118305 [11,153 72208
Income before fncome faxes 216,311 200,188 264434 227932 208472 176470 109946
Tncome {ax provision (f) 76,691 71,166 94,749 82234 71572 67262 36,650
Net income $139.620 5120022 $171,685 $145.678 $130.500 $109,208 § 73200
38
SCHEDULE BKW-2

T AD NMATRA



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

ITC (a)
Nine Months Bnded
Seplenher 30, Year Ended December 31,
amz 011 01 010 2009 2008 2007
(unaediled)
Basic earings per
share 3 2728 252 % 3363 289 % 262 8% 2228 1.72
Diluted eamings .
per share $ 2,68 § 249 3 331 % 284 3 258 % 21883 1.68

Welghted-nverage

basic sharcs 50,748,257 50,192,675 50,289,905 490,526,580 49,196470 48,592,534 42,298,478
Weighted-nvernge

diluted shares 51,502,694 50,974,142 51,078,823 50,398,038 50,077,433 49,627,887 43.454,115
Dividends declared

per share $ 1.0825 § 1.0225 § 13730 § 1.3100 § 1.2500 § 11900 § L1300
1TC {n)
Aszaf
Seplember 30, As of Decemnber 31,
2012 2011 2011 2010 2009 2048 2047
{In thousands) {unaudiied)
Bakince Sheet Dala;

Cash ond cash equivalents $ 30,026 $ 48,327 § 58344 $ 95109 § 74833 § 581108 2616
Working enpiial (defich) {783,818) (2413) (113,939) 69338 147,335 LSS  (30,370)

Property, plant and
equipment—nel 3,967,190 3,221,523 3415,823 2,872,277 2,542,064 2,304,386 1960433
Total nssets 5.38L172 4632859 4823366 4,307,873 4,029.716 3,714,565 3,213,297
Long-term debt:
1TC Holdings 1,193,008 1459493 1,459,599 1439,178 1,458,757 1,327,741 1,687,193
Regulated Operating
Subsidiaries 213666 1117912 1185423 1,037,718 975641 920,512 556,231
Total loag-term debl 2,406,674 2,577405 2,645,022 24968956 2434398 2,248,253 2,243,424
Tolal stockholders’ eqully 1,349,209 1,206,002 1,258,892 1,117,433 1,011,523 929,063 563,075
ITC (m)
Nine Maonths Ended
Seplember 30, Year Ended Decemher 31,
2012 2011 2011 2010 A9 2008 2007
(In theusands} {unaudiled}
Other Data:
Bxpendiwres for property,
plant and equipment 3637386 5388402 $556,931 3388401 S404,514 $401,840 $287,170
[nterest paid {net of interest
capitalized) 112,040 126481 142,101 135771 125254 102,149 73,489
Income taxes paid 26,024 23,010 34,127 8,844 1,971 2,012 2,058

(8) ITC Midwest's resalts of operations, cash flows and balances are included for the periods presented
subsequent (o its acquisition of the electrie transmission assets of Interstate Power and Light on
December 20, 2007.

(b) The reduction in expenses for 2009 compared to 2008 was due in part to effons to achieve shon-term
reduetions in operation and maintenance expenses and general and administrative expenses 1o offsct the
impact of lower nelwork load on cush flows and any potential rovenue acerual relating to 2009.
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(c) During 2011 and 2009, we reconnized $2.0 million and $10,0 million, respeetively, of regiiatory assels
assoclated with the development activities of 1TC Greot Plains as well as cortain pre-construction costs for
the Kunsas V-Plan and Kansas Electric Transmission Authority (“RETA™) projects. Upon initial 4
establishment of these regulatory assets in 2011 and 2009, $1.9 million and $8,0 million, respectively, of
geaerl and ndministrutive expenses were reversed of which $1.4 million snd $5.9 million were ingurred in
periods prior to 2011 and 2009, respectively. No initial establishment of regulatory assels ocourred in 2010
that resulted in a reversaf of expenses,

(d) During 2011 and the nine months ended Seprember 30, 2012, we expensed external lepaf, advisery and
financiol serviees fees of $7.0 million and $12.1 million, respectively, relnting to the Gntergy transaction
recorded primarily within generel and adminisirative expeuses of which eertain amounts are not expected to
be deduetible for Income x purposes.

{¢) In 2009, the FERC aceepted the depreciation studies filed by 1TCTransmisslon and METC thit revised thelr
deprecintion rates. [r 2010, the FERT accepled a depreciation study filed by ITC Midwest which revised its
deprecintion rates, These changes in accounting estimates resulted in lower composite depraciation rates for
ITCTransmisston, METC unel ITC Midwest primurily due to the revision of asset service lives and cost of
removal vatues. The sevised cstimate of annunl depraciation expense was reflected in 2009 for
ITCTrnsmission and METC and in 2010 for ITC Midwest. '

() The increase in the income tax provision for 2008 compared 1o 2007 was due in pant to the implementation
of the Michigan Business Tax, which was in effect from 2008 through 2011 and was sccounted for as an
income tax, compured Lo the Michigan Single Business Tax in effect prior to 2008 that was nccounted for os
a tix other than income tax.

Selecled Unaudited Pro Forma Condensed Combined Consolidated Informalion

The unaudited pro formo condensed combined consolidated financial statements (which we refer to ns the
pro forma financlal statements) combine the historical consolidated financial statements of ITC and the historical
combined {inancial statements of Entergy’s Transmission Business to illustrate the effect of the morger. The pro
forma financial statements were bused on and should be read in conjuncilon with:

* agcompanying potes to the vnaudited pro formna financial statements;

v ITC's consolidated financlal statements for the year chded December 31, 2011 and as of and for the nine
months ended Scptember 30, 2012 and the notes relaling thercto, incorporated herein by reference; and

* Entergy's Transmission Business’s combined financial statements for the year ended December 31,
2011 and as of and for the nine months ended September 30, 2012 and the notes relating thereto
included in this proxy statement/prospectus.

The unaudited pro forma condensed consolidated statemons of operations (which wo rofer to as the pro
forma statement of operations) for the year ended December 31, 2041 and for the nine months ended September
30, 2012, give effeet 1o the mesger ns il it eccurred on Janvary 1, 2011, The unaudited pro forma contensed
consolidated balance sheet (which we refer to as the pro forma balance sheet) as of September 30, 2012, gives
cifect to the merger as Il it occvmed on September 30, 2012,

The pro forma financin] statements have been presented for informational purposes only and aro not jindicative
of te eperating results or financial positon that would have ocourred if the meeger had been consummated on the
dares indicated, nor arg indicative of any {uture operating results or financial position of the combined business. The
results of operations and cash Bows of the acquired business reflect its existing state and local jurisdiclional rate
regulation as n component of the Utility Operating Companics, as compared to the FERC rate regulation expeeted
for Bntergy’s Transmission Business under ITC's ownership. The pro forma financial statements do not reflect the
impnet of transitioning Entergy’s Transmisslon Business to FERC rate regulation under ITC ownership.

The mergor hos not bean consumunnied a5 of the date of the preparation of these pro forma financial
statements and there can be no assurances that the merger will be constmmated, Sce “Risk Factors” for
additional discussion of risk factors associated with the pro forma financial statements,
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ITC AND ENTERGY'S TRANSMISSION BUSINESS
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED BALANCE SHEET
As of Seplember 30,2012
Enlergy's  Adjustments  As Adjusted
Transmistfon o Enlecgy's  Enterpy’s  Acquisiion and
e Business  Tronsmistion  Transmlsfon Related ProFormas  Pro Fopma
. (Historieal) (@) (Hstorfes)} (@)  Budness (b} Businss AdJustmients (¢)  Combined {d)
{fuy thousonds) :
Assels
Curerenl assels:
Cash and cosh eqvivalents § noe 0§ L3P § (1319w - 006§ 70020
Accounts reeeivable 94,863 28,163 (2B.163)4e) _ {0,848 (g) 15511
Inventory 33876 36267 36267 143
Defarred income taxes 21,45 — - 2145
Regulalory ass¢is—rovenue acerinls,
neluding accrued fnterost 7,267 - - 7267
Prepatd nnd other current assels 0,935 — — 9935
Tutal cusrent asssls 197,012 45,749 (29.482) 36,267 100,848 334127
gmperly. plant and equipment (net) 3.967.190 3,383.501 (34,439)(e) 3831042 7,798,232
ther pssels
Goodwill 030,163 38,494 (38.494)g) - LI204B1 {g) 3090644
Intangible assets (nei) 4534 — — — — 45334
Qiher repulatory asscls 171052 254986 (M73334d)  207.653 378,710
Defered Tinancing feos (per) 19.593 - 13500 (&) 13,500 7.058 (0 40,151
Oiher 10823 5874 _— 5.874 — 36.697
Total other asscls 12316970 399,354 (72,327 22707 2,127.539 3571530
Total pssets 35381172 $4.250.604 S (156.268) 84004336 §228387 510703805
e v— —— — f———
Liabilltles rnd stockholders’ equity
Current tabilitles
Accounts payable $ 102530 § 54105 3 6SSINSS 47552 $ 150082
Acenued Flm" 15,721 G 10.ens 26,626
Accrued Intonest 43,395 — - 43,305
Accrued faxes 18370 35869 (35.869)(c) - 18370
Regulatary iiabititics—revenue defermals,
inchuding acerued inlerest 51.836 - - 31836
Refundable deposits from generators for
transmission nziwork vpprades 48,041 —_ — 48,041
Debt maturing within ono year 651,897 — — 65).807
Other 31040 7477 71.877 2058 (B 96,886
30911 (h}
Total curreal Habifitics 982,830 108,756 (42,422 66,334 37969 1087133
Accrued pension and other posiratirement
flabilities 44,200 09,244 (30979)[0) 69,265 113,564
Belerred ineonte (axes 432,677 049,287 (31.821)e) 917466 (12638)0) 1337485
Regulatory liabilitics—ravenue deferrals,
Including accrued Interest 68,324 —_ —_ 4834
Regulatory lishilitics—accrued asset
rentoval costs 0492 66,213 66,213 145,705
Reluandahle deposits from generaiors for
transmilssion network npgrades S.240 — — 524}
Olher 12426 35.3% 39396 51.822
Lonp-term delit 2.405,674 -— 1775000 €0y 1.725.000 TANN ) AD21.674
Stockholders’ equity
Comimon stack 955,258 —_ — 337246 () 3,993,155
{103,749} tm)
Nel parcat jovestment — 3,940,141 (18204790 1.160.662 {1.160.662){n) —
Retalped eamings 414,759 — - (22.508)(1) —
(390330 m)
Accumulated other comprehensive loss {20.408) {2,433} 2433 () (20,80}
Tatal stockholders’ equity 1,349,209 208708 (1.827,046) 1160642 1.463.076 39729047
Tolal liabllities and stockholders® equity 85381172 54250604 S (156,268) 34004336 § 2.228,387 S11,703.895
See notes {o the unnudited pro forma eondensed combined censolidated financial statenents,
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ITC AND ENTERGY'S TRANSMISSION BUSINESS
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATENMENTS OF OPERATIONS
fror the Nine Months Ended September 30,2012
Fatergy’s  Adjustments  As AdJusied  Aequisition and
Transmission fo Entergy’s  Enlerpy's Relaied Pro
1ITC Business  Fransmilssion Transmission Forma P'ro Forma
(IGstorienl) () (Mlistorieal) (a) Business (b} ~ Dosiness  Adjustments ()  Combined (d)
{In thousands, except share and per
share data)
Qperating revenues $ 608,889 $498942 3§ 6,067 (i) $505,009 $ 1,113,598
Operating expenses
Opeeation and
maintenance 90,314 95,188 95,188 185,502
General and
administritive 18,191 72,038 {7.072)(c) 064,966 {12,089)h) 131,668
Depreciation und
amortization 78,453 108,286 {8,824)(e) 99,462 177913
‘Taxes other than ircome
laxes 44,186 37,670 37,670 BI1,856
Qther operating income
and expense—net (586) — - (586)
Total operating cxpenses 201,158 313,182 {15,806) 297,286 (12,089 576,355
Operaling inconie 317,731 185,760 21,963 207,723 12,089 537,543
Other expenses
{income)
Interest expense 116918 59,959 (5,668)( 54,291 28,557 () 199,766
Allowance for equity
funds used during
canstruction (15800) (8,112) {8,112) (23,912)
Other income {2.171) (2,164) (2,164) {4,335)
Other expense 2473 1,095 1,095 3,568
Total cther expenses {income) 101420 50,778 (5,668) 45,110 28,557 175,087
Income belore income 1axes 216,311 134,982 27,631 162,613 (16,4G8) 362,456
Intconte {ax provision 76,691 41,007 19,066(1) 60,073 (3,764)() 131,000
Net income $ 139,620 § 93975 3 8565 §102.540  S(10,704) § 231,436
Weighted-avernge shares of
common stock ourstanding
(Note 6):
Basic 50,748,257 103,983,366
Diluted 51,502,694 104,750,094
Basic camings per common
share Nole 6) $ 2712 3 223
Diluted esrmings per comman
share (Note¢ 6} $ 2,68 $ 2.21
See notes to the unaudited pro forma condensed combined consolidated financial statements.,
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ITC AND ENTERGY’S TRANSMISSION BUSINESS
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATEMENTS OF OPERATIONS

For the Year Ended December 31, 2011

Bolergy's  Adjustments As :\l]Jmled Aciuisition and
Trammmmn to Enlerpy’s  Enle Relaied
IT¢ ness  Transmissien Transn Tml Pro Forma Pro Forma
(llutnncal) (e} (llf_stnncalj {8) DBusiness{b} Business  Adjustmients (/) Combilned {d}

{In theusands, excepl share and per

share data)
Operaling revenues $ 157,397 3632,192 $652,792  $ 3 1,410,189
Operating expenses
Operation and
mzintenonce 129,288 133,949 133,949 263,237
General and :
adminisirative $2,790 84,980 5,152){e) 79,828 (7,000)(h) 155618
Depreciation and
amorization 04931 132,302 (11.44%)(c) 120,853 215,834
Taxes other thin Income
laxes 33430 45,751 45,751 99,181
Other opermating income
and expense—net (8d4) — — (344)
Total operatlng oxpenses 359645 396982  (l6,601) 380,381 (7,000) 733,026
Operaitng income 397,752 255810 16,601 272,411 7,000 677,163
Other expenses
(income)
Inierest expense 146,936 63,247 9,141 () 72,388 38,076 (f) 257400
Allowance for equity
funds vsed during
construction (16,699  (15,122) (15,122) {31,821)
Other income (2.881) (2,741) (2,741) (5,622}
Other expernse 3962 1,142 1,142 5104
Total other cxpenses (income) 131,318 46,526 0,141 55,667 38,078 225,061
Income belore income taxes 266434 209,284 7,460 216,744 (31,076} 452,102
Income {ax provision 94,749 74,460 2611 () 77,071 (10,876)(1) 160,244
Net income 5 171,685 S134824 $ 4849 S139,673  ${202000 3§ 291,158
— ]

Weighted-uverage shares of
common stock outstanding

(Note 6):
Basie 30,289,905 103,525,014
Dlluied 51,078,823 104,320,730
Basic earnings per cominon
share (Note 6) 3 3.36 $ 2.81
Diluted camings per common
share (Note 6) 3 331 3 2.79

See notes to the unaudited pro fornta cendensed combined conselidated financial statements.
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ITC AND ENTERGY’S TRANSMISSION BUSINESS NOTES TC THE UNAUDITED PRO FORMA
CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Description of the Merger

As of December 4, 2011, Entergy and ITC executed delinitive agreements under which Entergy will
separate and then merge fis cleetric ransmission business with a wholly-owned subsidiary of ITC,

Entergy’s Transmisston Business consists of the Entergy transmisston system, which comprises over 15,800
cirenit miles of 69KV to S00kV transmission lines and 1,500 substations over n 114,000-square mile service
territory. The Entergy transmission system spans portlons of Arkansas, Louisiana, Misslssippt, Missourd and ‘Texas.

The terms of the transaction apreements call for Entergy to separate its electric transmission business into n
newly-formed entity, TransCo, and TransCo’s subsidiaries, nnd distribute the equity interests in TransCo
(cxcluding any equity imterests in TransCo te be contributed to an exchange uugt in the event Entergy makes the
exchange trust election) 1o Entergy’s sharcholders in the form of a tnx-iree spin-off or split-off exchange offer or
a combination of both, TransCe will then merge with a newly-crosted merger subsidiary of 1TC in an all-stock,
Reverse Morris Trust insaction, and will survive the merger as o wholly owsed subsidiary of ITC, Prior 1o the
morger, under the terms of the merger agreement, ITC may, in ITC's sole discresion, clect to (i} pay a 700
million one-time speeial dividend to its pre-merger shareholders, (if) repurchase $700 million of ITC common
stock or (1i1) underiake a combination of both {not to exceed $700 miltion in the aggregate). Such election is
referred o us the 1TC recapitalization. The ITC recapiinlization is expected 10 be funded by approximately $740
miltten of debt securities issued by ITC prior to the merger with the remaining $40 million to be used for penerat
corporale purposes and payment of transaction-related costs. As a result of and immediately following the
merger, Bntergy sharcholders (and, i€ applicable, the exchange trust) will colleetively own approximately 50.1%
of ITC common stock on a “fully difuted basis,” and existing ITC sharcholders will collectively own
approximately 49.9% of ITC common stock on a “Tully diluted basis” (subject to adjustment in limited
circumstances as provided in the merger agreement nrd exeluding any ITC equity awards issued to employees of
Entergy’s Transmission Business who hecome employees of TransCo). In no event will Entergy sharcholders
(and, if applicable, the exchange wust) hold less than 50,19 of the cutstanding commen stock of 1TC
immedintely afier the merger, Inwddition, Enteegy will receive senior sceurities of TransCo and gross cash
procecds from indebledness that will be incured by TransCo and its subsidinrics prior to the merger Ih an
agpregaie amount of $1,775 billion, This indebtedness will be assumed by I'TC, Entergy cxpeats that these
proceeds will be used 1o reduce outstanding Bntergy or Uhility Operating Company debt or for other eorpornite

PUFPOSES.

Upon completion of the merger, Entergy equily-based awards held by employees of Bntergy's Transmission
Business will generally convent to equivalent ITC cquity-based awards, after piving effect to an cquity cxchange
ratio. As defined in the employee malters agreement, the equity exchange ratio is defined as the quotient of
(1) the per shure elosing trading price of Entergy conunon stock trading in the *Regular Way" trading market on
the NYSE on the day belore the distribution date and (ii) the per share closing tading price of ITC common
stock trading on the NYSE on the closing date of the merger, For purposes of the per share trading prices for the
pro forma financial statements, November 23, 20124 has boen used as both the distsibution and closing date.

Completion of tie merger is expected in 2013 subject to the satisfaction of specified closing conditions,
including the necessary approvals of Entergy’s retail regulators, the FERC and ITC’s sharcholders. There ean be
uo assurance the merger will be consummated, See *Risk Factors,”

4 November 23, 2012 share price was nsed as a reasenable date prior te the filing of the Form -4 Reglstration
Statement, The shure price will be updated with each subsequent Form S-4 amendment based on g reasonable
secent dote priog 1o the filing.
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Note 2, Basis of Pro Formsa Presentation

The pro forma financial statcments were derived from historical consolidated financial staiements of TTC and
the historical combined financial statements of Entergy’s Transmission Business. Certain reclassifications have
been made to Entergy’s Transmission Business® finaneial statements to conform to FTC's historieal preseniation,

The historical cansolidated financizl statements have been adjnsted in the pro forma [inancial statements lo
give effect 1o pro forma cvents thut are (1) divcetly aurtbiable to the merger, (2) factially supponable, and
(3) with respect to the pro forma statement of operations, expected to have a continuing impact on the combined
resulis. The pro forma financial statements refleet the impact oft

v the assets and labilities of Bntergy's Transmission Business thot will not be tmnsferred 10 1TC
pursvant to the separation agreement;

»  the issuance of 52,772,253 shares of I'TC common stock to the sharcholders of Entergy in connection
with the merger and the Issuance of 140,430 shares of 1TC common steck as replacement awards for
Entcrgy cquity-based awards held by employees of Entergy’s Transmission Business;

»  the ndditiony] indebtedness 1o bo incurred with the reluted finuneing transactions;

*  the recapitalization which will 1ake the form of one of the following: (i) o one-time special dividend
payable 1o pre-merger 1TC shareholders or (1i) # share repurchase of ITC common stock, or (i) a
combination of a one-time special dividend and share repurchiase of ITC conunon steeks and

+ other adjustments deseribed in the netes to this section,

‘The following matters have not been reflected in the pro forma financial statements as they do not meet the
aforementioned criteria:

»  Fair value ndjustments for assets or tinbilities subject to rale~seiting provisions for Entergy’s reguluted
centitics operating Entergy's Transmission Business. These operations are subject to the rate-sctting
authority of the FERC nnd other local regulators. The rate-setting and cost recovery provisions
currently in place for Entergy’s Transmission Business reguluted operations provide revenues derived
from costs including & return on investment of assets and liabilities included in rate base, The fair
values of Entergy's Transmission Business assels and liabilities subfect to these rate-selling provisions
approximate their carrying values and therefore the pro forme financial statements do not reflect any
net adjustments rolated to these amounts,

»  Cost savings (or associated costs to achieve such savings) from opernting efficiencics, synergics or
other restructuring that could resuht from the merger. The timing and effect of actions associated with
intogration are ewrrently uncertain,

»  Adjustments o the operating expenses recorded in Entergy’s Transmission Business™ historical
financial sintements nssocinted with Entergy®s MISO integeation of $4.8 million and $7.0 million for
the nine months ended September 30, 2012 and the yenr ended December 31, 2011, respectively.

¢ The $75.0 million aggregate principal amount of 3.98% Senior Secured Motes duo 2042 issued by
METC on October 26, 2012, the proceeds ol which were used to repay bomowings under Its revolying
eredit agreement, partially find caphat expendires and for genernl corporate purjoses aid was
unrehatedd to the transzetion finencings.

The transaction is being accounied for using the nequisition methed of accounting for business combinations
with ITC as the acquirer for accounting purposes, Accordingly, ITC's cost to acquire Entergy’s Transmisston
Business will be allecnted to the assets nequired and the liabilities assumed based vpon their respecilve fufr
values on the dute the merger is completed, Undor the acquisidon method of aceounting, the 1o1al estimated
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consideration trensferred is allocaied to Entergy’s Transmission Business' net ngiblo and intangible assets and
lisbilitics based on their estimated fair valucs as of the date of consummation of the merger. The pro forma
udjustments included hercin may be revised as additional information becomes available and as additional
analyses are perfonmed, See Note 4 "Estimated Consideration Transfemred and Preliminary Allocation of
Consideration Transferred”” below for the estimate of the consideration transferred allocation.

Mote3, Significant Accounting Policies

Based opon ITC's intial review of the summary of significant accounting policies for Entergy's
Transmission Business, ns disclosed in Lhe notes to the combined financlal statements included in this proxy
stalement/prospeclus, o5 well as preliminory discussions with the management of Entergy’s Transmission
Business, the pro forma combined consolidated financial staiements assume there will be no significant
adjustments necessury to conform Entergy's Transmission Business' aceounting policics to ITC's accounting
policies, Upon completion of the merger and a more comprehensive comparison and assassment, differences may
be identified thot would necessitate changes to Entergy’s Transmission Business® finture accounting policies und
such changes could result in material differcnees in future reported results of eperations and finanelal position for
Entergy’s Transmission Business™ operations as compared 1o historically reporied amounls.

Noted. Estimated Consideration Transferred and Preliminary Allocation of Consideration Transfecred

Emergy sharcholders (and, if applicable, the exchenge trust) are to receive approximately 50.196 of ITC's
common stock ot a “lully diluicd basls® In connection with the merger, In no event will Entergy sharcholders
{and, if applicable, the exchange trust) hold less than 50.1% of the outstanding comman stock of ITC
immediately after the merger. The preliminary eonsideration transferved was computed using the number of
shares of ITC common stock outstanding as of September 30, 2012, adjusted for the 50.1% ownership of Entergy
as follows (dollars In thousands);

Number of Tolal
SharesfAwarts Estimnted
1ssued Fate Yalup
Issuance of ITC common stock to Entergy’s sharcholders 52,772,253 $3,340,706
Issunnce of ITC equity awards 1o replace existing earned equity awards off
Entergy's Transmission Business 140,430 1,285
Transactional cash (Note 5(g)) {60,848)
Tota} estimated consideration wansferred $3,281,143
Prellminacy
Allocation of
Consideration
Transferved
Current assels $ 36267
Property, plant ond cquipmant 3,831,042
Goodwill 21204481
Other long-term assels, excluding goodwill 227,027
_ Total assets 6,214,817
Current linbilities 06,334
Deferred eredlts and other [iabilitics 1,092,340
Long-lerm debt (assumed by ITC—Note 5(1)) 1,775,000
Total Habllitles . _ 2,933,674
Total estimated consideration trans{erred $ 3,281,143
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The estimated fair value of the shares of ITC common stock issued to Entergy sharcholders of $63.30 per
share was based ot the nmber of shares issued multiplied by the closing price of ITC eomion stock (576,89 on
November 23, 2012), adjusted by $13.59 per share for the effects of the $700 million one-time special dividend
os described In Note 1, "Description of the Merger”, as if that dividend were pald or ITC’s ouistanding shares of
common stock at September 30, 2012 that were eligible for dividends, For purposes of these pro forma financiai
statements, it has been assumed that the ITC recapitlization will ke the form of a one-time speeial dividend.
Additionally, the preliminary eonsideration transferred reflects the total estimnted foir value of Enicrgy’s
Transmission Business® share-based compensation awards outstanding as of September 30, 2012, converted to
ITC common shares based on the equity exchange mtio {deseribed in Note 5G), Conuton Stock below), I ITC
wete to effectuato 1ts secapitalization in the form of a repurchase of 1TC common stock outstanding prior to the
closing date instesd of the one-time special dividend as deseribed above, the total estimated considemtion
transferred wonld be the same amount, $3,281.1 million, assuming the share repurchase was effectuated at the
closing priee of ITC common stock of $76.89 on November 23, 2012 multiplied by the number of shares
expecied to be issued alter the $700 million repurchase.

The final alloeation of the consideration wansferred will be determined after the merger is completed and
after completion of a final analysis to determine the Fair values of Entergy's Transmission Business’ assets and
linbilhies a5 of the date of consummation of the merger. Accordingly, the final acquisition accounting
mbjusements may be materially different from the pro forma adjustments presented in this document.

The conslideration transferred will fluctuate with the market price of ITC’s comumon stock until it is reflected
on an actual basis when the merger is completed, An increase or deerease of 17% in TTC's common share price
from the price used above would increase or decrease the consideration transferred by approximately $575.6
million. Assessing sensitivity at 17% rate of change is consistent with the differential between the most recent
52-week high and low closing prices of ITC's eommon stack,

Nole5. TroForma Adjustments to Finanelal Statemenis
The pro forma adjustments inchided in the pro forma financlal statcments are as follows:

{a) 11'C and Entergy's Transuilssion Business listorical presentation—Certain fnancial stmement Jine items
or components of financinl siatement lne items included in Entergy’s Transmission Business historical
presentation have been reclassified o conform to ITC's historical presentation. These reclassifications had no
impazt on the historcal eperating income, net income or total equity reported by Entergy’s Transmission
Business. The adjustments to total assets and liabilities were not material 1o Entergy's Transmission Business™
balance sheet.

(1Y Adjustments to Eniergy's Transmission Business—Pursuant to the scparation agreement, certain
adjustmenis ure requised to aceurately reflect the assets aequired and liohilities assumed of Entergy’s
Transmission Business, including the issnance of long-term debt by Entergy’s Transmission Business to be
assumed, These adjustments to Entergy's Transmission Business financial information nre described in Note Se)
Assets and Liabilities Not Transferred und Note 5(f) Debt below.

(¢} Acquisition and Related Pra Forma Adjustments—Adjustments were made 1o 1TC's historical financial
information in addition to the “As Adjusted Entergy*s Transmission Business” financial information. These
adjustments reflect the effects of the acquisition, including the one-time special dividend and tho jssuance of
common stock,

(d} Pro Forma Combined—Represents the total of the “FTC (Historieal)” column, the “As Adjusted
Entergy's Transmission Business” column and the “Acquisition and Related Pro Forma Adjustments” column.
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() Assers and Liabiliies Not Transferred—Pursunnt to the separation agreement, certain nssets and
linbilitics of Entergy's ‘Iransmission Business will not be transferred to TTC and will be retained by Entergy. The
pro forma balance sheet Ineludes the fellowlng pro forma adjustments 1o refloet assets, linbilities and associated
deferred taxes naot transferred to 1TC pursbant to the sepamtion agreement (in thousands):

Asol
Seplember 30, 2012

Cush und cash equivalents 3 (0,319
Acconnts receivable (net) (28,163)
Property, plant and equipment (net) (1) (54,459)
Oher regutntory assets (2) (47,333)

"Total assels $(131,274)
Accounts payable 3 (6,353
Accrued taxes (35,869)
Aceried pension sod other postretirement liabilities (2) (29,979}
Deferred income 1axes (31,821}

Total lisbilities ‘ S(104,222)
Net Assets Not Transfered $ (27,052)

(1) ‘The pro forma siatements of operations inclide pro forma adjustments to depreciation and smartization
cxpense of $8.8 million and $11.4 million for the nine months ended September 30, 2012 and the year ended
December 31, 2011, mespectively, to reflect a decrease in ongoing depreciation expense for the assels not
wmnsferred.

(2} As the combined company will not have responsibility for the inactive and retirat employees under the
previous Entergy pension plan pursuait 10 the amployes maiters agreement, the pro forma statements off
operatians inciude pro forma adjustments to general and administrative expenses of $7.1 million and $3.2
million for the nine months ended September 30, 2012 and tie year ended December 31, 2011, respectively,
to reficet a deerease in the ongoing expense relating to these employees,

(1) Debi—As described in Note 1, “Deserigtion of the Mexger”, the pro forma bafance sheet includes a
$1.775 billion and a $740 million adjustment made to the “As Adjusted Entergy’s Trmnsmission Business” and
the “Pro Forma Combined,” respectively, that are described below,

Prior 1o the closing of the merger, Entergy’s Transmission Business is expected 1o oblain an additional
51,775 billion In delnt finaneing that will be assumed by ITC, consisting of 31.2 billion of TransCo Subs
Financing and $375 million of TransCo debt scourdties. The $1.775 billion is a liability to be assumed by ITC in
the transaction, The pro forma balance sheet includes a pro forma adjusiment to record deferred financing fees of
$13,5 million relmed to the TransCo Subs Financing of $1.2 billion, which will be paid by Entergy’s
Transinission Business,

Addlitonally, $§740 million of new I'TC debt is expected to be issued, with $40 milllon recorded os an
Inerease o eash to be used for general corporate purposes and payment of wansaction-relnted eests and S700
miilion to be used 10 Anance the reeapitalization of ITC, deseribed below in Note 5(m}, Recapitalization, The
37.1 million of defemed financing fecs to be paid by ITC is inchuled as an incrcase to deferred financing foes and
cther cument linbilitics.

The pro Forma sintements of operations include a pro forma adjostment of $5.7 million and $9.1 million to
interest expense related o Bntergy's Transmisslon Business for the $1.773 billion in debt financing for a total
interest expense of $34.3 million and $72.4 million for the nine months ended September 30, 2012 and the year
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ended December 31, 201 1, respectively. Additionally, the pro {orma siatements of aperations include a pro forma
adjustment of $28.6 million and $38.1 million to interest expense related o the $740 million of new ITC debt for
the nine months ended September 30, 2012 and the yeor ended Decomber 31, 201), respectively. An interest mie
of 5.05% wns used 1o calculote the pro forma interest expense on the new 1TC debt of 5740 milHon as well as the
TransCo debt securities 10 be assumed by ITC of $575 million and an Interest rate of 3.50% was vsed to caleulate
the pro forma Interest expense on the TransCo Subs Firaneing of $1.2 billion 10 be assumed by ITC. The interest
rites are based on a [0-year forward U.S, Treasury Bond estimate for July 2013 plus an applicable credit spread
for both senfor secured and vnsecured notes for ITC and its subsidiaries. The clfect of a 0.125% change in
imerest rates would result in an annual change in the interest cxpense adjustinent of approximately 33.1 million.

(g) Goodwill—The pro formn balance sheet includes a preliminary estimate of gondwitl, Goodwill
represents the excess of consideration transferred over the estimated Fair value of the idenlifiable nssels sequired
and Habilities agsumed in addition to an adjustment 1o remove Entergy's Transmission Business® existing
goodwill balance of $38.5 miltion. The consideration transferred of $3,281.[ milllon includes: (1) ITC common
stock issued to Bntergy; (2) ITC equity awards issucd 1o replace existing eamed nwards of Entergy’s
Transmlsslon Bosiness; and (3) a reduction for transactional cash (recorded as an Inctense (o aceounts receivable
of $60.8 million), The amount of tmnsactional cash paid to 1TC from Entergy is equal to the balance of Entergy’s
Transmission Business® eustomer deposis and accounts payable related 1o capital assets, The transactional cash
is expected to be paid at or shortly afer the closing of the wensaction and is recorded in accounts receivable on
the pro forma balance shect.

Total estimated conslderation transferred (Note 4) $ 3,281,143
Less: Poir value of net assets assumed by ITC (1,160,662}
Estimated goodwill from acquisition $ 2,120,481

(h) Merger Transaction Costs—The pro forma balance sheet Includes n pro forma adjustment 1o reflect
ITC's estimated ymerger teansacton costs for periods subsequent to September 30, 2012 of $30.9 million. Merger
transaction costs primarily Include costs related to investment banking, legal, accounting, and consulting
services,

The pro formn siatements of operations include the pro forma adjustments 1o eliminate the merger
tansaction costs incurred by 1TC of $12.1 million (or the nine months ended September 30, 2012 and 37.0
million for the year ended December 31, 201 1. Entergy’s Transmission Business has not reeorded any merger
tmnsaetion costs in its historical financial sintements, ITC's estimated merger transaetion costs have been
excluded from the pro forma statements of operations as they reflect non-recurring charges not experted to have
a continuing impact on the combined resuls,

(1) Inconne Taxes—Tho pro formn balanee sheet includes a pro forma adjustment to refleet the estimated
deferred income Lax impact of $10.8 million for merger transaction costs (as deseribed in Note S(h), Merger
Transaction Coxts) and $1.8 million for aceelerated vesting of shure-based awards (as deseribed below in Note
3G), Contunon Stack), based on the federat statvtory rate of 35%.

‘The total pro forma adjusuments for income taxes In the pro forma stalements of operatlons we $13.3
million for the nine months ended Scptember 30, 2042 and $8.3 million for the year ended December 31, 2011,
‘The pre forma edjustiments are tax-c{fected at the federal statutory rate of 35%.,

Included in the pro forma income statement for the nine months ended September 30, 2012 is an adjustment
10 Entergy’s Transmission Business o increase the income tax provision by $9.4 million nnd to increase
revenues by $6.1 milllon, As desedbad in Note 8 in the condensed combined financinl statements of Entergy's
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Transmisston Business for the nine months ended September 30, 2012 und 2081 included clsewhere in this proxy
statement/prospectus, in June 2012 Enterpy settied an uncertain tax position that was recorded as an income tax
benefit and n reduction to operating revenues for the nine months ended September 30, 2012, These jtoms were
adjusted from the pro forma income statement as the items are not expected 1o have a continuing impact.

() Commen Stock—The total adiusiments to common stack of $3,347.2 million consist of the following
ilems:

*  An ndjustment to common stock of $3,340.7 miltion related Lo the issuance of 52,772,233 shares of
ITC comunen stock to the shareholders of Entergy (and, if applicable, the exchuangs wust) in order to
recelve approximately 50.19% of the shares of pro forma ITC as deseribed in Note 4.

»  Anadjusiment to common stock of $1.3 million for 140,430 shares relnted to the issuance of ITC
equity awards (as authorized by the proposed amendment 1o the Amended and Restated Articles of
Incorporation as noted above under “Novce of Special Meeting of Sharcholders” and described in
Note 4) 1o replace existing awards, held by cmployees of Entergy’s Transmission Business as described
in Note 1, “Description of the Merger.” For the replacement awards, each Entergy share award held by
an amployee of Entergy’s Transmission Business will be converted to an ITC equity award. The fair
value of the replacement awards which are considercd vested under Entergy’s share-based
compensation plans at the effective time of the merger has been attributed to pre~combinntion service
and reflected in the consideration transferred, Unvested share-based awards are considered post-
combination service. These estimates are preliminary, subject to change and could vary materially from
the nctun! adjustments at the time the merger is compfeted, driven by various factors including changes
in ITC and Entergy share prices as compared to November 23, 2012 share prices thot were used for
purposes of determining these pro forma adjusunents,

» Anndjustment to common stock of $5.2 million related to the tmpact of the secelerated vesting of
certnin share based uwards, In uccortunce with our Second Amended and Restaled 2006 Long-Term
Incentive Plan, the vesting period for centain grants isswed to ITC employees prior to September 30,
2012 will bo accelerated upon the wransfer of shares in connection with the merger wansaction,

(k) Accunmlated Other Comprehensive Loss—The pro forma balance sheet reflects the elimination of the
historical aceumulated other comprehensive Joss of Butergy's Transmission Business.

(1) Retained Earnings—The pro forma balance sheet adjusiment to retained earnings of $23.5 million
consists of $20.1 million relmed 1o the estimated merger transaction costs {net of tax) (as deseribed in Note 5(h),
Merger Transactimn Costs) nnd $3.4 inilion reloted 1o the accelerated vesting of TTC commeon stock (net of 10x)
(s deseribed in Nate 54), Connnon Stock).

{m) Recapliatization—ITC's $700 million recapltatization deseribed in Note 1, *Deseription of the Merger,”
may take the form of a one-time special dividend 10 ITC's pre-merger shareholders, a repurchase of ITC common
stock from lis shareholders, or a combination of 4 one-time speeial dividend and share repurchase. For purposes
of these pro forma financial sisements, we hove assumed that the reeapitalization will take the form of @
ane-time special dividend of' $700 million, which is reflceted as a reduction to common stock and retsined
enrnings of $308.7 mitlion and $391.3 million, respectively. If ITC's $700 million recapitalizution wers 1o 1wke
the formn of a share repurchase, the pro forma financial statements would reflect a reduction in comimon stock of
$700 million. The impact of effectuating a share repurchase instead of a one-time speciat dividend on pro forma
basic sud diluted earnings per share is described in Note 6, "Conunon Stock Shares Ourstanding.™
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{n) Net Parent fnvesiment—The pro forma balance sheet reflects the adjusuncnt 1o eliminate Entorgy’s
Transmission Business' net parent investment, The elimination of the uet parent investment was performed as a
Lwo-step process s deseribed below.

¢ In determining the net assets of the “As Adjusted Entergy’s Transmission Business™, $1,829.5 million
of Eterey’s Transmission Business® net parent investment was eliminated. This amount was cnlculated
as the ofTsciting entry to all of the adjustments to the historieal financial information of Entergy's
Transmission Business (a5 described in Note 5(c), Adjusiments to Entergy's Transmission Business).
Included in this adjustment is the $1.775 billion of debt being issued by Entergy’s Transmission
Business for which Entergy will retain the proceeds (as described in Noie 5(1), Debi).

* In determining the "Pro Forma Combined Balunee Sheet”, $1,160,7 million of Energy’s Transmission
Business' net parent investment was eliminated. This amount was calculated as the net assets of the
“As Adjusted Entergy’s Transmission Business” and vsed in the enlculation of Goodwill (as calenlated
in Note 3(g), Goodwilf},

Note 6, Common Stock Shares OQuistanding

The pro forma weighted-average number of basic shares omstanding is caleulnted by adding (i) the shares
issued in conneetion with the wansaction; (1) ITC’s weighted average mimber of basic shares of common stock
outstanding for the nine months ended September 30, 2012 and the year ended December 31, 2011; and (i) the
shares to be issued for nceelerted vesting of restricted stack awards (as deseribed sbove in Note 5, Cammon
Stock). The pro forma weighted-nverage number of dilnved shares outstanding Is ealeuluted by adding (i) the pro
forma weighted-nverage basic shares, (i) ITC's incremental shares for stock options and the employce stock
purchase plan for the nine months ended September 30, 2012 ond the yenr ended December 31, 2011 and (jif) the
shares for stock eptions and restricted shares held by employees of Entergy’s Transmission Business, which was
converted 1o equivalent 1TC incremeinal shares based on the equity exchange ratfo of 1.016 that Is pursuant to the
employces mauers agreement, The followlng table iltusteates these computations:

Nine Months Ended Year Ended
September 30,2012 December 31, 2011
Basic:
ITC common shares issued in the transaction 52,772,253 52,712,253
ITC weighted-average basic common shores 50,748,257 50,289,905
Accelerated vesting of restricted stock 462,456 462,856
Pro forma weighted-average basic common shares 103,983,366 103,525,014
DHuted:
ITC incremental shares for stock opticns and employce stock
purchose plan 754,437 788018
Shares lor stock options and restricted shares held by employees of
. Entergy's Transmission Business 12,103 6,694
Equity Exchange ratio 1.016 1016
Equivalent ITC incrernental shares 12,291 6,798
Pro forma weighted-avernge diluted common shares 104,750,094 104,320,730

ITC’s historieal eamnings per share were caleulaled based on the two-class method (e 10 our restricted stoek
containing rights to receive nonforfeitable dividends. As a result of the necelemied vesting of the restricted stock
awards at the merger date, Lhe use of the two class method did not have a material impact on pro forma camings
per share,
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If the $700 million recnpiialization toak the form of n share repurchase instead of a one-time special
dividend, the pro forma weighted average basie and diluted common shares would decrense by 9,103,215 shares
for the nine months ended September 30, 2012 and the year ended December 31, 201 1. For the nine months
ended Sepember 30, 2012, pro forina baske and diluted carnings per share would increase by 30.21. For the year
ended December 31, 201 1, pro forma basic and diluted eamings per share would increase hy $0.27,
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1TC cominon stock that are held in the exchange trust, See “Additional Material Agreemenls—Agreements
Related to the Exchange Trust and Bxchange Offer—Exchange Trust Agreement’” and “Addhional Malerial
Agreemenis—Agreements Related to the Bxchange Trust and Exchange Offer—Registration Rights Agreement.”

Background of the Merger

T the ordinury course of business, TTC periodically roviows and evaluates Indusury developments and
stralegic allematives to cnhiance shareholder value, including assessing transmission systems that would he
potential nequisidon candidaetes and constdering various transaction pariners that would be able to provide ITC
with an ability to expand FTC’s wanstnission business, Entergy’s board of directors and management frequently
review Entergy’s portfolio of asses to cyaluate its current steture ond composition 1o determine whether
changes might be advisable, and 10 fook for attractive ways 1o add value for its shareholders. ITC determined to
pursue this transaction with Entergy to expand its transimission business, rather than other available transactions
or no ransaction, for a variely of rensons, including the expeciation that such wansaction will be value aecrotive
1o ITC’s financial results (after giving cffcet to the 1TC recapitalization), increase ITC s revenues and camings
and enhance cash flow generation, the enhaneed growth prospects available through ITC's increased size and
peographic reach, the expectation that such iransaction will enhonee 1TC's overall eredit qualtity and significantly
enliinee TTC*s balunce sheet, the strueiwre of such wunsscuion us o wx-free rearganizition for federnl income wx
purposes mnd for other reasons deseribed below wnder “—ITC's Reasons for the Merger; Recommendation of
ITC’s Bourd of Direttors.”

On June G, 2011, Mr. Eddie Pecbles, Vice President of Corporate Development for Entergy, initiated a call
with Dr. Terry Hurvill, Vice President of Grid Development for ITC, During this calt Mr, Pecbies inquired shout
ITC’s interest in submitting a proposal related to Entergy's Transmission Business, '

After ITC expressed interest in submiuting o proposal, on Jung 10, 2011, ITC and ESI exccuted a
non-disclosure ogreotnent.

Following tie execution of the non-disclosure agreement, Entergy provided ITC with preliminary
non-publie information regarding Enlergy’s Transmission Business. Such information inchled (i) a summary of
Entergy’s Transmission Business, (if) information on the historical eate base angd deferred taxes of Entergy's
Tronsmission Business and (iii) projections for capital expenditures, Also included with such inlormation were
instructions for submitting a non-binding indication of Tnterost,

From June 13, 2011 through June 17, 261 1, Dr. Harvill und Mr. Pecbles had several calls to discuss mallers
regarding Bntergy’s request for & non-binding indleation of intesest for Entergy's Transmission Business and the
preliminnry non-public infonmation previeusly provided to ITC.

On June 21, 2011, Mr. Pecbles provided Dr. Harvill with updated non-public information regarding
Entergy’s Transmission Bustness™ projectiony for eapital expenditures,

On July 1, 2011, nt Entergy’s request, ITC submitted to Entergy a confidential and non-binding indication of
interest letter for the acquisition of Entergy’s Transmission Business. The leuler proposed an acruisition of
Entergy’s Transmission Business for atl-cash consideration, but in its letier ITC also indicated that it would be
willing 10 explore various alierpative struetires to faoilitate a potentinl transeetion, including n pre-paid lense, n
leveraged partnership and the Reverse Morris Trust structure described below that was ultimately adopted {or the
transaction, ITC's proposnl also included s preliminary indication of the enterprisc value of Entergy's
Transmidssion Business between $6,75 billion and $7,25 billion, This preliminary valuation reflceied a 1axable
psset nequisition for all-cash constderation and was based on transmission rate base values and capital investment
forecasts provided by Entergy, among other assumptions. In particular, consistent with Enlergy’s instructions, the
preliminary valuation nssumed a January 1, 2014 valuation date, utilized a projected 2014 rate base, did not
estimate any potemtial effects of accelemted federal tnx bonus deprecintion, and, due to the taxable nature of an
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all-cash consitleration transaction, assomext that there would be a resetting of tex bnsis of the nsseis acquired and
a corresponding remeasurement of necumulated deferred income taxes on the assets acquired, These assumplions
implicd significantly higher mate base snd earnings power (and a comrespondingly higher valuoe) for Emergy's
Transimission Business relntive to those implied by the Reverse Morris Trust tmasaction structure ultimately
agreed upon by the parties, In addition, during the course of negotiating the transaction with Entergy, certain
other assumptions for Entergy’s Transmisslon Buslness were refined by Entergy, including wransmission rate
base values, copital investment projections and the applicability of accelemted federal tnx bonus depreciation,
which had a material impact on the valuation of Entergy’s Transmission Business relative to what 'TC presented
in July I, 2011 non-binding indication of interest

On July 6, 2011, representatives from Entergy and 1TC met at Entergy’s New Orleans, Louisiann
headquarters (o discoss 1TC's preliminary indieation of interest to ncquire Entergy’s Tmnsmission Business.
Parteipamts from ITC included Mr. Cameron Bready, Executive Vice President snd Chief Financial Officer, and
Dr, Harvill, and participants from Entergy included Mr. Leo Dennult, Chief Financial Officer, and Mr. Pecbles,
The group discussed various preliminary jssues and concerns, Including structuring allernatives and the potential
benefits to ITC and Entergy of a transaction involving Enlergy’s Transmission Business, ITC's ability 1o
suceess{ully integrate and operate the Jarger business that would result from the acquisition and the regulatory
approvals that would be required to consummate the ransaction, At the conelusion of the meeting, the parties
agrecd that they would continue to evalunte the feasibility of a potential transaction, Mr, Denavlt informed
Mr, Bready that he would contact Mr. Bready with the plan for next steps, if sny, elter Mr, Denault had briefed
the BEntergy board of dircetors a its regolar July meceting,

On July 29, 2011, at a regularly scheduled mecting ef Entergy’s baord of dircetors, Mr. Denauit presented
Entergy’s board of directors with information on a potential transaction involving Entergy’s Transmission
Business. The preseniation inchsded Information on (1) a summary of the actions taken o date, (i) the internal
valnation of Entergy’s Transmission Business, (i) a potential transaction structure for consideration and (iv) a
potential wansaction limeling if the proposed ransaction were to proceed. The Entergy bonrd of directors
instructed management to proceed with Turther discussions with ITC to determine whether a transaction could be
achleved,

On August 17, 2011, the ITC board of directors held its regularly scheduled quarierly board meeting during
which Mr. Bready provided a brief overview of the potential opportunity with Enterpy.

On August 23, 2011, Mr. Deranlt ealled Mr. Bready te discuss the possibitity of advancing discussions to
determine if ITC and Entergy contd reach s muually agreeable tmnssction, Mr. Demault and Mr. Brewdy ogreed
1o establish a process to exchange non-public information, perform due diligence and enier into further
discussions reparding a potential transaction,

On August 26, 201 1, ITC retained Stinpson Thacher & Bartletr LLY, referred to as Simpson Thacher, as
outside lepal counsel,

On August 34, 2011, Emergy and iTC entered into 2 mutual non-disclosure agreement which superseded the
non-disclosure ngreement entered into between ESI and TTC on June 10, 201 1. Also on August 31, 2011, Entergy
retained Skadden, Arps, Slate, Meugher & Flom LLP, referred to as Skaddon, Arps, as ovtside logal counsel.

On September 2, 2011, Entergy and ITC exchanged, through their respective financial advisors, addidonal
financial information regarding Entergy’s Transmission Business and ITC, respectively,

On September 7, 2011, at the Chicago, Hlinois offices of Goldman Sachs & Co., referred 1o as Goldman
Sachs, senior management from 1TC and Bnterpy and other representatives for Entergy and I'TC held a
tmnsnction kick-off meeting. Autendees at this meeting from ITC included Mr. Bready, Dr. Harvill, and Mr. Jon
Jipping, Excentive Vice President and Chief’ Operaling Officer, represeniatives from Deloitte & Touche, tax
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advisors to ITC, refermed w as Deloitie; representatives from LP. Morgan, {inanclal advisor 1o I'TC, referred Lo as
J.P. Morgan; and representatives from Simpson Thacher, ITC's lepal counsel. Autendees at this meeting from
Entergy included Mr. Denault, Mr. Pecbles, nnd Mr. Mark Savoff, Executive Vice President and Chief Operting
Officer; representatives from Skadden, Arps and representatives from Goldman Sachs. At the meeting, Entergy
and ITC represcatatives discussed the potential terms and structure of a ransaction involving Entergy’s
Transaiission Business, Representavives of ITC and Entergy also presented information about their respective
transmission businesses and fnancial forecasts and assumptions.

AL this meeting, Entergy proposed that the transaction be siructured as o Reverse Morris Trust transaction. A
Reverse Morris Trust transaction is a business combination involving the spin- or spit-off of a busincss (here,
Entergy’s Transmission Business), by a company (here, Entergy), and its subsequent merger with another
company (kere, ITC). Entergy’s proposal would be structured on & 1ax free basis where shareholders of the
company effecting the spin- arsplit-eff (here, the Bmergy sharcholders) receive more of the cquity in the
combined epmpany than the sharcholders of the other compaony (here, the 1TC shiarcholders), In addition wo
facilitnting a tax-free wansaction for Bntergy sharcholders, the Reverse Morris Trust structure aiso resulws Ina
lower re base for Entergy's Transmission Business under TC ownership relative to that which would result
from a axable, ali-cash ransaction, which results in lower expected wansmission rates for ITC's new cuslomers
upan closing the trensaction relaive 1o what they would have exparienced in a taxable, all-cash wansoction, The
Reverse Morris Trust structure was ultimately selected by the parties for the foregoing reasons and for the other
reasens described below under “—1TC's Reasons for the Mergery Recommendation of ¥TC's Boord of Dircetors”
and “—Entergy's Reasons for the Scparation, Distribution and the Merger”. The nttendees also discussed the due
diligence protecol and the due diligence proeess.

On Seplember 8, 2011, there was a conference call among representatives of ITC, Entergy, 1P, Morgan and
Goldmnn Sachs 1o discuss the detatls of ITC's and Entergy’s financial foreeasts,

From September 8, 2011 through October 18, 2011, Mr. Bready, Dr. Harvill and representatives of LP.
Morgan had preliminary communications with representatives of Entergy, including Mr. Peebles, ond Goldman
Sachs regarding a warking framework for the valuation terms of the potential trangaction, including the pro
forma ownership of TTC between Entergy and ITC sharcholdees after the merger, the amount of Indebtedness
Entergy™s Transmission Business counld incur, snd the value tat 1TC would distribue 1o iis pre-merger
sharcholders in the form of a one-time speciul dividend, share repurchase or combination thercof, referred 1o as
the ITC reeapiialization,

On September 13, 201 1, Bntergy formally engaged Goldman Sechs os its finaneial advisor in conncction
with the proposed transnction.

Beginning on September 16, 2011, weekly calls between Mr. Denault and Mr. Bready were implemented in
order to disenss issues related 1o the proposed ransaction,

From Sepiember 14, 2011 to September 23, 2011, representatives from 1TC and Entergy and their respective
advisors held numerons calls to discuss (1) ontstanding issues regarding the potential transaction, including the
transaction streciure, (i) what assets and operations would constitute Entergy’s Trmnsmission Business, (i) duc
ditigence issucs of primary concern related 10 environmental, information technology, transmission operations,
treasury, federal regulntory, accounting, real estate, state/local mgulutory, humen rescurce/employcee, tax and
legal and (iv) the progress of the proposed transaction.

On Scpiember 26, 201 1, each of Entergy and ITC provided to the other pasty and thefr respective legel and
financlul advisors access to clectronic datn rooms containing non-public information related to ITC and Entergy's
Transmission Business in order to continue to conduct due diligence. Due diligence continued until shordy
boforc the merger agreement, the separation agreement and the employee matiers agreoment were oxeculed,
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From September 27, 201 | unii} shonly before the execution of the merger agreement, the separation
agreement and the employee matlers agreement, representatives of Entergy and 1TC and their respective advisors
had regular mestings and ongoing discussions related to regulatory strategy mauters regarding the proposed
transaciton,

On September 30, 201 1, representatives from ITC, Entergy, J.P. Morgan nnd Goldinun Suchs participuted in
aconference call 1o disenss Emergy's Tronsmission Business's and ITCs capital expenditures forecasts,
respectively, Also on September 30, 201 1, Dr. Harvill and Mr, Pecbles had a call to discuss oulstanding valuation
and other transnction matters and 8 general update of the progress of the proposed transaction,

On Qctober 3, 2011, Entergy through Goldman Sachs also provided ITC with updoted financial forccnsts to
supplement the information provided to 1TC on September 2, 201 1.

On October 11, 2011, there was a conference call among Mr. Bready, Dr, Farvill and other representatives
of 1TC, Mr, Pecbles and other represematives from Entergy, and representatives from Deloite, J.P. Morgan,
Goldman Sachs, Simpson Thacher and Skadden, Amps 1o discuss transaction structuring matters. Also on
Qctober 11, 2011, Dr. Harvill and Mr. Peebles had a call to discuss outstanding issues relnied to valuation and
other transaction terms, including a gencral update on the progress of the proposcd transaction,

On QOetober 11, 204 [, Mr. Joseph Welch, Chairman, President and Chief Executive Officer of ITC, and
Mr. Bready met in Atlanta, Georgin with M, J, Wayne Leonard, Chainman and Chief Bxceutive Officer of
Entergy, and Mr. Benault to discuss certain aspecis of a potential iransaction, including the siralegic rationale for
the transaction for both partics, the regulalory considerations to effecivale 1hio transaction and certain operational
matters for Entergy’s Transmission Business, At the meeting, each party's representatives expressed their mutual
desire to proceed and further negotiate a proposed transaction.

On October 13, 2011, Entergy provided ITC wilh an updated capilal expenditure forecast ind financi:l
model, supplementing the information provided on Getober 3, 2011

On Ocioher 14, 2011, sepresentatives from 1TC, including Dr, Hurvill, representaiives from Entergy,
including Mr. Rick Riley, Vice President of Energy Delivery, and Mr. Pecbles, nnd representatives from 1P,
Morgan and Goldman Sachs pasticipated In a conference eall to discuss the enpital expenditure foreensts
provided the day hefore.

On October 18, 2011, J.P. Morgan delivered a preliminary proposal to Entergy on behalf of 1TC, which
included: (i) that the post-merger pro forma ownership of 1TC between Entergy shareholders and ITC
sharcholders would be approximately 50.1% and 49.9%, respectively, (i) that Entergy’s Transmission Business
could incur up to 518 billion in indebtedness prior to the distdbution and merger, the proceeds of which would
be retained by Bntergy and Entergy’s Utllity Qpecating Companies and (jif) that the 1TC recapitalization would
not exceed $700 million,

On Oclober 19, 2011, Mr, Denoult and Mr, Bready spoke by telephone nbout the proposed ransaction, On
the ielephore call, Mr, Dennult asked Mr. Bready lollow up questions regarding the proposal delivered by 1TC
the previous day,

At a speclal meeting of the Emergy board of directors held on Geteber 20, 2011, Entergy management
bricfed the Entergy board of directors on the stnus of the proposed divestiture of Entergy®s Transmission
Business.

On Octoher 20, 2011, Skadden, Arps, distributed initial drafis of the merger agreement und separation
agreement to Simpson Thacher,
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Also on October 24, 2011, the ITC bonrd of dircctors held a specinl meeting, during which Mr, Bready
provided the ITC board of directors with o comprehensive review of the proposed iransaclion, including an
overview of Butergy's Transmission Business, strategie ratlonale for the proposed tmansacton, regulatory
approvals required to close the trensaciion, an update on the status of ITC’s due diligence review of Entergy's
Traustaission Busincss and proposed next steps to advance the transaclion, Mr, Bready alse presented
preliminary valuation and combination analyties, as well as an overview of the key elements of the structure of
the proposed tmnsacton. In addition, representatives of Simpson Thacher and Dykema, ITC's Michigon owmside
counsel, provided an overvicw of applicablz legal standards and Tduciary duties of directors in the context of
considering the potential transaction and other strategic altematives avaitable 1o ITC, Alflter extensive
consideration, the ITC honrd of dircctors directed senlor management o continue to pursue discussions with
Enterpy reparding a poteniial transaciion. In addidon, due to the expected timing associnted with advancing the
transaclion ond jts complexity, the board of directors of ITC designated a sub-committee of board members,
referred 1o us the ITC board sub-commilcee, to be accessible to manngement for more regular updates and to
provide guidance on significant issues associnted with the transaction arising between meetings of the full bonrd
of directors,

On Qateher 25, 201 |, Mr. Denault and Mr. Bready met in Chicago, liinols. At thls meeting, Me. Denaull
and Mr. Bready discussed matters related to the wansaction, including the werms of ITC's preliminary proposat
delivered by J.P. Morgan on October 18, 208 1. Mr. Denault and Mr, Bready preliminarily agreed that the post-
merger pro (ormn ownership of 1TC bewween Entergy shurehoklers and ITC shareholders would be 50.1% and
49.9%, respectively, (i) that Entergy's Transmission Business coutd inoar up 10 $1.95 billion in indebtedness
prior to the distribution and the merger, the ret prececds of which would be retained by Enlergy and Emergy's
Wility Operating Companies and (fii) that the ITC recapiwlization would not exceed $600 million,

On Qetober27, 2011, representatives from Simpson Thacher and Skadden, Arps held a call to diseuss ITC's
prelindnury issues arising out of the drafts of the merger sgreement and sepanution agreement distributed by
Skadden, Arps,

On Qctober 28, 2011, at a regulasly scheduled meeting of the Entergy board of directors, Mr, Denault and
Mr. Pechles presented an updnte 10 the Entergy board of directors regarding the proposed transaction, The
presentation included information on (i} strategic ratipnale, (i) background on 1TC, (iii) Entergy’s intemal
valuation of Entergy’s Transmission Business and combination analysis of Entergy’s Transmission Business with
ITC, {iv) proposed transaction structurg, {v) sccial factors, (v transaction tming and (vii) next steps.

Also on October 28, 2011, Mr. Denauli and Mr. Bready spoke by telephone about the proposed transaction.
Mr. Depault jinformed Mr. Bready that at the mecling of the Emtergy board of directors thet day, the Emergy
board of directors continued to be intesested in the proposed ansaction provided satisfuctory finoneinl and other
terms and conditions could be reached,

On October 29, 2011, there was a conference call to discuss issues in the draft merger agreement and
separtion agreement provided to ITC. Partcipants included Mr. Peebles from Entergy, Dr, Horvill from ITC,
and representatives from Deloiite, Simpson Thacher, JLP, Morgan, Goldman Sachs, and Skadden, Arps, The
discussions Included issues related to (1) the financings to be conducted prior 1o the closing of the merger, (ii) the
ability of Emergy to modify aspects of the transuction conceming Entergy’s internal reorganization without the
censent of ITC, (i) the circumstances in which each party could werminate the agreement, (iv) the obligations of
the parties to close the transaction based on eertain cvents, (v) the required effonts of each party neeessary to
close the transnction, (vi) the allocation of nssets and labilities between ITC and Entergy reloted 1o Bntergy's
Transmission Bustness, {vii) whether the amount of debt and Entergy shareholders® post-merger ownership of
ITC would be adjusted upon centain events and (viil) other contract provisions,

Between November 1, 2011 and November 10, 2011, Dr, Harvill nnd Mr. Pecbles had several calls 1o
discuss outstanding valuation matiers, issues in the mnsaction agreements and a general update of the progress
of the proposed transaction,
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On November 3, 2011, ITC formally engaged 1P, Morgan as {ts {financlal advisor in connection with the
proposed transaction,

Also on November 3, 2011, the ITC board sub-committee held a telephonie meeling to recoive on update
from management and their legal and fnancial advisors with respect 1o progress on the proposed wnsacdan,

On Noveinber 4, 201 1, Simpson Thacher distributed 1o Skadden, Arps a mark-up of the sepamtion
agreciment,

On November 6, 201 1, Simpson Thacher disuibuted to Skadden, Arps a mark-up of Hie merger agrecment,
On the same day, Skadden, Arps distributed a draft of the employes matters agreement io Simpson Thacher.

On November 7, 2011, Mr. Mark McCella, Vice President of Transmission Regulatory Complinnce, and
Mr. Riloy, ench from Butergy and Mr, Jipping from ITC, met in Jaekson, Mississippl to review business
operations and answer questions related to specilic groups within the transmission organization. The group also
discussed information technology related matters,

On November 9, 201 1, representatives from Entergy, ITC, Simpson Thacher and Skadden, Arps participaled
in meetings a1 Entergy’s New Orleans, Lovisiana headquariers 1o discuss outstanding employee matters related to
the proposcd ransaction, ineluding the draft employee matters agreement dolivered to 1TC on November 6, 2011,
Partcipants inchided Dr. Harvill, Mr, Bready, Ms. Linda Blair, Bzecutive Vice President and Chiel Business
Officer, and Mr, Jipping of 1TC; Ms. Ranac Conley, Excentive Vice President of Human Resources and
Administration, Mr. Peebles, Mr. Denault, and Mr, Savoff of Entergy; and representatives from Simpson
Thucher. A representative of Skadden, Arps participated by phone,

On November 11, 2011, representatives of Enterpy and ITC and their legal advisors met In Now Orleans,
Lovisiana to further discuss ontstanding issues with the revised drafts of the transaction agrecements ralsed on the
Qctober 29, 2011 telcconferonce between the partics. Participants included Dr. Harvill from ITC: Mr, Pechies
from Emtergy: and representatives from Simpson Thacher and Skadden, Arps.

Also on Novomber 1], 2011, ITC formally engaged Barclays Caplial Inc., also reforved to us Barelays, as its
financial advisor in connection with the proposed vansacton,

On November 14, 2011, Mr. Welch and Mr, Bready from ITC mar with Mr. Leonard and Mr. Denault from
Eutergy in Atlants, Georgin to discuss the proprosed ransaction. At this mecting, the participants discussed the
progress of the proposed wansaction, including the board and management composition of ITC following the
potential transaction, key terms nnd conditions of the merger agreement, and other social Issues,

On November 16, 201 1, the ITC bourd of directors held its regularly scheduled quarterly board meeting
dusing which senlor management provided the ITC hoard of directors with an update regarding progress on the
proposed wansaction with Entergy, At this meeting, Mr. Bready also provided additional financial analysis
regarding the patentin) transaction and a status update with respeet to due diligence efforis and negotiation of the
transaction ugreements. Mr. Brendy also presented on expected timeline for advancing the potential transaction
assuming that agreement could be reached on remaining issues subject 1o nepotiation,

Also or November 16, 2011, Skadden, Arps distributed a revised draft of the merger sgreement to Simpson
Thucher.

On November 16, 2011 and November 17, 2011, there were calls between Dr, Harvill and Mr. Peebles to
discuss outsianding issues related to transaction representations and warranties, status of the employce matiers
agrecment and the progress of other outstanding matters rolated Lo the proposed transaction,

123

SCHEDULE BKW-2

T AD NnRAs



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

On November 18, 2011, the Entergy board of directors hield a telephonie special meeting Lo discuss the
trangaction. Mr, Denault and Mr. Peebles presented an update to the Entergy beard of direciors regarding the
proposed transaction. The presentation included information on () swmegie mijonale, (1) Entergy’s imernal
valuation of Entergy’s Transmission Business and combination analysis of Briergy’s Transmission Business with
ITC, (i} propesed tmnsaction structure, {iv) social issues, (v) transaction Uming and (vl) next steps.

On Novembar 19, 2011, there was a conference call among M, Bready, Dr, Harvill, Mr. Pecbles, and
Mr. Dennuidt and other representatives of ITC, Entergy, Daloitie, Simpson Thacher, Skadden, Arps, I.P. Mergan
#nd Goldman Sachs to discuss linancing matters relating o the proposed transaction.

On November 19, 2011, Skadden, Arps distribuied 5 revised draft of the separation agreement to Simpson
Thacher.

On November 20, 201 1, De. Hurvilt and Ms, Blair from 1TC and Mt Peebles from Entergy had n conference
call to diseuss outstanding employee related maiters about the proposed transaction,

On November 21, 201 |, represeniatives of ITC, Entergy, Simpson Thacher and Deloltie had o conference
vall to discuss and negotiate certuin tax provisions of the merger agreemant and separation agreement,

On November 22, 2011, representatives from ITC, inchading Dr, Harvill, represcutatives from Entergy,
including Mr. Pecbles, and other representatives from Entorgy, ITC, Simpson Thacher, Skadden, Arps, J.D,
Morgan and Goldmen Sochs met at L.P. Morgan’s offices in Chicago, lllinois. Isswes discussed st the meeting
included (i} the circumstances in which cach party could terminste the merger agreement, (i) the obligations of
the pastics 10 close the proposed transaction based on ceraln avents, (i) the required effors of exch pany
ticcessary to clese the proposed transaction, (iv) the allocation of assets and ligbilities bewween ITC and Entergy
refoted to Enterpy’s Transmission Business, (v) whether the amount of debt and shares to be issued 1o Entergy
sharcholders would be adjusted upon certain events and (vi) other contract provisions. Representatives of the
partics also agreed to negetiate after the proposed transaction was announced the form of certain ancillary
agreerments related 1o the sepuration agreement and she merger agreement, Thers were afso calls between
Dr. Horvill sind Mr. Bready of I'TC and Mr. Pecbles and Mr. Denault of Emergy (o discuss Bntergy’s plans lo
elect accelerated wx depreciation and the impacts of such clection on Entergy’s Transmission Business.

Also on November 22, 201 L, representatives of Entergy and 1TC met in New Qrleans to discuss bargaining
unit employees, assumption by ITC of collective bargalning agreements and general employee issues and due
diligence meetings related to business operations of 1TC and Entergy's Transmission Business were held fn Novl,
Michigan aud atended by represematives of Entergy und ITC,

Also on November 22, 201 [, the ITC board sub-committee held a telephonie meeling 1o receive an update
from management and their [egal und fintneiul advisors with respect to progress on the prapesed wansaction,

On November 24, 2011 and November 27, 2011, there were calls between Dr. Harvill and Mr, Pecbles 1o discuss
outstanding issues related to the representations and wamunties contained in the merger agreement, status of the
cmployee mallers sgreement, and the progress of other outstanding matters relmed to the proposed transaction.

On November 25, 201 1, Simpson Thacher distributed o revised draft of the employce matters agreement o
Skadden, Arps.

Between November 26, 2011 and December 4, 2011, representatives of Entergy, 1TC, Skadden, Arps and
Simpson Thacher negotinted und exchanged mulliple drmlts of the employee matters ugreetment.

On November 27, 2011, Simpsen Thacher distribmed revised drafis of the merger agreemeant and the
separation agreement o Skadden, Arps. Between November 28, 2011 and December 4, 201 1, reprosentatives of
Entergy, ITC, Skadden and Simpson Thacher negotiaed and exchnnged multiple drafis of the merger agreement
and the separation agreemeiil.
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On November 29, 2011, Mr. Bready met with Mr. Denault in Atlanta, Georgia to discuss the proposed
wransaction. The discussions included mattors regarding Entergy’s plans to take nceclerated tax depreciation and
the impacts of such eleetion on Entergy’s Transiission Business; the amount of debt to be incurred by Entorgy's
Transmission Business: whether the number of shares of ITC common stock 1 be received by Entergy
sharcholders in the proposed transaction would be adjusted in certain avents; the obligations of the parties to
close the propased transaction urdler specilied circumstarices; representations and warranties made by Entergy
regarding Entergy’s Transmission Business in the merger agreement; social and employee benefit issues; and
other open issties, As a result of Entergy’s plans 10 ke accelernted 1ax depreciation, as well as the other matters
discussed, Mr. Bready and Mr. Denault negotisted chenges 1o the tesms of the proposed transaction to reflect a
reduction in the amount of indebiedness that Bnergy’s Transmission Business would incur prior to the
distribution and the merger to $1.775 billion and an increase In the ITC recopitalization to an amount not to
excecd $700 million,

From November 30, 2011 through December 4, 2011, there were multiple conference calls between
representatives from Bntergy, ITC, Simpson Thacher, Cooley LLP, Entergy’s tax counsel, and Deloiue 10 discuss
and nogotinte the tax provisions of the merger agreement and the separation agreement, as well as other
outslanding issucs, including with respect to the allocation of assets and liabilities between TransCo and Entergy
and tha standand of efforts required of the paries 1o obioin certin regulatory approvals, und finatized the merger
ngreemnent, the separsifon agreement and the employce matiers agreemest.

On December 1, 2011, the ITC board of directors held a special meeting at the offices of ITC in Novi,
Michigan. At the meeting, Mr. Bready npdated the ITC bourd of directors on the status of the negotiations with
Entergy. Prior to the meeling, the ITC bonrd of directors was provided with substantially complete drafis of the
merger agreement, the separation agreeenent and employee matiers agreement and summaries of such
agreements, A representative of Dykema reviewed and discussed with the ITC beard of directors the Rduciary
dutics of the dircctors in the context of considering ITC’s strutegic aliermutives (including the proposed
tmnsaction), nnd genior munagement and a representative of Simpson Thacher reviewed with the ITC board of
direstors the principal terms of the merger agreemeny, the separation agreement and the employee matters
agreement, Mr, Bready, together with representatives of TP, Morgan and Barclays, also reviewed and discussed
with the YTC bourd of directors Mnsncial analyses refnting to the terms of the proposed tansaction. Aller
cxtensive discussion rogaeding the proposed transaction, the ITC hoard of direclors instructed management to
proceed with final negotiations and work to finalize the merger agreement, the sepnration agreement and the
employee mitters agreement.

On December 2, 2011, the Entergy board of directors diseussed the proposed Lansuction sl a regulurly
scheduled meeting at Entergy's Now Orleans headquarters, Pdor to the meeting, the Entergy board of divectors
was provided with substantinlly complete drafis of the merger agecement, the separation agreement and
employee matters agrecment. All board members were present, Mr, Denault, Mr, Robert I3, Sloan, then the
Executive Vice President, General Counsel and Secretary of Entergy, Mr, Peebles, Ms, Conley and other
represenlatives from Entergy and representatives from Skadden, Arps ind Goldmnn Suehs prosented an update 1o
the Entergy board of dircotors regarding the proposed transaction. The presentation and discussion ineluded
information regarding the proposed transaction on {i) strategie rationate and benefits to Entergy’s sharchiolders,
(i) Entergy’s internal valuntion of Bntergy’s Transmission Business and combination analysis of Enlergy’s
Transmission Business with ITC, (iif) Goldman Sochs Nnanclal analysis of the propescd transaction,

(v} proposed transaction structure, (v) transaclion Uming, (vi) employee matters, (vit) other commereial terms,
{vili) due diligence results and (ix) next steps, Representatives from Skadden, Arps reviewed with the board the
terms of the merger agreament, the separation agreement, the employee matters agreement and the open issues in
ctch agrecment. Following this board meeting, the presidents of Entergy Arkansas, Entergy Gulf States
Louisiana, Entergy Louisiana, Entergy Mississippl, Energy New Orleans, Entergy Texas and ESI were given an
update on the propesed transaction nnd a summary of tie proposed transaction 1erms and conditions, including
substantiolly the same information presented to the Entergy board of dircetors carlier in the day,
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From December, 2, 2011 through December 4, 201 1, final negotiations related to the merger agreement, the
separation agreenient and the employes matters agreement took place between Entergy and ITC representatives.

On December 3, 2011, the Entergy board of directors held a telephonic special meeting 1o conslder the
proposed transaction with I'TC, All board members other than Mr. Tauzin were in attendanee. Mr, Leonard
updnted the Bntergy board of dircctors on the stats of negatiations with ITC, ineluding the remaining open
issucs on the wansacilon agreements. Also present were vorjous represcniatives from management, including
Mr, Denault, M, Pecbles and Mr. Sloan, and representatives (rom Skadden, Amps and Goldman Suchs, Afler
considering the foregoing, the presentations and discussions made at prior meetings of the BEutergy board of
directors, the merger sgreement, the separtion agrecment and the employee matters agreement, and taking ine
considertion the factors described under the section “-fintergy’s Reasons for the Separation, Distribution and
the Merger,” the Entergy divectors present at the meeting upanimonsly determined that the transaction
sgreements and the Lmnsactions eonternplated by the transaction agreements were advisable and in the best
interest of Entergy and its shareholders and approved the transaction.

Also on December 3, 2011, the respeetive governing bodies of Emergy Arkansas, Entergy Gulf States
Louvisiana, Entergy Loutsiana, Entergy Mississippl, Bntergy New Orleans, Entergy Texns and ESI considered and
upproved entering into the separation agreement and refuted irunsuctions,

On the morning of December 4, 2011, the 1TC board of directors held a specinl telephonic mecting o
review the proposed wansaction, At the meeting, scnior management apprised the ITC board of directors of the
status of negotiations and reviewed the terms of the transaction as reflected in the finel forins of the merger
agrcemcnt, the separation agreement and the employee matters agreement, LP. Mocgan delivered its oral opinion
to the ITC bonrd of dircetors (subsequently confinmed by a written opinion dated December 4, 2011) to the effect
that, as of such dute, and subject to the Bimdtaions and assumptions set fonh in its writlen opinion, the aggregate
merger consideration is fir to ITC from a financial point of view. Barclays also delivered its oral opinion,
{subscquently confirmed by delivery of o weltten opinion, dated December 4, 2011), to tho effect that, as of that
dute and based upon and subjeet to the qualifications, limitations and assumptions deseribed in the opinion, the
exchange mtio in the merger was fale, from a financial point of view, to ITC, Afier further discussion, the ITC
bourd of directors detenmined thut the merger agreement, the separaton agreerent and the employee matters
agreement and proposed transactions with Emtergy were advisable, {air to and in the best interests of ITC and its
sharcholders, approved the merger sgreement, the scparation agreement and the employee matters agreement and
the proposed lransactions with Entergy in seeordanece with Michigan law and reeommended that the ITC
sharcholders approve the merger, an amendment to the ITC atticles of incorportion to increase the number of
autharized shares of TTC common stock and the issuance of TTC common stock parsuunt to the merger
agreement. The ITC board also authorized senlor munagement to finalize, oxecute and deliver the merger
agreement, the separntion agreement and the employee matters agreement.

On Decemiber 3 and 4, 2011, internal and external representatives from ITC and Entergy pacticipated in
numerous phone culls and other meelings regarding the remaining open issues reluted to the ransuction
agrecments. On December 4, 2011, representatives of Cooley, LLP met with M. Breudy, and represematives
from Simpson Thacher in New York City 10 conclude Entergy”s due diligence with respect 1o wx matters.

The merger agreement, the separation agreement and the employee matiers agreement were finalized and
cxeculed on December 4, 20 1.

On Decemnber 5, 2011, Emergy and ITC issued a joint press release announcing the execution of the moyger
agrecment, the separation agreemant and the employee mntters agreement before the opening of tading on the
New York Stock Bxchange.

Since December 6, 201 1, Entergy, ITC and their respective advisors have continued to negotiate and finalize
uie generator intereonnection agreement, the distribution-tmnsmission interconnection agreement, the transition
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services agreement, the software/IP license agreement, the pole attachment agrecinent for clectrde distribution
facHities, the ransmisslon strueture atachment agreement For teleeommunications facilities, the exchange trust
agrecment and the registration rights apreement.

On September 21, 2012, the respective partics Lo the inerger agreement enterced into Amendment No, ! to
the merger agreement nnd on Seplember 24, 2012, the respective parties to the scparation agreemient entered into
Amendment No. 1 to the soparatian agresment,

I'TC’s Reasons For the Merger; Recommendation of ITC's Bosard of Birectors

ITC?s board of direelors has approved the mevger agreement and the consummation of the
{ransaciions contemplated thereby and determined that the teems of the merger agreement and the
teansactions contemplated thereby, including the issuance of ITC common stock in the merger, are
advisable, Fair lo and in the best interests of 1TC and its shareholders, ITC's board of direclors
recommends that sharcholders vote FOR the proposals {o approve the merger sgreement, to gmend the
amended and resiated arlicles of incorperation of ITC [o increase the number ol authorized shares of ITC
common stock, to issue I'TC common stock in the nierger and Lo approve adjournments or postponements
al the special meeling for the purpose of soliciting additional proxies, if necessary.

In renching its decision to npprove the merger ngreement and the consummation of the transactions
contemplated thereby, the ITC board of directors consulted with its finoneial and legal ndvisors and carefully
considercd a variety of factors, including the following;

»  the expectaton that the merger will be value accretive to ITC's finaneial resulis (alter giving effect 1o
the ITC recapitalization), increase ITC’s revenues and camings and enhance cash flow generation;

* the potential that the merger will further enhance ITC’s ability 1o achieve its long-lerm sirategic
objectives and positlon ITC as the preeminent transmission company in the United States, while further
strengthening ITC's business model as an Independent transmission company;

¢+ the opportunity to significantly expand the seope and seals of ITC's aporations by creating one of the
fargest tmnsmission companies in the United States based on net property, plant and equipment and by
foad served and expanding ITC's geograghic reach through the inwroduction of new markets in the Guil
States and Mikl-South regions;

+ the cohaneed growth prospects avallable through ITC's inereased size and geographic reach and the
shifting of growth to mere predictable base capitel investments;

s the expectation that the merger will enhance 1TC's ovemil credit quality and significantly enhanee
ITC’s bulance sheel strenpth;

» the expeetation that the introduction of stzeable new markets will provide ITC with a sironger
operations] plitfemn and strengthened finaneial resources from which o pursue addional
doveolopment initintives, which should significantly broaden and de-risk ITC's capital invesiment
oppertunities ond enhnnee 1TC’s sbility 10 pursue new acquisition and invesiment opportunities;

s  the potential that the nicrgcr will gencrate incrensed visibility and greater access 10 the capital murkels
for ITC, which could enhunce the market vatuution of ITC's common stock and facilitate ITC's nbility
to access the capital markets going forward;

v information concerning the business, assets, labilitics, financial performance nnd results of operations,
and condition and prospects of 1TC and Enterpy’s Transmission Business;

s the structure of the merger as a tax-free reorganization for federml income tax purposes;

* the experence and prior success of ITC's manngement in integmting acquisitions into TTC's exisiing
business, and elfectively merging corporate cullures;
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17°C. 3P, Muorgan calculoted a range of teiminal values of ITC at the end of the profection peried by
applying n perpetuity growth rote to projected 2021 unlevered free eash flows of 8632 million, which were
adjusted for normalized capital expenditres, defemed wnxes, depreciation, amortization and changes ih net
working capital. The perpetuity growth rate range used was 0.5% to 1,0%. The present value of tie estimated
unlevercd frec cash {fows and terminal values were then calculated using discount rates ranging frum 5.75% to
6.25%, This analysls indicated an implied range of enterprise values for ITC of 87,084 billion to $8.829 billion,
and an implied mnge of equity values of $3,184 hillion to $4.929 billion,

Bniergy's Trausmission Business. J.P, Morgan caleulated o range of terminal values of Entergy’s
Transmission Business at the end of the projeetion period by applying a perpetuity growth rate to projected 2021
unlevered [ree cash flows of $471 miilion, which were adjusted for normatized capital expenditures, delerred
tnxes, dopreciution, amortization and changes in net working eapital. The perpetnity growth rate range used was
0.5% 10 1.0%. The preseat value of the estimated unlevered free cash flows and terminal values for Entergy’s
Transmission Business pursuant to the management case was calculated using discount mtes ranging from 3.75%
10 6.25%. Free cosh flows of Entergy’s Transiission Business did not aceount for potential cost or other
operating synergles or potentinl ¢oncessions, as the extent of these were not known st the time of TP, Morgan®s
opinion. These analyses indicated an implicd range of enterprise values for Entergy's Transmission Business of
$5.400 bitlion 10 $6.719 bitlion and an implied mnge of equity values of $3.625 billion 10 $4.944 billien.

Relative Finanelal Analysis

1.P. Morgan considered the implicd equity values of ITC and Entergy’s Transmission Busincds that weore
derived from the rading comparables and discounted eash fiow anatyses to caleulate the implicd equity
ownership percentage on a (ully difuted basts for Eniergy sharcholders in a combination of ITC and Entergy’s
Transmission Business,

J.P. Morgan compured the high ond of the respective ranges for Entergy’s Transmission Business to the Tow
end of the respective ranges for ITC to derive the highest relative ownership percentage for Entergy sharcholdets
Implicd by cach of the methedologies. 1.P. Morgan also compared the low end of the respeetive ranges for
Emergy's Transmission Business 1e the high end of the respective ranges for ITC to derive the Jowest relotive
ownership percentage for Bntergy shareholders implied by each of the methedologles,

J.P. Morgan compared the implicd range of ownership poreentages 1o the approximately 50.1% of the
outstanding 1TC commeon stock that Entergy sharcholders will owi following the effective time of the merger,
and noted that the 50,1% ownership level was within the range of implied equity ownership percentages derived
using this analysis,

The following table rellects the resulis of the analysis:

implied Ente
shargho!der oquﬁil'y
ownership &% range

Trading comparables
Price to 2013 prajected uet income 41.1% - 58.8%
EV to 2013 projected EBITDA 42.5%--73.7%
Discounted cash How
ITC + Transco manngement case 42.4% - 60.8%

Other Analysey

Value Crearion Analysis, I.P. Morgan reviewed for informational purposes the potentint value crestion of
the wansactions for ITC shorcholders, 1P, Morgan rovicwed the discounted cosh flow valute creation by
comparing the equity vatue per share implied {or ITC on a standnlone hasis and the potential pro forma equity
value per share implicd for ITC alter the wansactions. For illustrative purposes, I.P. Morgan calculated a
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standalone pro forma equity value for ITC utilizing the midpoint of the emerprise value reference range implied
from the discounted cosh flow analysis of ITC deseribed shove, loss ITC's projected net debt os of December 31,
2012 as well as the $740 million in debt expected to be Incurred by ITC in the wransuctions. J.P. Morgan then
added to such implied equity valve the midpalnr of the equity value reference range implied from the discounted
cash Row analysis of Entergy's Transmission Business deseribed above, LP, Morgan then calenlated the value
atiributable (o each share of 1TC common stock in the resulling implied cquity vatue of the pro forma combined
company plus the amount to be paid with respect to each share of 1TC common stock in the ITC recapitalization,
‘This analysis indicated potential pro formu value creation for ITC sharcholders of approximately 1.6%.

J.P. Morgan also reviewed for informational purposes the market value creation by comparing the equity
value per share implied for I'TC, using a multiple of 18,6x 1ITC mansgement cstimates of 2013 net income for
1TC, ond the pro forma egoity value per share implied [or ITC after the transactions, utilizing u ruge of
mulidples of 17.6x 10 20.9x ITC management estimates of 2013 net income for ITC and including the amount to
be pald with respect to caeh share of ITC comman stack in the ITC recaplialization. This analysis indicated
potential pro forma value creation for ITC sharcholders ranging from (0.2)% o 13.5%.

Reluiive Contribution Analyyis, LR, Morgan caleulated for information purposes the relative contributions
of ITC and Entergy’s Transmission Business Lo the estimated total rate base of the combined company for 2012
and 2013 as well as the combined company’s estimated EBITDA and net income for 2013 and 2014,
respectively, based on TEC management estimates, in the case of ITC, and ITC management’s view on estimates
provided by Emtergy, in the case of Entergy's Transmission Business 1P, Morgan also caleubated the relative
contributions of 1TC and Entergy’s Transmission Business to the pro forma cquity value of the combined
company implied by the discounted cash fows as diseussed above, This analysis indicated o range of implicd
ownership percentages for ITC's current shareholders Immediately afier the transactions as set forth in the below
table as compared to the implicd 49.9% ownership percentage set forth in the merger agreement,

Implied ITC
shaccholder
ciulty

Dwnership %
Rate Base
Estimated 20128 47.1%
Estmated 2013 51.2%
Estimated 2012 (equity rate base)? 55.6%
EBITDA
Estimated 20131 46.4%
Gstimated 2014 47.6%
Net income
Estimated 2013 50.0%
Estimated 2014 50.6%
DCF
ITC DCP vs. Entergy’s Transmission Business DCF? 48.5%
Entergy’s Transmission Business DCF vs. ITC Market Cap! 51.3%

I Percentages represent levernge adjusted eontribution using estimated net debt as of December 31, 2012 of
$3.900 billion for ITC and $1.775 billion for Entergy’s Transmission Business and management cose
mid-point DCF enterprise values.

Represents unadjusied relative contribution of equity portion of rate base.

Represents ITC and Bnergy’s Transmission Business equity values as ol December 31, 2012,

Represents ITC market cap as of November 30, 2011 and Entergy’s Transmission Business DCF cquity
value with 2 valuntion date of November 30, 2011,

o L ]

Other, 1.P. Morgan did not conduct 2 comparable transaction analysis because other business combination
and acquisition transactions involving companies in similar industrics as 1TC and Buiergy’s Transmission
Business generally included contrel promiums, whereas the proposed transaction did not include o premium,
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Data Request No. APSC-019-1

Data Request: Provide all due diligence reports on Entergy transmission assets
and operations produced by or for ITC related to the transaction.

Response: All documents responsive to this raquest prepared in connection
with this transaction are privileged attorney work product and
contain privileged attorney-client communication.

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. 188

SCHEDULE BKW-2



APSC FILED Time: 4/19/2013 10:50:16 AM: Recvd 4/19/2013 10:46:42 AM: Docket 12-06%-u-Doc. 189

Data Request No. APSC-022-1

Data Request: Reference the Application, page 25, paragraph 35 (“The
Transaction is the final step to be taken by the Enfergy Operating
Companies in their confinuing evolution {toward greater
transparency and independsnce in the operalion and management
of the Entergy Transmission System.”) as well as EAl's Evaluation
Report filed on 5/12/2011 in APSC Docket 10-011-U, page 49
("RTCs 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
anhance independence of Entergy's transmigsion system that are
not achievable under Entergy ownership and MISO operation and
planning. Provide all documentation supporting your response.

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 ulflized 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 {o 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 resulits,
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 fransmission development affects what will
ultimately be built. ITG'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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concemns 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:

“Should EAI hecome a member of MISOQ, 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
assels, EAl will otherwise retain all of its rights, stale and federal,
fo appeal or seek review of or relief from the decision of the
Commission.”

Should Entergy and ITC complete the proposed transaction:

a. Should ITC choose to exit MISQ, does ITC 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.

Response:; ITC objects to this request on the grounds that it seeks legal
gonclusions. Subject to, and without waiving the foregoing, {TC
responds as follows:

The preamble fo this request assumes that ITC and Entergy
“complete the proposed transaction.” ITC interprets this request as
asking It to assume that ITC and Entergy have aobtained 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 ITC Arkansas,

a. Based on the above assumption, and based upon [TC's review of
the applicable statutes and regulations, ITC Arkansas would not
need permission from the Commission fo withdraw from MISO.
Upon completion of the Transaction, ITC Arkansas wili own these
transmission assets and will be an Appendix | 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 ITC Arkansas' membership or
withdrawal from a regional transmission organization. However, ITC
Arkansas will have robust stakeholder outreach and ongoing
communication with the APSC about its plans and operations
impacting Arkansas.

See the response fo a.
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Data Request No. APSC-022-8

Data Request: Condition 6 in Order No. 68 issued by the Commission in Docket
10-011-U states:

“Should EAf become a member of MISO, EAl shall agree that the
Commission, stia sponte or Upon the motion of any party, after
notice and hearing, may direct EAI to exit MISO under the terms of
the Memorandum of Understanding or the TOA. EAl will otherwise
rotain all of its rights, state and federal, o appeal or seek review of
or relief from the decision of the Commission.”

Should Entergy and ITC complete the proposed transaction:

a. Could the Commission direct ITC to exit MISO after notice and
hearing?

b. If not, please explain ITC’s view of why the Commission would
not have this authority.

Response: ITC objects to this request on the grounds that it seeks a legal
conclusion. Subject to, and without waiving the foregoing, ITC
responds as follows:

The preamble to this request assumes that {TC and Entergy
*complete the proposed transaction.” ITC interprets this request as
asking it to assume that ITC 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 transfetring ownership of the fransmission
assets to ITC Arkansas.

a. The Commission could request ITC Arkansas to withdraw its
fransmission assets from MISO, but ITC Arkansas would have {o
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, ITC Arkansas’ rates will be exclusively under the
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authority of the Federal Energy Regulatory Comunission (FERC).
As such, the FERC would be the appropriate authority to address
ITC Arkansas’ membership or withdrawal from MISQO.
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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;

“Should EAl become a member of MISO, EAl shall remain
under the Commission’s jurisdiction, fo the extent not otherwise
preempted by FERC, with respect to retail electric rates and all
related electric facility operations, facilily siting, financing, and
relfability.”

Should Entergy and ITC complete the proposed transaction:

a. Whatis ITC's view regarding whether FERC or the APSC have
jurisdiction over the following fransmission issues:

i Retail rates for transmission service
i, Electric facility operations
i, Reliability
iv., Financing
V. Facility siting
Response: ITC objects to this request on the grounds that it seeks legal

conclusions. Subject to. and without waiving the foregoing, ITC
responds as follows:

The preamble to this request assumes that ITC and Entergy
"complete the proposed transaction.” ITC interprets this request as
asking it to assume that TC and Entergy have obtained all
necessary regulatory approvals for dlosing, Including the approval
of the Arkansas Public Service Commission, that all other
conditions fo closing have occurred and that the parties have
closed the Transaction transferring ownership of the transmission
assels to ITC Arkansas.

i In New York v. FERC, No. 00-568, decided March 4, 2002, the
Supreme Court determined that FERC properly exercised its
transmmission rate jurisdiction over transmission service "unbundied"
from the retail sale of electric energy. As a result of the Transaction,
fransmisslon service would be provided by ITC Arkansas separate
and "unbundied" from the sale of electricity by EAI. Therefore,
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FERC would determine the rate for transmission service over ITC
Arkansas' facilities, not the APSC.

FERGC has exclusive jurisdiction over transmission in interstate
commercs, including facilities used to provide that transmission.

Under Section 215 of the Federal Power Act, FERC has jurisdiction
over refiability 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. ITC 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,

Section 204 of the Federal Power Act regulates the issuance of
securites by FERGC-jurisdictional public utilitles. [n 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 (11988).

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:

Congdition 7-ln Order No. 68 issued by the Commission in Docket

| 10-011-U states:

“Should EA! become a member of MISO, EAI shall agree that the
Commission, stia sponte or upon the motion of any party to this
proceeding, may, after nolice 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 EA! into MISO are materially changed such that
the revised terms will have a malerial adverse impact on EAI's retail
ralepayers; or

b) Any of the foregoing conditions are not fully adopted,
incorporated or realfzed.”

Should Entergy and ITC complete the proposed fransaction:

a, Could the Commission reverse lts approval of the transfer of
control of assets currently owned by EAIl to MISO?

b. Could the Commission direct ITC to exit MISO for the reasons
specified in the condition?

c. If 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.

Response:

ITC objects fo this request on the grounds that it seeks legal
conclusions, Subject to, and without waiving the foregoing. ITC
responds as follows:

The preamble to this request assumes that ITC and Entergy
“complete the proposed transaction." 1TC interprets this request as
asking it to assume that ITC 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 ITC Arkansas,
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Based on the above assumption, no, the Commission could not
unilaterally reverse the ftransfer of control to MISO of the
transmission assets which by then would be owned by ITC
Arkansas, Upon completion of the Transaction, ITC Arkansas will
own these transmission assets and will be an Appendix | Member
of MISO. While the Commission may ask ITC Arkansas to
withdraw, ITC Arkansas withdrawal from MISO would be subject to
FERC approval and would have to be accomplished pursuant to the
processes and requirements of the MISO Tariff and TCA, including
possible assessment of exlt fees and costs.

The Commission could request ITC 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 ITC Response

to APSC 22-7.

Please see the answers {o a and b above,
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Data Request No. APSC-022-11

Data Request: Condition 8 in Order No, 68 {ssued by the Commission in Docket
10-011-U states:

“Should EAIl become a member of MISO, EAI shall not unbundie
transmission or seek to make basic changes fo {ransmission
service for retail ratemaking without prior APSGC approval, EA! shall
negotiate a fransmission service agreement with MISO that
ensures that the APSC continues fo determine the transmission
component of the rafes lo serve EAI's bundled retail load.”

Should Entergy and ITC complete the proposed transaction:

a, WIll ITC have a transmission service agreement with MISQ
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?

Response: ITC objects to this request on the grounds that it seeks legal
conclusions. Subject to, and without waiving the foregoing, ITC
responds as follows:

The preamble to this request assumes that ITC and Entergy
“complete the proposed transaction.” ITC interprats this request as
asking it to assume that ITC 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 ITC Arkansas,

a, Based on the above assumption, no. As per the Response to APSC
22-7, the Transaction will have already resuited in the "unbundling"
of transmission from generation and distribution service, The
rederal Energy Regulatory Commission will set the rate for
ransmission services provided over ITC Arkansas' facilities.
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Data Request No. APSC-022-13

Data Reqtiest: Condition 14 in Order No. 68 issued by the Commission in Docket
10-011-U sfates: -

"Should EAl become a member of MISO, 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 MISO membership for
EAl, as compared to the stand-alone option, as of the dale of
each of the reports described above;

b. The projected net benefits of MISO 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, MISO requirements, Day 2 market conditions, or
other regulatory or market structure components; and

d. An estimate of the cosls fo exit MISO after the end of the
five-year transition period or a specified time thereafter and to
transition fo a new operating environment such as a different RTO.”

Should Entergy and ITC complete the proposed transaction:

a. Will ITC 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, ITC would collaborate with
EAl to produce such information.

Response: ITG objects to this request on the grounds that it seeks legal
conclusions, Subject to, and without waiving the foregoing, ITC
responds as follows:

The preamble to this request assumes that ITC and Entergy
“complete the proposed transaction.” ITC interprets this request as

19
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asking It to assume that ITC and Entergy have obtained all
necessary regulatory approvals for closing, including the approval
of the Arkansas Public Service Commission, that all other
conditions o closing have occurred and that the parties have
closed the Transaction transferring ownership of the transmission
assets to ITC Arkansas.

With respect to the information described in subparits a, b, and d,
above, ITC Arkansas as a fransmission-owner only will not have
the necessary information fo respond to these requests, With
respect to subpart ¢, [TC 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.

See response o a. above.
ITC Is willing to collaborate with EAl to produce the information

requested, to the extent the sharing of information is allowed by
FERC's Standards of Conduct for Transmission Providers.

20
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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: “[tlhe Acquiring Company has considerad and
analyzed several additional qualifative 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 financlal concessions relative to
the regulatory approval process. Thase optlons include provisions
to maintain transmission rates at their current levels for a specified
period of {ime; a phase-in of any transmission rate increases
assoclated with the transactions over a specified period of time;
and, substantial rebates fo customers of the Company."

c. 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
spreadsheset format with formulas intact.

d. 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 1o all peints in testimony and workpapers filed
by either Entergy or ITC reflecting these concessions.

Response:

c. ITC 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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ITC 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.

No testimony or workpapers filed by ITC or EAl reflect concessions
referenced in ITC's July 1, 2011 non-binding indication of interest in
acquiring the Entergy Operating Companies’ transmission
business.
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Data Request No. APSC-027-1

Data Request: 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 io the negative cash flow described in the
Lewis Tesfimony

b. Provide any documentation and workpapers demonstrating
the impact that the change In ownership to TC will have on
the cash flow of the transmission business, Workpapers
should be provided in electronic spreadsheet format with
formulas intact.

Response: 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 atiributable 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 {TC
Holdings Corp. and ITC Midsouth, LLC, ITC's regulatory construct,
including #s 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 slgnificant capital investment
requirements of Entergy’s transmission business. Moreover, given
ITC's singular focus on transmission, 1TC is void of any internal
competition for capital unlike vertically Integrated utilities. As such,
ITC is well equipped to support cash-heavy transmission
investments.

b. ITC is not in the possession of workpapers or other
documentation responsive fo 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, EAl should not be involved in any allocation
processes associated with services received from ESIL Currently,
ESI provides a variety of legal, engineering, and regulatory services
to the OpCos with a variety of allocation methodologies assoclated
with bills that the OpCos receive from ESL" Reference also the
Commission Crder No. 68 in Docket No. 10-011-U, page 11: “In
light of the above, the Commission reiterates that EA! 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."

C. Please explain whether the planning and operation of the
transmission system under ITC ownership will require the
types of cost allocation among the wires subsidiaries
contemplated by the Commission's orders. Provide any
documentation supperting 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.

Response:

c. ITC Holdings Corp. directly assigns costs to its affiliates where it is
rational and reasconably clear to do so, It Is anticipated that the
majority of the cosis for planning and operating the transmission
system, including facilities and labor related costs, will be directly
assigned o a specific operating company. With respect to costs
that cannot be assigned directly, those costs will be allocated fo
the ITC Midsouth 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, |TC
Holdings Corp. uses a FERC-approved formula, based on the
Massachuseits formula. This formula is described in
Exhibit No. ITC-505 to the testimony of ITC Witness Fred Stibor,
Exhibit No. ITC-500, in the Joint Application pending before FERC
in Docket No. EC12-145 et al. ITC does not include any markups,
premiums, or similar iterns on any costs assigned or allocated to
its operating companies.
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| hereby certify that a copy of the foregoing has been served on all parties of
record by forwarding the same by electronic mail and/or first class mail, postage
prepaid, this 19™ day of April, 2013.

Is! Vederie F. Boyce
Valerie F. Boyce

SCHEDULE BKW-2





