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)
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STATE OF MISSOURI )
) SS
COUNTY OF BOONE )
Eve A. Lissik, being first duly sworn in her oath, states:

1. My name is Eve A. Lissik. I work in the City of Columbia, Missouri and I am
employed by the Missouri Joint Municipal Electric Utility Commission as an Utility
Engineer,

2. Attached hereto and made a part hercof for all purposes is my Rebuttal Testimony
on behalf of the Missouri Joint Municipal Electric Utility Commission consisting of

{4 _ pages, all of which have been prepared in written form for mtroduction into
evidence in the above-referenced docket.

3. I hereby swear and affirm that my answers contained in the attached testimony to
the questions therein propounded are true and correct.

L 7

Eve A. Lissik

Subscribed and sworn to before me this o< th day of September, 2001.

My Commission expires:

STACEY WISE
Boone County

My Commission: Expiras
January 24, 2005
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REBUTTAL TESTIMONY
OF
EVE A. LISSIK
ON BEHALF OF
THE MISSOURI JOINT MUNICIPAL ELECTRIC UTILITY COMMISSION
CASE NO. ER-2001-684
UNION ELECTRIC COMPANY

d/b/a AmerenUE

Q. Please state your name and business address.

A My name is Eve A. Lissik, and my business address is the Missouri Public

Utility Alliance, 2407 West Ash Street, Columbia, Missouri, 65203.

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

A I am employed as a Utility Engineer with the Missouri Joint Municipal Electric
Utility Commission (“MJMEUC”).

Q. Please describe your educational background and professional work
experience.

A. I graduated from Syracuse University with a B.S. degree in Biology in 1977,
and received a Ph.D. in Engineering from Cornell University in 1988. Prior to joining
MJIMEUC in May of this year, I was employed by the Missouri Public Service Commission
(“MoPSC”) or (“Commission”). During my eleven years on the staff of the MoPSC, I worked
as an engineering/economic analyst, a technical advisor to the Commissioners, and the
Engineering Supervisor in the Electric Department of the Commission’s Utility Operations
Division. Also during my tenure at the Commission, [ served as a member of the Staff

Subcommittee on Energy

-1-
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Resources and the Environment, and member and Co-chair of the Staff Subcommittee on
Strategic Issues for the Committee on Electricity for the Natural Association of Regulatory
Utility Commissioners. Before my employment with the Commission, 1 served as an Assistant
Professor of Agricultural Engineering at the University of Missouri in Columbia. I am a
licensed Professional Engineer in the State of Missouri (No. E-28354).

Q. What is the purpose of your rebuttal testimony in this proceeding?

A, The purpose of my rebuttal testimony is to address MIMUEC’s concerns with
the Union Electric (AmerenUE) application seeking authorization from the Commission to
withdraw from the Midwest System Operator (“MIS0O”) to join the Alliance Regional
Transmission Organization (“ARTO”) as addressed by AmerenUE Witness David A.
Whiteley in his direct testimony.

Q. What is MJMEUC?

A, MIMEUC is a statewide municipal joint action agency specifically authorized
by Missouri law (Section 393.7000 et. seq., RSMo) to operate as an electric utility for the
benefit of the combined requirements of its members. The MIMEUC currently has 55
municipal electric systems as members ranging from approximately 700 to 90,000 meters.
These municipal electric systems serve over 347,000 retail customers and have a combined
peak load of over 2,100 megawatts (MWs).

Q. What kinds of activities does MIMEUC undertake on behalf of its
member utilities?

A. MIMEUC is allowed to build, operate, and maintain jointly owned generation
and transmission facilities for the benefit of its member systems. It can also enter in to

contracts for power supply, transmission and ancillary services, and other services necessary

for the operation of an electric utility.
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In addition, MIMEUC operates the Missouri Public Energy Pool #1 (“*MoPEP”) that
provides wholesale full requirements electric service to twenty-one participating member
municipal electric systems. MoPEP has a peak demand of over 250 MWs.

Q. What is MIMEUC’s relationship to AmerenUE?

A. Several of MIMEUC’s member municipalities are wholesale full requirements
customers of AmerenUE, In addition, some of MIMEUC’s member electrical systems, as well
as MoPEP, are served by Ameren’s transmission system and are thus categorized as
transmission dependent utilities (“TDUs”). It is MIMEUC s status as a TDU that causes it to
oppose AmerenUE’s withdrawal from the MISO to join the ARTO.

Q. Are MIMEUC’s member utilities dependent upon other transmission
systems besides AmerenUE’s system?

A. Yes. Member municipalities are also dependent upon the systems of Kansas
City & Light Company (“KCPL”), UtiliCorp United, Inc. (“UCU”), Empire District Electric
Company (“EDEC”), Associated Electric Cooperatives, Inc. (“AECI”), the Southwestern
Power Administration (“SWPA”) and Entergy.

Q. Why should MIMEUC as a TDU be affected by AmerenUE’s application
to move from the MISO to the ARTO?

A. TDUs in Missouri are currently subjected to paying pancaked transmission
rates because of the large number of seams among the state’s transmission entities.
AmerenUE’s transfer of its transmission system from the MISO to the ARTO creates yet
another seam within the state. Multiple seams among transmission systems in Missouri, and
the Midwest region as a whole, prohibit Missouri’s electric customers from obtaining the full
benefits of competition in wholesale bulk power markets envisioned by the Federal Energy

Regulatory Commission (“FERC™) in Order 2000. What will benefit Missouri customers most
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is a large regional transmission organization (“RTO”) encompassing the entire Midwest
region.

Q. Please explain why a large RTO encompassing the Midwest region would
be more beneficial to Missouri’s electric customers than the traditional system of
transmission operation by transmission owning utilities (“TOUs").

A, In 1996, the FERC, in Order 888, determined that a necessary condition for the
formation of competitive markets for wholesale power generation was open access
transmission. FERC determined that the traditional operation of the transmission system by
vertically integrated transmission owning utilities (TOUs) was not adequate to support
wholesale competition in electricity markets because of the potential for discrimination in the
provision of transmission services by transmission system owners to their competitors. As
long as transmission system owners controlled the operation of their own transmission
systems, they had the potential to discriminate against the other users of their systems, such as
TDUs or competing generators, by either denying these users access to transmission services,
or by operating and charging for transmission services in a manner that favored the TOUs
own generating assets in providing wholesale power to the market.

The purpose of an RTO is to operate the pooled transmission assets of multiple
electric utilities over a large geograpl;ic area in a nondiscriminatory manner. Allowing
transmission customers access to a large pooled transmission system essentially gives those
customers effective access to more of the generating facilities in the region, facilitating
competition among generators, thus potentially driving down the price of electricity and
lowering the costs to customers in the region.

Q. Please explain how transmission seams lead to pancaked transmission

rates.
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A. Unless transmission service is being provided under a regional tariff, every
time power is moved from one transmission system to an adjacent transmission system, across
a seam, the transmission customer has to pay a transmission rate in each system. The more
transmission systems that the power must traverse, the more transmission charges the
customer must pay (one rate on top of the other, thus the term “pancaking™).

Q. Could you please give an example of the pancaking of transmission rates
in Missouri?

A. Yes. Currently the City of Rolla, Missouri has a purchased power contract with the
Grand River Dam Authority (“GRDA”) in Oklahoma. However, to get this power from
Oklahoma to Rolla, three transmission systems must be crossed, the Southwest Power Pool
(“SPP”}, the AECI system, and finally the Ameren system. Rolla is charged three separate
transmission pancakes, one to SPP, one to AECI, and one to Ameren. By having these seams
among these transmission systems, Rolla’s transmission charges can run up to 20% of its
purchased power costs,

Q. In the above example, you state that Rolla is charged three separate rates
for using three separate transmission systems. Why shouldn’t the owners of those
systems be compensated for Rolla’s use of those systems?

A. MIMEUC is certainly not advocating that owners of transmission facilities not
be compensated for the use of those facilities. It is important to remember that transmission
will most likely remain a monopoly service and thus be regulated. Transmission owners will
be compensated for the embedded costs of their facilities plus have the opportunity to earn a
return on their investment. MIMEUC’s concern stems from the fact that paying pancaked
transmission rates, which is essentially a form of distance based pricing, is not an

economically efficient means of achieving the goal of making wholesale power markets

competitive.
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Q. Please exblain why paying pancaked transmission rates prevents Missouri
electric customers from seeing the benefits of competition in wholesale electric markets.

A. Pancaking (or any form of distance based pricing) restricts the size of the
market region and thus limits the number of competitors in the region. The high cost of
paying pancaked transmission rates can also offset savings that could be obtained from having
access 0 more competitive generation resources.

Q. How does AmerenUE moving from the MISO to the ARTO create an
additional seam in Missouri?

A Currently there are three major seams among that occur among the
transmission entities in Missouri. KCPL, EDEC and SWPA are members of the Southwest
Power Pool (“SPP”) which is in the process of seeking RTO status, (and EDEC has filed an
application with the Commission seeking authorization to join to the SPP RTO in Case No.
EQ-2002-24). AmerenUE currently is part of the MISO, and UCU has recently filed an
application with the Commission requesting permission to join the MISO (Case No. EO-
2002-125). The extensive transmission system owned by AECI is neither FERC nor state
jurisdictional and is currently not affiliated with any larger transmission operating
organization. If AmerenUE is allowed to withdraw from the MISO to join the ARTO, then
there will be an additional transmission entity in the state.

In addition, on August 16, 2001, the MISO Board of Directors approved a resolution
regarding a tentative agreement between the MISO and the SPP concerning a combination of
the two organizations. (Schedule 1) A potential merger between these SPP and the MISO
could eliminate a major seam in Missouri in the future, but the primary benefits of that
combination will not extend to transmissibn customers within the AmerenUE system if it is

no longer participating in the MISO.
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Q. Are there any other potential remedies for the seams problems that occur
in Missouri, besides the Commission rejection of Ameren’s application.

A. Yes. On July 12, 2001 the FERC issued separate concurrent orders directing
mediation among transmission entities in the Southeastern United States and the Northeast
U.S. for the purpose of ultimately developing four RTOs in the nation, in the Northeast, the
Southeast, the West and the Midwest. In that order the FERC stated that they would consider
using mediation in other RTO regions in the future as needed.

On that same day, the FERC also issued its ORDER ON RTO FILING in the Alliance

Company Dockets (Docket Nos. RT01-88-000, RT01-88-001, RTO01-88-003, ER99-3144-009,
ER99-3144-011, EL99-80-009, EL99-80-011, RT01-84-000, RT01-26-000, and RT(1-37-
000), In his concurring opinion in the mediation dockets and the Alliance Companies
Dockets, Commissioner Massey stated:

“...While I am pleased with the resolve that we are showing in the Northeast and the

Southeast, I am disappointed that we are not applying that resolve in all regions...”

“ To facilitate the timely development of the single Midwest RTO, which our
orders today state as a clear objective, I would direct the Alliance, the Midwest IS0,
and the Southwest Power Pool to a mediation proceeding with the same objective and
timetable as that for the Northeast and the Southeast RTOs. The settlement that we
approved between the Alliance and the Midwest ISO was a bold step in the right
direction, but those institutions should have been directed toward a single RTO from
the outset. And SPP would add even greater scope to the Midwest RTO....”
“...Although I am pleased with the progress we make today, T am somewhat
disappointed that we once again miss a golden opportunity to achieve in the Midwest

what we insist upon in the Southeast and the Northeast.” (Schedule 2.65)

-7-
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MIMEUC would see a FERC ordered mediation of transmission entities in the Midwest
region as a positive step to addressing the seams problems that occur in this region.

Q. On page 9, lines 18 through 23, and page 10, lines 1 through 3 of his direct
testimony, Mr. Whiteley describes a settlement agreement reached between the MISO
and the ARTO providing for a large seamless market, a “super-region”, that allows
members of either organization to purchase electricity without paying pancaked
transmission in the region. Doesn’t this agreement essentially eliminate the additional
seam?

A. No. Only utilities that joined the MISO or the ARTO by February 28, 2001 are
entitled to receive transmission service in the super-region ant the régional transmission rate.
Many public power entities did not receive notice of this restriction in time to meet the
February 28 deadline. Thus, entities that did not join either of these regional organizations by
the cutoff date could be subjected to paying pancaked transmission charged for power
purchased in the super-region. In addition, the use of the tariff for the super-region is limited
only to power that is sourced and sinked in the region. Thus, a transmission pancake occurs if
power is moved into or out of the MISO-ARTO region.

Q. On page 9, lines 6 through 9 of his direct testimony, Mr. Whiteley stated
that the FERC approved the settlement agreement between the MISO and the ARTO.
Why did the FERC allow the February 28, 2001 cutoff date for eligibility in using the
super —regional tariff?

A. On page 29 of Exhibit 1.0 of Mr. Whiteley’s direct testimony, the “Chief
Judge’s Certification of Settlement™, issued April 6, 2001 in FERC Docket No. ER01-123-
001, Paragraph A. the Chief Judge states:

“...It is pointed out that no party can show injury from this deadline at the present

time — no party has sought membership in either RTO and been rejected. If such a

-8-
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claim does arise in the future, the injured party would have a forum before the

Commission to demonstrate that the rejection is unjust and unreasonable, In fact, the

Settlement provides that the Super-Region pricing methodology will be applied to

additional transmission systems and NERC-certified cdntrol areas of the two RTOs

upon the mutual written agreement of the Midwest-ISO and the Alliance RTO or by
order of the Commission...”

Q. Why isn’t the Chief Judges response to the February 28, 2001 cutoff date
satisfactory?

A. This provision presents an additional obstacle to any transmission owners
wanting to join either the MISO or the ARTO. Already, municipal electric systems in
Missouri face difficult legal and institutional obstacles before they can commit their
transmission assets to an RTO. However, absent mutual written agreement from the MISO
and the ARTO, it is very time consuming and expensive to any litigate of these issues before
the FERC. Many municipal utilities in Missouri do not have the resources for this type of
litigation.

Q. Does MJEMUC have other concerns with AmerenUE’s participation in
the ARTO?

A. Yes. At this point in time, the ARTO proposal, although conditionally
approved by the FERC, fails to meet all of the minimum characteristics of an RTO set out by
FERC in Order 2000.

Q. What are the minimum characteristics that a transmission entity must
have to qualify for RTO status from FERC?

A. FERC identifies four minimum characteristics that a transmission entity must

possess to qualify for status as an RTO to ensure that the RTO will be able to provide
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nondiscriminatory transmission service that is needed to support competitive regional

wholesale markets. These minimum characteristics are:

1. Independence from market participants;

2. Appropriate scope and regional configuration:

3. Operational authority for all transmission facilities under RTO control;
and

4. Authority to maintain short-term reliability.

Q. Where does MJMEUC believe that the ARTO proposal fails to meet the

minimum characteristics of an RTO?
A. MIMEUC does not believe that the ARTO proposal satisfies the FERC’s
requirement for independence.
Q. Please explain MIMEUC’s concerns with respect to how the ARTO
proposal does not satisfy FERC’s independence requirement.
A. In Order 2000, the FERC stated that to achieve independence, an RTO needed
to satisfy three conditions:
1. “...the RTO, its employees, and any other nonstakeholder directors must
not have any financial interests in any market participants...”";
2. *...the RTO must have a decision-making process that is independent of
any control by any market participant.. e
3. “...the RTO must have exclusive and independent suthority to file changes

to its transmission tariff with the [FERC] Commission...”.

! FERC Stats. & Regs. Par. 32,541 at 33,726.
* Id at 33,727.

3 1d at 33,729.

-10-
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MIMEUC believes that the ARTO proposal fails to satisfy condition #2. The issue of
independence is especially important to TDUs because they are essentially at the “mercy” of
the TOUs.
Q. Does the FERC share this concern?
A, Yes. This concern was voiced directly by the FERC in its ORDER ON RTO
FILING issued July 12, 2001 when it said:
“...We are concerned that the business decisions prior to implementation of an
Alliance RTO are being made by the Alliance Companies ...” (Schedule 2.17)
Q. Does FERC propose a remedy for this concern?
A. Yes. In the order cited above, the FERC‘went on to state:
“...we direct the Alliance Companies to decide which of the alternative business plans
proposed they intend to implement within 45 days of the date of this order. We further

direct that from the date of this order [emphasis added] an independent board be

established to make all business decisions for the RTO. Until final RTO approval is

granted, a stakeholder advisory committee should advise the independent board...”

(Schedule 2.17)

Q. On page 14, lines 2 through 5, of his direct testimony, Mr. Whiteley states
that the FERC ordered the Alliance Companies to file which of their two paths of
independence (i.e. the business plans) the ARTQ intends to follow. Has this filing been
made at the FERC?

A. Yes it has. The Alliance Companies have selected the National Grid Company
as a strategic investor that is a non-market participant.

Q. Does this filing satisfy the independence requirement set out in Order

2000?

-11-
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A As of this writing, MIMEUC is in the process of reviewing the business plan
filed by the Alliance Companies at the FERC on August 27, 2001 and the FERC has not yet
made this determination. However, after this filing was made DTE Energy, the parent
company of Detroit Edison Company, announced its intention to withdraw from the ARTO
and join the MISO, because of its concerns, in part, of National Grid’s market participation in
the region. (Schedule 3.1)

Q. Did the ARTO seat an independent board advised by a stakeholder
advisory committee as ordered by the FERC on July 12, 2001?

A, No.

Q. Does the ARTO have an independent board advised by a stakeholder
advisory committee as of this writing?

A. No.

Q. Does the RTO currently have a stakeholder advisory committee?
A. No.

Q. Does MJIMEUC have any additional concerns about Ameren’s withdrawal
from the MISO?

A. Yes. AmerenUE must pay the MISO $12,500,000 as part of the MISO ARTO
settlement agreement. On page 19, lines 9 through 10, Mr. Whiteley states that AmerenUE
believes that this a prudently incurred expense that should be recovered from all users of its
transmission system. Missouri municipal TDUs will not see any benefit by Ameren joining
the ARTO, especially in view of the February 28, 2001 cutoff date, thus any portion of the
$12,500,000 recovered from Missouri wholesale customers will only add additional costs to
the pancaked transmission charges many of them already have to pay. These additional

charges mean that the customers of the municipal systems will pay even higher electric rates.

.12-
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Q. Please summarize MJIMEUC’s concerns about the additional seam that
would be created by allowing AmerenUE to withdraw from the MISO to join the
ARTO.

A In addition to the rural cooperative transmission systems that are neither FERC
nor MoPSC jurisdictional, Missouri’s major utilities are now or will be part of two other
transmission entities in the Midwest, the SPP or the MISO. If AmerenUE withdraws from the
MISO to join the ARTO, this will add another seam in the state, positioning Missouri’s
transmission customers to pay an additional pancaked transmission charge.

Q. Please summarize MJIMEUC’s concern about ARTO independence.

A. Currently, that ARTO does not meet FERC’s independence requirement for an
RTO. There may be some question about National Grid’s status as a non-market participant in
the region. There is no independent board or stakeholder advisory committee as of this
writing. This causes major concerns for MIMEUC for the following reasons. As a TDU,
MIMEUC is concerned that market decisions concerning the ARTO are being made by
market participants, the Alliance Companies. The ARTO still plans to be operational by
December 15™ of this year. For this to occur, the ARTO must move forward in its planning. If
an independent board assisted by a stakeholder advisory committee, is not making decisions
on behalf of the ARTO, there is no effective stakeholder input into ARTO formation.

Q. What recommendation are you making to the Commission concerning
AmerenUE’s application?

A. At this point in time, MIMEUC believes that allowing Ameren to withdraw
from the MISO at a potential cost of $12,500,000 to Missouri customers to join an RTO that
does not satisfy FERC’s minimum RTO characteristic of independence would be detrimental
to the public interest. In addition, approving this application would exacerbate the seams

problems that already occur in Missouri. In the absence of the FERC ordering mediation of
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the transmission entities in the Midwest for the purpose of forming a large regional RTO,
MIMEUC recommends that the Commission deny AmerenUE’s application.

Q. Does this conclude you rebuttal testimony?
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Yes it does.
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Thursday, August 16, 2001

The Midwest ISO board of directors unanimously approved a resolution today regarding a tentative
agreement between the Midwest ISO and the Southwest Power Pool on a combination of the two
organizations. The resolution is as follows: ‘ ' '
“Resolved:

Management of the Midwest ISO should finalize negotiations and due diligence with the Southwest
Power Pool for a business combination consistent with the draft term sheet dated August 9, 2001,

with the goal to have definitive documentation agreed to by September 30, 2001.

A subset of the MISO Board is willing to meet with a subset of the SPP independent board regarding

governance.”

» 701 City Center Drive w Carmel, Indiana 46032 w317-249-5400 » www.midwestiso.org

LIDWEST INDEPENDENT TRANSMISSION. SYSTEM OPERATGR, INC.

Schedule 1



96 FERC ¥ 61,052
UNITED STATES OF AMERICA

FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Curt Hébert, Jr., Chairman;

William L. Massey, Linda Breathitt,
and Pat Wood, I11.

Alliance Companies

Ameren Corporation Docket Nos. RT(01-88-000, RT01-88-001,
on behalf of: RT01-88-003, ER99-3144-009, ER99-
3144-011, EC99-80-009, and EC99-
Union Electric Company 80-011

Central Illinois Public Service Company

American Electric Power Service Corporation
on behalf of:

Appalachian Power Company
Columbus Southern Power Company
Indiana Michigan Power Company
Kentucky Power Company
Kingsport Power Company

Ohio Power Company

Wheeling Power Company

Consumers Energy
and Michigan Electric Transmission Company

- Exelon Corporation
on behalf of:

Commonwealth Edison Company
Commonwealth Edison Company of Indiana, Inc.

FirstEnergy Corp.
on behalf of:

American Transmission Systems, Inc.
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The Cleveland Electric IHuminating Company
Ohio Edison Company

Pennsylvania Power Company

The Toledo Edison Company

The Detroit Edison Company
and International Transmission Company

Virginia Electric and Power Company

Illinois Power Company Docket No. RT01-84-000
Northern Indiana Public Service Company Docket No. RT01-26-000
The Dayton Power and Light Company - Docket No. RT01-37-000

ORDER ON RTO FILING
(Issued July 12, 2001)

This order conditionally approves Alliance Companies' RTO filing subject to the
conditions discussed below.

I. Background

On December 20, 1999, the Commission conditionally authorized the transfer of
ownership and/or functional control of the jurisdictional facilities of certain transmission-
owning public utilities (Alliance Companies) to the Alliance regional transmission
organization (Alliance). See Alliance Companies, et al., 89 FERC 61,298 (1999)
(Alliance [ Order). On May 18, 2000, the Commission found that Alliance Companies'
compliance filing to the Alliance I Order was deficient and directed further filings. See
Alliance Companies, et al., 91 FERC § 61,152 (2000) (Alliance I Order). On
September 15, 2000, Alliance Companies filed a revised proposal which proposed to

create a for profit transmission company or transco in compliance with Order No. 2000",

lReg,ional Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809
(January 6, 2000), FERC Stats. & Regs. § 31,089 (1999), order on reh'g, Order No. 2000-
A, 65 Fed. Reg. 12,088 (March 8, 2000), FERC Stats. & Regs. 9 31,092 (2000), petitions
for review pending sub nom., Public Utility District No. 1 of Snohomish County,
Washington v. FERC, Nos. 00-1174, et al. (D.C. Cir.).

—_— e —_
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Docket No. RT01-88-000, ¢t al. -3-

and also submitted an open access transmission tariff (OATT) under section 205 of the
Federal Power Act (FPA). On January 24, 2001, the Commission found that Alliance
Companies' filing basically met the four characteristics and most of the functions
discussed in Order No. 2000, but directed further modifications. See Alliance
Companigs, et al., 94 FERC 4 61,070 (2001) (Alliance III Order).

On May 8, 2001, the Commission denied rehearing and provided clarification of
the Alliance III Order. See Alliance Companies, et al., 95 FERC 761,182 (2001).
(Alliance IV Order). Concurrently with this order, the Commission issued an order
addressing a Settlement among the Midwest Independent System Operator (Midwest
ISO), certain transmission owners in the Midwest ISO, Alliance Companies, and other
parties. Among other things, the Settlement allows Illinois Power Company (lliinois
Power), Ameren Corporation (Ameren), and Commonwealth Edison Company (ComEd)
to withdraw from the Midwest ISO in exchange for paying a combined exit fee of $60
million; provides for the negotiation of a joint rate among the Midwest 1SO, Alliance, and
PIM Interconnection L.L.C. (PJM); and provides an Inter-RTO Cooperation Agreement
(Cooperation Agreement) to develop a seamless market throughout Alliance and the

Midwest ISO. See Illinois Power Company, et al,, 95 FERC ¥ 61,183 (2001) (Settlement
Order). '

II. RTO Filing and Supplemental Compliance Filing

On January 16, 2001, Alliance Companies submitted their Order No. 2000
compliance filing (RTO Filing) in Docket No. RT01-88—000, which they assert
demonstrates that the proposed Alliance satisfies the minimum functions and

characteristics for an RTO under Order No. 2000. Accordingly, they request that the
Commission expeditiously issue an order finding that the proposed Alliance satisfies the
functions and characteristics of an RTO, and they note that this approval is critical to the
ability of Alliance to become operational by December 15, 2001. Alliance Companies
state that because the FPA filings necessary for implementation of Alliance have been
previously submitted, the instant filing is submitted primarily for informational purposes
to demonstrate Alliance Companies' satisfaction of the RTO requirements of Order No.

20n October 16, 2000, Northern Indiana Public Service Company (NIPSCO) and
Dayton Power & Light Company (DP&L) each submitted individual Order No. 2000
compliance filings, in Docket Nos. RT01-26-000 and RT01-37-000, respectively. On
January 16, 2001, Iliinois Power filed an individual Order No. 2000 compliance filing in
Docket No. RT01-84-000. We find that these individual RTO filings and any issues

raised by protestors are now moot since NIPSCQ, Iilinois Power, and DP&L have now
joined Alliance Companies' RTO Filing in Docket No. RT01-88-000.
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2000. Alliance Companies also include amendments to admit DP&L, ComEd,
Commonwealth Edison Company of Indiana, Inc., Illinois Power and Ameren Union
Electric Company and Ameren Central Illinois Power Company as parties to the Alliance
Agreement and Section 203 requests, on behalf of these members, for authorization to
transfer ownership and/or functional control of transmission facilities to Alliance.

On May 15, 2001, Alliance Companies filed a supplemental compliance filing in
Docket No. RT01-88-000 (Supplemental Filing), which they assert complies with the
non-rate directives contained in the Alliance III Order and supplements their January 16,
2001 initial RTO Filing.3 Alliance Companies' filing also contains a Section 203 request
for the transfer of control of jurisdictional facilities on behalf of NIPSCO to Aliiance,4
identifies additional details for the proposed energy imbalance service, and contains other
minor supplements to the initial RTO Filing. Alliance Companies also include
descriptions of the on-going advisory process and the proposed modifications to the
Alliance Transco Advisory Committee.” Alliance Companies further state that any
directives from the Alliance I1I Order not addressed by this filing will be addressed on or
before the date of the rate filing for Alliance's OATT. On June 15, 2001, Alliance

Companies amended their Supplemental Filing to include a list of transmission facilities
to be transferred by Ameren to Alliance.

3Relying on GridFlorida, (GridFlorida, et al., 94 FERC ¥ 61,363 (2001)) Alliance
Companies propose to allow financial institutions to own more than 5 percent of the
Managing Member of Alliance Transco, and will include provisions consistent with
GridFlorida in the appropriate corporate documents filed with the Commission upon

execution of an Alliance Transco LLC Agreement. See May 15 Supplemental Filing at
18-19.

*Altiance Companies state that the Commission authorized Detroit Edison
Company to transfer substantially all of its integrated transmission facilities to its
affiliate, the International Transmission Company (ITC) in DTE Energy Company, et al.,
91 FERC § 61,317 (2000), and that the Commission authorized Consumers Energy to
transfer ownership and operational control of its transmission system to its affiliate,
Michigan Electric Transmission Company (Michigan Transco) in Consumers Energy
Company, et al., 94 FERC 961,018 920001). Alliance Companies note that under the
Alliance Agreement ITC and Michigan Transco have assumed the rights and obligations
of Detroit Edison Company and Consumers Energy regarding the transferred facilities.

5Supplemental Filing at 1-4.
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Alliance Companies filed answers to various requests for relief and protests in
Docket Nos. RT01-88-000 and RT01-88-001. Alliance Companies also filed a separate
answer in Docket No. RT01-88-001 responding to the protest of ITC.

I1I. Discussion

Procedural Matters

The notices of intervention of the state commissions and the timely, unopposed
motions to intervene serve to make the intervenors listed in Appendices A and B parties
to these proceeding. See 18 C.F.R. § 385.214 (2000). Given the early stage of these
proceeding, and the absence of undue delay or prejudice, we find good cause to grant the
untimely, unopposed interventions of Ontario Operator, Ormet, Wolverine, and the State
Commissions.®

Although the Commission's Rules of Practice and Procedures do not generally
permit answers to protests and answers to answers (see 18 C.F.R. § 385.213(a)(2) (2000),
given the complex nature of this proceeding and because the answers aided in clarifying
certain issues, we will accept Alliance Companies' answers filed in Docket Nos. RT01-
88-000 and RT01-88-001, and ITC's answer to Alliance Companies' answer.

Characteristics and Functions

Swe provide short-hand references to parties in this order. Appendices A and B
list the full name of parties with short-hand references in parenthesis after the full names.
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While numerous parties have filed comments and/or protests to Alliance

Companies' RTO ﬁling,7 due to a timing issue Alliance Companies did not have the
benefit of the Alliance III Order when they made their RTO filing. As a result, many of
the issues raised in Alliance Companies' RTO filing and, therefore, parties' concerns on
those issues, are moot by our action in the Alliance I Order and subsequent order
denying rehearing.8 Additionally, many other issues (i.¢., all issues raised by the
numerous partics to the Settlement) have become moot by the recent settlement filed by
Alliance Companies and the Midwest ISO which was accepted by the Commission.”
Finally, other issues are not yet ripe for review since they are the subject of future filings.
Therefore, it is our intent in this order only to discuss issues which are relevant here and
not the subject of other orders or future ﬁlings.10

"These parties are listed in Appendix A.
%95 FERC 4 61,182 (2001).

9_S_§§ Illinois Power Company, 95 FERC 9 61,183 (2001). We noted that while the
Settlement provided that protests on certain issues in the RTO Filing be deemed
withdrawn, we found that non-signatories were not bound by this provision and thus we
will discuss these issues below as necessary. See 95 FERC at 61,647.

1 At the onset, we note that the RTO Filing and the Supplemental Filing and the
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A. RTO Characteristic No. 1: Independence

In the Alliance III Order we described Alliance Companies’ plan for the
establishment of RTO structured as a two-tiered entity - the parent firm as a publicly-

traded corporation, and the subsidiary firm as a Delaware limited liability company.11
The parent firm, Alliance Transmission Co. Inc. (Publico), would be the managing
member of Alliance; as such, Publico would be the single-purpose, exclusive manager of
the Alliance's facilities and services. Investment in and control over Publico would be
subject to the Commission's independence requirements, including benchmarks
concerning active and passive interests, and Publico would have exclusive authority to
direct all of the activities of the transmission owners.

issues raised are limited in their nature. We anticipate more filings as a result of
directives in previous Alliance orders which have not yet been met and also from various

commitments that Alliance Companies have made including those made in Article 3 of
the Settlement filed in Docket No. ER01-123-000.

1gee 94 FERC at 61,302.
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In their RTO Filing Alliance Companies state that their overall corporate
organization and governance plan has not changed, but that an interim step in the
development of their for-profit transco will be necessary for financial reasons. Alliance
Companies believe that any effort to immediately constitute Publico as a publicly-traded
corporation would not be successful because an initial public offering (IPO) of Publico's
securities so early in the development of the Alliance might not be accepted by the capital
markets and would therefore fail or not adequately capitalize Alliance. Consequently,
Alliance Companies identify two options to address this concern. First, Alliance
Companies propose to involve a strategic investor (Newco) to both manage and invest in
Alliance, and thereby make Newco the managing member of Alliance, at least for a

transitional period of several yeatrs.]2

Alternatively, Alliance Companies note that they may succeed in attracting a
financial-only investor, which would be a strategic investor in Alliance, but would not
manage the system nor become Publico, the managing member. In that event, Alliance

Companies state that they will separately act to incorporate Newco." According to the
RTO Filing, Alliance Companies will not select as Newco any entity which is a market

participant under the Commission's RTO regulations.14

Alliance Companies state that if the financial investor option is chosen, they will
rely on an independent search firm to select a slate of potential directors who meet
qualification and experience requirements, with the final choice of directors to be made
by Alliance's investors and not by any market participant. Under this structure, Alliance's
directors will serve for staggered terms; none will represent any market participant; and

the Chief Executive Officer will be selected by a vote of the other directors and will be a
voting director.

According to Alliance Companies, their revised proposal for the start-up of their
RTO complies with the Commission's RTO independence requirements. Alliance
Companies state that the RTO, its employees, and any non-stakeholder directors will not
have financial interests in any market participant; that the RTO will have a decision
making process that is independent of control by any market participant or class of
participants; that the RTO will, after a transition period ending no later than

2RTO Filing at 13-15.
Bd. at 14.

1418 C.F.R. § 35.34 (2000).
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December 31, 2004, have exclusive and independent authority under Section 205 of the
FPA, to propose rates, terms and conditions of transmission service provided over the
facilities it opﬁrates.15

Because market participants in Alliance will possess both active and passive
interests in the RTO, Alliance Companies commit that a compliance audit of the
independence of the RTO's decision making process will be performed two years after

approval of Alliance, and every three years thereafter, unless otherwise provided by the
Commission.

SWe note that the rate moratorium applies only to certain specified schedules
under the OATT. In their RTO filing, Alliance Companies state: "[e]xcept as limited to
preserve the rate design and moratorium during the transition period, the Alliance RTO

has the exclusive and independent authority to change the terms and conditions of the
Alliance OATT." See RTO Filing at 25.
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Pennsylvania Consumer and Ohio Consumer'® protests the proposed delay in the
issuance of an IPO for the Publico. Pennsylvania Consumer requests that the
Commission ¢ither reject Alliance Companies’ proposal to defer its PO for Publico or
require Alliance Companies to file additional data related to its proposal, including
documentation of the advice received from the financial advisors and details for the
proposed alternative structures. Pennsylvania Consumer asks that the Commission
require the Alliance Companies to provide details for these alternative proposals through
a collaborative stakeholder proccss.”

Williams support Alliance Companies' overall structure and also support the
Alliance interim Newco proposal because control over Alliance will rest with the
shareholders of the managing member, rather than a market participant, and therefore
satisfies the independence requirements. However, Williams propose that Alliance
RTO's initial board of directors should be selected using an independent executive search
firm utilizing pre-determined selection criteria, and should then become self-
perpetuating. 18

Midwest Customers and Illinois Consumers claim that the new governance
proposal does not comply with Order No. 2000 and fails to assure independence in the
event that Alliance chooses to utilize the strategic investor approach. Coalition and
Illinois Consumers ask the Commission to require additional details regarding Newco to
ensure that any investors are truly unaffiliated with any market participant, and question
the selection process for the Board of Directors of Newco. Coalition and Illinois
Customers conclude that the vagueness of the new governance proposal requires that it be

160hi0 Consumer's Protest at 3.

17Pennsylvania Consumer's Protest at 6-12.

18Williams‘ Comments at 10-12.

- = — =~
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rejected; or that, at a minimum, Alliance must provide additional detail to demonstrate the
independence of the Newco and Alliance Transco."”

"Midwest Customers' Protest at 4-6; Illinois Consumers' Protest at 3.
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NCEMC and Virginia Commission state that the Commission should reject the
Alliance Companies’ proposal to delay Publico's IPO for up to three years; alternatively,

it should set for expedited hearing the issue of the delay.m

In their answer, Alliance Companies claim that they remain committed to having a
publicly-held corporation as a managing member of Alliance Transco, but that they are
unwilling to compromise the financial integrity and success of Alliance by insisting upon
an immediate [PO. Alliance Companies reassert that they anticipate an IPO within three
years of the transmission service date. Alliance Companies note that Order No. 2000
does not contain an explicit requirement for an TPO to ensure RTO independence, and
therefore, Alliance satisfies the independence requirements regardless of the timing of an
IPO of stock of the managing member.

Alliance Companies assert that the Commission has found that the proposed
Alliance will satisfy the independence requirement, and the finding was not tied to the
occurrence or timing of an [PO. Alliance Companies also claim that intervenors'

arguments are also at odds with the Commission’s recent order in GridSouth,21 allowing

passive owners to compel the GridSouth Board to effect an IPO afier ten years of
operation.

2N CEMC's Protest at 8-11.

I Carolina Power & Light Company, et al., 94 FERC § 61,273 (2001) (GridSouth).
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Furthermore, Alliance Companies claim that their new proposal for selecting a
managing member does not compromise the independence of Alliance, and instead will
ensure that the governance structure guarantees that either: (1) the managing member
will be an existing entity that is a non-market participant approved by the Commission; or
(2) the managing member will be a new corporation that is governed by a non-stakeholder
Board of Directors selected by non-market participant investors in Alliance Transco.
Altiance Companies state that their proposed selection process for the initial Board is
comparable to customary business governance approaches and is consistent with many of
the Board selection processes used by existing 1SOs, as well as the Board selection
process approved in the GridFlorida Order, Alliance Companies claim that their proposal
to rely upon non-market participant financial investors to select the initial directors of
Newco satisfies the Commission's requirements for independence, because no market
participant would select the Board, and financial investors (unlike market participants) do
not have competing economic interests when evaluating the qualifications of persons to
serve on the Board.”?

In their Supplemental Filing Alliance Companies submit a Section 203 request
seeking authorization to transfer jurisdictional facilities on behalf of its new member,
NIPSCO, to Alliance.23 Alliance Companies also state that they have a customer
advisory process in place that is meant to facilitate and broaden communication, and
resolve issues in a timely manner prior to Alliance’s formation. Alliance Companies
state that when Alliance is formed, an Advisory Committee will be established in
accordance with Section 6.6 of the pro forma Alliance Transco L1.C Agreement. Alliance
Companies also include revisions to the pro forma Alliance Transco LLC Agreement as
directed in the Alliance III Order. Specifically, Alliance Companies state that Section 6.6
has been revised to clarify aspects of the customer advisory process, and that Section 7.5
of the pro forma Alliance Transco LLC Agreement has been revised to clarify certain
aspects of the independence audit. Finally, Alliance Companies states that Article III,
Section 10 of the pro forma Corporate Bylaws has been revised to clarify that advisory
directors have no voting power.24

In response to Alliance Companies' Supplemental filing, Virginia Commission
states that the continuing delay in the formation of Alliance raises serious independence

22 Alliance Companies' Answer at 4-8.
23Supplemental Filing at 4.

214 at 7-11.
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concerns. Virginia Commission is concerned that the continued absence of independent
board members or management personnel from the RTO or its managing member in RTO
formation activities is adversely affecting the start up of Alliance. Virginia Commission
requests that the Commission require Alliance Companies to file reports on all of their
RTO formation activities. Virginia Commission states that after reviewing these reports,
the Commission should issue an order limiting the start-up activities undertaken by
Alliance Companies to those activities that will not adversely impact the future
independence of the Alliance.

Edison Companies maintain that input of Advisory Committee representatives is
essential now if these market participants are to have the information necessary to
develop market strategies. Edison Companies also request that the Commission consider
the chilling effect which confidentiality agreements will have on market development,
and notes that the requirement that members of the Advisory Committee sign a

confidentiality agreement is unique to Alliance.”®

Coalition asserts that Alliance Companies' deferral of an IPO for Alliance has
resulted in indefinitely delaying an independent board and management structure. In
Coalition's view, market design issues now being decided by Alliance Companies should
be deferred until an independent RTO board and management are in place.

State Commissions assert that Alliance Companies have failed to take required
interim steps to establish the independence of Alliance before it becomes operational,
such as requiring the establishment of an independent BridgeCo or the appointment of a
majority non-owner transition board to oversee start up and to interact with the
stakeholder Advisory Committee, and to establish an independent Managing Member. ¢
State Commissions claim that National Grid’s role as a market participant in nearby
regions could influence its judgments as to whether to expand Alliance’s boundaries and

whether to address seams within those regio:ms.z.'T State Commissions also ask that the

P Edison Companies' Comments at 2-6.
*%State Commissions' Protest at 18-20.

¥7State Commissions’ Protest at 19-20. On May 15, 2001, National Grid USA
("National Grid"), parent of the former New England and Eastern systems and now of the
Niagara Mohawk system, petitioned the Commission for a Declaratory Order in Docket
No. EL01-80-000 seeking the following specific findings: (1) that National Grid will not
be deemed a "market participant” under Commission regulation 35.34(b) with respect to
the geographic area served by Alliance; and (2) that National Grid would therefore be
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Section 7.5 of the LLC Agreement be further amended to clarify that the auditor may not
have any business relationship with or any financial ties to an "Affiliate of the Company,"”

a "Member of the Company,” or a "Non-Divesting Transmission Owner."*3

In their Answer, the Alliance Companies assert that they will comply with the
Commission's independence characteristic, consistent with the Commission's prior orders,
by the date Alliance commences transmission service. Alliance Companies state that they
are making progress toward their start-up, including forming a bridge company to fund
and administer pre-service activities. Alliance Companies state that their task is
considerably more complex and involved than other potential RTO start-ups, in that there
is no tight pool or ISO to use as a base for RTO development. Alliance Companies claim

that they are nonetheless moving with dispatch to ready their proposed RTO for
operation.

Discussion

The Commission remains committed to assuring the independence of RTOs from
control by market participants, and has carefully weighed the substantial concerns of
intervenors against the need of Alliance Companies to develop initial capital to
commence operation. In this respect, the Commission's concern is that the pro-market
result - a fully independent RTO - be achieved. '

Alliance Companies' revised proposal presents two very different alternatives.
Under the first alternative, an outside investor, not yet known or identified, will both own
and control transmission facilities within Alliance. If the outside investor is not a market
participant, and if the outside investors and not market participants will actuatly control
Alliance, the CommisSion's concerns about independence would likely be reduced,

eligible, either directly or through a subsidiary, to become the Managing Member of
Alliance. National Grid's petition was not filed with the concurrence of the Alliance
Companies.

2Gtate Commissions' Protest at 35-37.
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depending upon the exact nature of the final proposal made by Alliance Companies.
However, Alliance Companies have yet to identify the outside investor, a matter of
critical importance to us, and we are therefore unable to rule definitively.

Under the second proposal, Alliance Companies will form the Publico corporation
themselves, and seek one or more strategic investors to provide capital investment. If
none of the strategic investors is a market participant, and if the strategic investors and
not market participants will actually control Alliance, the Commission's concerns about
independence would likely be reduced, depending upon the exact nature of the final
proposal made by Alliance Companies. As with the first alternative, we believe that this
approach may meet the independence requirements of Order No. 2000, under
circumstances in which the investor falls outside the category of market participant.
However, Alliance Companies have not identified the strategic investor(s) and we are
therefore unable to rule definitively.

The Commission has no factual or legal basis to find that the "Newco" strategic
investor approach proposed will produce a less independent RTO than an immediate (but,
according to Alliance Companies, impossible or undesirable) IPO. In both cases,

investors other than market participants would be the operators and principal owners of
the RTO.

In addition, under Commission regulations 35.34(d)(1), (2), and (3), any change in
control over Alliance Publico - even before it formally commences operations would be
subject to prior Commission authorization. Alliance Companies have acknowledged that
Alliance Publico will be a public utility holding company; any disposition of control over
the holding company constitutes a disposition of the jurisdictional facilities of each public
utility affiliate of the holding company, and therefore is subject to the Commission's

jurisdiction under FPA section 203 and longstanding Commission precedent.zg
Consequently, the Commission will be in a position to fully resolve intervenor's concerns
about the pre-IPO independence of Alliance at that time, when the Alliance formation
plans are at a more advanced stage.

With respect to the selection of directors of Newco, we are satisfied that the use of
an independent outside search firm, combined with absolute safeguards against the
placement of any agent of a market participant on the board, will suffice to produce an
independent board. As a general matter, the board selection process described by
Alliance Companies is similar to those previously approved by the Commission.

23ee, e.g., American Electric Power Company, et al., 85 FERC § 61,201 (1998).
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We are concerned that business decisions prior to implementation of an Alliance
RTO are being made by Alliance Companies. Therefore, we direct Alliance Companies
to decide which of the alternative business plans proposed they intend to implement
within 45 days of the date of this order. We further direct that from the date of this order

an independent board be established to make all business decisions for the RTO.3® Until

final RTO approval is granted, a stakeholder advisory committee should advise the
independent board.

With respect to State Commissions’ comments concerning the potential selection
of National Grid as Managing Member, we note that the Commission is currently
addressing that proposal in Docket No. EL01-80-000. We also decline to direct
modification to Section 7.5 of the LL.C Agreement. Order No. 2000 requires only that the
auditor be independent from the RTO and its transmission owners. Additionally, there

are procedures in place should evidence of a problem arise with the auditor.”!

3GridFflorida LLC, et al., 94 FERC § 61,363 at 62,325 (2001).

31 Order No. 2000 at 31,067.
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Finally, regarding Edison Companies' concern about confidentiality requirements,
we note that in their answer, Alliance Companies state that they inadvertently failed to
delete the requirement that customer advisory committee members execute confidentiality
agreements. Alliance Companies commit to make such a change when they file the
executed LLC agrccrnent.32

B. RTO Characteristic No. 2: Scope and Regional Configuration

In the Alliance IlI Order, the Commission found that Alliance Companies'
proposed scope and configuration are consistent with Order No. 2000. This
determination was based on a number of significant factors not present in the filings
addressed by the Commission in the Alliance I Order or the Alliance II Order where the
Commission reserved judgment on this issue. In the Alliance IV Order, the Commission
denied rehearing of the determination that Alliance Companies’ proposed scope and
configuration are consistent with Order No. 2000. We concluded that significant change
with respect to the scope and configuration of Alliance has occurred since the issuance of
the Alliance I and IT Orders.>

In their RTO Filing, Alliance Companies relied on prior assertions made as well as
the addition of ComEd, DP&L, Illinois Power, and Ameren to support their contention

that Alliance's scope and configuration meet the requirements of Order No. 20004

325¢e Alliance Companies' answer at 12.
3395 FERC at 61,627.

3R TO Filing at 26.
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Many intervenors i'equest that we defer ruling on scope and configuration until
final resolution of the Settlement and/or Supplemental Filing, or have raised issues that
are now moot as a result of our accepting the Settlement, or have raised issues which we

previously disposed of in prior Alliance orders.>® For example, many of the intervenors
continue to argue that notwithstanding the addition of the new members Alliance's scope
and configuration does not meet the requirements of Order No. 2000. Additionally, other
intervenors note that scope and configuration could be satisfied by the establishment of a
larger RTO covering the areas of Alliance and the Midwest 150.% Finally, Midwest
Customers argue that scope and configuration are still not adequate as members can
withdraw at any time from Alliance.”’

Discussion

In the Settlement Order, the Commission reiterated its finding in the Alliance II1
Order that Alliances' proposed scope and configuration were consistent with Order No.
2000, but that its final compiiance with Order No. 2000 would be determined in Docket
38
No. RT01-88.

Alliance Companies have satisfied our requirements for scope and configuration
under Order No. 2000. Our determination is based on the reasons previously stated in the
Alliance III Order, and the fact that Alliance grew both physically (with the addition of
the new members as well as the departing Midwest ISO members) and contractually (with
the execution of the Cooperation Agreement with the Midwest 1SO).

Regarding concerns that withdrawal rights may adversely affect scope, we believe
that placing restrictions on withdrawal would be contrary to the open architecture
requirements of Order No. 2000. Moreover, in the Alliance IV Order we stated that such

35_553 Midwest Customers' Protest at 8-9, Coalition's Protest at 13-15, Virginia
Commission's Protest at 6-8, Williams' Comments at 13-14 [llinois Energy's Protest at 3-
4, Tllinois Commission's Comments at 7-8.

36& Williams' Comments at 13 and linois Commission's Comments at 8.
37Midwest Customers' Protest at 8.

3895 FERC at 61,646.
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withdrawal would trigger Section 205 and possible Section 203 filings with the
Commission where the appropriateness of the withdrawal could be considered.>”

While we conclude that RTO Characteristic No. 2 has been satisfied, we remind
Alliance Companies of their continuing commitment to explore ways to expand the

Cooperation Agreement with neighboring prospective RTOs.

C. RTO Characteristic No. 3: Operational Authority

In the Alliance III Order we found that Alliance Companies satisfied this
characteristic, and in the Alliance [V Order we reiterated that Alliance will have adequate

authority to determine which facilities it needs to control ¥

P1d. at 61,635,

%94 FERC at 61,308; 95 FERC at 61,629.
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Williams state that Alliance Companies' proposal strikes an acceptable balance
between RTO responsibilities and the market decisions of transmission owners, and

supports this proposal.41 Coalition seeks more information on the operational audit
process developed by Alliance Companies, and questions why Alliance is not using an

independent entity.42 Illinois Commission argues that Alliance Companies' proposal
preserves the rights of non-divesting transmission-owning utilities to perform the control
area operator functions and does nothing to encourage the phase-out of this aspect of
Alliance Companies' operational control. Illinois Commission also claims that this
hinders Alliance's operating authority and permits utilities to maintain barriers to non-
discriminatory transmission access. Therefore, Illinois Commission asks that the
Commission clarify that once Alliance is operational, Alliance must have the authority to
make analyses and pursue the consolidation of control area functions and the
centralization of control area operator functions.*

Discussion

We disagree with Coalition and Illinois Commission that more information or
clarification is needed. In the Alliance Il Order, we found that Alliance Companies have

Hwilliams' Comments at 14-15.
42C0alition's Comments at 17.

llinois Commission's Comments at 8-10.
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satisfied RTO Characteristic No. 3.** Moreover, no party filed a request for rehearing on
the issue raised by Coalition. Indeed, we addressed Illinois Commission's concerns in
prior Alliance Orders. In the Alliance III Order we also stated that if any party belicves
that it has been subject to undue discrimination, it may file a complaint with the
Commission under Section 206 of the FPA.** In the Alliance IV Order we noted that
under Order No. 2000, no later than two years after it begins operations Alliance must
file a report with the Commission which addresses the efficacy of its operational
arrangements, and any additional authority needed by Alliance in reference to facilities
under its control should be addressed in that report.46 Therefore, we see no reason to

revisit the adequacy of Alliance Companies' proposal as it relates to this characteristic.
D. RTQ Characteristic No. 4: Short-Term Reliability

%94 FERC at 61,308.

1.

4895 FERC at 61,629.
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In the Alliance III Order we were generally satisfied that Altiance Companies met
our requirements for maintaining short-term reliability of the grid. We approved Alliance
Comparnies' plan for maintaining short-term reliability of the grid subject to Alliance
Companies' evaluating the possibility of consolidating control areas within 18 months of
commencement of operations.“ In the Alliance IV Order we noted that no requests for
rehearings were filed on this issue. In Docket No. RT01-88-000 Alliance Companies
reiterate that they plan to require generators connected to Alliance to sign interconnection
agreements which, among other things, will require generators to redispatch their units
when feasible and for the appropriate compensation.“8

Williams and American Forest both seek clarification of certain aspects of

. C . . 49 .
Alliance Companies' interconnection requirements.” Dynegy protests numerous issues
surrounding the interconnection agreements.

Discussion

In the Alliance Il Order we deferred ruling on generator interconnection issues

until such time as revised procedures were filed under Section 205 of the FPA.>" We
will continue to defer ruling on this issue until such time as the interconnection
procedures are filed under Section 205. However, we expect that many of the issues

4794 FERC at 61,308-309.
48 .
RTO Filing at 32.

4S'Williams' Comments at 18; American Forest's Comments at 2-3.

094 FERC at 61,327.

- —— -
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raised will be moot when the interconnection procedures are filed under Section 205 at
least 120 days prior to the transmission service date as Alliance Companies have recently
held numerous meeting with all parties, including generators, in an attempt to resolve
many of these issues.>| Moreover, the Commission intends, in the near future, to
evaluate the importance of standardizing generation interconnection procedures.

E. RTO Function No. 1: Tariff Administration and Design

In the Alliance III Order protestors complained that the zonal facilities charge
(ZFC) may provide for the recovery of revenue losses due to the elimination of pancaked
rates. However, Alliance Companies' Pricing Protocol 2.1.1(c) states that: "Unless the
affected Transmission Owner agrees, it [the ZFC] shall not provide for recovery of any
revenue losses due to the elimination of 'pancaked’ rates." We found that the basis for
this sentence was unclear and, therefore, directed Alliance Companies to clarify this
sentence in their Supplemental Filing.

In their RTO filing Alliance Companies proposed the same Tariff Administration
and Design as was already filed, i.e., the design consisted of a region-wide tariff for the
Alliance Companies. Specifically, Alliance Companies proposed a transitional rate
structure that included non-pancaked zonal rates applicable to deliveries to loads within
Alliance and a single regional rate applicable to deliveries to load outside Alliance. The
proposed rate design is intended to protect Alliance Companies from lost revenues
associated with the elimination of rate pancaking within the region.

51_S_§_€_: Supplemental Filing at 8-10.
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Williams are concerned that Alliance Companies' proposal will result in an
excessive rate differential between the prices of transmission service to Ioads located
within the RTO in comparison to service 1o loads located outside the RTO. Therefore,
Williams reserve their full support of the transitional rate design until the "Super-
Regional" rate methodology, as described in the Alliance/Midwest ISO settlement, is

more fully explained and approved by the Commission. >

Joint Midwest Intervenors state that Alliance Companies’ filing does not include
their proposed OATT, and does not include many of its provisions that are not rate-

refated. Therefore, they argue that multiple OATT-related issues remain c)utstant.’nin,tg,.53
Joint Midwest Intervenors recommend that the Commission set a final date of August 15,

2001 for Alliance Companies to address all remaining compliance issues.>*

Discussion

S Williams' Comments at 19-20. We also note that EPRI urges the Commission to
encourage RTOs to join and fund EPRI and allow RTOs to recoup the associated costs in

their transmission rates. EPRI's Comments at 2. We find that EPRI's request is beyond
the scope of this proceeding.

53] oint Midwest Intervenors' Protest at 31.

54See also State Commissions' Protest at 24-25.
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In the Supplemental Filing, Alliance Companies made a minor change to the
pricing protocol to respond to the Alliance Il Order. Specifically, Alliance Companies
amended Section 2.1.1(c) of the Pricing Protocol to delete the last sentence in order to

provide cla,rity.55 This modification adequately responds to our directive and is accepted.

In response to Williams' concerns regarding rate differentials, we note that in the
Alliance 1T order we discussed the differential between the rates for delivery to loads
inside Alliance and outside Alliance and, as we indicated, we will rule on Alliance
Companies' proposal when it is finalized. Similarly, we agree with Joint Midwest
Intervenors that many rate issues remain unresolved. In the Alliance III Order, we
directed Alliance Companies to file their actual rates 120 days prior to commencement of
operations. We clarify that Alliance Companies' rate filing should address all outstanding
tariff issues — both rate and non-rate. Moreover, we anticipate (based on Alliance
Companies proposed transmission service date) that the filing will be made in mid-
August consistent with Joint Midwest Intervenors’ proposal.

F. RTO Function No. 2; Congestion Management

In the Alliance Il Order we found that Alliance Companies had complied with our
direction in the Alliance I Order that all generators connected to Alliance’s system bid to
provide redispatch service. We also found that intervenors' concerns that Alliance
Companies' congestion management proposal lacked a detailed market plan was
premature. We noted that under Order No. 2000, market mechanisms to manage
transmission congestion need only be in place within one year of the commencement of
service, and that Alliance Companies committed to have such a program in place. We
also stated that, in the interim, Alliance Companies' congestion management plan
represented an effective protocol for managing congestion, but we encouraged Alliance
Companies to consider the comments of intervenors in designing its final market

. . 6 . -
mechanism congestion pla.n.5 No requests for rehearing were filed on this issue.

35 Alliance Companies' Transmittal Letter at 11.

%694 FERC at 61,314.
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In their RTO filing, Alliance Companies state that Alliance will have an effective
protocol for managing congestion on Day 1 of operations which the Commission already
found acceptable. They further state that Alliance Companies are developing a hybrid
model for long-term congestion management which combines elements of a flowgate
method for managing congestion in the forward market and a locational marginal pricing
method for managing congestion in real-time. Alliance Companies state that they intend
to present their proposal to stakeholders and receive comments and input before
developing a protocol and systems to implement the hybrid model for long-term
congestion management. Alliance Companies state that their goal is to have a market-
based congestion management program ready for operation prior to the second year of
operations of Alliance.”’

Numerous intervenors protest the proposal. Most address Alliance Companies'
long-term market congestion management proposal which must be in place within one
year of operations. Disputed issues include: capping bids for congestion; allocation and
crediting of congestion revenues; allocation, valuation and auctioning of flowgate rights
(FGRs); identification of flowgates; the appropriateness of using the flowgate method on
the Alliance system; ability to hedge against operational congestion; and allocation of
FGRs for annual load grovv’[h.s8 Other intervenors argue that the Commission should
adopt a uniform nation-wide RTO congestion management strategy and state that

approval should be deferred until seams issues are resolved.”

TRTO Filing at 36-38.

58_5@1 ¢.g., Pennsylvania Consumer's Protest at 11-13, Williams' Comments at 20-
24, NCEMC's Protest at 11-12, Virginia Commission's Protest at 12-14, Coalition's
Protest at 19-24, and Dynegy's Comments at 5-7.

Swilliams' Comments at 20-24.
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Alliance Companies' respond that concerns over the long-term congestion

management program are premature as it is still under development and need only be in

iy . 60
place within one year of commencement of services.

69, .
® Alliance Companies' Answer at 9.
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In their Supplemental Filing, Alliance Companies indicate that they are continving
to refine their long-term congestion management proposal and expect to provide more
detail as part of their filing to be submitted no later than 120 days prior to the

transmission service date.® Alliance Companies also state that they are working closely
with stakeholders through the Market Development Advisory Group (MDAG), as well as

the Midwest ISO (in the context of the Cooperation Agreement) to address congestion
management issues.

Virginia Commission raises competitive concerns regarding the pricing of
mandatory incremental and decremental bids from generators for Day One operations as
well as reiterating its previous competitive and operational concerns for long-term

. 62 . . .
congestion management. ~ State Commissions argue that insufficient progress on
congestion management has been made and questions whether Alliance will be prepared

to perform required RTO functions and duties.®® State Commissions further argue that
Alliance Companies' proposal for three (or more) Security Coordinators could diminish
the effectiveness of congestion management and/or lead to differences in calculating
available transmission capacity (ATC) or instituting transmission line relief procedures
(TLRs) which could result in undue market advantages for the utility-Security
Coordinators. State Commissions also allege that inconsistent congestion management
approaches among PJM, the Midwest ISO, and Alliance will frustrate achieving a
"seamless" regional market and, therefore, assert that there should be a single regional
approach to congestion management in the Midwest. Finally, State Commissions urge
the Commission to order Alliance Companies to actively work with the Midwest ISO to
coordinate operational functions to remove any unnecessary impediments to a broad and
efficient regional market for the short and long-term.

Discussion

We continue to find that Alliance Companies' congestion management plan is an
effective protocol for managing congestion and is consistent with the requirements of
Order No. 2000 for Day One operations. While Alliance Companies have provided more
detail regarding their long-term congestion management proposal, the plan is still a work
in progress and we simply do not have enough information at this time to rule on this

®1Supplemental Filing at 13-14.
62Virginia Commission’s Protest at 15.

63'State Commissions' Protest at 37.
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function. Alliance Companies' congestion management plan will be addressed when the
completed proposal is filed under Section 205 of the FPA. However, we encourage
Alliance Companies to resolve issues raised by protestors in their customer advisory
process and as discussed in Section N below, should substantial issues remain, we will
institute procedures to resolve such differences.

Virginia Commission's competitive concerns regarding the pricing of mandatory
incremental and decremental bids from generators for Day One operations is unsupported
as Alliance Companies' proposal calls for compensation for congestion management
services to be at the applicable bid prices, Wthh are capped at the pax“ty s "authorized

charges, if subject to regulatory approval. " Therefore, there are no competitive
concerns because bids from jurisdictional entities must be based on Commission-
approved charges.

G. RTO Function No. 3: Parallel Path Flow

In the Alliance III Order we found that Alliance Companies' proposal to internalize
parallel path flows was consistent with Order No. 2000. In this regard, we noted that
Alliance will include regional parallel path flows in its ATC calculation, and Alliance's
scope is expanding and such expansion will enable increased internalization of parallel
path flows in the region. We also noted that Alliance commits to develop and implement
procedures to address parallel path flows with other regions. Finally, we noted that
Alliance Companies have included a pro forma Cooperation Agreement which would
require signatories to have procedures in place to address parallel path flow issues no

later than December 15, 2004.5° No requests for rehearing were filed on this issue.

In their RTO Filing Alliance Companies state that Alliance will internalize parallel
path flows among the member systems, and that the addition of the four new members

will result in internalization of an even higher level of parallel path flows.

54 Alliance OATT Attachment K, Section 7. For instance, bids could only be based
on market rates if the entity bidding already had market-based rate authority from the
Commission. Therefore any competitive concerns should have been raised in the
proceeding secking such market-based rate authority.

%94 FERC at 61,314.

S8 RTO Filing at 38-39. -

Schedule 2.30




Docket No. RT(01-88-000, et al. -31-

Williams ask the Commission to require Alliance: (1) to have the necessary
protocols in place to deal with inter-regional parallel path flows prior to the
commencement of its operation rather than within three years; and (2) to develop an ATC

coordination calculation agreement with Midwest ISO and PIM within six months.®’

8T Williams' Comments at 25-26.
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Alliance Companies do not directly address any further parallel path flow issues in
their Supplemental Filing. However, they note that they have a customer advisory
process currently in place that is intended to facilitate input, broaden communication, and
whenever possible, resolve concerns in a timely manner prior to the formation of
Alliance. They note that customers are able to meet with personnel of Alliance
Companies in regular open meetings to discuss a number of subjects related to formation
of Alliance.®®

1

ITC argues that the Supplemental Filing complies with the Alliance 11 Order
except with regard to the issue of flow compensation, and notes that Alliance Companies
merely state that they will begin discussions about proposed methods for fairly
compensating all transmission owners at a future advisory meeting. ITC maintains that
the development and implementation of a methodology for fairly compensating all
transmission owners for the use of their facilities is a critical issue, and asks the
Commission to direct Alliance Companies to develop and file with the Commission a
methodology based on the framework proposed by the ITC in its protest by no later than

60 days from the commencement of operations by Alliance, i.e., October 14, 2001.%
Coalition claims that Alliance Companies have not addressed the Commission's directive
that required Alliance Companies to provide details of how Alliance will compensate

.. . PO || |
small transmission owners for the use of their facilities.

Discussion

At the outset, we note that the arguments ITC now raises are inconsistent with the
fact that Detroit Edison Company, ITC's affiliate, jointly filed the revenue distribution

protocol it now opposes.'71 As such, we believe it is inappropriate at this time to address
ITC's concerns.””

68Supplemental Filing at 7.
$9TC's Protest at 11-12, 21-22.
70Coalition's Protest at 19-20.

71I'I‘C, an affiliate of Detroit Edison Company, has assumed the rights and
obligations of Detroit Edison Company under the Alliance Agreement.

"2ITC's reliance on the Commission's finding in the Alliance III Order is
misplaced. The language ITC relies upon did not address parallel flows. The
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Commission was addressing Wolverine's argument that if it joins the RTO it may not
operate its own pricing zone and may only receive revenue from the RTO if Consumers
and Wolverine can agree to a revenue distribution protocol.
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In contrast, we agree with Coalition that Alliance Companies have not yet
addressed their issues and direct Alliance Companies to meet with interested parties to
develop a way of compensating small fransmission owners for the use of their system. In
this regard, we note that Alliance Companies state in their Supplemental Filing that they
have a customer advisory process that is designed to deal with these types of issues.
Furthermore, in the Settlement Order, we referred to Article IV of the Cooperation
Agreement and stated that it dealt with parallel flow issues, and provided that each RTO
will adopt scheduling and pricing policies meant to internalize most, if not all, parallel
path flows within its own region. We stated that this article provided that the parties to
this agreement agreed to have procedures in place to deal with parallel path flows within
each system by the start-up date of each RTO, and that we would review the exact details
- of these procedures in subsequent filings before the Commission.” Accordingly, we will
defer ruling on this function until Alliance Companies make the appropriate filing to
address, among other things, intervenor concerns. We expect that Alliance Companies
will gzake such filings in time to have approved procedures in place by Alliance's start-up
date.

H. RTO Function No. 4: Ancillary Services

795 FERC at 61,650.

"1n their answer, Alliance Companies note that they did discuss participation in
Alliance by small transmission owners and fair compensation for the use of their facilities
at a customer advisory meeting held on June 21, 2001. Alliance Companies state that if
these discussions with small transmission owners produce an agreed resolution of these

issues, Alliance Companies will submit such resolution to the Commission as soon as
possible. Alliance Companies' answer at 7.

Schedule 2.34




Docket No. RT01-88-000, et al. -35-

In the Alliance III Order we stated that Alliance Companies’ proposal to serve as
the provider of last resort for all ancillary services and to provide transmission customers
with access to a real-time balancing market is consistent with the requirements of Order
No. 2000. However, we found that Alliance Companies' proposal lacked sufficient
details. We noted that intervenors had raised a number of concerns regarding the
operation of the proposed energy imbalance market, and we directed Alliance Companies
to address these concerns when they make their compliance filing to the order. We
stated, e.g., that Alliance Companies should address concerns regarding the adequacy of
competition in the market, and also explain the relationship of the market monitor in
connection with ancillary services markets, particularly, the energy imbalance market.
We also stated that Alliance Companies must provide detailed support explaining the
operation of the real-time balancing market including support for the proposed settlement

. . 75
window of between 5 and 15 minutes.

On rehearing of the Alliance III Order intervenors requested that the Commission
address the issues raised in their protests. In response, the Commission stated that we
had addressed intervenors' arguments since we directed Alliance Companies to address
intervenors' concerns in their May 15 compliance filing. We reiterated that requiring
Alliance Companies to respond to intervenors' concerns for the purpose of developing a

more complete record is preferable to ruling now with incomplete information.

In their RTO filing Alliance Companies state that Alliance will be the provider of
last resort for ancillary services under Alliance. They note that Alliance Companies'
September 15, 2000 compliance filing included a proposal for real-time energy balancing
market that Alliance will implement, either directly or with an independent market

. . . . 77
provider, by its transmission service date.

In their Supplemental Filing Alliance Companies have provided some further
details regarding the Energy Imbalance Service (Attachment G). However, Alliance
Companies state that further development of the pricing aspects of the proposal and some
implementation issues are still ongoing. Alliance Companies state that they are working
with customers in the MDAG to e¢valuate these outstanding issues and commit to submit a

594 FERC at 61,315-316.
7695 FERC at 61,633.

7'RTO Filing at 39-41.
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complete energy imbalance proposal no later than 120 days before the transmission
service date.

Intervenors to the Supplemental Filing-"8 raise numerous concerns regarding the
ancillary services proposal of Alliance Companies. Intervenors assert that despite the
increased detail, Alliance Companies proposed energy imbalance plan is still incomplete,
as Alliance Companies acknowledge in their transmittal letter. Intervenors state that the
Commission should require that Alliance Companies file information and evidence to
support their proposal to permit Alliance to charge market-based prices for Day 1 and
Day 2 ancillary services and congestion management services, including all data
necessary to assess whether customers in the East End of the Alliance region will be
adequately protected if market-based pricing of such services is permitted. Intervenors
claim that Alliance Companies continue to propose a 5 to 15 minute imbalance interval
without providing support for the time interval, as the Commission required. Intervenors
state that Alliance Companies should clarify whether the proposed imbalance market will
perform any of the same functions currently provided through regulation and frequency
response service, and, if so, how duplicative charges for customers participating in the
imbalance market and taking regulation and frequency response service from Alliance
will be prevented. Intervenors also contend that Alliance has not explained the corrective
measures it plans to take against entities that schedule inadequately. Intervenors request
that Alliance submit its proposal anywhere from immediately, to within 30 days from the
issuance of a Commission Order, or by August 15, 2001, whichever is sooner.

Ormet states that it appears from a literal reading of Attachment G that no
imbalances will attributed to bundled native load, and no charges will be levied on the
control area utility or its bundled retail customers in connection with imbalances

associated with bundled native load.” Ormet states that it is unclear whether Alliance
Companies' proposal to allocate the costs associated with inadvertent energy equitably to
all contro! area scheduling entities means only those parties scheduling power across the
control arca boundary (either in or out) or whether costs will also be allocated to entities
serving load in the control area, including bundled native loads served by control area
generation. Ormet insists that if no costs associated with inadvertent energy are to be
allocated to loads that are not scheduled (i.e., the bundled native load of the control area),

Bsteel Dynamics' Protest, NCEMC's Protest, Virginia Commission's Protest,
Chaparral's Protest, Joint Midwest Intervenors' Protest, Coalition's Protest, Williams'
Protest, Ormet's Protest, and State Commissions' Protest.

790rmet's Protest at 5.
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this would be improper, because in a typical control area bundled load predominates and
most inadvertent energy arises in connection with service to bundled native load %

80Ormet's Protest at 5-6.

/, = et T
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State Commissions contend that many of the Alliance transmission owners own
substantial generation facilities in their transmission service territories and some are the
dominant generators in their service territories, and, therefore, they would gain from any
supra-competitive auction prices they obtained for their generation under the energy

imbalance service auction rules they set up for Alliance.®" State Commissions are also
concerned that the software protocols for the RTO's Day One Energy Imbalance Service
are being written under Alliance Companies' supervision without meaningful stakeholder
input, and assert that by the time Alliance Companies make their actual rate filing it may
be too late to make any changes to these protocols.

Discussion

As noted above, Alliance Companies recognize that their ancillary services
proposal is a work in progress and commit to finalize it when they make their tariff filing
120 days prior to the Alliance transmission service date. We are encouraged by the
progress that Alliance Companies have made thus far and direct Alliance Companies to
step up their efforts to insure that all stakeholders have adequate input in the development
of the final proposal. Although State Commissions request that we direct Alliance
Companies to file their proposal before the 120 days period mentioned above, we will not
do so. Such a requirement may hinder the MDAG process and be counterproductive.
Instead, we will highlight the matters that the filing must address. In particular, Alliance
Companies' final proposal must: (1) assure that entities that submit market-based bids
have the authority to do so; (2) support its 5 to 15 minute imbalance settlement period;
(3) address whether the bundled retail ioad of the Alliance Companies or their affiliates is
subject to the energy imbalance requirements described in Attachment G to the
Supplemental Filing; (4) clarify how the market monitor will monitor the ancillary
services market; and (5) continue to address intervenors' other issues as previously
directed. We reiterate that it is imperative that Alliance Companies work within the
MDAG immediately so that it can present a complete ancillary services proposal 120
days prior to its projected transmission service date.

1. RTO Function No. 5: OASIS and Total Transmission Capability (TTC) and
Available Transmission Capability (ATC)

In the Alliance IH Order we found that Alliance Companies' proposal complied
with RTO Function No. 5. However, we directed Alliance Companies to file Alliance's
system of tests and checks, which will ensure customers of coordinated and unbiased data

81State Commisstons' Protest at 31.
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for calculating ATC and TTC, when Alliance Companies make their compliance ﬁling.82
No requests for rehearing were filed on this issue.

8294 FERC at 61,316.
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In their RTO Filing Alliance Companies state that Alliance will operate a single
OASIS site and will independently calculate TTC and ATC. They state further that
Alliance Companies have reached an agreement in principle with the Midwest ISO and
the Southwest Power Pool (SPP) for implementation of consistent TTC/ATC values

across interfaces.”> Williams support Alliance Companies' proposal with the conditions

the Commission imposed in the Alliance [Il Order to include a system of tests and
84
checks.

In their Supplemental Filing Alliance Companies revised Section 3.1.1 of their
Operating Protocol to clarify that if Alliance relies on data supplied by others to calculate
ATC, it will ensure that the data is coordinated and unbiased.

Joint Midwest Intervenors and Coalition argue that Alltance Companies'
modification is not a proposed system of tests and checks, and therefore does not comply
with Commission's directive in the Alliance III Order to provide a description of their

proposed method for verifying ATC/TTC-related data®® Coalition adds that Alliance
Companies must file the system of checks and balances they propose to use to verify the

accuracy of the data.®® State Commissions claim that the adequacy of Alliance

BRTO Filing at 41-42.

84Williams' Comments at 28.

851 0int Midwest Intervenors' Protest at 28-29; Coalition's Protest at 18.

86Coali1:ion's Protest at 18.
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Companies' modification is contingent on the proper implementation of the Cooperation

Agreemcnt.87 In their answer, Alliance Companies argue that as revised, Section 3.1.1

meets the requirements of the Alliance III Order because it ensures that any data supplied
: . . 88

by others is coordinated and unbiased.

Discussion

87State Commissions' Protest at 33.

88 Alliance Companies' answer at 10.
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We agree with Joint Midwest Intervenors and Coalition that Alliance Companies'
modification in the Supplemental Filing does not comply with the Alliance HI Order since
it is not the proposed system of tests and checks we directed. Therefore, we again direct
Alliance Companies to file the system of tests and checks to ensure the reasonableness of

data they propose to.use consistent with the requirements of Order No. 2000.%

J. RTO Function No. 6: Market Monitoring

In the Alliance I Order we concluded that the Alliance Companies market
monitoring plan lacks sufficient details on the program and scope of the market monitor's
authority. We encouraged Alliance Companies to meet with interested parties to craft a
plan which satisfies the requirements of Order No. 2000. We directed Alliance
Compantes to resubmit their market monitoring plan.

In their RTO Filing Alliance Companies refer to their September 15 compliance
filing which included a market monitoring program for Alliance that provides for the
objective monitoring of markets operated, and services provided, by Alliance (i.e.,
transmission and ancillary services, and the energy imbalance market). Afliance
Companies states that the market monitoring program will be implemented by an

independent expert that wili report its findings to the Commission.”® Williams assert that
Alliance Companies' proposal lacks sufficient detail, and oppose the requirements that an
RTO undertake a market monitoring role, arguing instead that existing federal antitrust

laws and Commission oversight are sufficient.’) Williams also contend that the proposal

8 Order No. 2000 at 31,145.
PRTO Filing at 42-43.

91Williams‘ Comments at 29,
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lacks detail regarding the duties and authority of the market monitor. Coalition asks that
the Commission defer ruling until Alliance Companies make their May 15 filing in
compliance with the Alliance III Order's directives on this issue.’? Edison Companies
states that it is premature to comment on Alliance Companies' market monitoring

program.93

92Coalition‘s Protest at 27-28.

*Edison Companies’ Comments at 5-6.
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In their Supplemental Filing Alliance Companies state that as part of the settlement
with Midwest ISO, they are actively engaged in procuring the services of an independent
market monitor (along with Midwest ISO) that would monitor the markets across the
combined regions. Alliance Companies expect the independent market monitor fo be

selected this summer.”? Finally, Alliance Companies indicate that the Settlement also
provides for a market monitoring committee which will interface with the independent
market monitor to monitor the markets and report to the Commission in periodic reports.

Intervenors argue that the proposal continues to lack detail and that Alliance
Companies have failed to comply with the directives in the Alliance III Order.95 They
note that the lack of detail includes, among other things, the type of data to be collected
and the role of the market monitor to identify problems and/or propose solutions.
Coalition requests that the Commission direct Alliance Companies to provide, within 20
days, the detailed market monitoring plan required in the Alliance [l Order.”® Williams
are concerned about the independence of the market monitor because a provision in the
Cooperation Agreement with Midwest ISO calls for the market monitoring committee
(consisting of a representative for Midwest ISO and Alliance) to determine in concert with
the market monitor the appropriate data collection and screens.” Williams request
assurance that this does not preclude the market monitor from independently identifying
additional data requirements or developing other market screens as it deems necessary.
Finally, State Commussions complain about the lack of a true stakeholder process which
they claim has slowed development of a market monitoring plan.s'8 Specifically, State
Commissions argue that the selection of the joint market monitor creates at least the
appearance of a lack of independence as the independent market monitor chosen acted as
a consultant to the Alliance Companies for the initial ﬁling.99

* Alliance Companies' Transmittal Letter at 15.

95_5&, ¢.2., Chaparral's Protest at 4-5, Joint Midwest Intervenors' Protest at 30,
Coalition's Protest at 24 and Williams' Comments at 6 .

96C()ali*tion’s Protest at 25.
. S
Williams' Comments at 6.
98 N
State Commissions' Protest at 24.

PIn their answer, Alliance Companies report that they, along with Southwest
Power Pool and Midwest ISO chose Potomac Economics as the ir}@gcndentﬂmarket .
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Discussion

monitor for the three regions. Alliance Companies' answer at 9.
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We find that most of the intervenors' concerns are premature at this time, since
Alliance Companies have not refiled their market monitoring proposal with the necessary
detail, as we directed in the Alliance Il Order. We realize that Alliance Companies'’
market monitoring proposal must take into consideration the recent Settlement with
Midwest ISO. Therefore, we will not grant Coalition's request that the Commission
direct Alliance Companies to file this proposal in 20 days. Rather, we direct Alliance
Companies to refile their market monitoring proposal when they make their compliance
filing at least 120 days prior to the transmission service date. In this filing, we also direct
Alliance Companies to address the Williams' concerns regarding the independence of the
market monitor from the market monitoring committee. Alliance Companies should also
address State Commissions' concerns regarding the selection of the market monitor.
Finally, Allian¢e Companies should require that the market monitor submit its reports and

analyses to the Commission without review or changes by Altiance.!"

K. RTO Function No. 7: Planning and Expansion

In the Alliance III Order we found that Alliance Companies' Planning Protoco! did
not state how or by whom the members of the Planning Advisory Committee (PAC), the
Reliability Planning Committee (RPC), and the Operational Planning Committee (OPC)
will be appointed, what their terms or constituencies will be, nor did the Planning
Protocol set forth the grounds for removing them, if any. We found that this information
was necessary to establish the vitality and openness of the planning process. We directed
Alliance Companies to revise the Planning Protocol to include this information in their
compliance filing. No requests for rehearing were filed on this issue.

100

California Independent System Operator Corporation, 86 FERC § 61,059
(1999).
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In their RTO filing Alliance Companies state that Alliance will be responsible for
planning the transmission system, and that it will adopt a planning process that will be
open and transparent. They state that expansion of the transmission system will be done
in the most efficient manner without regard to ownership of transmission, distribution, or

generation facilities.'”! Williams assert that RTOs should be given federal eminent
domain authority in order to expand facilities. In addition, they argue that there should
be a process in place to foster merchant transmission investor participation, and
stakeholder input should not be limited to membership on the PAC, as the Commission

directed in the Alliance I Order, but should extend to the RPC and OPC.'*

In the Supplemental Filing Alliance Companies revised the Planning Protocol to
delete references to the OPC and to change the RPC to the Reliability Planning Group
(RPG). Alliance Companies also expanded on the criteria for how or by whom the

members of the remaining committees, PAC and RPG, will be determined and what their
terms or constituencies will be.

According to Alliance Companies, the PAC is modeled after open meeting
structures and is open to all stakeholders, including transmission owners, load serving
entities, other market participants, and state and federal regulatory authorities. They state
that meetings will be open to the public and no confidentiality agreement will be
required. Alliance Companies have also revised the protocol to clarify that customer
groups may determine their own rules with respect to participation in the PAC and that no
membership fees will be required. Finally, Alliance Companies state that the
Commission's Standards of Conduct will apply to participants on the PAC. Regarding the
RPG, Alliance Companies state that it will be open to fransmission owners of Alliance,
load serving entitics and local distribution utilities (as well as other interested parties as
long as a reasonable interest or case-specific involvement is demonstrated). They add

"R TO Filing at 43-44.

102\Williams' Comments at 31, 33.
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that Standards of Conduct as well as non-disclosure agreements will apply, and there will
be no membership fees.!?

103 While not assessing fees for the PAC and RPC, Alliance may seek funds from

participants to defray costs associated with meetings and reports.
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Joint Midwest Intervenors argue that the Planning Protocol is deficient because it
fails to mention the joint planning responsibilities called for under the Cooperation

Agreement and the Settlement between Alliance Companies and the Midwest 180.1%
Joint Midwest Intervenors also seek clarification regarding the provision under the RPG
allowing for participation of other interested parties that have a "reasonable direct
interest” in the projects under consideration. Wabash Valley and Ormet are concerned
that revisions to the Planning Protocol will jeopardize the independence required by

Alliance for planning purpose:s.105 Ormet argues that due to membership restrictions for
the RPQG, primarily only transmission and distribution owners and RTO staff will be able
to have an impact on many of the transmission planning activities assigned to the RPG.
Additionally, Ormet contends that as structured, transmission owners will retain much of
the authority in the planning process. Therefore, Ormet requests that the Commission
direct Alliance Companies to limit the role of transmission owners and expand the role of
customers and regulators in the planning process.

Discussion

Alliance Companies have modified Section 2.2 of their Planning Protocol to allow
customers to determine their own rules with respect to participation in the PAC. We find
that this change complies with our directive in the Alliance III Order. However, Alliance
Companies have failed to support eliminating the OPC and revisions made to the RPC.
We find that these revisions are outside the scope of what we directed in the Alliance III
Order and are thus rejected. Therefore, we direct Alliance Companies to refile the
Planning Protocol without those changes or with the necessary support detailing the
reasons for eliminating the OPC and how the RPG will ensure adequate representation for
all stakeholders. Moreover, we are troubled by the requirement that other interested
parties must demonstrate "a reasonable direct interest in projects" that are under
consideration by the RPG. We believe that all interested grid users should have an
opportunity to participate in reliability planning under the RPG.

We find that Williams' request that RTOs be given federal eminent domain
authority in order to expand facilities is outside the requirements of Order No. 2000 and
indeed outside of our authority. Additionally, with respect to merchant transmission
investor participation in the planning process, we direct the parties to continue to use the
stakeholder process and, as stated below in Section N, we expect parties to resolve their

104] oint Midwest Intervenors' Protest at 32-33.

195 Wabash Valley's Protest at 5-6 and Ormet's Protest at 6-11.

—
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differences in a timely manner. In response to Joint Midwest Intervenors, we do not
agree that the Planning Protocol is deficient because it does not mention the joint
planning responsibilities called for under the Cooperation Agreement. The Planning
Protocol is not a product of the Settlement and involves Alliance individually. To the
extent that joint planning with the Midwest ISO affects the Planning Protocol, we expect

that Alliance Companies will amend the Planning Protocol accordingly under Section
205.

L. RTO Function No. 8: Interregional Coordination

In the Alliance Il Order the Commission noted that although Alliance Companies
had filed a pro forma Inter-RTO Agreement that was developed to provide a basis for
interregional coordination, this agreement was not filed as a final executed agreement.
Therefore, the Commission stated that while we are not acting on the agreement at this
time, we reiterated the importance of the Midwestern entities reaching an agreement on
seams issues. We added that the development of a properly functioning regional energy
market required an arrangement that provided a seamless market over a large geographic
area. Accordingly, the Commission noted that in lllinois Power Company, Docket No.
ERO01-123-000, we had directed the Chief Administrative Law Judge to facilitate
discussions among the Midwestern entities. We also noted that neighboring utilities had
urged that the Commission endorse the concept of inter-regional cooperation and
requested that the Commission direct that they negotiate further instead of ruling on this
initial draft agreement. Therefore, we directed Alliance Companies to continue
discussions with other entities within the region to further develop resolutions to seams
issues, and stated that we would not act on this agreement at this time.1%

In their RTO filing Alliance Companies state that they have been actively engaged
in discussions with other existing and planned regional transmission entities to coordinate
activities and address seams issues between Alliance and its neighbors. They further state
that Alliance Companies, the SPP, and the Midwest ISO have reached agreement on
issues critical to inter-regional coordination, such as ATC calculation and Day 1
congestion management, and that these three RTOs are also developing compatible long-
term congestion management solutions.

19694 FERC at 61,319.
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Williams assert that the Commission should defer ruling on this issue until an
agreement is approved between Alliance and Midwest ISO which provides for seamless

Midwest trading.lm Edison Companies assert that it is premature to comment on inter-

RTO issues.'”® Dynegy states that the lack of consistent rules from one transmission
owner to the next and from one ISO to the next is one of the largest impediments to the
creation of large, regional markets, and asks that the Commission hold a technical

conference on this function.'® Ontario Power raises concerns about the slow progress in
developing solutions to resolving the significant seams problems that restrict the ability of

Midwest participants to transact energy in the most efficient and retiable manner.''’
EPSA asks the Commission to direct Midwest ISO and Alliance Companies to commit to
developing a common market design that encompasses a single set of protocols for
transmission planning, ATC and TTC calculation, security coordination, congestion

. . .. . 111
management, real-time balancing markets, and generation interconnection procedures.

Discussion

Alliance Companies did not further address inter-regional coordination in their
Supplemental filing. However, we note that Williams filed comments to the
Supplemental filing that address, among other things, inter-regional coordination.
Williams assert that even though the Commission accepted the Inter-Regional
Coordination Agreement between Alliance and the Midwest ISO, the details as to how
they will coordinate ATC calculations, TLR procedures, imbalance markets, congestion
management, and other seams issues have yet to be finalized. Although Williams state
that they are optimistic that the upcoming Commission Technical Conference to discuss
implementation of this function will be useful, Williams request that the Commission

. . : . L . . .. 112
defer ruling on Alliance's inter-regional coordination function proposal in the interim.

10.;rWilliams' Comments at 35.
108 .. .y

Edison Companies' Comments at 5-6.
109 .

Dynegy's Comments at 14-15.
1mOnta.rio Power's Comments at 6.
lllEPSA's Comments at 4.

"2Williams’ Comments at 6-7.
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We note that in the Settiement accepted by the Commission, the parties filed an
executed Cooperation Agreement between Alliance and Midwest ISO which provides the
basis for the development of a seamless market throughout Alliance and Midwest ISO
(See Attachment A to the Settlement). In the order addressing the Settlement, the
Commission noted that both the Settlement and Cooperation Agreement merely provide
steps on a path to arrive at a seamless Midwest market, and that various mechanisms will

be developed and filed for review by the Commission and interested parties.113

Therefore, we will defer ruling on this issue until final mechanisms have been agreed
upon.

M. Open Architecture

1395 FERC at 61,650.
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In their RTO filing Alliance Companies state that Alliance is based upon an open
architecture structure that permits Alliance Companies and other transmission owners to
adjust to changes in the electric industry's landscape by deciding whether and when to
divest their transmission assets. Alliance Companies also state that open architecture is
also contained in the proposed protocols and pro forma agreements for Alliance such that
Alliance will have the flexibility to adopt practices and procedures for improving
efficiency consistent with the RTO minimum characteristics and requirements. They
state that the pro forma agreements and protocols, and the transition period rate structure,
are also designed to facilitate the addition of new members, including members not
subject to the Commission's plenary jurisdiction, as evidenced by the recent additions of
DP&L, ComEd, Illinois Power, and Ameren. Therefore, Alliance Companies state that

Alliance satisfies the Order No. 2000 requirement for open architecture.*

Discussion

We will continue to defer ruling on open architecture until after Alliance
Companies' protocols and agreements are finalized.

N. Other Issues

Customer Advisory Process

In the Alliance III Order, the Commission stated that

14RTO Filing at 47.
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The processes that stakeholders can use to communicate and consult with an RTO
should be developed in consultation with stakeholders. If RTOs are to be
responsive to the needs of the market, there must be a meaningful and efficient
process for communication and consultation that serves not only the needs of the
RTO, but also the needs of stakeholders. We believe that requiring Alliance to
unilaterally propose these processes and having the Commission direct changes in
processes based on the comments of stakeholders is not the best way to develop
workable processes for stakeholder communication and consultation. We believe
that a better approach is for the Alliance Companies to develop an advisory
process in consultation with stakeholders, and to describe that advisory process

and identify the participants. Only if they cannot will the Commission step in.!'3

Alliance Companies state that they have adopted a customer advisory process that
will remain through the implementation of the RTO, and upon its formation, be replaced
by the advisory process in Section 6.6(a) of the pro forma LLC Agreement. They state
that the customer advisory process currently in place is intended to facilitate input,
broaden communication and, wherever possible resolve concerns in a timely manner prior
to the formation of Alliance. They note that these meetings are noticed on Alliance's

website and documents prepared for the meetings, or prepared as a result of the meetings,
are posted on the website as well.

In Docket No. RT01-88-000, several parties filed protests regarding Alliance

Companies' stakeholder involvement procc::sses.116 Since that time Alliance has had many
meetings with stakeholders. While it appears that many of the concerns that were raised
in the RTO Filing have been met, several parties still contend that significant problems
still exist. In their protests of Alliance Companies' supplemental compliance filing
Edison Companies, Coalition, Joint Midwest Intervenors, Ormet, Reliant Energy, and
State Commissions maintain that Alliance Companies have again proposed a defective
stakeholder process.ln Joint Midwest Intervenors, Reliant Energy, and State
Commissions request that the Commission remedy the Alliance Companies’ refusal to act

1594 FERC at 61,304.

116§§§, e.g., Illinois Commission’s Comments at 12, EPSA's Comments at 6,
Dynegy's Comments at 5, Duke's Comments at 5, and Williams' Comments at 12.

11"Edison Companies' Comments at 2-6, Coalition's Protest at 7-11, Ormet's
Protest at 6-11, Reliant Energy's Comments at 3-9
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in consultation with stakeholders to establish and implement an effective process for
: 118
stakeholder input.

In particular, State Commissions point out that: (1) the stakeholder process was
not the product of collaboration; (2) there was no opportunity for meaningful stakeholder

input and involvement; and (3) that a formal stakeholder process must be in place before
the RTO becomes operational.

Although we note that Alliance Companies have made significant progress as
evidenced by the information on its website, we still have serious concerns over the
effectiveness of the stakeholder processes. Stakeholders should have input into aspects of
RTO formation necessary 1o ensure that the RTO develops practices that produce a
seamless, well-functioning marketplace. While we do not wish to micro manage the
stakeholder process, Alliance must have a useful stakeholder process. Since the
stakeholder processes are the key to resolving many of the issues which are still facing
Alliance Companics, Alliance Companies must resolve this issue immediately. We agree
with intervenors that there are many significant issues outstanding which need to be
resolved in a timely manner. While resolution of some of these issues is not required for
Day One operations, they do involve significant market-related matters that should not be
decided without input from all affected stakeholders.

1850int Midwest Intervenors' Protest at 21-24, Reliant Energy's Comments at 8-9,
State Commissions' Protest at 13-16.
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Therefore, we reiterate that if the parties cannot develop an acceptable stakeholder
process, the Commission will step in. To aid the parties in this endeavor, we are making
available the Commission's Office of Dispute Resolution.!” We direct Alliance
Companies and the parties to resolve the concerns raised by commentors/protestors, and

to incorporate these changes in Alliance Companies' compliance filing to be made at least
120 days prior to the commencement of service date.

0. Section 203

As part of the RTO Filing, Alliance Companies include amendments to admit
DP&L, ComEd, Commonwealth Edison Company of Indiana, Inc., Illinois Power and
Ameren Union Electric Company and Ameren Central Illinois Power Company as parties

to the Alliance Agreement and Section 203120 requests, on behalf of these members, for
authorization to transfer ownership and/or functional control of transmission facilities to
Alliance. On January 30, 2001, the Commission's Staff sought further information
concerning these proposed dispositions of facilities, to which Alliance Companies
responded on March 1, 2001. Additionally, as part of Alliance Companies' Supplemental

Filing, NIPSCO sought authorization under Section 203 of the FPA to transfer control of
its transmission facilities to Alliance.

In the Alliance 1 Order, the Commission conditionally authorized Alliance
Companies to transfer control over their jurisdictional transmission facilities to Alliance.
The Commission is encouraged by the continued expansion and extension of Alliance,
and finds these proposals, subject to the conditions below, consistent with the public
interest. Therefore, the Commission will likewise conditionally authorize the new

" The Director of the Commission's Dispute Resolution Service is Richard L.

Miles, who can be contacted at (202) 208-0702 or 1(877) FERC-ADR (1 (877) 337-
2237).

12016 U.S.C. § 824b (2000).
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applicants for membership in Alliance to effect dispositions of their transmission facilities
to Alliance.

In order to effect that authorization, certain of the Alliance Companies must
supplement their March 1, 2001 applications so as to comply with our Revised Filing
Requirements Under Part 33 of the Commission's I?Le:gulafcions.121

Each public utility that proposed to join Alliance in the January 16 and May 15
filings must provide the Commission with a final list of all of its transmission and other
jurisdictional facilities, control over which it proposes to transfer to Alliance, together
with information about its customers, and the contracts, tariffs, and service agreements
being transferred, and must do so no later than 60 days prior to the transmission service
date, to permit customers and the Commission to ensure there is no harm to rates.

121 See Revised Filing Requirements Under Part 33 of the Commission's
Regulations, Order No. 642, Il FERC Stats. & Regs. 931,111 (2000); reh'g denied,
Order No. 642-A, 94 FERC ¥ 61,289 (2001).
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The Commission requires that parties to transactions subject to Section 203
jurisdiction commit to comply with the Commission's restrictions on intra-system
transactions whenever a registered public utility holding company system will be created
or survive as a result of any transaction."®? Alliance Companies should therefore either:
(1) commit that, if the formation of Alliance involves the creation of a registered public
utility holding company system, then all of its public utility members shall comply with
the requirements of this Commission concerning intra-system transactions; or (2) seek a
hearing on the issue.'?® Alliance Companies must advise us of their compliance with this
requirement no later than 60 days prior to the transmission service date.

The Commission orders:

(A) Alliance Companies' filings are hercby accepted to the extent discussed in the
body of this order, and Alliance Companies are directed to submit further filings as
discussed in the body of this order.

(B) The individual Order No. 2000 compliance filings of NIPSCO, DP&L., and
Hlinois Power in Docket Nos. RT01-26-000, RT01-37-000, and RT01-84-000 are hereby
moot, as discussed in the body of this order, and those dockets are terminated.

(C) We hereby direct Alliance Companies to file the proposed business plan they
intend to implement within 45 days of the date of this order.

(D) We hereby direct that Alliance Companies establish an independent board to
make all the business decisions for the RTO, and until final RTO approval is granted, a
stakeholder advisory committee should advise the independent board.

By the Commission. Commissioner Massey concurred with a separate
statement attached.

122g0¢ 18 C.F.R. § 2.26(€) (2000).

B 0Order No. 642 at 31,914 ("We conclude that, as proposed in the NOPR, for all
merger applications involving public utility subsidiaries of registered holding companies,
applicants must include a commitment to abide by the Commission's policies with respect
to intra-system transactions within the holding company structure or be prepared to go to

hearing on the issue of the effect of the proposed registered holding company structure on
effective regulation by the Commission.")

Schedule 2.58

i




Docket No. RT01-88-000, et al. -59 -
(SEAL)

David P. Boergers,
Secretary.,

Appendix A
Listed parties have filed notices of intervention or motions to intervene in Docket
No. RT01-88-000. Short-hand references to parties referred to in the order are indicated
in the parenthesis after their names. Late interventions are indicated by an asterisk.

Company Name

American Forest & Paper Association (American Forest)

American Transmission Company LLC (American Transmission)

Citizen Power, Inc. (Citizen Power)

Citizens Action Coalition of Indiana, Inc., Izzak Walton League of America, Inc., and
Midwest Office of Environmental Law and Policy Center of the Midwest (Public

Interest Organizations)

Coalition of Midwest Transmission Customers (Midwest Customers)

Coalition of Municipal and Cooperative Users of Alliance Companies' Transmission
(Coalition)

Corn Belt Energy Corporation (Corn Belt)

Dairyland Power Cooperative (Dairyland)

Duke Energy North America, LLC (Duke}

Dynegy Power Marketing, Inc. (Dynegy)

Edison Mission Energy, Edison Mission Marketing & Trading, Inc., & Midwest

Generation EME, LLC (Edison Companies)

Electric Power Research Institute (EPRI)

Electric Power Supply Association (EPSA)

Enerstar Power Corporation (Enerstar)

Enron Power Marketing, Inc.(Enron)

Illinois Commerce Commission (Illinois Commission)

Iilinois Industrial Energy Consumers (Itlinois Consumers)

Indiana & Michigan Municipal Distributors Association (Indiana & Michigan
Distributors)
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Indiana Office of Utility Consumer Counselor (Indiana Consumer)
Maryland Office of the People's Counsel (Maryland Counsel)
Michigan Public Service Commission (Michigan PS)

Mid-Atlantic Power Supply Association (Mid-Atlantic Power)
Morgan Stanley Capital Group, Inc. (Morgan Stanley)

North Carolina Electric Membership Corporation (NCEMC)

Norton Energy Storage L.L.C. (North Energy)

Ohio Consumer’s Counsel (Ohio Consumer)*

Ontario Independent Electricity Market Operator (Ontario Operator)*
Ontario Power Generation, Inc. (Ontario Power)*

Ormet Primary Aluminum Corporation (Ormet)*

Pennsylvania Office of Consumer Advocate (Pennsyivania Consumer)
PG&E National Energy Group, Inc. (PG&E Energy)

Public Utilities Commission of Ohio (PUC Ohio)

Shell Energy Services Company, L.L.C. (Shell)

Southeastern Power Administration (Southeastern Power)
Southwestern Electric Cooperative (Southwestern Electric)

Tractebel Energy Marketing & Tractebel Power, Inc. (Tractebel Companies)
Virginia State Corporation Commission (Virginia Commission)
Williams Companies (Williams)

Wolverine Supply Cooperative, Inc. (Wolverine)
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Appendix B
Listed parties have filed notices of intervention or motions to intervene in Docket
No. RT01-88-001. Short-hand references to parties referred to in the order are indicated

in the parenthesis after their names. Late interventions are indicated by an asterisk.

Company Name

Association of Business Advocating Tariff Equity, Coalition of Midwest Transmission
Customers, Indiana Office of Utility Consumer Counselor, Missouri Office of the
Public Counsel, Ohio Consumers’ Counsel, and Public Interest Organizations (Joint

Midwest Intervenors)

Chaparral (Virginia) Inc. (Chaparral)

Coalition

Edison Companies

Hlinois Commerce Commission, Indiana Utility Regulatory Commission, Iowa Utilities
Board, State of Michigan and Michigan Public Service Commission, Missouri Public

Service Commission, Public Utilities Commisston of Ohio, Pennsylvania Public

Utility  Commission, Virginia State Corporation Commission, and Public Service

Commission of West Virginia (State Commissions)*

Tilinois Consumers

International Transmission

NCEMC

Michigan PS

Ormet*

Reliant Energy Power Generation, Inc. (Reliant Energy)

Southwestern Electric

Steel Dynamics, Inc. (Steel Dynamics)

Virginta Commission

Wabash Valley Power Association, Inc. (Wabash Valley)

Williams
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Alliance Companies

Ameren Corporation Docket Nos. RT01-88-000, RT01-88-001,
on behalf of: RTO01-88-003, ER99-3144-009, ER99-
3144-011, EC99-80-009, and EC99-
Union Electric Company 80-011

Central Ilinois Public Service Company

American Electric Power Service Corporation
on behalf of:

Appalachian Power Company
Columbus Southern Power Company
Indiana Michigan Power Company
Kentucky Power Company
Kingsport Power Company

Ohio Power Company

Wheeling Power Company

Consumers Energy
and Michigan Electric Transmission Company

Exelon Corporation
on behalf of:

Commonwealth Edison Company
Commonwealth Edison Company of Indiana, Inc.

FirstEnergy Corp.
on behalf of:

American Transmission Systems, Inc.

The Cleveland Electric Illuminating Company
Ohio Edison Company

Pennsylvania Power Company

The Toledo Edison Company

The Detroit Edison Company
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and International Transmission Company

2
Virginia Electric and Power Company
1llinois Power Company Docket No. RT01-84-000
Northern Indiana Public Service Company Docket No. RT01-26-000
The Dayton Power and Light Company Docket No. RT01-37-000

(Issued July 12, 2001)

MASSEY, Commissioner, concurring:

In orders issued today addressing the Northeast RTO proposals1 and the Southeast

RTO proposals,2 the Commission adopts as its firm objective a single RTO for the
Northeast, one for the Southeast, one for the Midwest, and one for the West. We state
this objective for four RTOs covering the entire nation. With this clear statement, we at
long last provide much needed guidance to the industry for getting RTOs in place and
delivering their benefits to the nation's electricity consumers. This guidance is long
overdue. I have long advocated providing such guidance, and believe we could have
saved valuable time by articulating it eighteen months ago instead of now. But better Jate
than never. I am pleased that we are moving ahead today.

We show a new resolve today also by directing the parties in the Northeast and
those in the Southeast to formal mediation in order to establish a plan for forging a single
RTO for their regions and a timetable for doing so. I strongly support this approach. A
skilled, neutral judge will help resolve the tough issues that will surely arise and will be
able to provide trusted advice to the Commission if and when we need to step in. If this
job is going to get done in due time, the presence of a mediator is absolutely necessary.

"Docket Nos. RTO01-2-000, RT01-98-000, RT01-10-000, RT01-95-000, RT01-86-
000, and RT01-94-000.

?Docket Nos. RT01-74-002 and -003, RT01-77-000, RT01-34-000 and -002, and
RT01-75-000 and -003.
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While I am very pleased with the resolve we are showing in the Northeast and the
Southeast, I am disappointed that we are not applying that same resolve in all regions.
To facilitate the timely development of the single Midwest RTO, which our orders today

3

state as a clear objective, [ would direct Alliance, the Midwest SO, and the Southwest
Power Pool to a mediation proceeding with the same objective and timetable as that for
the Northeast and Southeast RTOs. The settlement that we approved between the
Alliance and Midwest ISO was a bold step in the right direction, but those institutions
should have been directed toward a single RTO from the outset. And SPP would add
even greater scope 10 the Midwest RTO. In this order, we fail to establish a mediation
proceeding for a Midwest RTO. I would have done so and in this order directed Alliance
to participate along with SPP and the Midwest ISO. Although I am pleased with the
progress we make today, I am somewhat disappointed that we once again miss a golden

opportunity to achieve in the Midwest what we insist upon in the Southeast and the
Northeast.

Theretore, | concur with today's order.

William L. Massey
Commissioner
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DTE Energy Joins Midwest
ISO

August 31, 2001

Media Relations
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DETROIT - DTE Energy Co.'s (NYSE:DTE) transmission
subsidiary, International Transmission Company (ITC),
today will fite with the Federal Energy Regulatory
Commission to join the Midwest independent System
Operator (MISO) and withdraw from its participation with

Company
About DTE Energy
DTE Energy Family

I;Iistorsyh ! the Alliance Regional Transmission Organization. ITC will

Bactk ee p join the MISO in a special membership category designed
ackgroun for independent transmission companies.

W "Regional transmission organization (RTO) participation is

simply a decision based on which RTO best fits a
transmission provider's interests,” said Anthony F. Earley
Jr., DTE Energy chairman and chief executive officer. "In
the past year, the MiSO has evolved into a stronger
business model that more closely aligns with DTE
Energy's future direction. Led by new management, MISO
provides a flexibie operating environment for both a
transmission-dependent utility such as our Detroit Edison
subsidiary and an independent transmission company
such as our ITC subsidiary."

Press Release

Earley indicated that significant factors leading to the
decision to join MISO included:

» MISO will recognize and permit the existence of
independent transmission companies within its
structure, allowing ITC to pursue its business
strategies, including becoming an independent
entity.

n MISO wili customize its service offerings to meet
the needs of its customers.

= MISO will provide DTE Energy's Generation and
Distribution business units with representation
through a stakeholder advisory committee.

s MISO's governance structure provides customers
and state regulators with input and participation in
the process,

= DTE Energy's opposition to the selection of
National Grid as Managing Member of the Alliance,
due to National Grid's active market participation in
the region.

DTE Energy, parent company to both Detroit Edison and
International Transmission Company, is a Detroit-based
diversified energy company involved in the developmer™ AR

http://www.dteenergy.com/pressRoom/pressReleases/MISO.html
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and management of energy-related businesses and
services nationwide. Detroit Edison is an electric utility
serving 2.1 million customers in Southeastern Michigan.
information about DTE Energy is available at
hitp://www.dteenergy.com.
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