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Seii caCQrrPrttrslsi .� -,

COMES NOW Union Electric Company d/b/a AmerenUE ("Company" or "UE") and

pursuant to 4 CSR 240-2.080 hereby submits a status update, and further requests that the Missouri

Public Service Commission ("Commission") continue to hold this proceeding in abeyance until

June 1, 2002, and in support thereof the Company states the following :

After reaching an impasse in their negotiations with the Midwest ISO, on March 6, 2002,

the Alliance companies' and National Grid filed a petition for a declaratory order with the

Federal Energy Regulatory Commission ("FERC") . In the petition, the Alliance companies and

National Grid indicated that this was a final attempt ofthe Alliance companies and National Grid

to find a way to accommodate Alliance as a viable transmission business under the Midwest ISO

umbrella . Moreover, the petition requested that FERC find that the proposed policy resolutions

contained in the petition provide an appropriate basis for the participation of Alliance GridCo in

the Midwest ISO - RTO .

On April 25, 2002, FERC issued an Order On Petition For Declaratory Order granting

in part and denying in part, the Petition for Declaratory Order filed by the Alliance companies

'It should be noted that Virginia Electric and PowerCompany and Consumers Energy did not join in this filing
even though they are part ofthe Alliance companies.

In the matter ofthe Application ofUnion )
Electric Company (d/b/a AmerenUE) for an )
Order Authorizing It to Withdraw from the )
Midwest ISO to Participate in the Alliance RTO )



and National Grid .

	

The Order also directed the Alliance companies and National Grid to file a

compliance filing within 30 days of the date of this order detailing which RTO petitioners plan to

join and whether such participation will be collective or individual. (See 99 FERC 161,105) The

Order has been attached hereto as Attachment 1 .

As a result ofthe Order issued by FERC, the Company may elect, during the 30 days

authorized by FERC, to participate in the Midwest ISO - RTO in some form, making its

application to withdraw from the Midwest ISO moot.

As such, the Company respectfully requests that the Commission continue to hold this

proceeding in abeyance until June 1, 2002 in order to provide the Company with additional time to

make its decision on RTO participation .

Dated :

	

May 3, 2002

Respectfully submitted,

UNION ELECTRIC COMPANY
d/b/a AmerenUE

By :
David Hennen, MBE #46776
Associate General Counsel
Ameren Services Company
One Ameren Plaza
1901 Chouteau Avenue
P.O . Box 66149 (MC 1310)
St . Louis, MO 63166-6149
314-554-4673
314-554-4014 (fax)

dhennen@ameren.com
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P.O . Box 360
Jefferson City, MO 65102

Office of the Public Counsel
P.O . Box 7800
Jefferson City, MO 65102

Diana M. Vuylsteke
Bryan Cave LLP
Riverview Office Center
221 Bolivar Street, Suite 101
Jefferson City, MO 65101-1574

Duncan E. Kincheloe
Missouri Public Utility Alliance
2407 W. Ash
Columbia, MO 65203-0045

Lisa C . Langeneckert
Law Office of Robert C. Johnson
720 Olive Street, Suite 2400
St . Louis, MO 63 101

Robin E. Fulton
Schnapp, Fulton, Fall, Silvey &

Reid, L.L.C .
135 East Main Street
P.O. Box 151
Fredericktown, MO 63645-0151
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William L. Massey, Linda Breathitt, -.
And Nora Mead, Brownell . ' :.

Ameren Services Company
On behalf of:

Union Electric Company
Central Illinois Public Service Company

American Electric Power Service Corporation
On behalf of.

Appalachian Power CompanyColumbus Southern Power Company
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Kentucky Power Company
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Wheeling Power Company

Dayton Power and Light Company

Commonwealth Edison Company
Commonwealth Edison Company' .
of Indiana, Inc.

FirstEnergy Corporation
On behalf of.

American Transmission Systems, Inc .
Cleveland Electric Illuminating Power Company
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Ohio Edison Company
Pennsylvania Power Company
Toledo Edison Company

Illinois Power Company

Northern Indiana Public Service Company

National Grid USA

Alliance Companies

Ameren Services Company
On behalfof

Union Electric Company
Central Illinois Public Service Company

American Electric-Power Service Corporation
On behalf of:

Appalachian Power Company .
Columbus Southern Power Company
Indiana Michigan Power Company . .
KentuckyPower Company
Kingsport Power Company:
Ohio Power Company
Wheeling Power Company ;

Consumers Energy Company and.
Michigan Electric Transmission Company:.

Dayton Power and Light Company-
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Exelon Corporation
On behalf of

Commonwealth Edison Company
Commonwealth Edison Company
of Indiana; . Inc . .

FirstEnergy Corporation
On behalf of

American Transmission Systems, Inc .
Cleveland Electric Illuminating PowerCompany
Ohio Edison Company
Pennsylvania.Power Company ; .
Toledo Edison Company .

Illinois Power Company .

Northern Indiana PublicService Company .

Virginia Electric and Power Company

ORDER ON PETITION FOR DECLARATORY ORDER

This order addresses a request by the Alliance Companies and National Grid USA
(National Grid) (collectively, Petitioners) that the Commission find that certain proposed

Petitioners note that Virginia Electric and Power Company:,and Consumers
Energy (and its subsidiary Michigan Electric Transmission Company) did not join in this
filing even though they are part of the Alliance Companies. Petitioners also note that
American Electric Power Company (AEP), in connection with its merger with Central
and South West Corporation, committed tojoin-RTO(s) for both its East and West .
Systems, and that AEP views this filing as a means for it to complete the implementation .

(continued . . .
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policy resolutions provide an appropriate basis :for the participation of Alliance in the
Midwest ISO.; The order benefits customers as it provides certainty and direction to .
Petitioners and furthers the Commission's goal of successful Regional Transmission .
Organization (RTO) development and;operation .

Today's order establishes anefficient and effective framework for hybrid RTO'
formation . Thus framework successfully capture the benefits associated with large,
regional RTOs and simultaneously, captures.the significa nt benefits associatedmith the
ITC business model. Under, the hybrid RTO model approved today ITCs will have the .
opportunity to profitably.own and manage their-independent transmission businesses
through a combination of efficiency enhancements; operational, service and' contractual
innovations; and, in general,, exploiting their sigmfieant.expenence and insights intothe
efficient utilization and expansion of the nation's transmission infrastructure .

We have long recognized that the ITC business model .can .bring significant . :
benefits to the industry. Their for-profit nature with a focus on the transmission business
is ideally suited to bring about: (1) improved asset management including increased
investment, (2) improved access to capitahmarkets given'a more focused business model
than vertically-integrated utilities, (3) : development of innovative services, and (4)
additional independence from market :participants . Fofexample, under the hybrid RTO
model' approved today an ITC mayfile revenuerequirements and incentive rate
mechanisms under . section 205 after collaboration with'the RTO; thus ensuring rate
recovery including,risk-based return on.investment . ITCs maycontrol outages and
provide input (,.near-term facilityratings) into the calculation of available
transmission capability, :thus allowing-the :ITC to earn risk-based rewards for efficient -
performance :

The decisions . we are making today regarding.the division of responsibilities
between ITCs and RTOs are not set instone - As we and,the .industry gain operating

i( . ..continued)
of this commitment ;since the Commission's action will allow AEP to promptly make an
informed choice. as between participation in anlndependentTransmission Company
(ITC) under the-Midwest ISO or PJM.

ZSee Appendix C for a map ofthe two :organizations, . We note thatwhile we have
granted the Midwest ISO status as an RTO;theMidwest ;ISO has .notchanged its .legal,
name. Thus, we will use'_"Midwest:I$O" in this order. .
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experience under this hybrid RTO modeLthese,divisions;of responsibility, may evolve and-.
additional . opportunities maydevelop,for ITCs . We advise the Alliance Companies to
review today's :TRANSLink order for a more comprehensive discussion of issues related
to delegating. of RTO functions because that order addresses some delegation ofRTO
functions issues raisedby Alliance.

	

=

Importantly; the guidance provided here

	

regarding the,rate design and delegation
offunctions is intended, however, to be applicable to Petitioners regardless ofwhether
theyjoinPJM; Midwest ISO or another RTO3 We also-clarify that, if any ofthe Illinois
Companies (Illinois Power Company, Commonwealth Edison.Company, or Ameren .
Corporation) join an RTO otherthan the'M dwest ISO', that company would not be`
entitled to a refund ofthe relevant portion of the $60 millionwithdrawal fee.under the
Illinois Power Settlementa' .

This order now marks thc .seveath significant order regarding Petitioners' RTO
plans and, with the guidance provided below, ,we expect thatthis order will be one of the
last to address Petitioners' RTO plans. By filing dated March 6 2002, Petitioners
requested expedited action and styled;this request as theirfinal .attempt to find away to
accommodate Alliance as -a viable transmission:business under the Midwest ISO
umbrella. We have .accommodatedPetitioner'srequest for:expedited action and now
expect prompt compliance with our December 20,2001 ;order requiring Petitioners to
explore joining an RTO. See Alliance Companies etal-, 97 FERC T 61,327 at 62,529-
531 (2001) (Alliance VI Order) .

As discussedbelow, we will grant,,:in part, and deify, in part, the Petition, and will . .
require Petitioners to file a compliance filing within 30-days of the'date ofthis order. .
This compliance filing must detail which RTO Petitioners plan : to join and:whether such
participation will be-collective or individuals `Should Petitioners decide to join the '

3See Appendix D for .a summary ofthe, decisions inade inthis order regarding the
delegation of functions between the two organizations.

4 ee Illinois:Power Company, 95 FERC:T T:61',183, reh'g.denied , 96 .FERC 161,026
(2001) .

SWe remind Petitioners that various All

	

Companies have made commitments
in Commission-related merger proceedings to jbib 8n RTO. These companies are as

(continued. . .) :



Docket Nos. EL02-65-000
and RTO1-88-016 '

Midwest ISO, they. are required in the compliance filing.to detail.their plans .for the timing
ofsuch filing under Appendix I ofthe Midwest ISO Agreement tatting into consideration'
our guidance herein and in the companion TRANSLink order .

On December 20, 2001, the Commission, in decidingwhether to grantthe Midwest .
ISO status as an RTO,noted that both the Midwest 1990 and the Alliance, Companies have
spent considerable money and resources in developing and attempting to reconcile their
competing proposals. The Comm ssion.concluded that the Midwest ISO's RTO proposal
more fully complied with the vision, and requirements ofOrder No. 2000,6 in particular
the requirement- that an RTO be of sufficient scope. Therefore,,the Commission granted
the Midwest ISO RTO status, and' stated that the Midwest 190. shouldserve as the
foundation upon which a MidwestRTO should be built. Moreover, we stated that we
were confident that .the Alliance Companies' desire to be a viable transmission business
could be accommodated under the Midwest ISOumbrella. See Midwest Independent
Transmission System Operator.-Inc . , 97 FERC 161,326 at 62 ;500-01 (2001).

On December 20, 2001, the Commission also concluded that the Alliance
Companies, which had filed for approval as a separate RTO, lacked sufficient scope to .
exist as a stand-alone RTO. Among other things, the Commission noted that the earlier

( . :_continued)
follows : AEP,'Exelon Corporation, FirstEnergy Corporation,. Illinois Power Company,
and Virginia Electric and Power Company. . See American Electric Power Company, et
al ., 90 FERC 161,242 (2000) ; : Commonwealth-Edison Company, et al ., 91` FERC " .
61,036 (2000) ; Ohio Edison Company, et-al:, 94 FERC 161,291, (2001);.Illinova .
Corporation, et-al., 89 FERC 161,163(1999); and Dominion Resources, Inc., et al ., 89
FERC T 61,162 (1999) .

6Regional Transmission Organizations, Order No: .2600 65 Fed. Reg. 809 (January
6, 2000), FERC Stats . & Regs .131 ;089 (1.999), order on- eh'g ;:OrderNo. 2000-A . 65 .
Fed. Reg. 12,088 (March 8,:2000), FERC Stats. & Regs.1-31;092 (2000), affd sub .nom .
Public Utility District No. 'I of Snohomish;County,Washingtonv. FERC, Nos. 00-1174,
et al . (D.C. Cir . 2001).
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findings on the adequacy,ofthe-Alliance RTO's scope relied ,in part on the
implementation ofthe Inter-RTO Cooperation Agreement (IRCA); : which was intended to
provide the basis for a seamless market in the teiritories'served bythe Midwest ISO and'
the Alliance RTO The Commission noted thatthe expectationahat the IRCA would.
provide the necessary coordination and-agreementdid .not materialise into a concrete : ` .
plan . For example, the Commission found that the Alliance RTO-and the Midwest ISO
would use different methods to . calculate available transmission.capability (ATC) and
total transmission capability (TTC) ; did not have .thc detailed .operating protocols and'
procedures needed`to accomplish one=stop shopping; did'not:operate .under the authority
of a single security, coordinator ; and would not have a common:energy imbalance market.
However, the Comission directed the Alliance Companies to explorehow their business
plan, including National Grid, couldbe accommodafed:withinthe-Midwest ISO, e.g . , via . ,
Appendix I . The Commission also directedthe Alliance'Companies.to file a statement of
their plans to join an RTO,:including the tinrefrume, within 60 , days of the date of that
order . See Alliance VI Order, 97 FERC at 62,529-531:

Subsequently ; on February . 19,2002, in DockefNo. RTOl-88-016, et al ., the
Alliance Companies filed a report on the status of negotiations to accommodate the
Alliance business plan under an RTO umbrella- The Alliance Companies stated that;
although the Commission directed the, Alliance'Contpanies to submit this report,: National
Grid, which would serve as the independentmanaging member ofthe Alliance GridC-, s
actively participated in all ofthe negotiations,descrgbed'in the'report andjoined in the
report. In this report the Alliance Companies :and National Gri&stated that they were
continuing their discussionswith the Midwest ISO and`PJM and intended to supplement
this report no later than March 5, 2002 .

	

. ,

On March 5; 2002; the Alliance Companies filed asecond report on the status of
negotiations. In this report, the Alliance Companies and National Grid stated that

7 ee Alliance Companies, .gt al :, 96 FERC t n1,052 at'61,135 .(2001) . .
8 Alliance .Companies state that the Alliance GridCo refers to the Alliance

Transmission Company LLC that will,be formed�with National.Grid as managing ,
member, provided .that the Alliance Business model can be successfully accommodated
within an RTO.



because it appears that further negotiations with the Midwest ISO, will-

	

be productive .
absent further. guidance from the Commission; :the Alliance Companies and National Grid
request that the Commission act on a petition for . declaratory order which they plan to file.

Separately, . on March 5; 2002, in Docket No. RTOI-88-000, etals, Consumers .
Energy Companyand MichiganElectric Transmission Company filed a motion requesting
that the Commission approve their alternative for integration ofthe-Alliance organization
into the Midwest ISO.

The above status reports and alternative proposal arenow moot and are dismissed `
since these filings have been superseded by the Petition for Declaratory Order, which mill
be discussed below:

U. Petition for Declaratory Order

On Marchf, 2002, the Petitioners9 filed a petition :for a declaratory,order,
requesting that the .Commission find that the proposed policy resolutions contained in the
petition provide an appropriate basis for the participation of Alliance GridCo in the .
Midwest RTO. Petitioners ask that. the Commission grant;the petition :expeditiously so
that Alliance GridCo can complete system testing, conductmarketparticipant training,
and integrate its systems with the Midwest ISO with the goal. ofbecoming operational by
October 1, 2002.

Specifically, Petitioners assert that ifAlliance GriilCo is to participate .within the
Midwest ISO, the Commission should make. the following findings: (1) the functional
and operational relationship between the.Midwest ISO and Alliance GridCo as set forth in
the Affidavit ofNick Winser formsareasonable basis for the participation of Alliance
GridCo within the Midwest ISO; (2) Alliance GridCo should be permitted to use its own .
systems for the timely and cost-efficient start ofoperations;,(3) prices for services
purchased by Alliance GridCo from the Midwest ISO should be priced at the Midwest
ISO's reasonably-incurred incremental costs, subject to verification and audit ; (4) the
transition period rate design and revenue distribution methodology described in the
Affidavit of Stephen Henderson should be adopted for the, Midwest ISO and Alliance

	

.
GridCo; and (5) the Midwest ISO should refund;$60 million, plus interest,lo the Illinois .
Companies .
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III . Notice of Filingand"Comments

Notice ofPetitioners' filing :was published in the Federal Register; 67 Fed. Reg .
12,984 (2002), with comments, protests, and interventions .due on or before March 28,
2002. The entities described in Appendices A and B, filed in response.

The notices of intervention ofthe state commissions and the timely, unopposed
motions to intervene serve to make the intervenors listed-in Appendix A parties to this
proceeding . See C.F .R . § 385.214 (2001) . Given the early stage of this proceeding and
the absence : of undue delay or prejudice, we find good cause to grant the untimely,
unopposed interventions by certain parties.

Various commentors filed answers to various protests and answers . Although the
Commission's Rules of Practice and Procedure ,do not generally permit answers to
protests and answers to answers (see 18 C.F.R. § 385.213(a)(2) (2001)), given the
complex nature ofthis .proceeding and because ;the answers aid in clarifying certain
issues, we will accept the various answers . .

B. ' Petitioners' Proposals

As a preliminary matter, we note that the findings we make below regarding
Petitioners' proposals should not be viewed as limited to Petitioners' specific request to
join the Midwest,ISO : Petitioners should consider our .findings as guidance with respect
to their participation in any RTO they plan to join as a,group or individually as separate
ITC's .

(1) The Delegation of Functions Between Alliance GridCo and the Midwest RTO

Overview of the Delegation Proposal

Petitioners argue,that anRTO should have two principal functions . First, it should
design, develop,and operate the wholesale markets . . Second, it should provide super- .
regional oversight'ofsecurity and planning, and provide:-the means o£ reserving
transmission capacity across the super-region. Petitioners state that they have included an



agreement entitled "Operating Responsibility and Authority of the Midwest RTO and
Alliance GridCo" (Exhibit B) between the Petitioners and the Midwest ISO that
Petitioners recommend form :the basis for the operational and functional relationship
between the Midwest RTO and Alliance GridCo.1° . Petitioners assert that the
recommended :delegation of functions and operational relationship preserve the Midwest
RTO's plenary authority and oversight responsibility, and'also allows Alliance GridCo to
manage and control the Alliance transmission facilities to assure their optimal use and to
maintain and protect their value. Petitioners claim that. the delegation of fmctions .
recommended by.Petitioners is very similar to.the delegation of functions contained in the
Memorandum of Understanding between TRANSLink and the Midwest ISO. -Petitioners
also claim that the delegation offunctions resolves the key issues identified bythe
Commission in the Alliance VI Order relating to the inadequacy of the IRCA with respect
to the calculation ofavailable transmission capability (ATC)' and total transmission
capability (TTC), one-stop shopping, anda-single securitycoordinator.

Petitioners explain thatunder Exhibit B the MidwestRTO will determine available
flowgate capacity (AFC) and ATC values. for the entire RTO region (including the
Alliance area) and Alliance GridCo will provide the-Midwest RTO.with inputsfor the
AFC and ATC calculations including Alliance::area system parameters, TTC, transmission
reliability margin (TRM), and capacity benefit margin (CBM) values for the Alliance
area . Petitioners also state that under ExhibitB one-stop,shopping will .be provided to
customers seeking . transmission service overanytransmission' facilities within the
Midwest RTO region, including the. Alliance area.,Petitioners state that Alliance GridCo
will administer transmission service reservations thatinvolve the Alliance area using the
single OASIS interface maintained bythe Midwest RTO, and Alliance GridCo will be
responsible for the administration of the OASIS'node ;forthe Alliance area . Finally,
Petitioners note that while the Midwest RTO is the reliability authority for the entire: .
Midwest RTO region, including the Alliance'area, Alliance GridCo under the oversightof
the Midwest RTO will have responsibilityfor managing, security within the Alliance area .
However, Petitioners state that as the regional reliability authority the Midwest RTO will
be able at any time to .intercede and direct appropriate action if it determines that
conditions within the Alliance area are impacting on security outside ofthe Alliance area..

l°Petitioners state that this Agreement was included in their February 19,2002-
status report filed in Docket No. RT01-88-016 ; et al
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Below we will discuss specific aspects;ofthe delegation proposal including
relevant comments from the parties . . Our rulings on the-delegation .of functions issues.are ::!
based in ourbelief that. for effectiveRTO operations, the IITO musthavethe overall
authority and ultimate responsibility for the region . However, :we believe .that it is
appropriate and, in fact, :necessary thatsome.functions with predominantly local
characteristics be delegated.to the ITC so long as the RTO has oversight authority-inthe
event that local actions have a regional impact : We fmd that this .is critical to. successful
RTO development and especially important given the characteristics ofthe interstate ,`
transmission grid. It has become increasingly evident in.recentyears that seemingly-local, :.°
issues often can and do impact the larger grid, and that is .whywe believe that centralized :
RTO oversight is needed. We also remain concerned that vesting ;control into sub- .
regional entities maycreate seams which could easily lead to re-balkanization. I

At the onset, we note that two principles guide our:determinations :regardingthe ; .
delegation of functions between the Midwest ISO and`Alliance GridCo. . First, consistent
with ourruling in a companion. order issued today, in the long term Alliance GridCo will
be permitted to perform onlythose same functions which we authorize in the
TRANSLink proceeding." Second, we are guided by the premise that any delegation of
functions to an ITC must be consistent with and,furtherthe Commission's goals in the
SMD proceeding. r3 "

"Werecognize that as the-Midwest ISO and.-ITC. gain :experience, they should;:
from time to time, reassess the assignment of the functions and reevaluate whethersome
that have been delegated to a local .level needto be performed at a regional level and vice .
versa . Likewise, after the Commission's Electricity and lvlarket Design and Structure
(SMD) initiative is implemented, the-assigument of functions may need to be reassessed .
Finally,'this order is subjectto the fitiahrequirernents in'the Commmssion's SMD initiative. .

rz ee Docket Nos. ECO1-156-000 and ER01-3154-000 . While Petitioners claim
that their delegation proposal, is "fundamentally'' similar>to TRANSLink's "and that any. .
differences are belittled bythe similarities" (Petiuorj.at7) we disagree and as discussed : :
below point out significant areas in which Petitioners proposal goes far beyond that
requested in TRANSLnk

	

:.-

"See supra note 12,'
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1 : Tariff Administration-and Design and OASIS and TTC/ATC
Proposal ,

Like TRANSLink, Alliance GridCo wishes to administer and control its own tariff.
A significant difference, however, betweenthe proposals is the .type oftransactions
covered underthe tariffs : Petitioners wishao control', .under a separate tariff, transactions .
that not only occur solelywithin the Alliance footprint but also transactions which require
transmission into or out ofAlliance.°: Moreover, underthis tariff, Petitioners propose .
that they either have sole responsibility, or coordinate responsibility-with the Midwest
ISO, for a number ofsignificant areas such as ATC inputs, :operation of OASIS nodes,
control of facilities studies,-processingof interconnectionrequests, losses, scheduling,
billing and settlements and'certain ancillary. services 16 Finally; Petitioners propose that
they have the sole responsibility for interacting with customers taking. service under their
tariff and that such interacting will include query resolution, dispute resolution,

inga7communications and train

Numerous intervenors protest the proposed delegation with respect to. tariff
administration and;design. Many of these intervenors" contendthat administering a

"Petition, Winser Affidavit Exh. C at 8 .
t5Alliance GridCo proposes to use its existingATC systems to provide ATC and

AFC values for the Alliance area in accordance with protocols on an .interim basis. In, the
long term, Petitioners propose that while the Midwest 'ISO will calculate AFC and ATC
values, Alliance GridCo will provide certain inputs as well as TTC;TRM and CBM
values for.its footprint .in accordance with certain operating protocols. Winser Affidavit .
at 6 and Exh. B "Operating Responsibility and Authority, of the Midwest RTO and
Alliance Gridco," Sec . 4 .6 .

16See generall Winser Affidavit, Exhibit B at 4 9 and National Grid's February 5, .
2002 Letter to the Commission .
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18separate . tariff continues the concept of two RTOs inlhcrMfidwest .

	

Midwest ISO argues -,
that the fundamental flaw is that the proposal fails orecognize that: : .

[lb"area within the footprint oftheRTO is. thexegion, and the
RTO itself should have complete authority over transmission
transactions from bo-ider -to border: : Functions may be delegated
to the ITC, and an RT.O I

should cooperate 'as-much as possible ,in allowing an YFC to maximize profitsihib6ii;LitfEcidlt
operation, but the RTO is, not a partner.in . a-,'super-region;' it is.

	

the region. itself.19	'

Numerous intervenors oppose.the types of transactions Petitioners wish to control under .
the tariff and are also concerned that the proposal will allow Alliance GridCo too much

"control without meaningful Wx %j oversight.? :Lzslly'~many intervenors oppose-the'
proposal to vest Alliance GridCo with control over specific tariff terms and conditions .21
Midwest ISO states that it is willingto consider using the Alliance GridCo's systems to
calculate AFC as an inbarkirreasun but expects #iat its, systems will be able to
accommodate his calculation by October. 1 1.2002.

.
I

	

is

	

1~
.

CoiitMidwest Statemmssons-a 9, Mirant Companies at 2. Detroit Edison at I,
and Wisconsin Commission at 3.

"Midwest ISO at M

20DC! C&f- I-
0

	

P&MeS aL kly .j.	IUW,bL aLdt-%.~qHU1U55jojj3 a1JU, miawest i6u at
15, Coalition at 3,'Detroit .tdison at 12, and Virginia'Cinnimission at 6 .

See acnerall Midwest ISO Transmission Owners at 16 and Michigan Public
Power at 8 (for ATC calculation the Midwest ISO,

I

niust have fiml authority), Midwest
ISO at 24-26, Reliant Resources at 5 .(RTq must have sole responsibility for OASIS and
tariff administration), PJM at 7, 22-24, and Mirafit Companies at 22,28-29 (ITC should
not have functional control

I

over decisions
.
such asA-T.

.
C and needs to be a single OASIS

Bode); Detroit Edison at 20-21, (RTO should have authority over ancillary services.and=
control .over OASIS, TTC

and
ATC); and Coalition of Municipal 40 Cooperative Users,

et al ., at 6-8 (RTO needs authority . for, tariff adrnirij1 siration,' .0A'SlS, tagging, and

	

I

	

-

scheduling and calculation of ATC'inpun) .'
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Petitioners' proposal . for tariffadministration is consistentwith the TRANSLink
proposal insofar as both want to administefa tariff for:certain .types oftransactions, but
Petitioners' proposal is vastly broader thanTRANSL,ink.regarding the types of
transactions covered since it is not limited to'transactions solely within the Alliance
GridCo's footprint .

Consistent with the TRANSLink order,: we will' not allow-Petitioners:to maintain
their own tariff.. It is :important for the RTO to operate under a single tariff with only
necessaryvariations from zone to zone : Multiple tariffs unnecessarily undermine the
unity of the RTO region . It is an, important Order N6,2000 goal-that transmission
customers can access a single source.for all .transmission service .within .a region .
Appendix I as approvedby the-Commission provides for a single Midwest ISO tariff.
Allowing sub-regional tariffs in the MidwestISO works againstthe goals of one-stop--
shopping and tariff clarity, without an offsetting benefit . Moreover, separate tariffs would -
exacerbate the problem ofseams,which was a fundamental -concern .that the Alliance VI
Order sought to correct .

However, we will allow Petitioners to :maintain a .separate schedule within the
Midwest ISO tariff to :facilitate different rates and a different rate design.'

We do not intend at this time to address the specific provisions contained in
Petitioners' rate schedule . We note that the tariff proposed by Petitioners -contains, . .
numerous differences from the Midwest ISO tariff. In designing aseparate,schedule to be
included in the Midwest ISO tariff, Petitioners must minimize such differences its
schedules compared to the'corresponding sections of theMidwest ISO tariff. Part of the
reason for insisting on a single tarifffor an RTO regionts to maintain the maximum
uniformity possible . The filing by Petitioners of its"dedicated schedule must justify,
differences with the Midwest ISO tariff and .explain how region funiformity, is not "
harmed. Again, weare trying to provide to the transmission customer maximum ease of
use of the regional transmission network and a,pricing structure that makes sense and can .
be reconciled with transmission rates:and rate design for the region . as a whole.

With regard to section 205 filing rights our policy has continued to evolve since .
Order No. 2000 which introduced the cbncept of hybridRTOs. Under Order Nos: 2000,. . :
and 2000-A, we stated that the RTO. was to have exclusive filing rights over the facilities" ,
it operated while the individual transmission owners would have section 205 filing; rights_ .'
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to establish theirrevenue requirements for their Cacrilitidgised by the RTO: We also,

	

,~
indicated that we would look at othervproposals'so long as they continued to ensure
independence and protected the levelwofrevenue needed t6,be collected fromthe
facilities .22

Under Appendix I to the . Midwesi ISO Agreement, accepted by the Commission
two months after Order No. 2000 was;issued,.an U-Chas:the unilate right(without ,
prior Midwest ISO approval)'to .

file
undersection H.5 for, proposals for rate or rate

structure chmgm;,inchlding iticentive rates, involvi

	

basotransmtransmission charges for .
service to load within the ITC.13 In. accepting Appendix Horfiling, . we noted that certain
decisions regarding whether ;certain-responsibilities should be assigned to an Appendix I
ITC will depend in part on varibus'protoqbjs that.willbe developed later to create the

24
1 11 %- .

In RTO West," wepe:rmitted the ITC, Transconnect, to unilaterally file under
section 205 incentive rates aspart .of its .revenue requirement so long as-Transconnect
consulted with RTC) West prior to filing.' In the ev6hoolf ad4ut6, the RTO-West
position would govern .

	

Wepermitted such,a unilateialfiling
based

upon our belief that
the independence of the ITC

would
ensure' that apyproposal:would not, unduly :

	

~
discriminate among particular maik6t,paiticipints . We cautioned, however, that,
independence would not necessarily.protect against lth6- incentive. PotentiallyfaVoring
certain wires over non-wires solutions and indicated thiai- each proposal would be
evaluatedm'a case-by-case basis.P

"Seebrder No. 2000--A at 31,1607L
23Appendix I §

	

See Commonwealth E
I

disop q-6.
I

etal 90
1

FERC
1

161,192 .,
MOON

"'d. at 61,62L : :

25Avista Corp., et 4. ;, ?S FERC 1 61,1 14 at61 ;338-39 (2001),
I I

	

16!g denied ,
1

96
FERC 161 ;058 at 61,177 (2001) (RT-0,West) .

26 I l . at 61077(2,00, 11 .
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At this time, : we will permit Petitioners to unilaterally file ;rate structure and
incentive rate proposals aspart ofa revenue r6quirementrequest after-consultation with
the Midwest ISO. Under this approach, the ITC..would haveunfettered rights to file its
revenue requirement and/or incentive rates within its footprint, :i-e :, only for transactions
that source and sink within its footprint. We are :requiring consultation with the Midwest
ISO to ensure that the Midwest ISO has .adequate opportunity to review the filing and to
inform this Commission as to whether it results in adverse. impacts (either :physically or
financially) outside ofthe Petitioners footprint.

Currently,, under Appendix . 1, there .is no need for;anyprior consultation in order'
for the ITC to file under section 205 . However, we are mindful of that even seemingly .
local issues, such as generator location or isolated transmissionbottlenecks, can and do ,
impact the larger grid .

Finally, we expressly take note ofthe Commission's on-going rulemaking initiative .
in Docket No. RM02-12-000 addressing SMD. Certain aspects of our decisions herein
will ultimately besubject to the outcome of that rulemaking process (3g., development of .
a single marketdesign for dealing with congestion management) .

We reject Petitioners' proposal to control transactionsthat require transmission
drive into or outof the Alliance area. Because a source or sink: inthese transactions
resides outside : the Alliance area, these.f ansactions are pipperly controlled by the
Midwest ISO.

	

.

With respect to the Midwest ISO's interim proposal to use the Alliance GridCo
systems, as discussed below, we will requite that criteria for .evaluating the potential use
of Alliance GridCo systems: (1) be determined by the°Midwest IS.O; .(2) meet
requirements in Order No . 2000-,(3) be informed by the.division ofresponsibilities;
within a hybrid RTO as discussed in this orderz8; and (4) provide the mostcost-effective
and secure service.

Consistent with, TRANSLink,.we will reject Petitioners` proposal to control anode
on the MidwestISO's'OASIS site . , Midwest ISO may, offer a site page to. Alliance GridCo
service with information provided by the.Midwest ISO. : We note that format and'

ZBAlso. see' the TRANSLink order for a more complete discussion ofthe delegation . ..
of functions . , . .



zvWinser Affidavit, Exh . B at 4:

30Winser Affidavit� Exh. A, National Grid's February 5, 2002 Letter to . ,,.
Commission .
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procedures, between the Midwest ISOandAlliance, GridCo should :be as uniform as,
possible:

On a long-term basis, we will allow the proposed procedure for ATC and AFC
calculations, except that the Midwest ISO must provide the inputs for CBM and TRM.
We understand that. Alliance GridCo is more familiar with.the facilities involved ; thus, it
is in a.better position over the near term to determine facilityratings and.capabilities . .
However, we note that these inputs must be. adjusted for scheduled transmission, CBMI,. .
and TRM bythe Midwest ISO in order to calculate ATC: This procedure should provide
for a consistentATC across,the region and should mmimme the.possibility of inconsistent
results or any unduly discriminatory behavior.

Furthermore, on an interim basis,we will allow the: proposed procedure for
calculating ATC. and AFC subject to Petitioner's systems,meeting criteriaas developed
and determined by the Midwest ISO.' Guidance on developing this .criteria is discussed',
later in this order. We expect that in any such interim solution, Alliance GridCo would
use Midwest ISO protocols and satisfy audits conductedby the Midwest ISO. We also
expect that the Midwest ISO would:ensure,consistencywith its processes.

2 . Operation Authority. Short-term Reliability and'Interregional Coordination

As noted above, Petitioners .propose to control, nnder4separate tariff, transactions
that source and sink within Alliance as. well as transactions that require transmission drive
into and/or out of-Alliance . . Petitioners also propose that Alliance GridCo be responsible -
for security coordination within its area and'that the Midwest ISOmay only intervene "if
it determines that conditions within. the Alliance area are impacting on security outside of
the Alliance area."zg Interregional coordination is appropriate, Petitioners suggest, where
necessary to ensure transmission security and reliability' 'PAa regional basis 30 To
discharge this responsibility for secut tycoordination, Petitioners propose that Alliance .
GridCo "[m]ay use.actions that include (but are-not limitedo utilizing short term
transmission equipment ratings, dispatching generation;curtailments; and seek [sic] to



NCoalition.of Municipal and Cooperative Users�.et a . at 14 .`

"Midwest ISO Transmission Owners at :15

	

See also Reliant at 5, Mirant at,28� . .
Ohio Commission at 11, Detroit Edison at 19 and ;Midwest ISO ar l i .
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unload transmission facilities' in the Alliance area-inaccordance with the Operating . . .: . .-"31P
rotoco

l
s

	

Addressing parallel path flows Pefitioners indicate that theywill share thi, s
responsibilitywith the Midwest ISO and ,implement the policy developed by the Midwest
ISO.3Z Finally,Petitioners.propose that they have the primary responsibility.for tagging,
and scheduling as well as_ approval or disapproval of maintenance outages for generation
facilities and forall transmission facilities . (subject t0 the Midwest IS0 oversight for - .
"Critical` Transmission Facilities") for the Alliance area.33 '

Numerous :intervenors oppose Alliance GridCo's proposal :claiming that Alliance .
GridCo is requesting control .over operational authority'and short term reliability.
Additionally, various intervenors argue that vesting control ofthese:functions by-Alliance-
GridCo couldlead to the creation ofdiffering objectives between the two entities . For
example, .Coalition'argues that these;,proposals, .including acting ,as a security coordinator

	

-
and having approval ofmaintenance outages;"[ ]nvite-gIicernent of subregional-
objectives and the Alliance Companies' desired revenues above the ;regional needs-and : : .
efficiencies ."s4 Midwest ISO Transmission Owners assert that in the area of Security
Coordination ; the proposal differs from TRANSLink and, is inconsistent with'Appendix I .
which vests such function with the Midwest ISO : and, itf any event; ignores the factthat
the RTO must have .the sole responsibility for security, coordination" Michigan Public .
Power argues thatthe securitycoordination proposal would lead to "duplication of . .

32WinserAffidavit, Exh. A, Response ofNational Grid to the FERC Technical
Conference on the'Division-ofResponsibilities Between`an.RTO and an ITC. -(National'
Grid's Reconciliation)

	

-.



functions between`the two, entities . 6 Detroit Edison claims that management of parallel
path flows essentially entails controlling the redispatch of generation; which should rest
solely with the RTO 3'

Alliance GridCo proposes to maintain physical control over its facilities in the
Midwest ISO such thatAlliance GridCo controls transactions that require transmission
into, out ofand within Alliance . It also.proposes to take applications for transmission
service, under its tariff; omits node of the MidwestISO: OASIS site and to tag and
schedule service .39 Alliance: GridCo proposes to assume from the Midwest ISO the
responsibility to :coordinate maintenance for non-critical' facilities in its area (coordination
of maintenance for critical transmission is subject to approval by the Midwest ISO) .
Alliance GridCo proposes to assume from the Midwest :ISO the responsibility to
coordinate generator maintenance for generators within the Alliance area and to inform
the Midwest ISO ofthose maintenance activities for generators in its area ..

We believe that it canbe beneficial to the region for the RTO to delegate certain
operational functions to an ITC for service and facilities underits footprint . However, we
provide this caveat. Some ofthe operational control allowed at this time is permitted
because it is consistent.with today's markets in the.Midwest ISO and with Day One
congestion management" 'With SMD and the implementation ofDay Two congestion
management, some of these operational elements may.have to be modified . We expect
that Alliance GridCo would implementany necessary modifications to its grid operations
to support the Midwest ISO's locafional marginal pricing and other aspects ofSMD on a
unified, region-wide market basis .

36Michigan Agencies at 8-10 .

37Detroit Edisonaf 19-20:

3sSee AppendixD for our decisions in this order on issues related to OASIS, tariff
administration, and congestion management .

39See sacra note.42 . :
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Wc.find that Petitioners,propgsal to tag and schedule transactions . that require:' ;
transmission "into and/or outof the Alliancearea is unacceptable since these transactions
fall under the Midwest ISO's authority. Transactions whose "sources and sinks reside in
the Alliance area may be tagged and-scheduled by Alliance GridCo

	

Wenote that the`.
Midwest ISO recognizes that "Alliance may.have a legitimate proprietary interest in . -
schedulingtransactions that source. and sink solely within its transmission system .,40
However, we find that the MidwestISO mustdetermine whetherthe specifics of the
coordination between it and Alliance CridCo ensure that`the MidwestISO will be:able to
monitor the full impacts of the transactions scheduled by AllianceAlliance GridCo on the Midwest .
ISO region .

We find that Petitioner's proposal to control generation and transmission' outages -
within their : region; subject to the Midwest ISO`overisightfor certain critical-transmission. .
facilities, is axational example ofthe type.of coordinationbetween-the ITC and RTO that .
is needed. Under Petitioners' proposal; the ITC,has day-today control over what is for
the most part a local issue,,but this control mustbe subservient to the Midwest ISO's . --
oversight fortransmission facilities that have regional impacts'., Additionally, Alliance .
GridCo must coordinate approved maintenance;schedules, for, generation and non-critical .
transmission with the Midwest ISO so .that the MidwestIS0 can fulfill its reliability' and-,
security functions.

We find that Petitioners' proposals regarding,security coordination, interregional ,z
coordination and .short-term-reliabilityrepresent angihei significant departure from the
TRANSLink.proposal. We-believe that it is unacceptable.tohave more than one.security
coordinator(or as defined by NERC, Reliability Authority) Toreach RTO since security
coordination is simply too critical . a function to vestnn more-than one' entity. Aside from
obvious operational concerns, we believe that having multiple security coordinators could
easily lead to additional seams issues: We agree wilh.MichiganAgencies that the
practical effect of this proposal would'lead to a separation=ofduties and duplicative
functions and cause segmentation,of regions,within !the RTO.. 4t Additionally, this
function requires having a global-perspective of the entire, RTO`,region in order to best ,
choose from a variety ofoptions (which could .be outsideofthe Alliance area) in order to
address reliability concerns . Although we find thafAlliance GridCo-can perform certain
security-related functions within their'region'becauseAlliance GridCo will be in the best

40Midwest ISO Protest at 23:
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position to identify and, resolveissues locally;:-we will notallow the Midwest ISO's
security authority to be limited in the way Petitioners' propose.

With respect to the responsibility for management of.parallel path flow issues, we
will accept Petitioners' proposal to share this responsibilitywith, the Midwest ISO only
when such . flows lead to zan, emergency.situation ; however, action by Alliance during an
emergency must adhere to-the MidwestISO's authority,' that may take the form of
protocols . We note that Detroit Edison .',i;qoTiceMs.regarding redispatch should be
addressed by the Midwest ISO since Alliance GridCo acknowledges that it Will :
implement a parallel path, flow policy developed by the Midwest 190.3 ,

Petitioners do not propose to adopt ,.theMidwcst:M!s Day One plan42 for

congestion management; however, Petitioners propoe~thatthc,Midwest ISO will
determine the congestion management pricing methodology and calculate these prices for
the region .

Alliance GridCoproposes to be vestUmN the responsibility for managing
congestion within the Alliance area, ,withithe objective,of ensuring the most efficient
allocation between new investment and operational ,costs. Petitioners propose that
Midwest ISO and Alliance QUA develop protocols detailing when the Midwest ISO,
and Alliance GridCo congestion management mechanisms operate,that such protocols,be
filed with the Commission.and that these protocols must be accepted or approved by this
Commission: before Alliance ChidCo'g mechanisms may operate. Petitioners suggest that
Alliance GridC-o',s congestion management plan notoperate in instances where its .
operation causes material adverse effects upon the Midwest ISO's transmission system
outside of the Alliance area or-upon~the users ofthat system . 43

I A

2See Midwest Independent Transmission System Operator,inc ., 97 FERC
61,326 at 62,511-12 (2001) 1 (Midwest RTO Order),for: a discussion of the Midwest , :

. ISO's congestion management including its Day One,plaw

"Winier Affidavit, Exh. 13 at 5 . I
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As part of congestion management, Petitioners propo, se-that Alliance GridCo can
specify redispatch to enable transmission capacity on the:system to-be~incrcased or

44maintained .

Midwest ISO recommends that its Day One congestion management plan be the
starting point for discussion with Alliance GridCo and states that TRANSLink stipulated
that the Midwest ISO D! Ozie-ply0would be used throughout the'region . 45.

	

Several :
intervenors argue that one organization, should manage congestion for the e

I

ntite regiom46 .
PJM asserts that because transmission, generation, and demand response solutions are
competing solutions ; no single provider of a, congestion ! solution: should choose which
competing solution wins 47. Detroit Edison argues fliat.by

I

controlling redispatch, the
transco may have the abilitytoncoutrol critical flowgates to : advantage transactions
flowing over the transeds assets,' and to disadvantage other transactions .4

. Commission Determination

Petitioners' proposal does not
I

yet hillydescribe howcongestion management will
be coordinated between Alliance GridCo and, the Midwest ISO.' Midwest ISO's Day

One

plan should serve as the starting point for discussions regarding initial congestion
4management.',

4 Natil Grid' FebuaWinser, Affidavit, Exh. A,onasrry:L2002 Leon to .
Commission. ,

	

.

45Midwest ISO at 26 .

1

	

46Coalition ofMunicipal and Cooperative Users,'-C6,1 at 14, Detroit Edison at 16,
Illinois Industrial Energy C

.
onst

I

finefs et aall., at 6,
- Midwest

ISO at
.
26, Mirant at 25,

PSE&G Companies at 8, and the Virginia Commission at T .

48Detroitg op,al ,1o.

"Midwest ISO Must.aptirove the use of any Alliance Grid.C.o~system that is used in
(continued . . :)-
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Energy markets operated.by anRTOmust be uniform across an entire region. In
addition to being . a requirement of an'efficient and effective.energymarket, uniformity
promotes seamless transmission service and .one-stop shopping . For these reasons, we see
little opportunity for ITCs to segmenta region ;-with, altariative.congestion management
systems ..Moreover, a locational marginal pricing (LMP):markevneeds to be not only
uniform, but also operated as a single market

	

Therefore, we will notallow ITCs to
operate separate congestion management systems :within.an RTO. .

4 . Ancillaiv Services . and Energy Imbalance Markets . :

Petitioners . propose that Alliance GridCo specify, and pay for those ancillary
services required to deliver a secure, reliable transmission system and that the
procurement and commitment ofancillary services is not considered a core function
linked directly to the management oftransmission assets`(except for reactive and voltage
control services, which impact directly upon transmissioncapacity) 51

Regarding energy imbalance markets, Petitioners suggest in National Grid's .
Reconciliation that functional responsibilities in he operation of energy imbalance :
markets may be shared between the . ITC and the RTO. However, energy imbalances are
not addressed in Exhibit B.

Intervenors' Comments

Detroit Edison and PJM contend.that the RTO should administer ancillary services
markets . PJM contends that the same`organization musrbe.responsible for both security-

49( . ..continued)
the interim to provide initial congestion management. As stated in this order, after a .
reasonable transition period, there must be one system that provides congestion
management for the Midwest ISO.

soCf "Working Paper on Standardized Transmission Service and Wholesale
Electric Market Design, (Docket No: RM01-12-000, March 15,:2002) :

51Wmser;Affidavit,,Exh . A, Natioral Grid's February 5;;2002, Letter to the
Commission .
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constrained dispatch ofthe transmission system and operation of the . energy and ancillary
services'markets to include ensuring that the services are'obtained for the system. Detroit
Edison contends that energy balancingis critical to the ;functioning of the wholesale
electricity. market5Z

We note thatPetitioners' filing is vague regarding operating energy imbalance
markets . We .find that Alliance GridCo needs to provide System :Control, Voltage
Control, and Regulation Services (ancillary services 1, 2 and.3), and werefer the parties
to the discussion :regarding operation of energy imbalance markets and ancillary service
markets in the companion TRANSLink order .

Petitioners propose that Alliance GridCo develop its construction plan for
transmission facilities in the Alliance area subject to providing,a copy of the plan to the .
Midwest ISO is soon.as_. the plan is available and to coordinating implementation of the
plan tothe maximum extent.practicable . Section 4 .9a ofExhibit B states that where the
Midwest ISO :determinesthat the plan would have a material impact on regional facilities :
outside ofthe Alliance area, the Alliance GridCo plan shall not be implemented until the .
Midwest ISO has had a reasonable time to- review the Alliance-GridCo plan and any .
disputes are resolved . Section 4.9b'.ofExhibit B states that ifthe Midwest ISO disagrees
with any pant ofthe Alliance GridCo plan,the disagreement will be resolved through
dispute resolution, but the balance ofthe plan not in disagreement may be implemented
by Alliance GridCo. Section 4.9c ofExhibit B-states that nothing in this agreement in
principle is intended to change the responsibility'of the Midwest RTO to develop a plan
for. the Region, with "Region" defined asincluding theAlliance area .

Midwest ISO. supports the Petitioners" "bottom up":approach and notes that the
proposal here is.consistent with the protocol agreed upon-between the Midwest ISO and .
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TRANSLink es Other parties; however, protest, that Alliance GridCo's transmission plan'-:
must be subject to RTO review and Approval .s°'-PJM andMirant state that because : .
transmission solutions compete with'generationandloadsolutions, the'RTO should- :

55 ,
manage the.planning process : Mirant.states .that. nthe MidwestRTO Order, . the ..
Commission's response-to a protest byCalpine:suggestedthatthere should be a single ": `
transmission planning and expansion fmction using itlie MidwestISO's existing rules and
protocols as its foundation . :Others state thatthe Midwest ISO should manage or have
final oversight of-transmission planning.by iranscos ke

Commission Determination

> Petitioners propose that Alliance GridCo be responsible for planning and
expansion ofits own system and that the Midwest ISO be :responsible for coordinating
Alliance GridCo's regional transmission.plan. However;we believe that the Midwest
ISO, as the RTO, should have the responsibility to ensure hat planning:and expansion,is
coordinated across.the entire RTO.

Under Alliance GridCo's proposal ;if'the Midwest ISO. believes that an Alliance
GridCo planned facility will have a material impact pn Facilities :outside of Alliance ` .
GridCo, but whichI are located within the Midwest I$O,itwill have a reasonableamount
of time to review the plan but any disagreement will.'be besolved;through dispute
resolution .s7 Consistent with the companion TRANSink order,=we-believe that the

"Midwest .ISO at 21 .

sa

	

ofdCiv U ;etSCoalition

	

Municipalanooperatesers,al., at I, Duke, et al . : at 9; : :`
Mirant at-25-27 (arguing that .Alliance GiidCo.will haveAnA.ncentive to manage the
system to favor its assets and.' that there should-be a s~mgle sat ofplanning and -generator .
interconnect protocols), PJM at 25 (arguing that the RTO also "should be permittedto
direct all transmission owners, including ITCs,.,to copstriict transmission that is necessary .
for the reliability of the system) and PSE&G Companies .;at 8 . -

ss97 FERC at 62,520.

s6Illinois Industrial-Energy Consumers, et al, at 11'=12 and PJM'at 25 .

s'Winser Affidavit ; Exh Bat;.
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RTO, not an outside arbitrator, must:have the ultimate authority ;regarding planning an
expansion for its region .

Also consistent with the companion TRANSLink order, we believe that a clear,
detailed, and joint approach to planning and expansion is acceptable as long as the
Midwest ISO retains responsibilityfor ensuring that planning and expansion is
coordinated across the entire RTO. Therefore; in addition to developing ajoint planning
protocol with a clear decisional process, Alliance GhdCo ;and the Midwest ISO must
ensure that the Midwest ISO is the final'decisionmakeron planning and expansion that ' .
may materially affect facilities outside of Alliance but located within the Midwest ISOas

We interpret Section 4.9c of Exhibit B to mean thatthe MidwestISO, in
accordance with its.responsibilities under OrderNo. 2000 to develop a regional plan .for.
the entire Midwest ISO, may, for example, direct necessary transmission expansions by
Alliance GridCo. If this interpretation is incorrect, Alliance GridCo should clarifythe
meaning of this language and explain.how any'alternative meaning :meets the
requirements in Order No. 2000. .

In response . to Mirant, we note that, in the Midwest_RTO Order; we stated that
Calpine's protest was rendered mootby the Commission's: concurrent order directing
Alliance Companies to explore,membership inthe MidwestISO. In this order we are
now providing further guidance .by stating that.the parties must develop a coordinated . .
approach to transmission planning to include a joint planning,protocol detailing each
organization's responsibilities . Therefore; thisjointplanning protocol should address .
Calpine's concerns with regardto "one stop" shopping: : The direction above is consistent
with our ruling in .the TRANSLink order .

Petitioners propose that Alliance GridCo'mayimpose and collect penalties
approvedby the -Commission so long as any such penalty does n6t cause an entity to be

"Please see the TRANSLINK order.on this subject for further guidance in .
developing a stakeholder process.
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subjected to a penalty by both the Midwest ISO and Alliance GridCo for the same
violation or eventsv

Mirant argues that because Alliance GridCo should not be administering its own
tariff OATT, and all market operations shouldbe vested with the Midwest RTO, it is not' .
clear what penalties would be appropriate for Alliance GridCo to collect Mirant also
says that this function is too vagueto be approved . .,6°

Commission Determination

We find that Petitioners have not supported their proposal to impose and collect
penalties over and above those collected by the MidwestISO. Additionally, Alliance
GridCo has notdemonstrated how itwill ensure .thatparties are charged onlyonce for a
single violation or event . Thus, we will rejectthis aspect" oftheir proposal without
prejudice to a future proposal that is fully=supported, just and reasonable :"

Under Petitioners' proposal' Alliance GridCo shallpossess the unilateral right to
file at the Commission, without approval ;by the Midwest ISO, a mechanism for
determining responsibility for energy losses within the Alliance area, provided that this
mechanism does not affect the losses received by transmission owners and,generators in
areas within the Midwest ISO that are outside the Alliance area .bt

Midwest ISO states that TRANSLink has agreed to adoptthe Midwest ISO loss
process . . It further contends that, ifAlliance will not agree to,usethe Midwest ISO loss .

59Winser Affidavit, Exh B . at p'. :9 ;, :

e°Ivtirant at 30.

6 ~ Wmser Affidavit, Exh. B; page 5 : . .



Docket Nos. EL02-65`-000. : .
and RTOI-88=016 -

process, there should be an-;agreement between the MidwestISO and Alliance GtidCo
that losses caused by parallel flows will be provided.using the loss calculation process of
the system experiencing the parallel path :flows_: Midwest'ISO states=that while this
outcome will result in two loss processes being used, it will address the undesirable
situation where the . Midwest ISO and Alliance GridCo operate in isolation .from each
other and do not compensate the other-for losses caused by their.respective parallel ;flows .

CQmrnission Determination.

As along-term process, there shouldbe a single.method :and a single system used'
to determine :losses for the Midwest ISO, region so as to preclude to the potential for
creating seams-between Alliance and other regions in the Midwest ISO.

On an interim basis, however, we will allow theproposed procedure for
calculating losses subject to Petitioner's .systems meeting'criteria as developed and,
determined bythe Midwest ISO. Guidance,on developing these criteria is discussed .
below . We expectthat in any such interim solution,,Alliance GridCo would' use Midwest
ISO protocols and satisfy any and all audits zonducted,bythe .Midwest ISO. We also
expect that, the Midwest ISO would.ensure consistency,with its processes as determined
by the Midwest ISO and ensure that each .Organization Icornpensates the other for losses
caused by their respective . parallel path flows62 .

(2) Use of Alliance GridCo Systems for Timelyand Cost-Effective Start of
Operations

Petitioners ask that the Commissionfind that Alliance GridCo be permitted to use
its own systems for the timely and cost-effective start . of. operations . ,3 In this regard;

62Midwest ISO must approve the use ofany Alliance GridCo system that is used in
the interim to calculate losses . As stated in,this.order, after a-reasonable transition'period,
there mustbe one system that calculates losses in the M dwestISO.

63Petitioners state that they envision that the Midwest ISO-and Alliance GridCo,
will work togetherto develop optimal ;and economic solutions forcommon systems where
such systems are .appropriate, apd that theywill file-a report on, the status of this work . - .

(continued. . .)



Petitioners state that theyhave computer and software systems immediately available to
Alliance .GridCo for providing necessary transmission service functions on Day 1 of
operations (estimated to occur in October 2002) and for integrating the Alliance
Companies' systems. Petitioners state that the systems include the basic infrastructure
necessary for providing . regional transmission service including OASIS, .
tagging/scheduling,-applications for calculatingATC with a flowgate methodology; a .
losses calculator, billing and settlement systems and",back office" systems. They state
that the systems alreadydeveloped and inplace will enable the nine Alliance Companies
to be fully integrated so that Alliance GridCo will be able to interact with the Midwest
ISO as a single ITC. Petitioners add that, without Alliance GridCo's systems, the
Midwest ISO would have to . start from the beginning to develop its own computer and'
software systems to integrate the. Alliance Companies and'Alliance GridCo. Petitioners
argue that this wouldunnecessarilyduplicate and delay the integration ofAlliance
GridCo, and the provision of nondiscriminatory transmission "service across the Alliance
area would be more expensive and delayed substantially .

Petitioners assert that, ifthe Commissiongrantstheir request. to use their own
systems, Alliance GridCo is expected to become operational by October 2002, but
without Alliance GridCo's systems, integration ofAlliance GridCo into the Midwest RTO
would delay operations for Alliance GridCo until at least October 2003 with resulting
opportunity costs to the market. .

Midwest ISO-states that any Commission guidance on the use of Alliance GridCo
systems and processes versus Midwest ISO systems and processes must recognize that .the
Midwest ISO. applications are currently running, while the Alliance .applications are not.
However, the Midwest ISO also states that it,does not object to using Alliance GridCo's
AFC systems and processes (to calculate ATC-with a. flowgatemethodology) on a
temporary basis until such time as the Midwest ISO's systems and processes can
accommodate all Alliance control areas . Midwest ISO :also statesthat it has no objection
to Alliance's use of its own systems for certain delegated functions provided that those

( . .:continued)
with the Corrimission within six months of Alliance GridCo becoming operational . .,
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systems are compatible with systems uge,d:bythe RA1 1 , 2 Other,protest that using -
different computer and software:systems.dould~hiniper ;th6 development of a seamless .
Midwest market or should otherwise notbe allowed,65",

While we believe that using certain-Alliance,pridCo systems may hasten RTO
operations in the Midwest, we believe that

the
Midwest ISO; inconsultation with

Alliance GridCo, should decide
which

systems to use : .Iriaddition,to requiring a report of
Alliance's intentions tojoin, an RTO :and a-filing by thermidwest ISO to revise it rates,
we will require that the Midwest ISO; tumonsmultatiorf.w.ith,.All,ian&&GridCo, file a report
within 60 days from the-date of this ordetidentifying1hose Alliance GridCo systems
which will be employed ifAlliance. GridCp joins the, Midwest ISO: This report should. 1
describe the

.system's function, who will.
-operate the system, ~the'periodof operations ; and

how the system will be used. Also to the extent that dual systems are . used, we expect this
situation is temporary and we will ,require'that th

-
e parties specify in.this report an .end date.

at which time one system will be used :~ We provide below guidance for the.Midwest ISO
in determining the use of Alliance, GridCo's systems-

Criteria for evaluating the potential use of Alliance GridC.o's - systems must: (1) be
determined by the Midwest ISO ; (2) meet the requirements in Order No. 2000; (3) be : :
informed by the division of responsibilities in the hybrid!kTO as discussed in this order ;
and (4) provide the, mostcost-effective

I and secure service . :Midwest ISO may require, for

610idlist ISO at 16-20.-Midw.est ISO's.tates That it-is usingng'a real-time
monitoring tool that allows it to back postcontingent-flows on all flowgates in its region,, .
and that with its current-day. and next-dal skusfrefie"wi;theffidwest ISO has been v
allowed to assume the role, of Reliability Authority.fonts .members in IECAR:and MAIN
asofDecember l5,20OI . Additionally, the MidWestJSO asserts that most ofits tariff
applications have been,running since the first of December.

65Coalition ofMunicipal and Cooperative Users; et ad, at 20, Detroit Edison at 23
(that Alliance GAdCo must use systems that are onlysinvolved . with running awir6s
business), Duke, et al., at 9, . Illinois Industrial Energycorfsumers, eL al..

-
at 10, Midwest~~

ISO Transmission (Owners at 15 (setting pp
a
systerrimbich"relies on coordination of ATC

calculations instead of a . single calculation creates a'greater prospect of inaccurate ATC.
postings), Mkant at 29; PSE&q~Conipajiiesat9,~R;5,and, the Virginia
Commission at 7-8 .
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example, that data be based on its formulas and criteria (L.&., for facility ratings) in order
to ensure that the Midwest ISO provides reliable service . Midwest ISO may require that
data be available on a.timely basis-and in a-forniat in order .to provide timely, accurate` and
reliable service to market participants: . Midwest ISO-may .establish . criteria for integrating
systems into its architecture to ensure operational control oftransactions that are into and
out ofthe Alliance GridCo region.

Thus, we intend that the Midwest ISO make inaximum use ofAlliance GridCo's
systems that were incurred in good faith so long as thd.use ofthose systems conforms
with the guidance above . We also expect that, . notwithstanding a reasonable transition
period to be determined by the Midwest ISO.in consultation withAlliance GridCo, one
set of systems .ultimately will be used for the operation of the Midwest ISO. ;

We recognize that Alliance GridCooparticipants mayhave incurred start-up costs to
develop systems that will uot be used:by the. MidwestISO to provide service to Alliance
GridCo or other MidwestISO entities or by Alliance GridCo,to provide service to
customers in its footprint. Therefore, we clarify that we intend to allow recovery of all
costs prudently incurred by.any Alliance GridCo participant toestablish an RTO once it is
a member of an RTO. We will address the verification`of such costs when their recovery
is sought.

(3) Proposal on Rate Design and Revenue Distribution Methodolou

Petitioners assert that the Commission has consistentlyrecognizedthe ,
"entitlement" of transmission owners to recover, through transitional surcharges, lost
revenues associated with their membership in RTOs. They,state that, in its early orderson
Alliance; the Commission approved the use oftransitional surcharges designed to
compensate the transmission owners for the revenues associated with service through .and .
out of their individual systems that.are lostdue to the elimination of rate pancaking . They - .
also note that the Commission has approved similar pricing concepts for other.proposed
RTOs, including PJM. Petitioners add thatthe Commission recently approved a
transition period rate design .and revenue distribution methodologyfor the Midwest ISO
that is designed to recover`the Midwest ISO transrrnission owners' lost revenues during.a
six-year transition period.66, However, they'assert that, whewapplied to the combined

'Midwest Independent Transmission .System gperator, Inc.; 98 FERC 161,076
(continued . . .) , :
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Midwest-Alliance region, this methodology would resultin significant revenue transfers
from Alliance transmission owners to the Midwest 180 transmission owners and would
unjustly enrich the latter .

	

. .

Petitioners assert that, in order for Alliance transmission-owners to be fairly '
compensated for participating in the, Midwest ISO during a transition period, the
Commission should find that rate and revenue distribution methodologies consistentwith
those recommended by Dr.' Henderson in an affidavit attachedto their Petition, be
adopted. Petitioners' proposed'rate and revenue distributionmethodologies are nearly .
identical to that which has been previously proposed forAlliance and adopted for use
between the Midwest ISO and Alliance under the Illinois ;Power Settlement. -Petitioners
propose that their rate and revenue distribution methodologies remain in place through' ;
December 3I; 2004: .

Petitioners' proposed`rate design is based on a single non-pancaked rate using a
license plate approach thatwould apportion responsibilityfor lostrevenues to load within
the Midwest ISO and to customers*heeling out of or through the-Midwest ISO on the

	

.
basis of the benefit thatthose customers will receive as a;result of eliminating pancaking .
The license plate rate for delivery to loadwithin each license plate pricing zone would
include two surcharges to recover lostrevenues: a Zonal Transition. Adjustment (ZTA) . .
and a Super-regional Rate -Adjustment (SRA)

The ZTA is based on the lost revenues due t0 the eliminationof rate pancaking-
within each group :of transmission owners (Alliance and?non-Alliance) . The ZTA reflects
the historical transmission charges that the transmission owner within a particular license . .
plate pricing zone paid.to other transmission owners within the. group of transmission
owners (Alliance or non-Alliance) to,serve load within its zone, and is designed to collect
additional revenue from each zone-m- proportion to thebenefits that the transmission - ',
ownerwithin the zone will .realize when it no longer has,to pay pancaked rates for
transmission purchased from other transmission owners within the group to :serve load
within its zone .
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The SRA,is .based on lost revenues due _to the elimination ofrate pancaking
between the two-groups oftransmission owners (Alliance and non-Alliance) . The. SRA is
calculated in a manner comparable to the ZTA and is-designed to collect additional
revenue from each zone in proportion to the benefits that the transmission owner within
the zone will realize when it no longer has to pay pancaked rates for transmission
purchased from transmission . owners in the other group to serve load within its .zone.

For transmission through and out of the Midwest ISO, Petitioners would apply a
Regional Through-and-Out Rate (RTOR) . The RTOR is based on the aggregate lost
revenues of all the transmission owners in the Midwest ISO due to the elimination ofrate
pancaking, less the lost revenues recovered through the .ZTA and SRA.

Petitioners note that:their proposal modifies the rate design under the Illinois
Power Settlement inn few . significant respects . First, the Illinois Power Settlement
provided that the Midwest,ISO and Alliance would each :have its own through-and-out
rates that would apply to transactions into, through, or out ofthe'super-region' consisting
of the two organizations (i.e,, the Illinois PowerSettlement only eliminated pancaking
between the two organizations for'transaetions sourcing and sinking within the super-
region) . In contrast, Petitioners propose :a single RTOR applicable to transactions through
and out of the expanded Midwest ISO, thereby eliminating paneaking on all transactions
into, through; or outofthe super-region.

Second, the Illinois Power Settlement limited the.benefitsofthe super-region (i .e., .
the eliminationof pancaking for transactions with source and sink withinthe super-
region) only,to the.systems ..oftransmission owners that signed anagreement to join either. .
the Midwest ISO or Alliance byFebruary 28, 2001 . Petitioners would extend the benefits
of the super-region to all systems under. the expanded Midwest ISO,- thereby eliminating
pancaking on all'transactionswithin the combined Midwest ISO/Alliance footprint .

Third, Petitioners explain thatcombining thettwo organizations requires an'
adjustmentto the revenue distribution methodology .in order to maintain the principle of
revenue neutrality . Currently, revenues from the Midwest ISO "RTOR are distributed to
transmissionowners based on shares of transmission plant, power flows, and lost
revenues . In :contrast, the revenues ;from :the Alliance RTOR would have been distributed
within the Alliance group,on the basis of lost revenues ; ;Petitioners propose to distribute - .
RTOR revenues through .a two-part .process : (1) RTOR revenues would first be
distributed between each group .of transmission owners-(Alliance and non-Alliance) in
proportion to each group's`aggregate lost revenues ; and (2)`these revenues would then be
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distributed within each:group inaccordance with that group.'s own revenue distribution
protocol . This revenue distribution methodology would remain in effect only through the
transition period, ending December 31, 2004, and, Petitioners, maintain, would ensure that .
each group oftransmission owners remains rewenue.neutral=from.the elimination ofrate-
pancaking .

According to Petitioners, their proposal recoverscost revenues during the transition
period according to relative amounts of de-pancakiilg:benefits receivedby through-and-
out transmission service customers'and load within each license plate pricing zone,'and
distributes those revenues between the two.groups'of transmission owners in a manner ` :
consistent with the conceptof revenue, neutrality. Petitioners state that, while Alliance
Companies intend to use a ZTA, their proposal does not address whether the non-Alliance
transmission owners of the Midwest ISO would institute such a charge. Rather,
Petitioners maintain ; that is amatterthat would be appropriately decided among the non-
Alliance transmission owners . However, Petitioners ;would include the SRA element in
all zonal,rates . Petitioners state that because the SRA revenues are.transferred between

	

.
the Alliance and non-Alliance groups, equity. consideratiails 'require, that the SRA be used
by both the Alliance and non-Alliance groups, or byneither . Regardless ofwhether the
non-Alliance members institute the ZTA; Petitioners propose that the RTOR be
developed by subtracting both ZTA andSRA revenues:for the .non-Alliance group, along
with ZTA and SRA:revenues for the Alliance group, .from the aggregate lost revenues .
Without this,adjustment,'according to :Petitioners, the.lost revenues associated with de-
pancaking benefits .to load within the Midwest ISO would become an added responsibility
of through and out transmission service customers . ThisI .Petitioners maintain, would
constitute a shift in responsibilityfor lostrevenues from.internal load to exporting
generators that would be inconsistent witlithe underlying benefit concept and would
unnecessarily increase the RTOR, thereby foreclosing otherwise efficient trades between
regions .

Petitioners submit that the purpose ofthe transition period is to provide a
mechanism for phasing in new transmission rates that reflect the restructured topography
under an emerging RTO and that the Commission Ilas_recognized that immediate
adoption ofnew RTO rates, without anytransitional considerations ; would create
hardships and provide substantial,disincentives for transmission owners to join RTOs in
the first place . . Petitioners maintain that their proposal effectively mitigates potentially
large cost-shifting . In addition, Petitioners note that their proposal is largely based on the
transition period rate design agreed to by Alliance Companies and the Midwest ISO ;
transmission .owners in the Illinois Power Settlement, which has been approved by the
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Conunission as being reasonable . As such, theysubmit,-it forms a settled and reasonable : . . :
basis for the development oftransmission rates during the transition period_- .

Intervenors protest various.aspects ofPetitioners' rate proposal . Theseprotests :,
will be discussed in greater detail below . . : '

Commission Determination

Intervenors generally oppose:Petitioners' transitional rate proposal . Midwest ISO
Transmission Owners maintain that the Midwest ISO's

11

existing-rate design is consistent
with the Commission's policies : license-plate .rates, an average cost through and out rate,
and a lost revenue surcharge on the through and'out rate thatproduces an overall through
and out rate that. i s within the range ofthe license plate rates : . . .They also submit that the .
revenue distribution methodology is typical by grving substantial weight to transmission
investment and load flows .

	

-

Midwest ISO Transmission Owners, argue that the :;existence of retail .rate freezes ,
raises concerns aboutthe ability to recover;costs incurred through the Petitioners"
transition surcharges . The amounts are.not insignificant,-they maintain, as the SRA .
results in a net outflow of approximately $40 millionlyearto Alliance Companies. In .
addition, Midwest ISO Transmission Owners argue that Petitioners'do not consider that
the Midwest ISO lost revenue surcharge, a component of its_through and out rate, is in°
effect through January 31, 2008, thr6e years;longer ~thanPetitioners' proposed transition
period . According, to Midwest ISO Transmission'Owners' calculations, the Midwest
ISO's existing'RTOR and revenue distribution methodologywill produce greater
revenues for Alliance Companies on a,present value basis than Alliance Companies' `:
proposed SRA and RTOR methodology.

While the Midwest ISO's existing'rate design andrevenue distribution
methodology have been previously accepted.as reasonable,we are confronted at this
juncture with impediments that this- existing rate design creates "for additional
participation in the Midwest ISO. Therefore, as discussed,below, weare open to a
request ( e.g . , through a complaint) by any ofthe Petitioners, filed with their application .to
join the Midwest ISO, or thereafter, torevisit the Midwest ISO's existing rate design in
order to evaluate whether it is still "consistent with our RTO initiatives given its potential.,
to cause abrupt cost shifts .
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The Commission has .consistentlyapproved the use-oflicense plate rates for ;
regional transmission service as a hansiiional mechanism "t6 avoid abrupt cost shifts:that

67would serve .as;an impediment to RTO;formation'. . ;Such'license.plate rates have ,
typicallyreflectedthe embedded cost : of transmissiom per unit-of load and pricing zones
that reflect the service areas of individual transniission.owners or. groups of transmission .
owners. We recognize, however, that sbme,adjustment tosuch conventional license plate
rates. i s necessaryto preverit costshifts as comparedd4pie-existing pancaked rates . At .
the same time, the elimination of rate pancaking is a;central goal of our RTO initiative
because of the injurious effect ofpancaked rates on efficient.and -competitive regional
markets for generation .68 <

In the' Alliance III Order, we conditionally approved a license plate rate
methodology, . like that proposed by Petitioners, that took into : account cost responsibility, .
and revenue flows :under the prior system ofpancaked:rates, while at the same time
establishing a single non-pancaked charge for :use ofthe grid . 69 We believe that this
methodology represents an improvement upon the,license'Plate:rate concept because, by
recovering revenues from each zone proportionate to .the .benefitthat each zone receives''
from the elimination ofrate paneaking ;it better con"ls,,cost-shifting and, thus, better
eliminates ratemaking disincentives to RTO participation vhile'avoiding the injurious
effects on efficient use of the grid associated:with rate pancaking.

We find that Petitioners have raised -valid:concems regarding potential cost shifts
due to the Midwest ISO's existing rate.desigmand revenue distribution methodology, cost
shifts that serve as an impediment to their memberslup.in'Midwest ISO. We also find that
Petitioners' proposed transitional .rate methodology, bycontrolling cost shifts for a short
transition period through December 31, 2004, provioes,a.reasonable.basis for addressing
these concerns . ,0 In doing so, however, we stress that we view .the use of license plate .

6~ ee Order No 2000 at 31 ;176:S .

6sSee Order-No. 2000 at 31,174-75;' ;5;

69Alliance Companies, et al, 94TERC T61,070 at:61,311-12 (2001) (Alliance III
Order) .

7°We also . believe that transitional use of Allianc'e'srate .methodology should
provide greater incentives .for companies to join and begi(operating under the Midwest,

continued. . .) .
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rates as transitional ; while acceptable. o control abrupt cost shifts'duiing . a transition :
period of limited duration ; license plate rates.are not an" end butonly a step towards.au_
end - - a single, system-wideaverage rate, which,refliects-the regional nature of the service ,
provided~t

We find the Midwest ISO Transmission' Owners-'';presentvalue :comparison of
revenues to be misguided Concerns regarding cost ~hi$:s are more relevant to the ,
immediate future ; during:whioh regulatoryaag and mite freezes can serve to trap costs . '. .. .
Therefore, it isunderstandable that Alliance-Comparueswould:give greate'r weight o the
transition period extending through December 31, 2404; than the remaining three years-of
the Midwest ISO transition period extending beyond December 31 -, 2004: Furthermore,
we find unpersuasive Midwest ISO.Transmission Owners' concerns about recovery: of the
Petitioners' transitional surcharges due to the existence of retail rate freezes . Because the'
surcharges are designed fo reflect the lilstorical .costs'ofeach transmission owner for.
transmission service purghased to serve its native load, we finf that they do notrepresent
new costs.

Consistent with our findings in'afe Alliance III Order, while we find that the
method used to address cpst shifts anf.-lost revenues'is reasonable,.we musf still evaluate
the resulting rates and any disparities" among them to ensure that they are reasonable, : .
Because of changes in the membership of the Midwest TSO and Alliance, as well as the
elimination of pancaking;between Alliance and the IvlidwestISO thathad.continired
underthe Illinois Power settlement; he lost revenua:adders that were previously filediin
compliance with the Allianee:III Order and the Commiss'ion's order approving the Illinois
Power Settlement .will need to be updated .~2 If.Petirioners' .proposed rate design is

~~( : . .continued)
ISO as soon as'possible .

~~If any of the Petitioners decide to join the MidwestTSO, they may file, at the
time they file to join the 1~Iidwest ISO or thereafter, a complaint against the Midwest
ISO's rate design and revenue distribution methodollogxahat seeks changes in that rate
design and revenue distriliiition methodology:, '

~ZSee March 5, 2002 Petition; Exhibit JSH-l at p:.l l, lines 6-8 . ;
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adopted as .a resultof, for:example; a complaint73 orotheiwise; revised rates will need . to
be filed, and ofthat time, we will evaluate the resulting rates to yensure .thatthey are

	

' .;
reasonable.

Intervenors state that the.rate methodology agreed upon.under the Illinois Power',
Settlement was premised on two RTOs, not one . Because the Commission, in the
Alliance VI Order;, found that: one RTO is appropriate for the Midwest, they argue; the

74premise of the settlementand the rate design under it no :longer exists .

	

Midwest State.
Commissions argue that the rate methodology agreed'upon in the Illinois Power
Settlement was not designed for a much broader Midwest ISO.footprint, which today
includes many more;transmission owners than those thatnegotiated the settlement .
Midwest State Commissions also maintain thatAlliance Companies' .SRA and RTOR
calculations are based on stale data that are no longer representative of revenues that -
could potentially be lost due to the ehmination.ofrate pancaking .' Detroit Edison
maintains that Alliance Companies' 'requestto reinstate the ZTA/SRA methodology must
be subject to a fresh review through a Section 205 filing .

In this order, we are evaluating the proposal on its own merits,not on the basis of
any rights or obligations under, the Illinois Power Settlement. . Moreover,: as noted above,
on its own merits,'we find that it is consistent with our policies on transmission pricing
for RTOs. Finally, as we explain above, we agree thatthe ZTA, SRA, and RTOR rates
that have been filed previously are stale and` must be updated: If.Petitioners' proposed
rate design is adopted as a result of forexample, a complaints or otherwise, revised rates
will need to be filed, and intervenors will have an opportunity, to comment on the
derivation of the surcharges at that time.

Coalition of Municipal and Cooperative Users; et-al ., argue that Alliance
Companies should not be allowed to;umlaterally imposean overallrate design on the
Midwest ISO and that the transition rate issues should be pursued through normal
Midwest ISO processes before being considered by the Commission. Detroit Edison

74See Detroit Edisonat 25-26,:-Midwest ISO Transmission Owners at 10, Midwest
State Commissions at 4 .'

	

;



similarly faults,the proposed transition rate design for not having been vetted through the
Midwest-ISO stakeholder process .

While we generally .expecttransmission pricing proposals impacting the entire
RTO region to be subject to the RTO stakeholder process, atthis time, given the . .
circumstances that bring :this . proceedingto .us and the status ofnegotiations among the
parties, we believe that prompt andAecisive action needs to.be taken by the Commission .
Therefore, we. will not defer :action pending further utilization. of the stakeholderprocess.

Intervenors also argue that the SRA/ZTA and RTOR.are unreasonable in concept . .
LG&E/KU argues that the`SRA/ZTA methodology perpetuates existing market inequities,
and is, therefore, unreasonable. Williams;argues that the ZTA amounts to-a tariff on
competitive power that would otherwise be imported into the service territory ofthe
transmission .owners. Midwest ISO Transmission Owners state that the SRA is
unreasonable because it .imposes costs ;on customers regardless ofwhetherthe customer is
using Alliance Conipanies"transmission system . . In addition, Midwest ISO Transmission
Owners argue, the SRA will not be tied to any particular transaction or transmissionpath,
in contrast to the Midwest ISO approach where the lost revenue surcharge will be.
assessed on specific . transactions involving particulartiansmission paths that: may be
reassigned to recoup part ofthe charge.

As we explain above ; we find the Petitioners' proposal to be reasonable because it
should prevent abrupt costshifts for a short transition period. We believe that the -
SRA/ZTA and RTOR control unreasonable cost shi)3s-that would otherwise occur as a
result of the use oflicense plate :rates and, therefore, represent a refinement ofthe license
plate rate concept: As such ; the Petitioners' proposal servesto remove disincentives to
RTO participation,therebyexpediting the eventual elimination ofthe market inequities
that LG&E/KU decries . Because the ZTA/SRA is designed to result in a single non-
pancaked access charge no. .matterwherethe transactionoriginates, we disagree with
Williams' allegation that it will impede trade . We a.1so rejectMidwest ISO Transmission
Owners' suggestion that the ZTA/SRA should only apply to transactions that use other
transmission owners' transmission systems, as that would,essentially.resurrect rate
pancaking with its deleterious effect on efficient and competitive regional markets .76 In

76See PJM Interconnection, L.L.C. and Allegheny Power, 96 FERC161,060 at
61,222 (2001), reh'gpending (rejecting suggestions tbatthe appropriate place to recover

(continued . . .)
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addition, we disagree with MidwestISO Transmission Owners-that their lost revenue
adder is superior because it-is tied to service that can be r6assigned. The fact that point-to*,
point service canbe reassigned does not justify shi$ing.costs from network customers to
point-to-point customers :

Ormet argues thatthe,Petitioners' proposal is .unreasonable :because it would allow
Alliance Companies to collect. their current level ofrevenues without regard,to whether
such revenues exceed costs . Similarly, the WisconsinCommission argues that Alliance
Companies should be required to show that they will under-earn on their transmission
investments in order to justify the transition rate. and revenue distribution proposal . It
argues that return on investment, not lost revenues, should be the :basis for revenue
distribution and rates . Ormet argues that a full hearing should be held to evaluate the
impact ofthe proposal in the context of establishing just,'reasonable, and not unduly
discriminatory rates applicable to the Midwest ISO. It submits that piecemeal
consideration of rate components is likelyto lead to rates that are neitherjust nor
reasonable .

We will not establish ablanket requirement that transmission, owners file an
updated cost-of-service analysis in order to Justifytheir transitional surcharges since this .
would create an unnecessary impediment to RTO participation . However, if a customer
believes that a transmission owners' existing rates are no longer just and reasonable, it
can file a complaint under Section 206 ofthe FederalTower Act, 16 U.S.C . § 824e
(1994) . We also deny Ormet's request that we defer action .since we find that the
Petitioners' proposal is sufficiently developed to warrant:our consideration.

Intervenors also caution that the derivation of the SRA and ZTA is prone to debate
and delay.78 Detroit Edison argues that this is attributable, in part, to the fact that
Alliance Companies have not undergone reclassification oftheir .transmission facilities

76( . . .continued)
all of the PJM West transition costs is on transactions,coming .across the existing
Allegheny/PJM boundary, finding that it would essentially restore pancaked rates, and,
thus, violate one of the fundamental tenets of Order No 2000).

77We note however that the SMD process proposes a new, network access service .

78See Detroit Edison at 26; LG&E/KU at 4, Midwest ISO Transmission Owners at



and the fact that reliance on_test-year transactions produces anomalous results . Michigan'
Agencies argue that the ZTA/SRAsurcharges,ate utnreasonable because they are based on
the transmission owners historical off-system purchases:, Because Michigan Agencies
did nothistoricallyimport power, they argue, this results-in a cost-shift to them. '

These;concerns relate to the implementation ofPetitioners' pricing proposal . We
believe that such concerns are more appropriately addressed, to the extentthat they
remain, after actual rates are filed. We encourage the.Midwest ISO' and the. Alliance and
non-Alliance transmission .owners to addressthese concerns as they prepare to file the
transitional rates, and we. encourage them to utilize the.-Midwest,ISO -stakeholder process -
to the greatest extent practical, in order to resolve or, at,least narrow disputes over the
implementation of the rates, before the rates are filed.

	

.

Duke, e al ., andPSE&G Companies state that the .currentMidwest ISO RTOR is .
too high, making certain transactions momcostly thanthey were before the development
of the Midwest ISO . Duke, etal., and PSE&G Companies, therefore, request that the '
Petitioners proposal for derivation ofthe RTORheadopted-.ifit results in a lower rate
than is produced by the current Midwest ISO RTOR methodology, or, atleast, that the
Midwest ISO be ordered to investigate whether Petitioners' proposal would address
concerns that the MidwestISO RTOR is currently too' high . .

As we state above�we will evaluate the resulting,RTORwhen actual rates are
filed,.and Duke, et al ., and PSE&G Companies' mayzenew their concerns at that time .

(4) Charges for Services Purchased by Alliance GridCo from Midwest ISO
Proposal

Petitioners state that Alliance GridCo.will have:its own systems capable of
performing all of the services it will :need as an ITC and:thatAlliance GridCo will only
purchase services from the :Midwest ISO that correapond to the oversight and functional
responsibilities that the Midwest ISO'will have .as the RTO . Petitioners state that the,
services that Alliance GridCo will purchase from the Midwest ISO include market
monitoring, ATC calculation, security coordination, coordinated regional planning, and
hosting of an Alliance interface with .the Midwest ISO'OASIS : However, Petitioners note
that, since the Midwest ISO and Alliauce'Gridco will operate in a tiered, decentralized
fashion, Alliance GridCo will not require 100 percent ofeach service that the Midwest
ISO will provide to individual transmission,owners .
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Petitioners claim.that there are two approaches to �pricing RTO services received
by Alliance GiidCo from the Midwest ISO: . The first approach; they submit, is to require
the Midwest ISO to unbundle its services and identify a fairallocation of costs to the
services to be purchased by Alliance GridCo, subject to verification and'audit. However, .,
according to Petitioners, the Midwest ISO has' indicated'that it will not further unbundle
its services because it does not want to permit other ITCs .to elect services from such an : .
unbundled menu ofservices . Therefore, Petitioners submit that, as-an alternative
approach to further unbundling of Midwest ISO's services, ..the MidwestISO should be
limited to : recovering from Alliance Gri8Co.only Midwest ISO's reasonable incremental' .
costs of providing RTO services to Alliance GridCo. `Petitioners submit that this
approach should not create .precedent for other ITCs because the history ofAlliance
GridCo is unique in that it is the only ITC'in the Midwest that has incurred costs to
develop its own RTO systems in reliance upon the Commission's orders; guidance and:
encouragement:

Petitioners maintain that itis;consistentwith principles of cost causation and the,
avoidance of cost shifts and cross-subsidies thatthe Midwest ISO should not be allowed
to include historical embedded costs for its, systems in the price that it charges to Alliance
GridCo for services . .Petitioners argue that allocating.histoncal costs to Alliance GridCo
would result in a significant shift in costs from existing customers ofthe Midwest ISO to
customers of Alliance GridCo and would.result in Ailliance:GridCo's customers
subsidizing existing Midwest ISO customers . Petitioners note that Alliance Companies
have incurred, or are committed to incur, approximately $90 million in start-up costs in
forming the Alliance RTO; and the Midwest ISO haf.incurred approximately $160
million in pre-operating costs. Pet tioners'assert that it would be inequitable to require
Alliance Companies, who relied in good faith on the Commission's prior orders to incur
obligations for the.Alliance $TO start-up costs, to be forced to subsidize existing
Midwest ISO customers by having Midwest ISO's historical . embedded costs allocated to
them. They submit that their:request is consistent with the Commission's .findings
concerning the formation of PJM West where the Commission found that it would be
inappropriate to require existing PJMmembers to share in the start-up costs incurred by
Allegheny in joining PJM:

Petitioners also claimxhat theyshould not be penalized for being cost efficient .
They state that National Grid estimates that the administrative costs ;to be included in the
Alliance GridCo OATT for ongoing operating expenses plus the recovery of start-up
costs will be approximately $65,million.per year; whilethe Midwest ISO estimates
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approximately $80 million per year to operate .its currently existing.transmissionsystem, . .
which Petitioners state is comparable to the Alliance GridCo transmission system .

Intervenors. generallyoppose :Petitioners' proposal that Alliance GridCo only pay
for Midwest ISO's incremental costs ofproviding PTO 'services to Alliance GridCo,
arguing thatthe proposal would resultin customers in the non-Alliance areas .ofMidwest
ISO subsidizing customers inthe Alliance GridCo areas . They argue thatAlliance . :
GridCo should be allocated a proportional; share of the Midwest-ISO's fixed costs for the
service that itprovides, on the same basis as other Midwest ISO members. MidwestISO
Transmission Owners :argue that the fact that an.entityjoinedlate .should not relieve it of
the obligation to pay . a fait' allocation of fixed and variable costs ofthe services it
receives . Midwest ISOstates that it will perform the security coordination function for
Alliance GridCo and that Alliance GridCo should pay the Midwest ISO's allocable -
embedded costs associated with that function : In contrast; the Ohio Commission supports
Petitioners' proposal .that Alliance GridCo pay only for.Midwest ISO's.incremental costs,
but should not be required to pay for MidwestISO's historical .embedded costs .

Midwest ISO, states that, ifthe Midwest ISO's costs are higher, that reflects the
costs of independence and stakeholderinvolvement thatreflect the MidwestISO's higher
mission . It submits thata significant'part of its start-np costs reflects the debt it issued to
become self-funding,and that, from its inception, the Midwest ISO has had an
independent board ofdirectors, officers and an independent professional staff, while
Alliance hasnot had independent boards or staffing . Midwest ISO states that it has its
own building to accommodate stakeholder meetings, .while Alliance relies on the facilities
ofits members . . Midwest ISO adds. .that it is far. from certainthat Alliance GridCo's costs
would ultimately be any lower than those ofthe Midwest ISO . : It submits that Alliance
GridCo is not yet operational, and all potential ,costs may' not yet have been accounted for .
Therefore, according to the Midwest ISO, comparison of start-up costs is unwarranted:
Midwest ISO-also attaches an excerpt oftestimony of two Alliance witnesses before the
Indiana Commission in which the witnesses indicate that the Alliance RTO administrative
cost adder would be in the neighborhood of $15/MWH comparable in magnitude to the
Midwest ISO's administrative cost adder .

Intervenors are split in their support.ofunbundling of the MidwestISO's:services . ,
Midwest State Commissions agree that rates for the Midwest ISO's services should be
unbundled butargue that the extent of.necessary.unbundling cannot be determined until
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the Commission decides the functions .that will be performed bythe.Midwest ISO. At
that juncture, they, submit, the parties. should be directed to usesettlement procedures to
negotiate a fair.resolution of these,cost issues ; whiclhwould take into account the extent
that the MidwestISO's embedded costs relate to RTO services-provided to Alliance
GridCo. Michigan'Agencies similarly support:unbundling ofthe .MidwestISO's services,
but argue thatAlliance Companies should-bear a pro rata share ofthe Midwest ISO's
embedded costs connected with service that the MidwestJSO provides . In contrast,
Duke, et,l . , andPSE&G Companies comment that everycustomer should pay the same
price forthe same RTO services and that customers should not beable to pick and choose
the services that they wish to.receive: They argue that this is consistent with the
Commission's findings that the RTO provides a generic benefit to the region that it serves .
LG&E/KU statesthat itis unfair for the Midwest ISO to:unbundle its service for ITCs but
not for other transmission owners. Should.the Commission direct the . Midwest ISO to
unbundle its services for Alliance's benefit,:LG&E/K&request that, it make clear that ;, in
no event, will. the MidwestISO transmission owners bear..any additional costs
responsibility resultingfrom such unbundling:

Midwest State Commissions argue that Petition4rs :have not established that the
Midwest ISO has expended money on start-up costs that would not benefit Alliance .
GridCo, and that Petitioners unjustifiablyassume that Alliance GridCo's facilities can be
used by the Midwest ISO. They;submit that Alliance GridCo should have the burden of
proving that the Midwest ISO incurred costs for faclitms.that won't be used to :serve,
Alliance GridCo .and thatAlliance GridCo incurred costs for facilities that could be used
by the Midwest ISO to provide RTO services . The result .of such a process, they
maintain, could form the basis. for assigning :embedded "costs, including any credit for
Alliance GridCo facilities that could be used by the Midwest ISO. Coalition of Municipal
and Cooperative Users similarlysubmits thatthe Midwest ISO and Alliance need an
opportunity to explore the extent to-which systems alreadydeveloped :by Alliance GridCo
may be usable byeitherthe Midwest . ISO or Alliance and that, once they know what
services will be purchased from the Midwest ISO and what facilities Alliance will
contribute, the scope of the pricing issue will be known.'.In any event, they assert, the
Commission must not allow cost-responsibility concerns to drive resolution of functional
responsibility issues .

To the extent that Alliance Companies'costs are.determined to be stranded, the
Midwest State Commissions . submit that procedures needto be established to determine
the fair allocation of such costs, and whether they were prudently, incurred . On the latter
issue, the Midwest State Commissions-maintain that Alliance,Companies' incurrence of
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substantial costs after July, 12,2001, raises questions regarding their prudence . However,
they argue ; these issues raise factual questions that require further development of a

	

-
record : Midwest ISO Transmission Owners and the Ohio Commission also maintain that
an appropriate approach for addressing-Alliance Companies' concerns is for the
Commission to consider requests to allow recovery ofAlliance Companies' stranded costs .
in transmission rates covering Alliance Companies' service areas .

Commission Determination

We donot agree with Petitioners that Alliance is-unique in incurring costs priorto - .
participation inan RTO. - We will not grant Petitioners! request that Alliance GridCo .
should only pay for the Midwest ISO's incremental costs of providing RTO service to
Alliance . We find thatsuch pricing is unreasonable because itwould result in customers
outside the Alliance GridCo area subsidizing the Midwest ISO's provision of RTO
services to Alliance GridCo . Rather, we believe that Alliance GridCo must pay for RTO
services on the same basis as other Appendix I transmission owning members of the
Midwest ISO: Petitioners' reliance on our rulings concerning PJM West are misplaced.
In that proceeding, Allegheny did not seek to be.treated any differently from other PJM
participants in terms ofpaying its fair share ofPJM's administrative costs, including
embedded costs.

We note that the. Midwest ISO's proposal to unbundle its administrative cost adder
to accommodate Appendix I entities is at issue in an..ongoing.proceeding in Docket No . .
ER02-111-000, in which hearing procedures have been held in abeyance while parties
engage in settlement negotiations before.a settletnemtjudge . We find that Alliance
GridCo's payment of the Midwest ISO's administrative. cost adder should be subjectto the
outcome of that proceeding. We note thatthe Petitioners :here are parties to this
proceeding and can participate in the ongoing proceeding .

After the Midwest ISO and Alliance' GridCd decide which, if any, of Alliance
GridCo's systems should be adopted to incorporate Alliance GridCo into the RTO, the
Midwest ISO should evaluate the Schedule: 10 adder applicable to Alliance GridCo to
ensure appropriate recognition of the costs ofsuch systems contributed by Alliance
GridCo. Alliance GridCo's concerns that it receive'appropriate recognition for the
facilities that it contributes to the RTO,can be addressed at that time.
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Petitioners assert that under the. Illinois Power! Settlement,79,the Illinois Companies
were obligated to collectively. pay $60 million' to the Midwest ISO in exchange for the
right to depart .from the Midwest ISO and participate;in the Alliance RTO. Petitioners
argue that the $60 million paid bythe Minois .Companies was in effect an interest-free
loan to the MidwestISO, and that the.Midwest ISO used,these funds to pay the remainder
of its start-up program. Petitioners contend thatwithout these : funds the Midwest ISO had
no financial means' to become operational, and that the:Midwest ISO was able to earn
interest on the funds advanced by.the Illinois Companies.prior to using the funds on pre-
operational expenses . Petitioners claim-that as a,result of the Alliance VI Order, the
Illinois Companies were denied .the .opportunity:to participate inthe Alliance RTO, and .
thus there has been failure of consideration for the payment, bythe Illinois Companies .
Consequently, Petitioners argue that, if Alliance Gri4Co participates within the Midwest
ISO, the Commission should order the .Midwest ISO to refund the $60 million, with
interest, to the .Illinois Companies .

Intervenors generally argue that the refund ofthe.$60 million withdrawal fee is .
tied to the responsibility for the MidwestISO's embedded costs .80 They claim that paying
the withdrawal fee was required by section II ofArticle V of the Midwest ISO
Transmission Owners Agreement ; which provides that a withdrawing member will pay its
allocated share ofthe Midwest ISO's start-up costs, and .that the $60 million was the fair
share of start-up cost attributable to the Illinois Companies. Therefore, they maintain that
Petitioners' proposal to be responsible only, for incremental costs is. inconsistent with.
returning the $60 million exit fee because the Midwest ISO would, receive little, if any,
reimbursement ofcosts incurred to serve the Illinois Companies prior to their departure
from the Midwest ISO. Midwest State Commissions maintain that only after determining
the Illinois Companies' responsibility for fixed costsi can an equitable case be supported
for refunding some or all of the $60 million . .They;aherefore, recommend that resolution

m9See supra note 4. .

80See, e ., Midwest State Commissions at 15-1!6; Midwest ISO +'V334.
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of this refund issue be deferred until the allocation of functions:and the Illinois
Companies' responsibility for the MidwestISO's fi~ed'costs have. been established .

Midwest ISO represents :that,based solely on .considerations ofequity, it would
refund the withdrawal fees, if the Illinois Companies rejoined'the Midwest ISO as
members paying the full Schedule 10 charges and enter into an agreement . to pay.their fair
share of the Midwest ISO's costs should theyagain ;depart fromthe Midwest ISO. .
However, under. Petitioners.' proposal,to only,pay the MidwestISO's incremental costs,
the Midwest ISO submits; there is no basis :forreturn of the exit fee in either law or,
equity. Midwest ISO maintains that .the withdrawal fee ;was notpredicated on RTO status
for Alliance, or even migration of the : Illinois Companies from the MidwestISO: to- .
Alliance, but was based simply on the departure ofthe(I1linois:Companies from the
Midwest ISO, a condition which remains fulfilled. Moreover, the Midwest ISO notes
that, pursuant to the Illinois Power Settlement� a crediting mechanism already existsto '
properly recognize the Illinois Companies.' contributionto the Midwest ISO's start-up
costs as they use the Midwest ISO'sOATT transmiSsionservices . and incur charges
reflecting the Midwest,ISO's embedded fixed costsi. Therefore, according to the Midwest
ISO, the predicate for refunding the $60' million has not been .established and the issue of
interest is not ripe . In any event, the Midwest ISO ;argues ; it should not be required to pay .
interest on the refunded amount at the rate set forth in+the Commission's regulations,
because the Midwest ISO has only benefitted'`fromlthe withdrawal funds to the extent of
the commercial time value:of money-which is,far below the Commission's refund interest
rate .82 .

In contrast, Detroit.Ed sonargues that, since;the,main purpose of the Illinois .
Power Settlement was the existence oftwo separate RTOs, and this. purpose was rejected
by the Commission in the Alliance VI Order, the Commission should declare that the
Illinois Power Settlement is null andvoid, and dirept that'the withdrawal fee be refunded
upon the Illinois Companies' rejoining the Midwest 1$,O 13 Ohio Commission states that,

81 Midwest State Commissions at 16 .
82Midwest ISO at 33-35. .

83Detroit Edisonat:25-28, 31-32 .
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if the Commission orders Alliance.Companies to join the MidwestISO, the Illinois
94Companies should be promptly reimbursed their $60 million withdrawal fee .

We agree with intervenors that refunding the560 million paid bythe Illinois
Companies cannot be considered separately from the responsibility of the Illinois
Companies for.the Midwest ISO's embedded costs. We; therefore, find that the Midwest
ISO's'offer, on equity considerations, . to refund the $60 millionprovided that the Illinois: .
Companies commit to paytheir fair share of Midwest ISO's start-up costs; is reasonable . "
We believe that the details of the Illinois Companies rejoining-the Midwest ISO and the
resulting refund should be left for. furthernegotiation between.the parties . Moreover, we
clarify that-the refund of the $60-million is only relevant to the .extentthat the Illinois
Companies opt to join the Midwest ISO, rather than some other RTO.

The Commission orders :

(A) Petitioners' Petition is hereby granted, its part; and denied,,in part, as discussed
in the bodyofthis order. .

(B) Petitioners and:the Midwest ISO are hereby directed tojointly file a report
within 60 days from,the date of this order describing which Alliance GridCo systems will ,
be employed, as discussed in the body of this order

(C) Alliance Companies are hereby directed'to file a compliance filing within 30
days from the date ofthis order, detailing which RTO,Petitioners plan tojoin and whether
such participation will be collective or individual, as discussed in the body of this order.
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(D) Docket No . RT01-88-016 is hereby dismissed and terminated, as discussed in
the body ofthis order .

By the Commission. Commissioner Bmathitt.concurred with a -
separate statement :attached. - ``

(SEAL)
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Listed parties have filed notices'of intervention ormotions to intervene in Docket
No. EL02-65-000. Short-hand references .to parties ieferred in the order are indicated in
parenthesis after the name. `Late interventions are indicated by an :asterisk.

Comvanv Name

Ad Hoe Coalition AgainstSearns
Association of Business Advocating.TariffEquity (ABATE)-.
Coalition of Midwest Transmission Customers andAndustrial Energy User-Ohio
Coalition of Municipal and Cooperative Users of A10iance Companies' Transmission
Consumers Energy .Company (Consumers)
Dairyland Power Cooperative (Dairyland) .
Detroit Edison Company (Detroit Edison)
Duke Energy North America;;LLC and Public Service Electric and Gas Electric, PSEG
Power LLC, and PSEG Energy Resources &-Trade, LLC,
Edison Mission Energy, Edison Mission Marketing &Trading;. Inc., and Midwest
Generation VA=, LLC
Great River Energy (Great:River)

	

.
Illinois Industrial Energy Consumers .
Indiana: and Michigan Distributors Association
Indiana Office ofUtility ;Consumer Counselor
Louisville Gas & Electric Company.and Kentucky Utilities Company (LG&E/KU)
Madison Gas and:Electric Company, Missouri River Energy Services, and Wisconsin
Public Power, Inc .
Michigan Public Power Agency and:,the Michigan. South Central-Power Agency
(Michigan Agencies)
MidAmerican Energy Company (MidAmencan)
Midwest Independent System Operator, Inc..(Midwest :ISO)
Midwest ISO Transmission Owners .
Mirant Companies (Mirant)`
NRG Energy, Inc . (NRG Energy)
Ohio Consumers' Counselor
Ormet Primary Aluminum Corporation- (,Ormet):
PJM Interconnection, L.L .C. (PJM) .
Public Service Electri6and Gas Company, PSEG Energy;Resources & Trade.L.L.C.,.and
PSEG Power Power LLC (PSE&G Companies)
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Public Interest Organizations
Public Service Commission of West Virginia (West Virginia Commission)*
Public Service Commission of Wisconsin (Wisconsin Commission)*
Public.Utilities Commission of Ohio (Ohio Commission)
ReliantResources, Inc. (Reliant Resources)
The State ofMichigan, the Michigan Public .Service;Commission, the Illinois Commerce
Commission, the Oklahoma Corporation Commission;the Indiana Utility Regulatory
Commission ; the Oklahoma Corporation Commission, he:Public.Service.Commission of -
the Commonwealth .of Kentucky, and the Minnesota Department of Commerce (Midwest
State Commissions)
TRANSLink Participants
UBS AG
Virginia State Corporation :Commission (Virginia Commission)
Williams Energy Marketing & Trading-Company(WI illiams)
Wisconsin Electric.PowerCompany,(WEPCO)-
Wolverine Power Supply Cooperative,jnc. (Wolverine)
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Listed parties have jointly filed comments and/or protests in DocketNo. EL02-65- .
000. Short-handreferences to parties . referred 'm this order are indicated in parenthesis
after the name.

	

. .

Coalition of Municipal:and-Cooperative -Users ofAlliance Companies' Transmission,
Wisconsin PublicPower, Inc.,,Madison Gas and Electric Company, and Missouri River
Energy_Services (Coalition ofMunicipal and Cooperative, Users, .et al :

Duke Energy North America, LLC:and Public Service Electric and Gas Company, PSEG
Power LLC, and PSEG Energy Resources & Trade, LLC (Duke, gt-al .) .

Edison Mission Energy, Edison Mission Marketing & Trading, Inc., and Midwest
Generation EME; LLC (Edison, et al.

Illinois Industrial Energy Consumers, Coalition of Midwest TransmissionCustomers,
Industrial Energy Users-Ohio; the. Association ofBusiness .Advocating Tariff Equity, .
Missouri Office of the Public Counsel, Indiana Office-ofUtility_Consumer Counselor,
Ohio Consumers' Counsel ; and Public InterestOrganizations (Illinois Industrial Energy
Consumers ; etal.)

Louisville Gas & ElectricCompany and Kentucky Utilities Company (LG&E/KU .

Michigan PublicPower Agency and the Michigan South Central Power Agency
(Michigan Agencies)

Public Service Electric and Gas Company, PSEG Energy Resources &Trade L.L.C., and
PSEG Power Power LLC (PSE&G Companies)

The State-of Michigan, the Michigan Public Service .Commission, .the Illinois Commerce
Commission, the Oklahoma Corporation Commission the Indiana Utility. Regulatory
Commission, the Oklahoma Corporation Commission, the Public Service Commission of
the Commonwealth of Kentucky, and the Minnesota Department of Commerce (Midwest .
State Commissions)
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Responsibility P.M . Alliance Gridco

Tariff SingleAariff -Unilateral filing rights under
Administration, administered 7 sec . 205 for revenue requirements, .

by the RTO. including rate design and incentive
rates within its footprint, after
consultation with the Paw
separate schedules; but not,

separate tariff.

OASIS Single OASIS node.. Site page for Alliance service under
RTO OASIS node.

ATC/TTC interim RTO assures Calculates ATC/AFC, subject to
consistency approval by RTO and consistency

with its processes : with RTO processes .

ATC/TTC - long- RTO provides inputs Determines TTC uing
term farCBM and TRIM and RTO formulas . and methodologies .

calculates ATC.

Maintenance-of RTO approves Coordinates maintenance
outages maintenance for critical : : :,of generators and non-critical

transmission facilities .' transmission facilities in its
area. Obtains . approval for

critical transmission facilities .

Operational Operates into, out .of, Schedules and physically operates
Authority and through t0smissiori with source and sink

transactions . inside footprint .

Reliability, Security Responsible for Takes corrective action for
and reliability for entire `.reliability inside footprint under

Coordination region . RTO .supervision,
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Parallel Path Flows

	

Manages parallel path
flow:for-region . ::

Assists in the management of
parallel path flows

during'emergeincies . '"
Appendix DI - Page 2;of� 2

Delegation ofFunctious Allowed bytbis-Order (continued)

Responsibility , RTO Alliance Grideo . .

Congestion Responsible for .
Management : implementing _ No responsibilities authorized' at

congestion management this time.

Ancillary Provider oflast resort for ' ` Provide .ancillary services,
Services ancillary services other scheduling, system control and

. than scheduling, dispatch; voltage control ; and, .
system control .and " ~regulation service . Alliance may .

dispatch ; voltage :control, provide non-real time imbalance
and regulation. . energy and ancillary services upon :

. a showing of no harm to.anRTO's
ancillary service and imbalance

energymarkets .

Planning and : Authorityfor region.. '. Develop joint planning protocol .
Expansion Directs expansions as `Responsible for Oanning'and

required. Develop joint ; . , ' ;expansion of its ownsystem, but
planning protocol :' where RTO has ultimate authority

when there are material impacts
outside ofAlliance .

Market Monitors market for No-market monitoring duties .
Monitoring , . . ., .entire.:region. requested. Proposal to impose

and collect penalties is rejected
without prejudice .
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Losses -interim

Losses - long-
term

]KAVISMUMS consistency
: :

	

with its processes .' ,̀

	

"

Single. method/system .

"fl,oposed procedure for losses,
subjectle.,-approval . by RTO and
consistency with processes .

I
No responsibilities authorized at

his time .
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Ameren Services Company
On behalf of-

UNITED' STATES OF ANMRICA
FEDERALENERGY: REGULATORY CONIIVIISSION

Union Electric Company
Central Illinois Public Service Company.'.

American ElectricPower Service Corporation
On behalf of:

Appalachian Power Company .
Columbus Southern Power Company
Indiana MichiganTower Company ;
Kentucky Power Company
Kingsport Power Company
Ohio Power Company
Wheeling Power Company

Dayton Power and Light Company : .

Exelon Corporation
On behalf of

Commonwealth Edison Company
Commonwealth .Edison Company
of Indiana, Inc .

	

. .

FirstEnergy Corporation
On behalf of

American Transmission Systems, Inc.
Cleveland Electric Illuminating Power Company
Ohio Edison Company
Pennsylvania Power Company
Toledo Edison Company
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Illinois-Power'Company:,

Northern Indiana Public Service Company

National GridUSA,

Alliance Companies

AmerenServices Company -
On behalf of:

American Electric Power Service:Corporation -
On behalf of. .

Appalachian Power. Company : :
Columbus.SouthernPower Company, - :
Indiana Michigan.Power Company
Kentucky Power Company.
Kingsport Power Company :;, .
Ohio Power Company
Wheeling Power Company

Consumers Energy Company and
Michigan Electric Transmission Company`,

Dayton Power and Light Company,

Exelon Corporation
On behalf of
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. FirstEnergy Corporation .
. . On behalf of

	

-

American rransiibli.ssi6n:Systems,-Inc ., , :
Cleveland IiIectriic :Iliuminafin-k.PowerComp
Ohio Edison Company-

	

~
Pennsylvania Power Company
Toledo Edison Company .

Illinois Power Company: .

Northern Indiana Public Service Company

	

.

Virginia Electric and Power Company :

Breathitt, Commissioner, Rguglmn:

In order for Alliance Companies to finalize their business decisions regarding RTO
formation andtheir particular business model,they.-asked-the Commission: for a
declaratory order. The order we are putting forth makes certain calls on the functions
they propose, to share with,an RTO. laTyipleased that ;w.e are acting' on their request and I
am voting,in the Affirmative . on this order.

	

.

However, Iv,have reservations that are,sufficient enough that I feel compelled to
write separately. .My reasons for concurring in this .orddr are similar to those reasons
expressed in my concurrence on th.61	SLQnk

I

order 1

	

1 arnAmeasy about whether the
calls we make will allow&ITC's - su

ch
as the

one
Alliance wishes to form -'to become

viable and vibrant businesses. .

In addition
;t6.

making calls on several : issues.related to delegations of functions
between Alliance and an RTO, today's order directs Alliance Companies to make a
compliance filing within 36 days to apprise the CaTn,nnssion . of their intentions forjoining

Issued concurrently in TRANSLink Transmission Company, L:L .C . -al. in
Docket Nos. ECO I - 156-000 et al .
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a specific RTO, either collectively of individually. Also the order directs Midwest ISO, :,
in consultationwith . the Alliance GridCo, to file,within 60 days, a report identifying those;
Alliance GridC6 systems that will be used byMidwestISO if.-Alliance.joins the Midwest
ISO., Additional parts of the. order require continued negotiation to resolve outstanding
issues (such as the disposition ofthe $60 million withdrawal fee);or require collaborative
efforts between the parties . . .

Because I recognize ;that there is still much work involved-in:both deciding the.
compatibility of the MidwestISO system and the Alliance GridCo-operations and in .any
collaborative discussions, i believe that we.may need-to give more lime to the parties' to
resolve these issues. We are askingAlliance. Companies to state their RTO decisions in
30 days based on incomplete:informationabout such important issues as .the recovery of
their priorinvestment in system facilities . Inthis instance, in, a push to find RTO homes
for all ofthe Midwestern entities, we might be asking Alliance Companies to put the cart
before the horse.

Futherrnore, I note that until the Commissiontresolves the issues pending on
rehearing in Docket Nos . RT01-88-000 et-al .,z Alliance Companies are left with .
continuing uncertainty in-their RTO plans .

For the foregoing reasons ; I. respectfully.con4ur.,,


