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DEFINITIONS

Unless otherwise nofed or the context requires, all references in this repert.to:

ITC Holdings Corp. and its subsidiaries

+ “ITC Great Plains” are references to ITC Great Plains, LLC, & wholly-owned subsidiary of ITC: Grid Development, LLC;

¢+ “ITC-Grid Development” are references to 1TC Grid Development, LLC, a-wholly-owned subsidiary of ITC Holdings;

« *“(reen Power Express” are references to Green Power Express LPanindirectwholly-owned subsidiary of ITC-Holdings;

+ “ITC Holdings” ere references to ITC Holdings Corp. and not any of its-subsidiaries;

« “ITC Midwest” are references-to ITC Midwest'LLC, a wholly-owned subsidiary of ITC-Holdings;

« “ITCTransmission” arereferences to International Transmission Company, a-wholly-owned subsidiary of ITC Holdings;

+ “WMETC” are references to Michigan Electric Transmission Company, LLC, a wholly-ovmed subsidiary of MTH;

+ “MISO Repgilated Operating Subsidiaries” are references to ITCTransmission, METC and ITC Midwest together;
 “NTH"are references to Mickigan Transco Holdings, LLC, the sole-mesnber of METC and an indirect- wholly-oumed subsidiary of 1TC

Holdings; -

~ “Regulated Dperating Subsidiaries” are references to ITCTransmission, METC, TTC Midwest and ITT Great Plaing fogether; and
* “We*qu” and “us” are references:to JTC Holdings together with 4l of its-subsidiaries.

Other definiitons
“+ “Consumers Energy” are references to- Consumers Energy'Company, 2 wholly-owned subsidiary of CM3S Energy Corporation;

« “Defroit Bdison™ are referencesto The Detvoit Bdison Company, a wholly-owned subsidiary of DTE Energy;

» “DTE Energy” nre references to DTE Energy Company:

» “Entergy-are refevences to Entery Catporation;

« “FBRC™ are veferences to the Féderal Energy Regulatory Commnisston;

+ “EPA™ure references to the Federal Power Act;

« #ICC" are references to the Minois Commerce Connnission;

+ “IRZL" are references to InterstatePower and Light Company, an Alliant Energy Corporation subsidiary;

+ “I80)” are references 1o independent System Operators)

= *TUB” are referencestothe lowa Utilities Boaed; .

« “KCC" arereferencss tothe Kansas Corporation Coramission;

+ “E¥™ are references 10 kilovolts (one kilovell equaling 1,000 volis);

v “EW are references 1o-kilowatts {one kilowatt. equaling 1,000 watts);

+ "NAESO™ are references 1o the Midwest Independent Transmission System Operator,.Inc., a FERC-approved RT( which gversees the
operation of the biilk powsy transmission sysiem for a substantial portion of the MidwestenUnited $tates and Marnitoba, Canada, aud of
which ITCTransmission, METC and ITCMitwest ars members;

« “WIOPSC™ arereferencesto the Missouri Public Service Commission;

» WPSC" are réferences to the Michigan Public Service Commission:

= SNPLIC™ are references to-the Minnesota Public Utililies Commission;

= “BIW* are references to megawatts (one megawatt equaling 1,000,000 watts);

« “NERC” areveferences to the Notth-Amerivan Electric Rebability Corporation;
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“NOLs” are references to net operating loss carryforwards for income taxes;

“QUCC” are references t0-Oklzhoma Corporation Commission;

“RTO" are refersnces to Regional Transmission Orgafizations; and

© “SPP” are referencesto Southwest Powsr Pool, Inc., a FERG-approved RTO which oversees the operation of the bulk power
transmission system for a substantial portion of the South Centrad United States, and of which 1TC.Great Plaing is a member,
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PARTX
ITEM 1. BUSINESS.
Dverview

Our business consists primarily: of the elestric fransmission operations of our Regulated Operating Subsidiaties. In 2002, ITC Holdings was
incorporaied in the State of Michigan for the purpose -of acquiting ITCTransmisston. IFCTransmission s ofiginally formed in 2001 as g
subsidiary of Detroit Edison, an elecric wility subsidiary of DTE Energy, and was sequired in 2003 by ITC Heldings. METC was originally
formed it 2001 as # subsidiary of Consumers Energy, an electric aid gas utility subsidiary of CMS Energy Corporatton and was acquired in
2006 by FI'C Holdings. ITC Midwest was formed<n 2007 by ITC Holdings fo acquire the transmission assets of IP&L in December 2007, [TC
Great Plains=was formed in 2006 by I'I'C Holdings and became a-FERC-jurisdictional entity in 2000 after acquiring certain electric transmission.
aesets-in -Kansas. We operate high-voltage systems in Mithigan’s Lower Peninisula and portions of lowa, Minnesots, llinois, Missouri.and
Kensas thattransmit elechicity from generating stations'to local distribution facilities connected to our systems,

Ouwr business.sirategy 15 fo operate, maintain and invest in ransmission infrastructure-in order to enhance system integrity and.refability, to
reduce transmission - constraints and to allow new genersting resources to interconriect fo our transpilssion systems, We dlso are pursuing
develgpment projects net within our cxisting systems, which ‘arc also intended ‘to ‘improve overall grid refiability, reduce transmission
constiaints and faciiitate intereonnections of new generating resourses, as well 2sto eihades competitive wholesale électricity markets,

As electric transmission. wiilities with ratesregelated by-ﬂ:eaFERC, our Regujated Operating Subsidiatiss camn revenues through teriff rates
charged “for the use of their eleciric transmission systems by our customers, which include investor-owned utilities, municipaiities,
cooperatives, power marketers aund alternative-energy suppliers. Asindependent transmission companies, our Regulated Operating Subsidiaries
are subjeet to rate regulaiion only by the FERC, The rates. charged by our Regulated Operating Subsidiaries:are-established. using cost-based
formula rate templates ms-discussed i “Item 7 Management's Discussion and Analysis. of Financiel Condifion and Results of-Operations —
Cost-Based Bormula Rates with True:Up Mechanism.”

Development of Business

We are actively developing transmission infrastrneture requived to-meet refiability needs and emcrging long-term enesgy-policy. Qur long-
term growih plan includes continned investment in current transmission systems, generator inferconnections, and. our ongoing develapment
projects. Referto “Ttem 7 Management’s Discussion end-Analysiswof Financial Condition and Results of Operations — Capital Investment and
Operating Results Trends” for additional details about our five-year capital investinent program totaling $4.2 billion for the pariod 2012
hrough 2016, In addition, we have entered into-definitive agreements whereby the elecirid transmission business of Enfergy will be merged
with g wholly-owred subsidiary of ITC Holdings ("Entergy Transaction™) as discussed under "Hem 7 Management’s Discussion and Analvsis
of Financial Gonditton and Resulis of Operations—Capiidl Project Updates and Other Reeent Devélopments.” Finally, referio the discussion of
riske-sssootated with our strategic development opportunities i “ltem 1A Risk Factors — Our Regulated Operating Subsidiaries’ actual capital
experditures may be lower than planned, which would decrease expected rate base #nd therefore our-revenues. In.addition, we expect to invest
in strafegic development opportunities to improve the efficiency and relidhility of the transmission grid, butave cannot assure you that we wifl
be ableto initiate or compiete-any of these investments.™

Current TFransmission Systems

We expect {0 invest.approximately $1.6 billion from 2012 through 2016 at owr Repulated Operating Subsidiaries in order to maintain and
Teplace the curreit ransmission infrastructure, enhance systeri integrity and reliability and accommodate load growth.

Geanerator InteFconngctions

We expeet (o invest approximatély $0.9 billion from 20312 through 2016 to develop and build transmission. .nfrastructurc to support
generator interconnections.

In 2010, we received MISE approval of 'th‘e Thumb Loop Projéct which is primarily Jocated in ITCTransmission’s regior. The Thumb Loop
Project.is & 140-mile, double-circuit 345 KV transmission line:and related-substations that will serveas the backbone of the transmission system
nesdedto accommodate future wind development.projects inthe Michigan counties of Tuscela, Huron, Sanilac and ‘81, Clair.

Based on the anticipated growth of generating resources, we alse foresee. the need to construct additional transmission facilitizs that will
provide interconnection opportunities for those wind faellities. The backbone transmission network, transmission for wind interconnection and
for interconnection of ofher generating facilities may provide.additional investment opportunities.
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Develgpment Profects

We expeot to invest approximately $1.7 billion from 2012 through 2016 to construct our portions of variaus development projects that we
are currenily advancing in the South Centrdl and North Central regions of the country. We are pursuing strategic development opportunities fus
transmission investments refaled to upgrading the existing transmission grid and regional transmissfor facilities, primarily to improve overall
grid reliability, reduce transmission constraints, enhance competitive markess and facilitate interconnections of new generating resources,
including wind generation and other renewable resources.

South Ceniral Region

We have pursued the opportunity to invest in two prejects in Kansas, through ITC Great Plains, known as the Spearville-KnoH-Axtelf
transmission project {the “KETA Project™) and fhe Kansas V-Plan Project ransmission project running from the Spearville substation to
Medicine Lodge, Kansas.

Additionally, FPC-Great Plaing is in advariced-stages of construstion for the Hugo to Valliant Project in Oklahoma. ITC Great Plains has
established a formula rate-for these three projects and other projects within the SEP region.

North Central Region

In 2009, we announced the-Green Power Fxpress project, consisting of wransmission line segments that would facilitate the movement of
power from the Dakotas, Minnesota and Jowsa to Midwest loadl -centers that demand encrgy. Sines the anncuncement of the Green Power
Express project, MISO undertook its Regional Generation Onilet Study ("RGOS™) 1o promiote investments.in new regional fransinission
‘infrasttucture and implemented its Multi-Value Projest (“MVP") cdst allocation methodology that beiter-align the costs of MV¥s with the
benefits associated with-them. MISO's RGOS and MVP provesses provide a channel for the Green Power Bxpress project, or its underlying
segments, to move forward fhrough. the planning spproval process as MVPs. In December. 2011, MISO-approved the-firse portfalio of MVPs
identified fhrough the RGOS which meludes pottions of four MVEg that we-intend-1o. build, own-snd operate. The four MVPs ars Jocated in
southi:central Minnesota, portions of Iowa, soufhwest Wisconsin, and nostheast Missonri.

Segments

Weihave oie reporiable segment conststmg of our Regulated Operafing Subsidimies. Additionatly, we. have other subsidiaties focused

primarily on business devélopment activities and 2 holding company whoseiactivitiss include corporate-debt-and equity financings and general

arporate selivities. A more detailed discussion 6f our reportable segment, including financial informaiion about the segment, is ipchided in
ote I8 to the'consolidated financial staicments.

Operations

As transmission-only ¢ompenies, our Regulated Opsrating Subsidiaries Junction as conduits,. allowing for power from generators to be
‘transmitted to local distribution sysiems either entirely through their own systems.or in eonjunction with neighboring transmission sysiems,
Third -pariiés then transmif power throtigh thesc local distribution systems fo end-use consumers.’ Fhe transmission of electricity by our
Regiilated. Operdting - Subsidiaries 6 a central funciion to the provision of electricity o residential, commercial and industtial end-use
consumers, The operations perforined by our Regulated Operating Subsidiaries fali into the following categortes:

¢+ agsetplanning,
« epgincering, design ant construction;
*+ ‘mainiténance; and
* real tilne operations.
Asset Planning
Qur Asset Planning group uses detailed system models and long-term load forecasts to develop odr system expansion capital plans. The

expansion plans idenfify projecis that world address potential future reliability issues andfor produce economic savings for customers by
clirminating constraints.
Asser Planning works closely with MISO and 8PP in the development of our system expansion capital plans by performing technical

evaiuaiions and detailed sindies. As the regional planning authorities, MISO and 3PP approve regions] system improvement plans which
include projests to be constructed by their members, including our Regulated Operating Subsidiaries.

‘Engineering, Desipn and Construciion

Our Engineering, Design and Construction group is responsible for design, equipment specifications, maintenance plans and project
engineering for capital, operation and mainterance work. We work with-outside contractors 1o perforn some of our engincering and design and
41 of cur construction, bit retain internal 1echaical experts wiho have experience with respect to the
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oy clements of the ransmission system such. 2y substations, lines, equipment and protective relaying systems.
Malwtenance

We develop and track preventive maintenance plans to promote safe and.relidble systems. By performing preventive maintenance on aur
assets, we can minimize the need for reactive maintenanee, resulting in improved reliability. Our Regulated Operating Subsidiaries contract
with Ufility Lines Construction (*ULC”), which is a division of Asplundh Tree Bxpert Co., to perform the majority of their maintenavce. The
agreement provides us with actess fo an expericnoed and scalable workforce with knowledge of our system at an established rate. In January
2012, we gave notice to ULC that we intend to terminate the #greement for all of our Regilated Operating Sithsidiaries upon the conclusion- of
the six month notice period stipulated in the contracts. We arc in the procass of negotiating and expect to enter into new agreements with the
same supplier prior to the end of the notice period-and do not anticipate any disruption iy maintenanee services.

Real Timme Operations

System. Operations. From-our operations facility in-Novi, Michigan, transmission system operators continuously monitor the performance of

the transimission systems of our MISO Regulated Operating Subsidiaries, using software and communication systems to perform analysis to

planfor contingencies and maintain security.and relinbility following any unplanne’d -events on.the system. Transmission gystem operators are

also responsible for the switching and proteciive tagging fanction, taking equipment in and.out of service to ensore capital construcfion projects

and maintenance programs can be completed safely end relighly. Similar system operat:ons services for ITC Great Plains will be provided as
new {ransmission lines ere placed in sesvice.

Loeal Balanding Authority Operator. Under the fumctional control of MISO, ITCTransmission and METC operate their electric
transmission systems as a combined Local Balancing Authority {"LBA™} area, known as the Michigan Elecitic Coordinated Systems
{*MECS™). From our operations facility in Wovi, Michigan, our employees perform the LBA functions 2s outlined in MISO’s Balancing
Anthority Agresiment. These functons include actusl inferchange date administration and - verification and MECS LBA area emergency
procedure implementation and coordination. ITC Midwest and ITC Greaf Plains are not responsible for LBA functione-for their respective
assets;

Operating Contracts

Our Remilated Operating Subsidiaries have various operating contracts, including numerous interconnection agreements with generafion
and transmission: providers that address terms and conditions of interconnection, The following significant agreements exist at our Regulated
Jperating Subsidiaries:

FITCTransmission

Dretroit Edison operates. the eleciric-distribution system to which ITCTransmission’s transmission-system connects, A set of three operating
contracts scts forth the terms-ard conditions rélated to Detroit Edison’s and ITCTransmission’s ongoing working rejationship. These conwacts
inctude the following:

Master Operating Agreement. The Master Operating Agreement (the “MOA™), dated as of February 28,.2003, governs the.primary day-
to-day operational responsibilities of ITCTransmission and Detroit Bdison and will remain in effect until terminated by mutual agreement of
the parties (sub)ect 1o any requiréd FERC approvals) unless sarlior terminated pursuant to its terms. The MOA identifies the control ares

_ coordination services that ITCTransmission is obligated to provide to Detroit Edison. The MOA. aiso requires Detrojt Edison to provide
certain gencration-based support services to ITCTransmission.

Generator-Interconnection and Operation Agreement, Détrait Bdison and JTCTransmission entered into the Generator Inierconnection
and Operation Agredment (the “GIOA™), dated as of Febraary 28, 2003, in order toeswablish, re-establish and maintain the direct electrichty
interconnection of Detroit Edison’s electricity generating sssets with JTCTransmission's wansmission system for the ‘purposes of
{ransmitfing electric power from and.to the electricity generating facilities. Unless othetwise terminated by mumal agreement of the-parfies
{subject to any required FERC approvals), the GIOA will remain in effect uniil Defroit Edison elects to ferminate the agreement with

" respectto a particdiar-unit or until 4 particular unit ccases commercial operation,

Coordinafion and Interconnection Agreement, The Coordination and Interconnection Agresment (the “CIA™), dated as of Pebruary 28,
2003, governs the rights, obligations and responstbifities of 1TCTransmission and Detroit Edison regarding, among other things, the
operation and interconnection of Detroit Edison’s distribution system and ITCTransmission’s ransmission $ystem, and the construction of
new facilities or modification of existing facilities. Additionally, the CLA. allocates costs for operation of supervisory, commmnications ang
metering equipment. The CIA will remain in effect wntll terminated by mminal agreement of the parties (subject to any required FERC
approvals),

METC

Consumers Energy operates the electric distrihution system to which METC’s transmission system connects. METC is a party to a number
of operating-contracts with Consumers Energy that govern the-operations snd maintenance of its transmission system,
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These contracts inclnde the following:

Amended and Restated Easement Agreement, Under the Amended and Restated Easement Agreement (the “Easement Agreement™),
dated as.of April 29, 2002 and as-further supplemented, Consumers Energy provides METC with.an eascmentto the land, which werefer to
as premises, on which.a majority of METC's transmission towers, poles, lines and other transmission facilities used 1o transmif-electricity at
voltages of at least 120 XV are located, which werefer to eoliectively as the facilities; Consumers Energy retained for itself the righis to, and
the value-of activities associated with, 2 other uses of the premises and the facilities covered by the Easement Agreement, such as for
distribution of electricity, fiber optics, telecomnunications, gas pipelines and-agricaltural uses. Accordingly, METC is not permitted to use
the premises or the facilities covered by the Basemeiit Agreement for any puiposes other than to provide elestric transmission and relared
services, 1o inspeet, maintain, repair; replace and remove eleciric transmission facilities and to alter, improve, relocate and construct
additional electric transmission facilities. The easement is further subject to the rights of any thiid. parties that had righis to use or eccupy
the premises or the facikities prior to April 1, 2001 in 2 manner not-inconsistent with METC s permitted uses.

METC pays Consumers Energy annual reat-of $10.0 million, in equal quarterly instaliménts, for the casement and related rights uader
the-Easement Agreement. Although METC snd. Consumers Energy share the use of the premises and the facilitics covered by the-Basement
Agregment, METC pays the entire amount of any rentals, property taxes, inspection fees and other amounts required to be paid to third
pariies with respect to any Use, ocoupancy, operafions or other activities on the premises ot the facilities and is generally responsibie.for the
maintenance of the premises and the facititiesused. for electric transmission at its expense. METC also mustanainiain commercial general
ltaiszhty insurance protecting METC and Consumiers Energy agamst claims For pevsonal injury, death or property damage acourring on the
premises or the facilities and pay for él insurance premivms, METC is also.responsible for patrolling the premises and:the facilities by air
at its expenss al least anntally ant to notify’ Consumers Energy of any unauthorized uses or encroachiments discovered. METC Must
indemnitfy Consumners Enezgy for all liabitities ansmgﬁnm the fadilities covered by the Easement Agreement.

WETC must notify Consumers Energy before dliering; improving, rélocaing or copstructing -additional trapsmission facilifies covered
by the. Basement Agreement, Constmers Bnergy may Tespond by netifying METC of ressonable work and design restrictions and
precautions.that-are needed {6 avoid endangering existing -distribution facilifies, pipélines or communications fines, in which case METC
mest-comply with fhese restrictions and precautions. METC hag the right-at it own expense to require Consumers Energy to-remove-and
relocate these facilities, bul Consumers Energy may. seguire payment in advance or the provision of reasonable security for payinent by
METC priortg removing or relocating these facilifies; and Consumers’ Energy need not commence any relocation work. until an aliemative
ripht-of-way satisfzeiory fo Consumers Energy is obtained at METC’s expense, :

The tern of the Easement Agreement runs through December 31, 2050 and is subject to 10 automatic. 50-year renewals after that time
unless METC provides-one year's notice of its élection not:-torenew the term. Consumers Energy may terminate the Easement Agreement
30 days afier giving noticoof 2 fajlure by METC to.pay is quartetly installment if METC does not cure the non-payment withir: the 30-day
notice period. At the end of the term or upon any carlier termination of the Basement Agreement, the casement and related fights terminate
and the fransmission facilities revert to Consumsrs Energy.

Amended and Restated Operating Agreement. Under the Antended and Restated Operating. Agreement'(the “Operating Agreement™),
dated as of April 29, 2002, MIETC agrees to operate its transmission system to provide all transmission customers with safe, efficient,
reliable and nondigeriminatory transmission service pursuant to its-tariff. Among other things, METC is responsible under the Operating
Agreemént -for maintaining and. operating its fransmission -system, providing Consumers Energy with information and access to its
transmisgion system and related books and records, administering and performing the duties of ‘control area operator (that is, the entity
exercising operational contral over the tramspilssion systems) and, if requested by Consumers Energy, building connectior facilifies
necessary to permit interaction with new distribution facllities built by Consumers Energy. Conmsumers Bnergy bas comesponding
obligations to provide METC with acesss 1o dts books and records and to biild distribution fasilities necessary to provide adequate and.
roliable transmission -services to wholesale customers, Consumers Energy must cooperate with METC as METC performs its dufies as
contro} srea. operator, including by providing.reactive supply and vollage control from generation sources or other ancillary servicss and
reducing load. The Operafing Agreement is effective through 2050 and is subject to 10 antornatic 50-year-renewals after that fime, unless
METC provides one year's natice of its-clection not to renew.

Amended and Restgied Prrchose and Sale dgreement for Ancillary Services. The Amended and Restated Purchase and Sale Agreement
for Ancillary Services (the “Ancillary Services Agreement™) is dated as of April 29, 2002. Since METC does not own any geverating
facilities, it must procure anciliary services from thivd party suppliers, such as Counsumers Energy, Currently, under the Ancillary Services
Agreement, METC pavs Consumers Energy for providing cerain generation based services necessary to support the veliable operatien of
the bulk power prid, such as voltage support and genesation capability and capacity to balance loads and generation. METC is not precinded
from procuring these ancillary services from third party suppliers when available. The Ancillary Serviees Agreement is subjest to roliing
one-year renewals starting May 1, 2003, unless terminated by either METC or Consumers Energy with six. months prior written novice.,
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Amanded and Restated Distribution-Transmission Inteyconnection Agreement, The Amended and Restated Distribution-Transmigsion
Imterconneciion Agreemont (the "DT Inferconnection Agreement™), dated Aprii 29, 2002 and amended most recently sffective as of
September §,°2010, provides for the interconnection of Consumers Energy”s distribution system with METC's wansmission system and
defines the continuing Yights, responsibilities and obligations of the pariies with vespect to the use of certain of thelr own and the other
party*s properties, assets-and. facilitics. METC agrees to provide Cousumers Energy interconnection servics at agreéd-upon interconnection
points, and the parties have mutnal responsibility for maintaining voliage and compensating for reactive power losses resulting from their
respective serviess. The DT Intereonnection Agreement is effective 50 longas any interconnection.poii is connected to METC, uniess it.is
terminated sarlierby mutual agreement of METC and. Consumers Energy.

Amended and Restated Generator Interconnection Agreement, The Amended and Restated Generator Interconnection Agreement (the
“Generstor Interconnection Agreement™), dated as of April 29, 2002.and amended most. recently effecfive as of Angust I, 2011, specifics
the terms and conditions under whish Consumers Brergy and METC maintain the interconnection of Constmers Energy’s generation
resources and METC"s ransmission assets, The Generator Intorconnection Agreement is effective eifher uniil it is replaced by any MISO-
required contract of unti] mutually egreed by METC and Conswmers Energy to terminate, but not later than the date that ali listed
generators cense colinercial operation.

FIC Midwaest

IP&L operates the-electiic distribution system to which ITC Midwest’s transmission sysiem connects, ITC Midivest i§ a party to a number
of operating:contracts with IP&L that goverd the operations and mainfenance ofits transmission system. These contracts inelude the following:

Distribution-Transmission Interconnection 4 greement. The Diswibution-Transmission Interconnection Agreement (the “DTIA™), dated
asof Deécember 17, 2007, governs thevights, responsibilities and obligations-of ITC Midwest and IP&L, with-respéet to-the use of ceriiin of
their own and the-other parties® property, assets and facilities, and the construction of new factlities or modification of existng facilities.
Additionally, the DTIA. sets forth the terms pursuant to which.the equipiment and facilities and the interconnéction equipment of TP&L will
continic to connect ITC Midwest’s-facilities through which ITC Midwest provides fransmission. serviee under the MISO Transmission and
Energy Markets Tariff, The DTEA will remain in effect unifl terminated by mutual agreementby the partics (subjest to any reguired FRRC
approvald) or as long-as any interconnection point of &L s connected to FTC Midwest™s facilities, unless modified by wiitten agreement
of the parties,

Large Generator Interconnection Agreement; ITC Midwest, IP&L and MISO enterell into the Large Generator Interconnection
Agreement (the “LGIA™), dated as of December 20, 2007, in order fo establish, te-zstalilish and mainiain the direct electricity
interconnection of IP&L%s electeicity generating -assets with ITC Midwest’s transmission system Tor the purposes of transmitting cleciric
povier from and to the electricity generating facilities. The LGIA will.remain in effect untll terminated by JTC Midwest ar uniil IP&L elects
toterminate the agréement if 2 particular unit.ceases commercial eperation, for three-conssentive years,

Operdsions Services Agreement For 34.5 KV Transmissibn Facilities. ITC Midwest and IP&E, enteréd into the Operations Serviges
Agreemént for'34,5EV Transmission Facifities (the “08A™), effective 45 of January 1, 2011, under which IP&L pecforms. certain operations
furictions for HI'C Midwest’s 3425 kV transmission sysiem on behalf of ITC Midwest, The OSA will remain in full foree and offect until
Deceniber 31, 2015 and will extend automatically from yearto year thereafior until-terminated by either party upon not less than one year
prior written notice:to the other party.

ITC Greaf Plaing

Amended and. Restated Maintenance Agreement. Mid-Kansas Blectric Company LLC (“Mid-Kansas™) and ITC Great Plains have
enfered iito a NMaintenance Agreement (the “Mid-Katsas- Agreement™), dated.ds of August 24, 2010, pursuant to which Wid-Kansas has
agreed to perform varions figid operations and maintenance services related to-the ITTC Great Plains Elm Cresk and Flat Ridge Substations,
which ITC -Great Plains purchased from Mid-Kansas. The Mid-Kanses Agreement has an initial term of 10 vears -and antomatic 10-year
rehowils unless terminated (1) due.toa breach by the non+terminating party following notice and failure to cure, (2} by mutual sonsert of
the pesties, ot {3) by ITC Great Plains under certain limited circumstances, Serviess must continge tbe provided for af least six months
subseguent 1o the termination date in any case.

Regulatory Environment

Many regulators and public policy makers support the need for further investment in the transmizsion grid. The growth in electrieity
generation, wholesale power sales and consumption combined with historically inadequate transmission investment have resulted in significant
fransmission constraints across the United States and increased siress on aging equipment. These problems will continue without increased
investment In fransmission infrastructure, Transmission System investments can also inorease system reliability and reduce the frequency of
power outages. Such invesiments can reduce transmission constraints and improve access 1 lower-cost generation resources, restilting in a
lower everall cost of delivered electricity for end-use consumers. Afler the 2003 blackout that affected sections of the Northeastern and
Midwestern United States and Omiario, Canada, the

Exhibit CB-H1a




AT AT T e cieky RIS AT =1

Exhibil CB-KHia




Depariment of Energy (the “DOE™) established the Office of Electric Transmission and Disteibution, focused on working with reliability
experts from fhe power industry, state governments, and-their Canadian counterparts to improve grid reliability and increase investment in the
eountry's electric -infrastructure. In addition, the FERC has signaled its desire for substantial new investment in the twansmission sector by
implementing various financial and other incentives,

The FERC has also issued orders-16 promote nor-discritninatory transmission access Tor al} transmissiop customers. In the United States,
electric trausmission assets ar¢ predominantly ewned, operated and maintained by uiilities that aiso own eleciricity generation and distribution
assets, known as verficilly inteptated utilities, The FERC has recognized that the vertically-imegrated utility model inhibits the provision. of
non-diseciminatory transmission access and, in order to alleviate this potential discrimination, the FERC has mandated that all sransmission
systems over which. it has jurisdiction must be operated in a comparabie, non-discriminatory manner such that any seller of afeciricity affiliated
with a transinission owner or aperator is not provided with preferential treatment.. The FERC has also indicated thet independent transmission
companies can play -a.prominent role infurthering its-policy goals and has encouraged the legal and functional separation of transmission
operations from generation and distribution operations.

On Aungust 8, 2005, the En¢rgy Policy Act was enacted, which requires the FERC to implement mandatory eleotric transmission reliability
staridards to be enforced by an Bleotric Reliability Orpanization. Effective June 2007, the FERC approved mandatory adeption .of certain
relinbility standards and-approved enforcement actions for vioiators, including fines of up to $1.0 million per day. The NERC was assigned the
responsibility of devéloping and enforcing these mandatory relidbility standards. We continually -assess out Tansmission -systems against
siandards established by the NERC,.as well as the standards of applicable regiomal entities under the NERC that have been -delégated certain
sutharity- for the purpose of proposing and enforcing réliability standards. Finally, the Encrgy Policy Aot repealed the Public Utility Holiding
Gompany Act of 1935, whith was replaced by the Public Utility Holding-Company- Act of 2005. It alse subjected utility holding companics to
reghlations of the FERC reldted o access to books and records, and amended Secfion 203 of the FPA ie provide explicit authority for the
FERC to review mergers and consolidations involving utility holding companies in certain circumstances.

Federal Regulation

As eleetric trensmission companies, our Regulaied Operating Subsidiaries are regulated by the FERC, Ths FERC i§ an independent
regulatory commission within the DOE that regulates the inferstate fransmission and certain wholesale sales of natural gas, the wansmiission of
61l and oil products by pipeline, and the transmission and-wholesale sale of eleciridity in interstate commerce. The FERE also administers
accountiiy and financial reporting regulations and standards of conduct for the companies it regulates. In 1996, in order to facilitate open
teeess fransmission for participants in wholesale power markets, the FBRC issued OrderNo. 888, The open access.policy promuigated bythe
FERC in Order No. 88% was upheld in & United Staies Sipreme Court decision State of New York vs, FERC, issued o March 4, 2002, To
facilitate open zecess, among ofher things, FERC Order No. 888 encotwaged jnvestor owned utilities to cede operational contro} over their
{ranstmission systems to I80s, which are not-for-profit entifies,

As an gliemative to ceding operating control-of their transmission assets to I80s, certain investor owned wilities began to promote the
formation of for-profit transmission companies, which would assume control of the operation of the grid. In December 1099, the FERC issued
Ordér No, 2000, which strongly encouraged atilities to voluntarily transfer operational controt of their frensmission systems to RTOs. RTOs; as
envistoned in Ordsr No. 2000, would assume many of the funefiony of an IS0, but:the FERC penmitted greatet flexibility with regafd to the
organization. and strocture of RYOs than i had for IS0s, RTOs could acconmodate the inglusion of independently owned, for-profit companies
that own transmission assets within their operating structure. Independent vwnership would facilitate not only the independent operation of the
transmission. syslems: bul dlso the formation of companies with @ greater financial interest i maintaining and augmenting the capacity and
religbility of those systems. RTOs sich as MISG and SPP monitor electric-relability. and are-fesponsible for coordinating the operation of the
wholesale elestric transmission system.and ensuring fair, non-discriminatory access to-the-transmission grd.

Y July 2011, the FERC issusd Order No, 1000 ("Order 1000") which amends certaini-existing transmission planning and cost aflozation
requirements to-ensus that FERC-jurisdicfional services are provided at just and reasonable rates and on.a basis that is juét and reasonable and
not unduly discriminatory or prefereniial. With respeet to fransmission planning, Order 1000: (1) reguires that cach public ulility transmission
provider participate in a regiondl fransimission plasning process that produces a regional ransmisgion plan; (2) requires that each public utility
transmission provider amend its Open Access Transmission Tarff ("OATT®) to describe procedures thay provide for the consideration of
transmission needs deiven by public policy requirements in the local and regional transmission planning provesses; {3) removes from FERC-
approved tariffs and agrecmenis a federal right:of first.refusal for certain new ransmission facilities; and (4 improves coordination between
neighboring transmission planming regions for new interregional transmission facilities. Order 1000 could potentially lead to preater
competition for eertain trapsmission projects, including within our current operating area. The compliance phase for Grder 1000 is expected to
take up to 18 months.

Revenue Regqnirement Calculations and Cost Sharing for Projects with Regional Benefits

The cost based formula rates used by our Regulated Operating Subsidiaries continue to evolve w influde revenue requirement
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caleulations for vanious types of projects. Network revenues continue to be the fargest component of revenues recovered through owur formuls
rates. However, regional cost sharing revenues are growing as a result of projects that have-been identified by MISO or SPP as having regional
benefits, and therefore eligible for regiondl cost recovery under their tariff. Separate caleulations of revenue requirement are performed for
projects that have been approved for regional cost shating and certain of these revenue requirements are subject to an annual trug-up. The
separate caleutations of revenus requirement impact only which parties ultimately pay for the transmission services related to these projects and
do not impact. owr financial resuifs,

We have projects that are eligible for regional cost sharing under Attachment FF of the MISD tariff, such as certain network upgrade
projects, and the MVPs, including the Thumb Loop Project. The FERC accepted MISO’s Thumb Loop Project MVP filing in 2010,
Additionally, certain projects ai ITC Great Plains are eligible for recovery through s region-wide charge in- the 8PP tariff: the KETA Project,
whith was pajt of the halanced portfolio of projects approved by SBP in 2000 and the Kansas V-Plan Project, which is subject to SPP's
highway/byway cost-aliecation. The FERC approved SPP’s highway/byway cost allocation methodology in 2010, These projects are- described
in more detail. in “Ttem 7 Management’s Discussion and Analysis of Financial Condition and Results of Operations — Capital Project Updates
and Other Recent Developments.” '

State:Regulation

Thexegulatory agencies in-the states where our Repulated Qperating Sobsidiaries” assets are located do not have jurisdiction over rates or
terms and conditions of service, However, they typically have jurlsdiclion oversiting of transmission facilities and related matters as deseribed
below. Additionally, we are subject to-the regulatoty oversight of various state environmental quality departments for compliance with any
state environments] stantards and regulations,

ITCTrunsmission gnd METC
Michigan

The MPSC has jurisdiction over the Sifing of wansmission facilities. Addifionally, pursuant to Michigan Public. Acts 197 and 198 of 2004,
1TCTransmission and METC have the right as independent transmission companies to condlemn property in the siate of Michigan for the
purposes of buitding or miaintaining transmission facilities,

ITCTransmissioh and MEBYC are also subject to the regulafory oversight of the Michigen Depariment of Environmental Quality, the
Michigan Depariment of Natural Resources antl certain local anthorities for compliance with all environmental standards and regulations.

ITC Midwest
Towe

Tewa Code ch. 478 provides that the JUB has the power of supervision over the construction, operation, and maintenance of transmission
facilitios In Jowa by any entity, which inélides tho power to issue franchises. Iowa Code ch. 478 further provides that any entity granted a
franchise by e TUB is vested with the power. of condemmation in lowa io the extent.the JUB approves and deems necessary-for public use. A
city has the powet, pursnant to Jowa Code ch. 364, to grant a franchise to erect, maintain, and operate transmission facilities within the city,
whicl franéhise may regulate the conditions required and manner of usc of the-sirests and public grounds of the city and may confer the power
to appropriate and condemn private property.

ITC Midwest also is subject to the regulatory oversight of certain state agencies (including the Tows Department: of Natural Resotirees) and
certain Iocal authorities with respect to the issuance of environmental, highway, railroad, and similar permits.

Minnesota

The MPUC has jurisdiction over the sifing and routing of new transmission. lines or upgrades of exisfing lines through Mimesota's
~Certificate of Need and Route Permit Processes. Transmission compantes are-also required to participate in the State’s Biennial Transmission
Planning Process and are subject to the state’s preventative maintenance requirements, Parsuant to Minnesota law, YTC Midwest has the right
a8 an independent trangmission campany to condemn property in the State of NMinnesota for the purpose of building new transmission facilities,

ITC Midwest is also subject to the regulatory oversight of the Minnesota Poliution Control Agency, the Minpesota Department of Natural
Resourtes, the MPUC in conjunction with the Department of Commerce/ Office of Bnergy Security, and certain loecal authorities for
compliance with applicable environmental standards and resulations,

filinais

The ICC exercises jurisdiction over sifing of new fransinission lines through its requirements for Certificates of Public Convenience and
Necessity and Right-Of-Way acquisition thai apply fo construction of new or upgraded facilitios.

ITC Midwest also is subjest to the regulatory oversight of the Tllinois Environmental Protuction Ageney, the Tlinois Departmeni of Naiural
Resources, the Hlinois Polhsion Control Board and certain local autherities for compliance with all environmental
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standards and regulations,

Missour!

Because ITC Midwest is 2 “public wility™ and an “electrica} corporation” under Missouri law, the MOPSC hag jurisdiction to determine
whether ITC Midwest may operate in such capacity. In this regerd, on August 30, 2007, the MOPSC granted ITC Midwest a certificate of
public convenience and necessity 1o own. operate and maimain a 161 ¥V transmission Tne of approkimately 9.5 miles located in-Clark County,
Wissouri which conneots the substation. in Keokuk, lowa with Ameren Energy Genernfing Company®s transmission substation near Wayland,
Missouri. The MOPSC also exercises jurisdiction with regard fo other non-rate matters affecting this Missouri asset such #s transmigsion
substation construction, general safety and the transfer of the franéhise.or property.

ITC Midwest is also subjeet to the regilatory ovessight of the Missouri Drepartment of Natural Resowces for compliance wifh all
environmental standafds-and regulations relafing to this transmissien fine.

TFCGreat Pliins

Kansas

issuanee of & hmlted mﬁcgte of .convenience. to TTC Great Plains for the purposes of ‘building, owning and operating SPP transmission
projecis-in Kansas. In addition to-its certificate authority, the KOC has jurisdiction overthe stiing-of electric fransmission-dines.-

ITC Gredt Plains is<dlgo subject 10 the regulatory oversight of the Kansas Department of Health and Environment for compliance with all
environmentdt standards and remilations relating tothe construction phase of any transmission Jine.

Oldakoma.

On Septeriber 11, ‘EOQB, ITC. Great Plains received approval from the OCC to operate in Oklahoma, pursuant io Oklahoma Statutes as an
electric public.utility providing only transmission services. The OTC does not-exercige jurisdiction over the siting of any-transmission lines.:

ITC Great Plains may be subject to the regulatory oversight of Oklahoma Deparfment of Environmental Quality for compliance with
- environmental standards and regilations relating to construction of proposed transmission Tines.

ITC Great Plains does not cusrently- own or operate irensmission faciiitiés ju Oklahama, but is constructing an approximately 19-mile 343
£V transmission Hne and associated facilities i southeastern’ Oklehoma, known as the Hugo to Valliani-project.

Sources of Revenue

Be¢ “liem 7 Management®s Discussion and Anslysis of Financial Condition and Results of Operations ~— Results of® Operations —
Operating Reverues” for a discussion of our-principal sources of revenue.
Seasopality

The cosi-based formula Tates with 8 true-up mechanism in effect for all our Regulated Opersting Subsidiaries, as discussed in “ltem 7
Management’s Discussion and Analysis of Financial Condition and Results-of Operations — Cost-Based Formula Rates with True-Up
Mechanism,” mitigate the-seasonality of:net income:for our Regilated Operating Subsidiaries. Our Regulated Operating Subsidiaries acerue or
defer revenues tothe extent that theaotual revenue reguivement for the reporting period is higher or lower, respeotively, than the amounts billed

relating to-that-reporting period. For example, to the extent that amounts billed are less fhan onr revenue requiresent for a reporiing period, 2
revenne acordal is recorded for the difforence and the-difference results in nonet income.impact,

Operating cash flows are seasonal:at our MISC Regulated Operating Subsidiaries, in that cash received for revenues is typically higher in
the summer months when peak foad is higher,

Principal Customers

Qur principal transmission service customers.are Betroil Edison, Consumers Energy and IPEL, which accomted for approvimately 30.8% ,
26.0% and 25.3% , respectively, of our total operating reveaues for the year ended December 31, 2011 . Onc or mare of these customers
together have consistently represented & significant percentage of our operating revenue, These percentages of total operating revenues of
Detroit Edison, Consumers Energy and IP&L include an estimate for the 2011 revenue accruals and defervals that were included in our 2011
operating reventes, but will nof be billed to our customers until 2013, We have assumed that the revenues billed fo these customers ip 2013
would be in the same proportion of the respective percentages of network and regionsl cost sharing revenues hilled te them in 2011, Our
remaining reveaues were generated from. providing service to other entities such as altemative electricity suppliers, power marketers and other
wholesale customers that provide electricity 1o end-use consumers and from transaction-based capacity reservations. Nearly all of our revenues.
are from wansmission
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customers iri the United States. Although we may recognize allpeated revenues from time to fime from Canadian entities reserving transmission
over-the Ontario or Manitoba interface, these revenues have not been and are not expected to be material fo vs.

Eiliing

MISO js responsible for billing and collection for transmission services and administers the transmission tariff in the MISO service
territory. As the billing agent for our MIS0 Regulated Operating Subsidiaries, MISO bills Defroit Edison, Consumers Energy, TP&L and other
customers on-a monthly basis and collets fees for the use of our transmission systems,

SPP is responsible for billing. and collection for transmission services and administers-the transmission tariff in the SPP servics territory of
vihich ITC Great Plains is a member, As the billingagent for ITC Great Plains, SPP independently administers the transmission tariff.

See “ltem 74 Quantitative and Qualitative Disclosures about Matket Risk — Credit Risk” for discussion of our eredit policies,
Compstifion

Bach of our MISO Regulated Operating Subsidiaries is the only transmission system in its respective service ares and, therefore, cffectively
hes:no competitors. However, the competitive environmer may change due {0 the implementation -of Order 1000, See further discussion of
QOider 1000 above under "Repulsiory Envitonment — Federal Regdtalion.” For our subsidiaries focused on development epportunitics for
Aransmission investment in other service aveas, the incumbent utilities or other.entities with transmission development initiatives may compsete
with us by seeking regulatory approval to be named the party authorized fo build new capital projects that-we are also pursuing. Becanss our
Regulated Oporating Subsidiaries ark currently the only transniission companiessthat arg independent from-electricity market participants, we
beliave we are best able to develop these projects in a non-disciiminatory manner, However, .there are no assurances we will be selected to
davelop projects that other entities are also pursuing.

Emgployees
As of December 31, 2011 ,»we had 452 efriployees. We consider our relations with our employessto be good.
Environmental Matters

-Qur operations are subject 1o federal, stéte, and tocal environmentat laws and regutations, which impose limitations on the discharge of
pollutatits into dhe envitonment, establish standards for the management, freatment, storage, transportation and disposal of hazardous materials
nd of solid and hazardons wastes, and impose obligations 0. investigate and remediate contaminaiion In certain circumstances. Eiabilifies to
mvestigate or remediate contemination, as well asother Jibilities soncering hazardous materials or contamination, such as claims for personal
injury- or property damage, may arise at many tocations, including formerly owned or operated properties and sites where wastes hiave been
treated or disposed of, as wéll »s at properties currently owned or opersted by us, Such Habiliffes may ariss even where the contarination doas
nol result from noncompliance with applicable environmenta! laws, Under a nuniber. of environmental laws, such lirbilities may also be joint.
.anil several, meaning that a party can be held responsible for more than its share of the lability involved, or .even the entire shaie.
Environmentil reguiremerits generally have become more sttingent and complisnce with these requirements more expensive. We aro not aware
of any specific developments that swould ingrease owr.cosis. for such compliance in a manner that-would be expected to have e material effect on
curresults of operations, financial position or Hquidity.

Our assets and opsrations also involve the use of materials classified as hazardous, toxic or atherwise dangerons. Many of the propertiesour
Reguiated Operating Subsidiaries own or operate have been used for many years, and include older fucilities and-eguipment that mey be more
Jikely: than-newer ones to coniain or besmade from such materials. Some-of these properiies include aboveground or undergroting storage tanks
and assodiated piping. Some of them also indlude large slevtrical equipment filled with mineral oil, which may contain er previously have
contnined polyehiorinaied biphenyls (commonty known as PCBs). Qur facilitiek and equipment are ofien situated close to or on property cwned
by others so.that, if they are the source of contamination, the property of others may be affected. For example, dboveground. and vndergronnd
transmuission 1ines sometimes traverse properties that we do not own, ard, at some of our-transmission. stations, ransmission assets (owned or
operated-by us) and distribution assets (owned or operated by ourdransmission enstontersy are commingled.

Some properties in which we have an ownership interest or af which we oparate ave, and others are suspected of being, affected by
enviropmental contamination. We-arenot aware of any claims pending or threatenedl against us with respect to environmental contamination, or
of any investigation or remediation of contaninalion at any properties, that enidil costs Hkely to materially affect us. Some facilities and
properties are locaied near environmentally sensifive areas such as wetlands,

Claims have been made or threatened against electric uilliiies for bedily injuty, disease or other damages allegediy related fo exposure to
electromagnetic ficlds associated with elecric transmission and distribution Hpes. While we do not believe that & causal link bstween
electromagnetic ficld exposwre and injury has been gencrally estublished and accepted in the sciontific community, if such 2 relationship js
established or aceepted, the liabilitics and costs imposed on our busiress could be significant.
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We are not aware of any claims pending or threatened against us for bodily injury, disease or other damages atlegedly related to exposure to
Elestrornagnefic fields ond eleciric fransmission and distribution lines that entail costs likely to have a materigl adverse effect on. our results of
operations, financial position or liguidity. -

Fliings Under the Securittes Exchange Actof 1934

Our internct address is ptipd/www itc-holdings.com . You can access free of charge on our web site all of our reporis filed pursuan! to
Seetion 13(w) or L5(d} of the Securities Exchange Act of 1934, as amended (the “Exchange Act™), insluding our annual reports on Form 10-1,
quarterly reporis on Form 10-Q, current vepoits on Form 8-K, and any amendments to those reporis. These reporis are available as soon ag
practicable after they:are electronically filed with the Securities and Exchange Commission (the “82C™). Also on our web site are our:

+ Corporate Governance Guidelines;

« Code of Business Conduct and Bthics; and

« Comnmnittee Charlers: for the Audit and Finance Commitice, Compensation Commitiese and Nominating/Corporate Govemance
Commitiee,

ur Code of Business Conduct and Bthics applies to all directors, officers and employees, including our Chairman, President and Chief
Executive Officer and our Excoumtive Vice President and -Chief* Financia} Officer. We will post any amendments to the Codé of Business
Conduct ang Ethics, and any waivers that are reguirgd to be-disclosed. by the rules of either the SEC or the NYSE, on our web 'site within fhe
required.periods. The liformation on our-web site is not incorporated by reference into thisteport,

To learn more about us, please visit our webkite a¢ ttpiffwwwiitc-holdinps.com . We use our website as 2 channel of distibution of materfal
company information. Finageial and other material informationregarding us is roufinely posted on our website and is readily accessible:

You may also read ond copy any materisis we file-with the 8EC at the SECs Public Reference Room af 100 F Streat, NE, Washington BG,
20549, You may obtain information on the aperation of the Public Reference Koom by calling the SEC at 1-800:SEC0330, The SEC dlso
mathtaing an intemet sile that contains repouts, proxy anfl information statements, and other information regarding issuers that file
electronically with the SEC, The address is hitpdfwww.sec. gov .

ITEM 1A. RISK FACTORS,
Risks Refated to'Our Business

Certain-elements of our Regulated Qperating Subsidiarics’ cost recovery-through rates can be challenged, whicl could vesuls.in Ioweredl
rates anil/or rofunts of amounts previously colleeted and thus have an adverse effect on our business, finwscial condition, results of
operafions ani-cash flows: We have also:made cevtaln conunitments to federal-and state regulators with respect-to, among aiher things,
onr vites in connection with vecert qoquisifions-(including ITC Mihwest's acquisition. of IP&L’s elecirle transmission assels) that.eonld
have an advarse effect on our business, financial condition, resulss of operations und cash flows,

Our Regulated QOperating Subsidiaries provide transmission service under rates regulated by the FERC. The FERC has approvedl the eost-
based fortmula rale templates used by our Regulated Operating Subsidiaries, but ithas not expressiy approved the amount of actusl capifal and
opsrating expenditures 1o be vsed in the formula ratés. All aspects of our Reguilated Operating. Subsidiarics’ rates approved by the FERC,
inchuding the formtla rate-temyplates, ITC Transmission’s, METC's, ITC Midwest’s and ITC Great Plains” respective allowsd 13.88%, 13.38%,
12,38% and 12.16% rates of refum on the actual equity poriion of their respective capital structures, and the data inpdis provided by our
Regalaied Operating Subsidiaties for caleutation of each year's sate,-are subject to challengo by interesied parlies 4t the FERC in 2 proceeding
under Section 206 of the FPA. If a chailenger can establish that any of these aspects are unjust, wircasoneble, unduly discriminatory ar
preferential, then the FRRC will make approprizic prospective adjusiments to them andlor disdllow any of owr Regulated Operdting
Bubsidiaries’ inclusion of those aspects in the rate seffing fotmula This could resuliin lowered rates andfor refinds-of amounis-collected after
the date that & Section 206 challenge is filed.

The FERC s order approving our acquisition of METC was conditioned upon IFCTransmission and METC not recovefing “merger-related
costs™ in their rates, as described in the order; unless.a separate informational filing is submitied to the FERC. The informational filing, which
could be challenged by interested parties, would need 1o identify those costs and show that such costs are.ontweighed by the benefits of the
acquisition. Determinations by IECTransmission or METC that expenses incladed in their formula rate template for recovery are not
acquisition related costs are also subjest fo challenge by interested patties at the. FERC, I challenged at the FERC and ITCTransmission or
METC fai! to show thal costs included for recovery are not merger-related, this also could result in lowered rates and/or refunds of amounts
eollecied. Wehave not sought repovery of merger-related costs #f ITCTransmyission or METC.
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Tinder the FERC’s order approving ITC Midwest’s asset acquisition, 1TC Midwest agreed to a hold harmless commitment in which no
acquisition premium will be recovered in rates, nor will 1TC Midwest recover through trarismission rales any transaction-related costs that
exceed demonstrated fransaction related savings for s period of five years. If during the five year pedod ITC Midwest seeks {0 recover
iransaction-related costs through its formala rate, ITC Midwest mugt make an informationa! filing at the FERC that identifies the transaction-
rejated gosts sought to be.recovered and demonstrates that those costs are exceeded by wansaction-related savings. f challenged at the FERC
and ITC Midwest fiils to show that iransaction-related costs included for recovery do not exceed transactionwrelated savings, ITC Midwest
could be-subject to lowered rates snd/or refunds of amounts praviously collected. Additionally, in lowa and Minnosota, as part of the regulatory
epproval process, ITC Midwest committed not to recover the first $15.0 niiflion in transaction-related costs under any circumstances. We have
ot soughit recovery of transaction-relaied costs at ITC Midwest,

In the Mihnesota regulatory preceeding to approve ITC Midwest's December 2007 sequisition of the transmission assets of IP&L, ITC
Midwest also agreed o build two transmission projests intended to improve-the réliability and efficiency of our electric transmission system,
Specifically, ITC Midwest made commitments to use commerciglly reasonable best efforts to complete these projects-prior to December 31,
2609 and 2011, respectively. In the event ITC Midwest i3 found to have failed.to meet these commitmerits, the allowed 12.38% rate-of retum
of the-actual equity portion of ITC Midwest's capital strueinte would be rediwced to 10.39%-antil such time-as ITC Midwes! completes these
projects, and ITC Midwest would refund with inferest any amounis coliected sinoe: the close date of the iransaction that exceeded what worild
have been collected if the 10.39% return on-equity had been used. The project fhat was teguired. to be completed.prior 1o December 31, 2009
was completed by thal deadline. With respeci‘io the second project, the 345 KV Salem-Hazslton line, cortain regilatory approvals wergneeded
from the JUB before consiruction of the project couid commence, but due to the JUB's case-seheduls, these approvale were not recoived amtil
the second guarter of 2011, As a.result of the delay in the receipt of the-necessary reguletory approvals, the: profect was not completed by
December 31, 2011, While we believe we used commersially reasonable best efforis to meet the December 31, 2011 deadline, any of the events
described above could have s material adverse effect on ourbusivess, financial condition, results of operations and cash-flows.

Ouer Reguluted: Gpemimg Subsitiaites’ votunl caplegl expenditives muy be lower than planned, whiciy worndd-decrense expectéd.rate base
und therefore onr expected revenues ond earnings. In adiition, we expeot to invesi in strutegie developwent.gpportunities to improve:ile
qff dlefiey apd relézzbif:ty of the:transmission grid, byt we cunnot assive you that -we will be-able 10 liitiate or complete any of these
investnants,

Each of our. Regulated Operating Subsidiaries® rate base, revenves and eamings are defermived in part by additions to-property, plant and
equipment when jlaced in service, We anticipate making Sigoificant capita] investments over the next five vears which inchude estimated
ranstiission ustwork upgrades for generator interconnestions. The amounts for network uwpgrades could change.significantly due to factors
beyond our control, such as changes in the MISG guene for generation projects amd whether the generator meets the various criteria of
Attachment FF of the MISO Open Access Transmission, Energy, -and Operating Reserve Markets Tarf for the-project to .qualify as-a
réfiindable network upgrade, among other factors. If our Regulated Operating Subsidiaries® capital expendifures and the resuiting in-service
property, plant and equipment are lower then anficipated Tor any reason, our Regulaiéd Operating Subsilaries will have a lower than
anticipated rate base thus.causing théir revenue requirements and future earnings-to. be potentially lowerthan anticipated.

Th addition, we aré pursuing broader strategic development investment opportunities for transmission construotion related to building
regional transmission facilifies, inferconnections for generating resources, and other invesiment opportunities. The incumibent wilities or other
entities with tzansmission developmenit nitintives may compete with us by deciding to pursue capiial projects-that we are pursuing, Thess
estimates of potential nvestmeni opportunities are based primaiily on foreseeable fransmission needs apd general wansmission construction
costs, not-necessarily on partictifar project cost estimates.

Any eapits] investment at our Regulated Operating Subsidiaries or as o result of our breader sirategic development initiatives may belower
than expected due to, among ofher factors, the impact of actuel loads, Torecasted. joads, regional evonomic conditions, weather conditions,
union strikes, labor shortages, material and equipment prices-and availability, cur ability to obtain financing for such expenditures, if necessary,
limitatiens on the amount of construetion thal can be undertaken on owr system or wansmission systems owned by others at any one fime,
regulatory approvals for reasons relating to Tate construct, environmental, siting, regional planning, cost recovery or other issues or as a result
of legal proceedings.and variances betwesen estimated. and acival eosts of construction contracts awarded. Our ability to engage in construction
projests resulting from pursuing these initiatives is subject to significant uncertainties, including the factors discussed above, and will depend
on: obiaining any pecessary regulatory aad other approvals for the project and for us to initiate construciion, our achieving status as the builder
of the project in some circumstances and other facters, Therefore, we can provide no assuranee-ag to the actual level of investment we may
achieve at our Regulated Operating Subsidiaries or as a result of the broader strategic development initiatives.
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The regulations {o which we-are snbject may Hmit oup abilily 30 raise capital and/or prasue acquisitions, development opportinities ev
other transactions or nay subject us to Habilitizs,

Fach of our Regufated Operating Subsidiaries is & “public utility” under the FPA and, accordingly, is subject to reguiation by the FERC.
Approval of the FERC is required under Section 203 of the FPA for a disposifion or acquisition of regulated public utility facilities, either
divectly-or indirectly through & holding company. Such approval may alse be required to soquire seowities.in & public atility. Seciion 203 ofthe
FPA tlso provides the FERC with explicit authority over utility holding companies® purchoses or acquisitions of, and mergers or consolidations
with, a public utility. Finally, each of our Regulated Operating Subsidiaries must also seck approvat by the FERC under Section 204 of the
FPA for issuanaes of its seourities (including debt securities).

We are also pursuing strategic development opportunities for construction of transmission facilities and interconnections with generating
resaurces. These projects require Tegnlatory approval by the FERC, applicable RTOs and siate regulatory agencies. Failure to secure such
regulatory approval for new strategic development projects could adversely affect our ability to grow our business and Incresse our revenues.
In nddition, we are subject-to state and/or local regulations relating to,.among.other things, facility siting. ¥ we fail to somply with these fooal
regulations, we may incur Habilities for such failure,

Changes.in federal energy laws,-regulations or policies could impact.eask flows and could veducethe dividends we may be able {o pay onr
stockholders.

The formularate templates used by owr Regulated Operating Subsidiaries to: caleulate their respestive ammual revenue reguirements will be
used by our Regulaied Operating Subsidiaries for that purpose unti] and unless.the FERC. determines that such rate formule is unjust-and
unrcasonable: or that another nrechanism is more appropriate. Such determinations could result from challenges inifiated at the FERC by
interested parties, by the FERC on its ovn initiative in a proceeding nnder Section 206 of the FPA or by 2 successful application initiated by
any of our Regulated Operating Subsidiaries under Seofion 205 of the FPA. End-use consumers and enifies supplying electricity to end-use
consumers Thay attermpt to influence govermment andfor regulators to change the Tate sefiing methoddlogies thal apply fo our Regufated
Operating Subsidiaries, particularly if rates for delivered eleciricify increase substantially.

Each of our Regnlated Operating Subsidiaries is regulated by the FERC-as a “public utility” under the FPA and is a transmission owner in
MISO or SPP. We cannot prediet whether the approved rate-methodalogies for-any of our Regulated Operating Subsidiaries wilt be chenged. In
addifion, the US. Congress periodically considers enacting energy legislation that could shift new responsibilities to the FERC, modify
srovisions of the FPA or provide the FERC or another entity with increased. authority to regulate transmission matters. We cannof predict
whether, and to what extent, ouwr Regulaied Operating Subsidiaries may be affected by any such changes in federal energy laws, regulations.or
poticies in the funure,

I amourds billed for fransmission sevviee for onr Regulated Operating Subsidiariec’ {ransmisvion systems are lower than expected, the
timing-of callectivi af our revenues weonld be deloyed.

If amounts billed for transmission service are lower then expected, which. could resulf from Jower network load .or point-to-point
-transmission service on our Regulated Operating ‘Subsidiaries” transmission systems due to weather, a weak cconomy, chianges in the nature or
composition of the transmission assets of our Regulated Operating Subsidiaries and swrounding avess, poor fransmission quality of
‘neighbofing transmission systems, or for any other reason, the {inting of the collection of our revenue requirement would likely be delayed until
such circumstanees are edjusted through the irae-up mechanism in our Regulated Operating Subsidiaries® fornnila raie templaies, The effect of
such under-coliection would be to reduce the amount of our available cash resources from what we-had expected, vihich may require us to
increase onr sutstanding indebtedness, reducing our available horrowing. capacity, and may require ug to pay-interest.af a rate that exceeds the
‘Interest.to whidlh we arc entifled in connection with the operation of the frue-up mechanism.

Eeath of our MISO Repulated Operating Subsidiaries depends-ou s primary customer for o substantiol poriior of ifs revennes, and anp
material failuve by those priviary costomers fo maokc payngnts for ransmission services wonlil adversely affect our revennes and. our
abiliny to serviee our debt obligations and gffect our ubility to pay dividends,

ITCTransmission derives & substantial portion of its rovenues from the transmission of electricity 1o Detroit_Bdison’s local dismibusion
facilities, Detroit Edison accounted for 78.5% of [TCTrausmission’s tota] operating revenues for the year ended Pecember 31, 2011 and is
expected o constitute the majority of ITCTransmission’s revenues for the foreseeable futwre. Detroit Edison is rated BEB+/stable and
Baal/stable by Standard & Poor’s Ratings Services and Moody’s Investors Services, Inc., respectively. Similarly, Consumers Energy
accounted for 79,0% of METC's total operating revenues for the year ended December 31, 2011 and is expected to constitute the matority of
METC’s revenues for the foreseeable future, Consumers Energy is rated BEB-/stable and Baa2/stable by Standard & Poor’s Ratings Services
and Maody’s Investors Service, lnc,, respeciively. Further, IP&L accounted for 78.9% of ITC Midwes!’s tatal operating revenues for the yoar
ended December 31, 2011 and is expected to constituie the mujority of ITC Midwest’s revenues for the foreseeable future. JP&L is rated
BBR+sable and A3/negative by Standard. & Poor’s Ratings Services and Moody's Investors Service, Inc., respectively. These percentages of
total operating revenues of Detroit Edison, Consumers Energy and IP&L include an estimate for the 2013 revenue accrual and deferrals
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that were inclided in our 2011 operating revenues, but will not be billed to ourcustomers until 2013. We have assumed that the revenues bilfed
1o these customers 162013 would be in the same propomon of the respective percentages of network and regional cost sharing ravenues billed
to-them in ’201 1.

Any material failure by Detroit Edison, Consamers Encrgy or IP&L to make payments for iransmission services could adversely affect our
financial condition and results of operations and our ability to service our debt obligations, .and could impact the amount of dividends we pay
our stackholders.

A significant amowtt of the laid on wihich eur Regilaled Operating Subsidiavies™ nssels are located Iy subject 16 easenents, mineral
rights and other similar encumbraices. As o resulf, our Regilated Operating Subsidiarios must comply with the provisions of various
easements, mingral vights end other similar encumbrances, which-mey-adversely impuct thelr abilify to complete construciion prajects in
aithmely marier,

METC does not own the majority of the land on which #ts électric transmission assets are located, Instead, pnder the provisions of an
Basement Agresmeni with Consumers Bnergy, METC pays annual rest-of $10.0 million to Consumers. Energy in exchange for rights-ofsway,
. Jeases, fee interests. and licenses which ailow METC to use the land on which its transmission lines.are located. Under the terms of the
Easement -Agreement, METC’s easement rights could be climinated if METC fails to meet certain requirements, such as paying contractudl
rentto Consumers Energyin atimely manner. Addifionally, & significant ameunt of the-Jand.on which {TCTransmission’s, ITC Midwest's and
T Great Plaing’ assets-are locatedl is subject to-ecasements, mineral rights and vther similar encumbrances. As zresult; they must comply with
the provisicns of various easements, miiiera) rights and other similar encwmnbrances, which may adversely-impact their abmty 1o complete their
construction projects in # timely manner;

Oaf'.-ngrdaieerpemﬁng Sbsidiuries contract with thivd parties o provide services for cortuivruspeets of their businesses. If any of these
agreeients areverntinitad, our Reguluted Operating Subsidiaries may fuce:a shorvinge oflabor or veplacement contradtors to-provife the
services formertyprovided by these-third parties,

Out Regulated Qpersting Swbsidiaries enter indo various sgreements avd amangements with third partiss to provide services for the
aperation of certain aspects of their businesses, which, if terminated could result in a shortage of areadily availeble workforce to provide these
services. ITC Midwest and IPEL haveentered into the Operations Services Agreement For 34,51V Transmission Pacilities {the “OSA™), under
vihioh 1P&L. performs certain operations functions for YTC Midwest's 34.5 ¥V transmission system. ‘The O84S term is from January 1, 2011
mtil December 31, 2015, and by its terms willremain in-full force and effect from' year toyear theresfier until terminated by eifher parfy upon

.0t Jess than one year piior writieh notice to the other party, If the OSA is terminated for apy reason or at & fime when ITC Midwest is
unprepared for such termination, FTC Midwest may face difficulty finding a qualificd replacement work force to provide such services, wliich
could have & malerial adverse effect on its ability 1o carry on its buginess and o its results of operations.

Hazards assotiated with bigh-voliege electriciy transmission may result in sugponsion df our Reguldted Operating Subsidiaries'
epevations or the hmposition of civil or criminal penalties, .

The- operations of our Regulated Opecrating Subsidiaries are subject to the usual hazards associated with high-voliage eleciridity
transpiission, including explosions, fires, inclement weather, newural disasters, mechanical failure, unséheduled dowmtime, equipment
interruplions, remediafion, chemical spills, discharges or releases of 1oxic or hazardous substances or gases and other envirpranental risks, The
hazards can cause personal injury and.loss of life, severe damage to or destroction of property and equipment and environmentd! damage, and
may result in suspension of aperations and-the imposition of civil or criminal penaltics. We maintain propersy and casuaity insurance, but we
are not fully insured against all potential bazards incident te our business, such as damape to poles, towers and lines or Josses caused by
ouiages,

Our Reguluted Operafing Subsidiaries.ave subject to environmental vegulutions aiid (6 kovs that can give rise to substantil Habilities
Jrowm environmertal contomination.

"‘The operations of our Regulated Operating Subsidiaries are subject to federal, state and. local environmental laws and regulations, which
impose lispitations on the discharge of pollutents into the environment, establish siandards for the manzgemeni, freaiment, storage,
transportation and disposal of hazardous materials and of solid and hazardous wastes, and impose obligations io investigate and remediate
contamination in certain circemstances. Liabilities to inviestigate or remediate contamination, as well s other Habilities concemning hazardous
materials of contamination such as claims for personal injury or properiy damage, may arise at many locations, indluding formerly owned or
operated properties and sites where wastes bave been freated or disposed of; as well as at properfies currently owned or opevared by our
Regulated Operating Subsidiarios. Such liabilities may arise oven where the contamination does not result from noncomplisnce with applicable
environmental laws. Under a number of environmental laws, such liabilities may also be joint and several, meaning that a party can be held
responsible for more than its share of the liability invelved, or even the entire share. Epvironmental requirements generally have became more
stringent in recent vears, and compliance with those requiremsnts nore expensive.

17
_ Exhibit GB-H1s

Los SN TR WP e sty S ST A L e s




Onr Regulated Operating Sbsidiaries have incumed expenses in connection with environmental complisnce, and we anticipate that sach
will continue to do so-in the future, Failure to comply with: the extensive environmental laws and regutations applicable to each couid result in
significant civil or criminal penalties and remediation costs. Our Reguiated Operating Subsidiaries’ assets and -operations algo involve the use
of materials classified as hazardovs, toxic, or otherwise dangerous. Some of our Regulated Operating Subsidiaries’ facilities and properties are
tocated near environmentally sensitive areas such aswetlanids and habitats-of endangered or threatened species. In addition, certain properties
in-which our Regulated Operating Subsidiaries operate are, or are suspected of being, affecied by environmental contamination, Compliance
with these laws and regulations, and liabilities concerning contemination or hazardous materials, may adversely affect our costs and, therefore,
our business, financial condition and resilts of operations,

In addition, claims have beén nrade or threatened against electtic utifities for bodily injury, disease or other damapes allegedly related to
enposure to electromagnetic fidids associated with electric-fransmission -and distribution lines. We caunot. assureyow that such clahns will not
be asserted against us or that, i determined in 4 mianner adverse to ot iuterests, such claims would not have amaterial adverse sffect on our
business, financial condition and results of operations,

Ouy Reguiated Opeiating Subsiilievies ave subjoct to vavious regulatory requirements, including reliability standards; contract filing
reguiremenis; veporting, récorifeeping and cecownting réqutrements; and fransuction approval reguiraments, Violations of these
regﬁir"e»ients‘, whether hutentiondl . or wniritentional, muy result. in penalties ‘that, under sone dirowmstances, conld have o muaterinl
adverse-¢ffect on.our financial condition, vesults of operationsand cash flows,

The various regulatory requirements to which we are subject inchide relidbility standards esfablished by the NERC, -which acis as the
nation’s Eleciric Reliability Organization approved by the FERC in accordance with Section 215 of the FRA. These standards address
operation, planivg and security of the bilk power systemn, including requirements with regpect to veal-time: transmission operations, emorgency
vperations, vegsiation manngement, critical infrastrusfure protection and porsonnel training. Failure-io comply with these requirements can
result in menetary penalties ds well as-non-monetary sanctions. Monetary- penaltics vary based on an sssigned risk factor for-each potential
violafton, the-séverity of the violation and various other cifcumsiances, such-as whether the violation wag intentional or concealed, whether
there-are repedted violdfions, the degree of the violator's cooperation in investigating and remediating -the violation and-the presence of »
compliance program. Penalty amounts range from $1,000 to 2 maximum of $1.0 million per day, depending on-the severity of the:violation.
Mori-monetary sanctions include potentidl limitations on the violator’s activities or operation-and placing the-violator on a watchlist for major
violators. Despiic our best efforts to comply and the implementation-of a compliance program iitended to cnsure reliability, there can be 1o
~ssuranice that vidiations will not ocour-that would resulf in materin] penalties or sanctions. If any of our Regulated Operating Subsidiarles were
3 Violatethe NERC reliability standards, even unintentionally, in any material way, any penalties of sanciions imposed against us could have a
material.adverse effest on our financial condition, resuits of operations and cash flows.

The Regulateéd Operating Subsidiaries are also:subject o requirements under Sections 203 and 205 of the FPA for approval of transactions;
reporting, recordkeeping and accounting requirements; and for filing contracts related to the provision of jurisdictional servives. Under FERC
policy, failure to file jurisdictional ggreements on 2 timely basis may result-in -foregoing the time valus of revenues- caliected under tire
agreement, buf not-to-the point where a'less would'be incumred. The failure to obtain timely approval of transactions subject to FPA Section
203, orto comply with applicable reporting, recordkeeping.or accounting requirements under FPA Section 205, could subject-usto penatties
that coiild have a material adverse effect on our financial condition, vesults of operations: and cash flows.

Acily of war, terrorist attacks and threats, ineluding cyber attacks or threats, or the escafation of willtary activity in response ‘o such
attacks. ar-etherwise-may negatively affect our business, finmrcial condition: and casi flows,

Acts of war, terrorist attacks and threats, including eyber attacks or threats, or the-escalation of military activity in response to such aitacks
orotherwise may negatively affect our business, financial condition and cash flows in ynpredictable ways, such as incrensed security measures
and distuptions of markets, Strategic targeis, such as energy related assets, including, for example, our Regulated Operafing Subsidiaries’
transmisston facilities and Detroit Edison’s, Consuymers Energy’s and IP&L’s generafion and disteibofion facilitfes, may be at tisk of future
terrorist aftacks or threats, including cyber attacks or threats. Jo addition to the increased .costs associated with heightened sceurity
requirernents, such events may have an adverse effect on the economy b general, A lower level of economic activity could resiilt in a decline in
energy ‘consamption, whish may adversely-affect our business, financial condition and cash flows,

Risks Relsting to Our Straciure and Financidl Leverage

ITC Boldings is a holding company with ne-operations, and uiless we receive dividends ov other papments from onr subsidiaries, we may
be wnable to pay dividends and fulfill our other aash obligations.

As aholding company with no business operations, ITC Holdings® material assets consist primarily of the stock and membership interasts in
our Reguleted Operating Subsidiaries and our other subsidiaries, deferred tax assets relating primarily to federa] income tax NOLs and cash on
hand. Our only sources of cash to pay dividends o our stockholders are dividends and other paymenis
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received by us from time to fime from our Regilated Operaiing Subsidiaries and our other subsidiaries and the proceeds ratsed from the sale of
our debt and eguity securities, Bach of our Regulated Operating Subsidiaries, however, is lepally distinet from us and has no obligation,
contingent or otherwise, to make funds available to us for the payment of dividends to ITC Holdings® stockhblders or otherwise, The ability of
cach- of our Regulated Operating Sobsidiaries and our other subsidiaries to pay dividends and make other paymentsto us is subjest to, atnong
other things, the avaitability of funds, afier aking into account capital expendifure requirements, the terms of its indebtedness, epplicable state
laws and reguiafions of the FERC and the FPA, While we currently intend. to continue to pay quarterly dividends on our common. stock; we
have no obligation to do so. The payment of dividends is withiz the zbsolate diseretion of our board of directors and will depend on, among
other things, our results of operations, working capifal reghirements, capitel expenditure requirements, finsnciad condition, contractual
restrictions, anticipated cash seeds and other factors that owr board. of directors deems relevent,

We are highly leveraged and our dependence on débt wyp linil our ability to fulfill our debt obligafions andier to ohtadi addifionil
Jinaneing.

We are highly leveraged and our consolidared indebtedness consists of varipus outstanding debl:securities and borrowings under various
revolving credit agresments, This capital stacture can have several important consequences, including, butnot limited to, the following:

+ If future cash flows ate insufficient, we may not beé able to make principal or intersst payments on our debt obligations, which could
result nthe ocewrrence ofian event of default under one or more of those debt fnstruments,

« Iffuture cash flows -are insufficient, we may need to ineur-further indebtedness in order to make the capital expenditures and other
expenses or investments planned by us. '

« Our indebtedness has the:general effect of reducing onr fleXibility to react to shanging business ant economic conditions insofar as they
affect vur financial condition and, therefore, may pose sibstantial risk to our shareholders. A substaniial portion of the-dividends aund
paymeits in [fen of taxes we receive from our Regulated Qperating Subsidiavies will be dedicated to the payment of interest on -our
indebtedness; thereby-reducing the fitnds available for-the payment of dividends on our common stock.

» In the.event thaiwe-are liquidated, our senior or suberdinated creditors and the senior or subordinated creditors 6f our sibsidiares will
be entitied to payment in full prior to any distributions to the-holders of shares of our common stock.

« We cwrent}y-heve débt instruments outstending -with relgtively short remaining matavities. Qur ability to sécure additiond] financing
prior to of after these facilities mature, if needed, may be'subsiantially restricted by the existing level of our indebiedness and the
restrictions comainéd i our'dabt instruments. Additionally, the interest rates af which we might secure additional financings may be
higlier than our currertly outstanding. debt nsiruments o higher than. forecasted at-any point in time,

+ Market conditions cotild affect ovr aceess to capital markets, resirict our ability to seoure financiig to make the capital expenditures and
other expenses or investments planned by us and could adversely affest our business, financtal condition, cagh flows and results of
opetations.

. We may incur substantial indebtedness in the future. The incwrence of gdditional indebtedness would. increase the leveragé-related risks
described hers.
Cerieiln provisions in enr-iiebl instruments it aur financial flexibiliiy.

Our debt instruments include senior notes, secured notes, first morigage bonds and revolving credit agrecments containing numerous
fingncial and operating covenants that place significant restrictions on, among other things, cur ability to:
¢« jncur.additional indebtedness;
« engage:in sale.and lease-back transactions;
« greate lless or ather enciunbrances;
+ enfer inte mergers, consolidations, liguidations or dissolulions; or sell or otherwise dispose of all or substantially all of.our assets;
« create anid acguire subsidiaries; and
+ pay dividends or make distributions on our and ITCTransmission’s capitdt-stock and METC's, ITC Midwest’s, and ITC Great Plains®
member capital,

The revolving crédit agreements, ITC Holdings' senior notes, ITCTransmission's first inortgage bonds, YTC Midwest’s first morigage bonds

and METC"s senifor secured notes reguire us to meel.certain financial ratios, such as maintaining cerialh debt to capitalization ratios, Qur abifiy
to comply with these and other requirements ant restricfions may be affected by changes in
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eeonomic ar business condilions, vesults of operations or other events beyond our contrl. A fhilure to comply with the obligations contained in
any of our debt insirnments could resull in accelerafion of the réluied debt and the acceleration of debt under other instruments evidencing
indebtedness that may contain cross-acceleration or oross-default provisions.

Adverse changes.in aur credit ratings may negatively gffect.us.

Our ability to access capital markets s important to ourability io operate our business. Increased serufiny of the energy indusiry and the
impact of repnlation, as well as changes in our financial performance and unfavorable conditions in the capital markets counld result in credit
agencies reexarmining our credit ratings. A downgrade in ony credit ratings could restriet or discontinue our bility to access capital markets at
attractive rates and increase our borrowing costs. A rating dovmgrade could also imcreise the inierest we pay undsr our revolving credit
AgFECMEents.

Provisions in vur Articles of Incorporation and bylmws, Michigun coyporate law anid-our debt agreements may émpede cfforts by our
shareholdersio cfiange the direction ov managenent-of our company.

Our Articles. of Incorporation and bylaws contain provisiens that might enable our management to resist a proposed takeover. These
provisions could. discourage, dslay or prevent a change: of control or an acquisition @t a-price that our shaveholdets may finid atiractive. These
provisions lso may discourage proxy contests and make i more difficult for owr sharcholders to elect directors and take other corporate
acfions. The existence of these provisions could limit the price that investors are willing:topay in the falure for shares of our-common stock.
These provisions include: ’ _

-« a restriction Bmiting maiket participants from voting of owning 3% or more of the-obtstanding. shares of our capital stock;

¢ a requitement that spesial meetings. df our sharcholders may be callett only by our board of directors, the chairman of our hoard of
directors, our president or the hdlders of & majority of the shares-of our-outstanding common-stock;

« advance notice requirements for sharehdlder proposals andnoriinations; and

« the authority of -our board to issue, without shareholder approval, common or preferred stock, including in connection with our
implemientation of any shareholders rights plan, or “poison-pill.”

In addition,-our revolving credit-agreements provide that a ¢hange in & majority of ITC Holdings’ board of directors that is not-approved by
the current ITC Holdinge directors or acquiring beneficial ownership of 36% or more of ITC Holdings outstanding common shares will
constitute.a defanlt under those agreements.

Provisiong in our Aviicles of Tucorporation restrict market pardicipants from-veting or owning 5% or nove of the outstanding shares-of
our caplial sioek,

Certain of our Regulated Operating Subsidiaries have been granted favorable rate treatment by the FERC based on-their independence from
market prrtieipants. The FERC defines = “matket pariicipant™ to-melude any person orentity that, either divectly or fhrough an affiliate, séils or
brokers electricity, or provides ancillary services to an RTO. An affiliate, for these purposes, includes any person or entity that directly or
indirectly owns, controls or holds with the powerto vote 5% or more.of the ontsianding voting secutifies of & market participant: To help
ensure that we and. our subsidiaries will remain independent of market participants; our Articles of Incorporation. impose certain resirictions on
the owneeship ant voiing of shares of cur capital stock- by market pticipants. In particular, the Ariicles of corporation provide that we are
yestricted from issuing amy shere§ of capital stock or recording any -transfer of shares if the issusnce or transfer would. cause any market
participant, either individuaily or together with members of its “group” (as-defined in. SEC beneficial ownership rules), to bensficiallty own 5%
or more of any, class or seres of out capital stock. Additionally, if & market participant, together with is group members, acquires beneficial
ownership of 3% or more-of any scries of the outstending shares of owr capital stock, such market participant or any shareholder who i5 a
member of & group includifig 2 market participant will not be-able 1o vete-or divect or confto! the votes of shares representing 5% or more of
any series of our oufstanding capiedl stock. Finally, lo the extent a market participant, together with. its group members, acquives beneficial
ownership.of 5% or more of the outstaniding shares of any serics of our capital stock, onr Articles of Incorporation aliow our board of directors
to redesimn any shares of our capital stock so that, after glving effect to the vedemption, the market-participant, together with s group members,
will cease to beneficially own 5% ar more of that series of aur-outstanding capital stock.

Rists Related to fhe Entergy Transacfion

We may. be unable to satisfy the conditions or ebiain. the.approvals required to complete the Entergy Transacfion: or such approvals may
contain maderial vestrictions or conditions,

The consumnmation of the Entergy Transaction is subject to numerous conditions, including i) conswmmation of certain transactions and
financings contemplated by the merger agreement and the separation apreement (such as the scparation of Entergy’s transmission business from
its disribution business), (i) the receipt of ITC Holdings sharcholder approval, and (i) the receipi of certain regulatory approvals i a form
that will not iimpose 2 burdensome condition on us or Entergy {as described in the merger agreement). 'We can make no asgurances that the
Entergy Transaction will be consummated on the terms or timeline currenily contemplated, or at 2ll. We heve and will continue to expend
management's time and resources and incur expenses due to legal,
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advisory and financial services-fees velated to the Bntergy Transaction, Governmental agencies may not approve the Entergy Transaction or
may impose conditions to the approval of the Entergy Transaction or require changes to the terms of the Entergy Trensacfion. Any such
conditions er-changes could have the effect of delaying completion of the Entergy Transaction, imposing eosts on or limiting. the revenues of
the combined company following the Euterpy Transaction or otherwise redicing the anticipated benefits of the Entergy Transaction. Any
condilion or change which vesults in » burdensome condition on Entergy's transmission business andfor us under the merger agretment and
1might cause Entergy andfor-usto restructure orterminato the Entergy Transaction.

If compieted, the Entergy Transaction mey mof be siccessful or achieve its anticiputed benefits,

We entered’into the Entergy Transaction with the expectation that it would Tesult in varions benefits to us and our shareholders. The suctess
of the Entergy Transaction will depend, in part, on thé .ability of the combined company to realize anticipated growth opporfunities. The
comhined company's success in realizing these prowth oppottunities, antl the fiming of this realization, depends in part on the successful
integration of our business and aperations with the newly méfged transmission business and gperations. After the Entergy Transaction, we will
‘have significantly more revenue, expenses, assets and employees than we did prior to the Entergy Trausaction. We may not suceessfully or
cost-effectivély inteprate the acquired transmission business snd operations into our business.and opefations. Bven if the combined company is
ableto intoprate the transmission husinesses and operations suceessfully, this integration may not result in-the redlization of the fitl] benefits of
fhe growll opportunifies that we currently expect from the Entergy Transaction within the anficipated time frame, .or-af all.

The merger agreementcontaiis provisions that may disconrqge other. contpruiies from Wyinz fo-ucquive us,,

‘The merger agreement-conialng provisions that may discouragea third party from subshitling a business combination proposal 1o vs prior to
the closing ofithe Enterpy Transaction- that -might result in greater vilue to ITC Holdings sharcholders than the Entergy Transaction. The
merger agreement generally prohibits us from soliciting any dlternativé acquisition. proposal, although we may terminate the merger agreement’
im-order to accept.an unsolicited aliernative transaction proposal that our board of direcfors determines is superiar to fhe Entergy Transaction. Tn
addificn, before aur board may withdraw or-medify its recommendation or wé may- teriniinate the merger agreement fo enter into & transaéiion
thet our board determines is sdperior to the Entergy Tramsaction, Entergy-has the opportunity to negotiate withius fo modify the terms of the
Entergy Transaction in-response to.fny competing acquisition proposals that. may be made. If the merger agreement is terminated by us or
Erierpy in-certain Tnmdted.circumstances, wé may be obligated to-pay a termination fee.to Entergy, which would represent an-additional cost-for
a potential third party seeking a business combination with us,

Failure-to complete the Bufergy Transaction could wiversely ffect the markel price of ITC Holdings connnon stock as well as our
business, finaucidl contdifion.anil resulfs of operafions,

If the Britergy Transaction is not completed for any reason, the price of ITC Holdings common stock muy decline to the extent that the
market price of ITC Holdings common stock reflects positive market assemptions that the Entergy Transaction wili be completed and the
refated benefie will be realized, sipnificant-expenses such as legal, advisory and financial services which-generally must be paid regardless of
-whether the Entetey Transaction is completed aid the requirement in the inerger.agreement that, under cerfain Hmited ciremnsidnces, we must
pay-Bntergy & texminttion’fes,

Tnvestors holding shores of ITC Holdings connmon stock fnmedinigly prior fo the completion of the Eniergy Transaction will, n the
aggrégate, have a significontly reduced ownership and voting.interest.in us afterthe Entergy Transeotion and-will exercise Iess inflitence
over manngemant,

Investors holding shares of TTC Holdings common stogk immediately prior to the completion of the Entergy Transaction will, in ‘the
aggregate, own & significanily &maller percentage of the combined -company immediately afier the completion of the Entergy Transaction.
Immediately following the complétion. of the Entergy Transaction, It is:expected that Entergy sharcholders will hold at Jeast 50.1% of the JEC,
Holdings common stock and-existing ITC Holdings sharcholders will hold no-more than 49.9% of 1TC. Holdings comimon stask. Consequently,
¥FC Holdings sharchciders, collectively, will be able to exercise less influence over-the management-and policies of the combined company
thep they will be-able (o exercise over the management and ourpolicies immediately prior o the completion of the Entergy Transaction.

21

Exbibit CB-H1a




We are reqiiired to abide by potentially significant restrictions-which could Hmit our ability fo undertake certain corporate wetions (such
as the-issuance of 1TC Holdings common stock or the undertaking of a merger or vonselidation) that othenwvise could be advantageous,

The merger agreement 2nd the separation agreement impose -certain ongeing restrictions on us to cnsure that applicable statutory
requirements under the Intemal Revenue Code of 1086, as amended, and applicable Treasury regulations are met so that the Entergy
Transaction qualifies as tax-frec to Entergy and ifs sharcholders. As & result of these restrictions, our ability to engage in certain transactions,
such as the redemption of ITC Holdings common stock or the Issnance of our equily seeurifies (subject to cerfain exceptions generally relating
to compensation)-friay be lmited until two years and- one-day following the closing of the Entergy Transaction {excluding the $700 million
recapitalization in the form of & special dividend-enid/or sharcrepurchase to be completed in'connection with. the Entergy Transaction).

If we take any of an emuneraied lisi of actions and omissions that would cause the Bntergy Transaction to become taxable, we generally
will be veguired to bear the cost of-any resulting tax. liability. ' the Bntergy Transaction became tmxable, Entergy would be cxpected 1o
recognize a substantial axnount. of income, which would result in a materizl. amount of taxes. Any such-1axes allocated 1o us would be espected
to-be mateiial to us, and could cause our business, fimancial condition and operating results to suffer. Thess restrictions may reduce our ability
10 enpage in certain-business transactions that otherwise might be advantageous to us,

TEEM I1B. UNRESOLVED STAFF COMMENTS,
Nane.
JTEM 2. PROPERTIES.

Our Regulated Operating Subsidiaries” ransmission facilifies are located. in Michigan’s Lower Peninsula and portions of Iows, Minnesota,
THinois, Missouri and Kansas. S MISO Regolated- Operating Subsidiaries have agreaments with other wilities for the joint ovmership.of
specific substations and transmission’lines. SceNote 15 1o the consolidated financial statements,

1TCTeansmission owns the assets of a transmission system and related asssis, inchuding:
* approXimately 2,800 cirenit-milles of overhead and underground fransmission lines rated at voltages of 120 XV to 345 KV
- approximately 17,700 fransmission tewers and poles;
« stution assets, such as transformers and cirouit breakers, at 169 stafions and substations which either interconneet YTCTransmission's
transmission facilities or-connect ITCTransmission’s facifities with peneration or distsibution facilities owned by others;
» ofhei transmission equipment necessary to safely operate the system (¢.g:, monitoring and merring equiprment);
+ warehouses and related-equipment;
-+ gssociated land held in fee, rights of way and ¢asements;
-+ an approximately 188,000 square-foo! corporate headquarters facility and operations contrel room in Nowvi, Michigan, including
fumiture, fixtures and-office equipmens; and
« mn mpproximately 40,000 square-foot facility in Ann- Arbor, Michigan that includes & back-up operations control room.

ITCTransmisston®s First Morfgage Bonds are issued under YECTransmission’s First BMortgage and Decd of Trust. As a remilt, the
bondholders have the henefitof & first morigage Hen on substantialiy all of FTCTransmission’s property.

METC owns the assets of a transmission system.and related assets, including:
« approximately 5,500 circuit miles of overheadtransmission lines.rated at voltages of 120 k¥ 1o 345 kV:
« approximately 36,500 transmission towers and poles;
= station assets, such as transformers and cirveudt breskers, at 94 siationis and substations whith either interconneet W{ET (s transmission
facilities or connect METC? facilities with generation or-distribution facilities owned by others:
-+ other bansmission equipment-necessary to safely operafe the system {z.2., Toonttoring and metering eguipment); and
« warehouses and related equipment

Amounts borrowed under METC’s revolving credit agreement are secured by & first priotity security interest on all of METC's assets
throngh the issuance of senior seoured notes, collateral series, under METC's first morigage indenture and the second sapplemental indenture
thereto,

METC dees not own the majority of the land on which ifs assets are Jocated, but wider the provisions of its Easement Agreement with
Consumers Encrgy, METC has an easement to use the land, rights-of-way, leases and licenses in the Jand on which irs
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transmission lines are lovated that are held or controiled by Consumers Bnergy. See “ltem 1 Business —— Operaling Confracts — METC —
Amended and Restated Easement Agreement.”

ITC Midwest owns the assets of a transmission system and related assets, including:
+ approximately 7,400 miles of transmission lines rated at voltages of 34.5KV t0.345kV;
v transmission towers and poles;
« station assets, such as transformers and cireuit breakers, at approximately 261 stafions and substations .which either interconnect ITC
Midwest's transmission facilities or connect ITC Widwest’s facilities with generation or distribution facilifies owned by others;
+ other mansmission equipment necessary 1o sdfely operate the-gystem (e g, momitoring and metering equipment);
+ warehouses.and rélated eguipment; and
+ -zgsociated land héld-infes, rights of way and easemaents.

FTC vildwest's First Mortgage Bonds are issued undet 1TC Midwest's First Mortgage and Deed of Trust, As a result, the bondholders have
the benefit of & first mortgags lien on stibstantially ali of ITC Midwest's property.

ITC Great Plains ownsthe assels of two electric fransmission substations in Kansas:
+ 138 KV Flat Ridge Substafion
+ 230 IV Blm, Creck Substation s

As.of December 31, 2013 , There were iio liens or encumbrances on the assets-of ITC Great Plains.

The assets of our Regulated Operating Subsidiaries are suitable for electric transmission and adequate for the elecirieily demand in our
service territory, We priofitize sapital spending based in part on.meeting reliability standavds within the industvy. This includes replacing.and
upgrading existing asséts asneeded.

ITEM 3. LEGAL PROCEEDINGS.

We are involved in certain legdl proceedings before various courts, governmenial agencies, and mediation panels corceming pratters-arising
in the ordinary course of business. These proccedings inchude certain contract disputes, regulatory matters and pending judicial matters, We
cannol predict the final dispesition-of such proceedings. We regularly review legal matters andrecord provigions for claims that are considered
probable of loss. The resolution of pending proceedings. s not expected 1o have a material effect on our operations-or consolidared finandial
‘Maternents itr the period in which they are.ressleed,

Refer-io Notes 4 and 16 to the.consolidated financial staiemens for a deseription of pending Jifigation.
ITEM 4. MINE SAFETY DISCLOSURES.
Not applicible,
PART I
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND

. ISSUER PURCHASES OF EQUITY SECURIFIES.
Stock Price and Dividends

Our-common stock has tratded on the NYSE since July 26, 2005 under the symbal “IT cn. Prior-to that time, there was. no public merket.for
.ouy stock. As of Febmary 17, 2012, there were approximately 580 sharchelders of record.of our common stack.

The following tables set forth the high and low sutesprice per share of the eommon stock for-each full quarterly period in 2011 and 2010,
agreported on the N'Y.SE and the cash dividends per share paid during the periods mdicated.
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Year Ended Decomber 31,2011 ‘High Low Dividends

Quarter ended December 31, 2011 38190 $76.00 $0.3525
Quatter ended September 30, 2011 §78:89 "$64.88 $0.3525
-Quarter-ended June 30, 2011 874167 . 36748 30.3350
Quarter ended March 31, 2011 $70.28 561.76 $0.3350
Year Ended Decomber 31. 2010 High L Bividends

Quarter ended’December 31, 2010 $63.17 35477 303350
Quarter ended September 30, 2010 $63.89 B351.65 30.3350
Guartér ended Tune 30, 2010 (3) B56:66 ' $21.80 80,3200
Quarier ended Narch 31, 2610 “856.04 $50.75 §0.3200

{a) The low sales price per share for the quarter ended June 30, 2010 occurred on May 6, 2030, the day when security pfices on the New York
StockExchange experianced an intraday decline of over 1,000 points within a few -minutes before partially recovering, Excluding the sales
price per $hare that oceurred on May 6, 2016, the Jowest sales price per share for thequarter ended June 30, 2010-was $47.45.

The declaration and payment of dividens js subject fo the discrefion. of: ITC Holdings’ board of directors and depends on various factors,
including our net income, financial condition, cash requirements, future:prospects and other factors deemed relevant by ITG Holdings' board of
directors, As a holding company with no business operations, ITC Holdings® material assets .consist primarily of the commen stock or
ownership-interests in its subsidiaries, deferved tax assets relaiing primarilydofederal income tax NOLs and- cash. IFC Holdings' material cash
inflows are-only from dividends and other payments received:from time o time from s subsidiaries and the proceeds raised from the sale of
debt and equity securities. ITC Haldings may not beable to access cash generated by its subsidiaiies in order to pay dividends fo shareholders.
The-ability of ITC. Holdings® subsidiaries to. make dividend and other pryments to ITC Holdings is subject to the availabllity of funds after
taking into.aocount the subsidieries® funiing requircments, the terms.of the subsidiaries’ indebiedness, theregulatious of the FERC under FPA,
and applicablé siate laws. The debt agreements:to which we are parlies contain aumerous-financial-covenants that could limit ITC Holdings’
abilityto pay dividends, as well as covenants.thal prohibit FTC Holdings from paying dividends i€ we are in defalt under our revalving credit
facilities.- Further, each of our subsidiaries is legally distinet from. ITC Holdings and has no obligation, contingent or otherwise, to make funds
available to ITC Holdings.

I and when ITC ‘Holdings pays 2 dividend on ffs common stock, pursuent-to our specie! bonus jitans for excoutives ond cerfain non-
executive-employees, smounts eguivalent to the dividend may be paid tothe special bonus pian. patticipants, if approved by the compensation
comuniitee. We currentty expect these amounts to be paid upon the declaration of dividends on I'TC Haldings® comnmon stoek.

‘The board of directors interids to increase the dividend rate from time to time as necsssary to maintain an appropriate dividend payoutvatio,
subjedt 1o prevailing business conditions, applicable restrictions- on dividend payments, the availability of capital resobrees-and our investment
opportunities.

Prior to the consummation of the Entergy ‘Transaction, we expect to effectuate & $700 million recapitalization, currently anticipated 4o take
the form of a onc-time special dividend to ITC Holdings' pre-merger shareholders,

The transfer agent for the common stoéki& Computershare TrustCompany, N.A., P.O.. Bax 43078 Providence, RI 02040:3078,

In addition, the information contained in the Equity Compensation table under “Hem 12 Security Ownership of Certain Beneficial Owners
and Management and Related Stockhofder Matters™ f thisreport is incorporatéd herein by reference.

24

Exhiblt CB-Hiz




Stack Repurchases
The following table sets forth, the repurchases of common stock for the quarter ended Desember 31, 2011 ¢

Total Number of Muxinmm Number or
Shares Purchaved #s Approximaté Pollar
Partoof Publicly Valoe of Shares that May
Totsl Numberof Average Price Announced Plan-or Yet Be Purchused Undar the Plans
Shares Purchased(l) Paid per-Shere Brogrami2} or Proprams{2)
Period

Qetaber 2011 30,389 b F3.05 — —
November 2011 2,492 72.93 — —
December 2011 . 1,253 _ 1595 — —
Total 34,138 % 73.14 —_— ] . —

{1} Shares acquired were delivercd to us by employees as payment of tax withholding obligations due to us upon fhe vesting of resiricted.
siook.
{2) We do not have 2 publicly announced shere repurchase plan,
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(TEM 6, SELECTED FINANCIAL DATA.

Thé selected hifstorical financial data presenited below should be read together with our consolidated financial statements and the notes to
those statentents and “Msm 7 Management’s Discussion and Analysis of Financisl Condition and Results of Operations,” inchided elsewhere it
this Form' 10-K.

ITC Holdings and Subsidlaries {a)

Year ¥nded December 31,
{In thonsands, except per share data) 2011 2010 2099 2008 2007
OPERATING REVENUES § 157397 Ny 5‘36:.;843 $ 62015 £ 617,877 $ 428249
OPERATING EXPENSES
Operation and:maintenance (b} 120,288 126,528 95,7130 113,818 81,406
Generl and adminisirative (b) () (d) 82,790 78,120 68,231 81,296 62,089
Depieciatfon and amortization (€) 94,981 86:976 - 85,949 04,769 67,928
Taxes ofhier then Income taxes (f) 53,430 48,195 43,905 41,180 33,340
Ghther gperafing fincome) and-expense —net. (R44) | €297y (667) {8093 (688
"Total operating expenses 350,645 339,522 204,148 330,254 244,075
OPERATINGINCOME 39732 357,321 326,867 287.623- 182174
OTHER EXPENSES (INCOME)
Interostexpense ' . L5936 147553 136,209 122,234 81,863
Allowance for equity funds used during construction (16,899) (15,412} {13,203) (15610} {8,145}
Loss orextinguishment of @ébt L = 1,263 — 349
Otheringome (2.881) (2,540) 2,792 (3.415) (3.457)
Otherexpense 3,962 2,588 2,018 3,544 1,618
Total otherexpenses (income) 131,318 129,380 118,393 111,153 72,228
INCOMEBEFOREINCOME TAXES 206434 - 227472 208472 174:270 .109.046
NCOME TAX PROVISION (f) 94,749 82,254 77,572 67,262 36,650
NET INCOME $ 171085 £ 145678 T 130900 & 109.208 & 73.296
Basic eamnings per share 8 336 & 289 3% 262 % 2722 3 172
Dijuted enrnings per share $ 331 b 284 § 258 & 248 % 168
Dividends declared. per share 8 1375 § L3 $ 1.250 % 1.190 h 1130
ITC-Holdings and Subsidiarics {a)
Ag of December 31,
(in thouszids) 2011 2010 008 2008 2007
BALANGCE SHEBRT DATA: ‘ )
Cash and cash equivalents RS 58344  § 95,109 % 74853 % 58110 § 3,616
Working capital {defieit) {113,939) 69,338 147,335 1,005 - £30.370)
Property, plant-and eguipment — net 3415823 2872277 2,542,064 2.304,386 1,960,433
Goodwilt 950,163 G50.163 950:163 951,319 959,042
Total assets 4823366 4,307,873 4029716 3,714,565 3.213.297
Lonp-term.debf; .
ITCHoldings 1,459,599 - 1,459,178 1,458,757 1,327,741 1,682,193
Regulated Operating Subsidiaries 1:185,423 1,037,718 975,647 920,512 556,231
Total long-term debt 2,645,022 2,496,806 2,434,308 2,248,253 2,243 424
Taotal stockholders' squity 1.258 392 1,117,433 1.011,523 929063 563,075
1YC Holdings and Subsidisries-(a}
Year Ended Decamber 31,
{En thousands) PG 2030 2009 2608 2087
CASH FLOWSDATA:
Capital expenditures $ 556,931 $ 388401 F 404514 3 401,840 0§ 287,170

() ITC Midwest's results of operations, cash flows and balances are included for the periods presented subsequemtribiicBaaquisition of the




eleciric transmission assels of IP&L on December 24, 2007,
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D) The reduction ju expenses for 2009 were due, in part, to offorts to mitipate operation and maintenance expenses and general and
administrative expensos to offset the impact of Tower network todd on cash flows and any potentiaf revehiue acerial relating to 2009,

{c) During 2011 and 2009, we recogiized $2.0 million and $10.0 million, respectively. of regulatory assets associated with the development
activifies of ITC Great Plaing as well as certain pro-construction costs for the Kansas V-Plan and KETA projects. Upun initial
establishment of these regulatory assets in 2011 and 2009, $1.9 million and $8.0 million, respectively, ol general and administrative
expenses were reversed of which $1.4 million and $5.9 million were incurred. in periods prior 16 2011 and 2009, respectively. Mo initial
establishmenl of regulatory assets ocowred in 2010 that resulted inreversal of expenses.

(&) During 2011, we expensed external legal, advisory-and financial services fees of $7.0 million relating to the preposed Entergy Transaction
recorded within general and adminisirative expenses of which certain amounis are not expected to be deduatible foriscome tax purposes.

(&) In 2002, the FERC accepied the depreciation studies filed by 1TCTransmission and METC that revised. their depreciation rates. In 2010,
the RERC accepied a-depreciation study filed by ITC Midwest which revised its depreciation rates. These changés in -accounting estimates
resulted in lower compesite depreciation rates for TTCTransmission, METE anl. JTC Midwest primarily due to the revision of asset
service lives and cost.of removal values, Tiwe revised estimate of annual depreciation expensé was refiected in 2009 for FECTransmission
and METC and in 2010 for ITC Midwest. Sce discussion in Mote 4 to the consolilated financial statements under “Dapreciation Studies.”

(f The inereasein the income tax provision for 2008 compared to 2007 is duc in part to the implementation of the Michigan Business Tax,
which was in effect from 2008 through 2011 and was accounted for as an income tax, compared to the Michigan Single Business Tax in
effect prior t0.2008 that was aczounted for as:a tax other than income tax.

ITEM 7.  MANAGEMENI'S DISCUSSION AND ANALYSIS OF FINANGIAL CONDITION AND RESULTS OF
OPERATIONS.

Safe Harbor Statement Under The Private Securities Litigation Réform Act of 1905

Our reporis, filings and other public announcements conitain certain Staterents that describe our management’s- beliefs conceming fnture
buisiness condifions, plans and prospeets, growih opportunities and the-outlook for -our Dusiness and the gleciric transmission industry based
upon information:ourrentlit availdble. Such statemenis arc “forward-tooking™ statements-within the meaning of the Private Seourifies Litigation
Reform Act-of 1995, Wherever possible, we have identified these forward-looking statemenis by words such as *will,” “may,”” *anticipates,”
“helieves,” “intends,” “estitnales,” “expects,” “projects” and similar phrases. These forward-looking statements are based upen assumptions
our management belicves are reasonable. Such forward-tooking sidtements are subjeet to risks and uncertajnfies which could cause our actaal
vesults, performance and. achisvements to differ materially from thode expressed in, or implied by, these statements, including, among others,

1¢ risks and uncertainties fisted in “Trern 1A Risk Faotors.”

Because our forward-looking statements ave based on estimates ant! assumpiions that are subjest fo significant business, economit and
competitive unvertainties, niany of which are beyond our tontrol or ave subject fo change, acwal results could be materialiy different and any or
all of-our-forward-looking statements may turn-out to be -wrong. Forward-looking statements speak-only as of the date made:and can be affected
hy-assumptiots we might mgke or by'known or unknown risks snd uncertainties. Many factors mentioned in our discussion in this report will
be important in determining fiture results, Conseguentiy, we cannot assure yow.that our expectations or forecasts expressed:in- such. forward-
Jocking statements will be achieved, Aviual future results.may vary materially. Except as tequired bir law, we undertake no obligation to
publicly update any of our forward-looking or other-statements, whether as a result of new information, future events, or. otherwise.

Overview

Through our Regulated Operating Subaidiaries, we operate high-voltage systems in Michigan®s Lower Peninsula and poitions of Jowa,
Minnesota, Hiineis, Missouri and Kansas that transmit electricity from generaiing stations io loca! distribution faeilities connected 1o our
aystems. Our business strategy is to operate, maintain and invest in transmission infrastructure in order to enhance system integrity and
reliability, to refiics transmission consiraints and to allow new penerating resources 10 inierconnest to our frausmission systems, We alsp dre
pursuing develepment projects not within our existing sysiems, which are also intended to improve oversll grid reliabiiity, reduce transmission
constraints and facilitate interconnections of new generating resources, as well as enhance competitive wholesals eleorricity markets,

As eleciric transmission utilities with rates regilated by the FERC, our Regulated Operating Subsidisries eam revenues through tariff rates
charged for the uvse of their clectric transmission sysiems by our customers, which include investor-owned utilities, municipatities,
cooperatives, power marketers and alternative energy suppliers. As independent transmission companies, our Regulated Operating Subsidiaries
are subject to rate-regulation only by the FERC. The rates charped by our Regulated Operating Subsidiaries are established using cost-based
formula rate ternplates, as discussed in “Hem 7 Management s Discussion and
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Analysis of Financial Condition and Restles of Operations — Cosi-Based. Formula Rates with True-Up Mechanism. ™

Our Regulated Opertiting Subsidiaries’ prirmary operating responsibilities inelude maintaining, improving and expanding their transmission
systems to meet their customers® ongoing needs, scheduling cutages on sysicm clements to. allow for maintcoance and cosstruction,
maintaining appropriate system voltages and monitoring flows over transmission lines and other facilities fo ensure physicdl limits ave not
exceeded.

Significant recent matters that influenced our financial position and results of operations and cash flows for the year ended December 31,
2011 ormay affect future resulls include:

» Qur capital investment of $632.9 miflion at our Regulated Operating Subsidiaries { $93.0 million , $156.9 million , $269.1 million and
$115.9 million at ITCTransmission, METC, ITC Midwest and.1TC Great Plains, respectively) for the year ended December 31, 2011,
resulfing primarily from our focus on improvinzsystem reliability and inferconnecting new, generating resources;

» Dehi fssuances and borrowings under our revelving credil agresments in 2011 and 2010 10 fund capital imvestient at owr Regulated
{perating Subsidiaries, resulting in higher interest-expense;

° Final recogrition ofrevenues for the ITCTransmission rate frecze revenue defemal in ‘vIay 2011, s discussed in. "ltem 7 Management's
Discussion and-Analysis of Finaneial Condition and Results of Operations — Cost-Based. Formia Rates with True-Up Mechanism —
ITCTransmission’s Rate Freeze Revenue Deferval” There was u $6.9-million reduetion innetwork revenues in 2011 compared:to 2010
and 2009 relating to the collection of the revenue deferral for-the period from.only January through May 2011, which resulted in a
reduotion to after-tax net income of approximately $4.3 million+dn 2011 compared to 2010 and2009; and

- The proposed transaction with Entergy in which Bntergy will divest.and merge its electric transmission business with -2 whelly-owned
subsidiary of . ITC Holdings as discussed in “Tem .7 Manegement's Discussion and Analysis- of Financial Gondition and Results of
Operations — Capital Broject Updates and Other Recent Devélopments.” In 2011, werexpensed exiemal Jegal, advisory and financial
services fees of $7.0:million and cerisin intemal Jabor costs of spproximately $1.6 milliorrelted to the Bntergy TransactionTecorded
within generat.and administrative expenses. Certain amounts of the exiémal costs ave not expected to be deductible for income tax
purposes. The external and infernal costs related to the Enterzy Transaction are notincluded as components of revenue requirement. as
they were inourred at ITC Holdings. The transaction fees had iz significant. effect on net income and eafnings per share-amoints-for the
year ended Decenber 31, 2011 and are expected 1o continue to be signiffeant until the trangaction js conswnmated, Completion-of the
frazisaetion is anticipated to ocour i 2013,

These items are discussed in tnore-detai! throughout Manapement's Discussion and Analysis #f Financial Condition sng Results of
Jperations,

Cost-Based Forntula Rates with Frue-Up Mechnnism

Chur Regulated Operating Subsidiaries calcutate their revenue requirements using costdhased formula rate templates and are effective
without the need to file-aie cases with the FERC, zlthough the rates ave subject to legal challenge at the FERC. Under these formula rate
temyifates; our Repulated Operating Subsidinsies recover expenses and eam-s return on and recover investments In property, plant and
equipment on 8 ourrent rather than = lagging basis. The formuta rate templates utilize forecaster expenses, property, plant aid equipment,
pointsto-poist revenues, network load at our MISO Regulated Operating Subsidiaries and other items for the upcoming -calendar year w
establish projected revenue requirements for each of our Regulated Operating Subsidisres that are used as the basis for billing for service on
their systems from Janvary 1 to December 31 of that year. Gur cost-based formula réfe templates inélude & true-up mechanism, whereby our
Reguiated Operating Subsidiazies compare their astual revenue requirements to their billed rovenues for cach year to determine any over- or
under-coliection of revenue. The over- or under-collection typically rekults from differences between the projected revenue requirement used 2s
‘the basis for billing and. actual revenue requirement a1 each of our Regulated Operating Subsidiafies, or from differences berween zemal and
projected monthly peak loads at our MISO Regulated Operating Subsidiaries. In the event billed revenues in a-given year are more or less than
actual revenue reguirements, which are calculated primarily using information from thav year's FERC Form No. 1, our Regulated @perating
Subsidiaries will refund or coltest additional revenues, with interest, within a two-year perfod such that customers pay only fhe amounts that
comespond to actual-revente requirements for that given peried, This-annual true-up ensures that our Regulated Operatiing Subsidiaries recover
their allowed costs and carn theiratlowed returns,

ITCTransmission's Rate Freewe Revenue Deferral

ITCTransmission's rate frecze revenue defencal resiltied from. the difference between the revenue ITCTransmigsion would have coliected
undef its cost based forravla rate and the actual revenue ITCTransmission veceived for the period from February 28, 2083 throngh
December 31, 2004, The revenue deferral was amortized for ratemaking on 2 straight-line basis for five years from June 2006 through
May 2017 and was included in ITCTransmission's revenue requirement for those periods. Revenues of §11.9
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million were fecogﬂized in 2010 and 2609 relating to the rate freeze revenue deferrdl and revenues of $35.0 million were recognized in January
through May 2014. The 6.9 million reduction in revenues resulted in a reduction to.afer-tax net income of approximately $4.3 million fn 2011
compared to 2010 and 2009. :

Revenue Aceruals — Effects of Monthly Peak Londs

For -our'MISO Regulated Operating Subsidiaries, monthly peak loads are used for billing network revenues, which cwrently is the largest
component of our operating revenues. One of the primary factors that impacts the revenue accrual/deferral at our MISO Reguiated-Operating
Subsidiaries is:actual monthly peak Joads experienced as compared to those forecasted in establishing the annuat network transmission rate.
Under their formula rates that contein & true-up mechanism, our Regulated Operating Subsidiaries wectue or defer revenues o the extent that
their actual Yevenue regnirement for thé reporting pericd is higher or lower, respectively, than the amounts billed relating to that reporting
period, For-example, to the extent that amounts billed are less than the revenue requirement for a reporting period, a revenwe acerual is recorded
for the difference. To the extent thal amounis billed are move than the revenue reqniremen! for a reporting veriod, a revenue deferral is recorded

“for the difference. Although monthly pesk loads do mot impact operating revenmes recoguized, network load affects cash flows from
fransmiission service. The monthly peak load of our MISO Regulated Operating Subsidiaries is affected by many variables, but is generally
impacted by weather and economic conditions and is seasondlly shaped with higher load in the summer months when cooling demand ig
Eigher. '

The following table sets forth the monthily pedk loads during the last three calersdar years.

tonthly Peak Load (in MW} (1)

2011 2010 2068
3 8] 11¢ ¥TC
ITC Eransmission METC | Midwest  IFCY¥rausmission METC ‘Midwest IFCErangmission METC Aidwest
Jamuary 7326 6045 it 7.a5% ST 2838 © 34 6009 2,952
February 7,26) 5,058 2,854 " 6,998 5,800 2,782 %6 5518 2815
Marel 6946 5718 Ry} 6:620° 5376 251Y 7070 5,448 2,656
Apsil 5,483 5416 2458 £,501 5112 2425 676 5,112 2428
Wiay 119 7239 2173 9412 240 3082 5801 5,298 a2y
Tune o tpdeg £,231 3403 9,722 7,128 3,207 10,392 £:063 3,385
Juiy 12,321 9,359 3521 15451 8.4ug 3422 8751 6,328 2543
Avgust 11,158 5,538 3614 11,082 8.422 3,399 9,823 7,151 3,103
September $1.288 208 3456 10317 1,383, 2,804 . gy =9 2596
October 6,642 5,479 2577 6725 5414 2447 6,456 5,258 2,494
November 7,HD 5093 2519 $.930 s34 2,674 £:996 5778 2634
December 7206 6,108 2,752 7,824 6,526 2828 7,661 6192 2856
Totdl 105,348 #2272 35.3%4 101,337 78,550 34,495 93,250 72607 33,224

{a) Our MISG Regulated (iipémt’ing Subsidiaries are each parf 6f a joint rate.zone, The load data presenied is for all transmission. owners in
the respective joint rate zone and is used for billing network vevenues. Each 6f our MISO Regulated Qperafing Subsidfaries makes up-the
most significant portion of the rates ov reveaus requirement billed fo network toad within their respective joint Tate zone,

The following table presents the network wansmission Tates (per kKW/month) for-our MISO Regulated Operating Subsidiarics that are
relevant to-our cash flows since Jenuary 1, 2009

Metwork Yransmigsion Rate JTCTeansmission MEIC FFC Midwest
January ‘1, 200%to Treceniber 31, 2000 £2.52¢ $2.522 T B4c162
Janvary 1, 201010 Deceinber 31, 2010 $2.81% §2.390 $6.882
January 1, 2011 to December 31, 2011 $2.493 %2331 36,094
January 1, 2612 to December 31, 2012 52,188 $2.409 $6.797

FI'C-Great Plains does not receive revenue based on a-peak load each month and therefore does not have a scasonal effect on operating cash
fiows. The SPYP tariff applicable to ITC Great Plains is billed ratably each month based on it annusl projected revenue reguivement,

Revenue Reguivement Crlenlution

Under-their cost-based formula rate iemplates, each of our Regulated Operating Subsidiaries separately caloulates a revenoe
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requirement based on financial information gpecific to each company. The calculation of actual yevenue requirements for a historic period is
used to calcilate the amount of network revenues recoghized in that perod and to caleulate the true-up adjustment for that period, The
calculation of projected revenue requirements is used to estsblish the twansmission rate used for billing purposes, and follows the same
methodology as the calculation of agtual revenue requiremant. The following steps fllustats the cafculation of revenue reqnirement and the
rate-sefing methodology under the formula rate template with a true-up mechanisio used by our MISO Regulated Operating Subsidiaties. ITC
Great Plains foliows 2 similar methodology and uses a FRRC-approved retum of 12.16% on the common equity. portion of its capital structure;

Step One — Esidblish Projected Rute Base and Caleulnte Projected Allowed Refurn

Rate bass is projected using the aversge of the projected month-end balances for the months beginning with December 31 of the current
year and ending with December 31 of the npcoming year and consists primarily of prejecied in-service property, plant and eguipment, net of
accumnulated-Bepreciafion, as well as other items.

Projected rate base is nuliiphist by the projected weighted average cost of capital to determine the projected allowed returm on rate base,
The welghted average cost of eapifal is cdloulated using a projected 18 month average capital structure, the forecasted pre-tax cost of the debt
portion of the capitédl structure and a FERC-approved veturn of 13.88%, 13.38%, and 12.38% for ITCTransmission, METC, and, ITC Midwest,
respectively, on the conunon. equity portion of the.capital structurs,

Step Two — Caleulate Projected Gross Revenue Requirement

The projected .gross. revenue requirement is caloulated beginning with the projected allowed refumn on rate base, as caiculaied in Step One
-abiove, and adding projected recoverablé:operating expenses and an allowance for income taxes.

Step Three ~ Celeulote Projected Revemie:Requirement

After calerlating the projected gross revenue requirement-in Step Two above, the projected gross revenue requirement is adjusted for any
prior year true<up-adjustment discussed in Step Four and is reduced for certain revenues feceived other than nepwork revenues, sucl as
projectod point-to-poitt, regional cost sharing Tovenues and rental revenuss:to arrive at ourprojetted revenue requiremert.

Step Four — Caloulate Trueup Adjustment

The aotual -transmission revenues billed for 2010 were compared fo 2010 actual net revenue requirément which s based primanly op
amowits from the completed FERC Fonm Mo, 1 for 2010, The true-up stijustment that resils from the difference between the actual revenue
sifled and mctual revenue requirement for 2010 was added to the 2012 projected revenue requirement used to determine the 2012 network
transmission rate. Interest is also.applied to the true-up adjustent.
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TMustration of Formmula Rote Sefting, Set forth below is & simplified illustration of the calculation of ITCTransmission®s projected revemys
requiremment as well as-its-component of the joint zone network transmission rate for billing purposes vnder its formula rate setting mechanism
for the period from January 1, 2012 through December 31, 2012, that was based primarily upon projections of {TCTransmission’s 2012 FERC
‘Form No. 1.data. Amonnts below are approximations of the amounts used to establish ITCTransmission’s 2012 projected revenue requiremett.

Fhael ¥ L . L Jremy - - .4 - - Instrucéions ¥ Amgunt
1 iProjected rate base
$ 1,028,300,000
2 [Munitiply by projected 13 month weighted average cost of
capital{a)
10.40%
3 |Projected allowed return on raje base {Line ] x Line 2)
; % 106,959.251
4 1Projested recaverable operating expenses for 2012
¥ 60,700,600
5 |Projected taxes and depreciation and amortization for 2012
E 8 125,900,000
6 [Profected gross revenue reguirements. for 2012 {Line 3 + Line 4 +Line 5)
3 203,559,251
7  iless projectedrovenue credits-for 2012
' $ {46,990,000)
£ {Plusfiess) 2040 trus-up adjustment $ (28,830,000}
9 | Projected revenue vequirement for 2012 {Line 6 + Line 7+Line §)
’ 3 217,809,251
L “iProjected average monthly 2012 netwosk load (in K'W)
§,295,000
11 | Annual component of the joint Zone network. iransmission raté (Line:® divided by Ling 10)
b 26,258
12 |Monthly component of the joint zone network transmission rate ($/AW  {(Line 11 divided by
per month} 12 months)
- s 2.188
{a) The weighted average cost of capital Tor purposes of this illustration is caletilated as follows:
Welahted
Porcentage of Average
ITCEransmissionis Costof
Toial Capitalization Costof Caplial ‘Capitdl
Debt 40.00% 5.18%{Pre-tax) = 207%
Ryuity 60.00% 13.88% (Afertax) = 8.33%
100.00% ' ' 1040%

Capital Envestment and Operating Results Trendy

Weexpect 8 general trend of increases in revenucs and earnings for our Regulated Operating Subsidiavies over the long term. The primary
factor that is expected 1o continue to increase our acival revenue requirements in. future years is our anticipated capital investinent in excess of
depreciation as 2 result of our Regulated Operating Subsidiaries® long-torm ecapitd] investment programs to improve relisbility and interconnect
new generating resources, as well as the Bntergy Transaction, In addition, our capiial investrent efforis relating 160 development inifiatives are
based on establishing an ongoing pipeline of projects that will position us for Jongsterm growth. Investments in property, plant and eqiipmen,
when placed in service upon completion of a capital project, are added to the rate base of our Reguleted Opersting Subsidiaries. Additionally,
construction work in progress bajances for our KETA Projuct and Kanzas V-Plan Project are included in rate ‘base prior 10 being placed in
service,.and are expected 10 result bn significant revenues in 2012 compared-to 2011, '

Owr Regulated Qperating Subsidiaries sirive for high reliability of thelr systems and o improve accessibility to generafion sources of
choice, including renewable sowrces. The Epergy Polioy Act of 2005 requires the FERC to implement mandatory electric transmission
religbility standards 10 be enforced by an Electric Reliabflity Organization. Effective June 2007, the FERC approved mandatory adaption of

wtain relinbility standarde and approved enforcement actions for violators, including finss of up to $1.0 million per day, The NERC wan
_ssigned the responsibility of developing and enforcing these mandatory reliubility standards. We continually assess our transmission systerns
against standards established by the NERC, as well as the standards of applicable regional entities woder the NEREYEE BBt 18zen delegaied




certain authority for the purpose of proposing and cnforcing reliability standards. We belicve we meet the applicable standards in all material
respects; although further investment.in our transmission systems and an increast in maintenence activities will likely be needed o maintain
compliance, improve réliability and address any new standards that may be-premulgated.

On Qctober 7, 2010, the NERC issued & recormmendation for transmission owners to inspect their fransmission systems in order to verify
their Facitity ratings methodology is based on actual field conditions, Each of our MISO Regulated Operating Subsidiaries will undertake a
program to assess its system aver the next two years as a response to the recommendation. There
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are likély to be costs associated with the assessrtent and potential systern modifications fo mitigate instances where actua! field conditions
necessitate a facility rafing ihat is unacceptable to the relisble operation of the transmission sysiem. The costs for this mifigation will be
determined after the assessment is eompleted, and the appropriate mitigation is planned-and may result in significant operafing expenses andfor
capital investment. These operating expenses and capital investments would be recovered through higher revenue requirements under the cost-
baged formula rates of owr MISO Regnlated Operating Subsidiaries.

We also-assess our {ransmission systems against our-own planning criteria that are filed annually with the FERC. Based on our planning
studies, we see needs to make capitat investments to (I) rebuild existing property, plant and equiprment; (2) npgrade the system to address
demaographic changes that have. impacted treosmission load and the changing role that fransimission plays im meeting the needs of the wholessle
market, including accommedating the siting of pew generation or to ‘increase import capecity to meel. changes in peak: electrical demand; (3)
relieve congestion in the fransmission systems; and (4) achieve-statc-and federal policy goals, sueh as-renewable generation portfolio standards.
The following table shows ouf expected and actual capital investment for each ofhe Regulsted Operafing Subsidiaries:

Astual-Capltal Foreeasted Caplisl
Five-Vear Capitai Fuvesiment for the Investment for the
(in.millions} . Investment Pragram YearEnded Year Ending’

Operating Subsidiary 2012-2016(g) Deeember33, 2071 (h) __Drecember 31, 2012
ITCTrangtiission K (B 3.0 £185 — 210
METC . 581 - 156.9° 155 —180
ITC ’M;QWeS% 1,128 269.1 295 — 325
TTC:GieatPlains (c) 343 38 05 115
Development (d} 1,390 — —
3 4481 8 . A320 5730 — 830

Total .

(#) The cument five-year wapital investment program does not include anticipated expenditures related to the Entergy Transaction. The
intastments in property, plant:and equipment would be expected to incresse significantly upon closing of that ransastion.

(o} Gupital investment amounts differ from cash expenditures for property, plat and equipment inctuded in our consolidated statements of
cash flows due in part to differences in construction costs incurred compared. o cash paid-during that period, as well as payments for
major equipment inventory that wre included in cash expenditures but not included in capital investment unél transferred to construction
waork in progress, among other factors.

o} ITC Great Plaing' investment progrem includes the KETA Project, Kansas V-Plan Preject and Hugo-to-Vélliant Project.

{d) Inchides developmentinitiatives within {he Southi and North Central Regions,

Investments in property, plant and equipment could vary dueto, among other things, the impact of actual Toads, forecasted Joads, regionsl
econiomic cenditions, weather conditions, union strikes, labor shortages, material and.equipment prices and availability, our ability to obtain
financing for such expenditures, if necessary, Hinitations on the amount of consiruction that can be undertaken on owr systems at any one fime,
regulatory approvals for reasons rélating to rate construet, environmentdl, siting, regional planning, cost recovery or ofher.issues or as a result
of legal proceedings and vafiances between cstimated end. actual costs of construction contracts awarded. In additien, mvesiments jn
iramsmission network upgrades for generator intgreomnection projects conid change from prior estimates-Significantly dus 1o changes in the
MISO queue for generation' projesis, the generator's-potential failure to meet the various criteria of Attachment FF of the MISO tariff for the
project to qualify ag a refundable netvrork upgrade, and other factors beyond our control,

Capital Project Updaies:and Other Recent Developments
Thuenib Logp Project

I 2010, we received MISQ approval of the Thumb Loop Projeet lozated in ITCTransmission's region with a total expected ecapital
investment of $510 million, The Thumb Looy Project consists of & 140-mile, double-cirenit 345 &V transmission line and related. substations
that will serve as the backbone of the transmission system needed W accommeodate future wind development projects in. the Michigen connties
of Tuseols, Huron, Sanflac snd 8t. Clair. Siting .application approval wag filed with the MPST in August 2010 and granted by the MPSC in
February 201 1. Significant capital investments {or this project are expected to ecour beginning in 2012.
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ITC Great Platus.
KETA Project

The KETA Project is & 225-miletransmission lne that will tun between Spearville, Kansas and Axtell, Nebraska. On January 19, 2010, the
RERC issued an order approving the novation agreements required by SPP for the designation of the right and ohfigation to build the Kansag
portion of this project to ITC Great Plains by Sunflower Electric Power Corporation and Midwest Energy, Inc. The portion of the transmission
line that ITC Oreat Plains is responsible for consiructing will run approximately 174 miles, ITC Great Plaing has commenced construciien for
the first phase of the 345 KV KETA Project, which will run. from Spearville, Kansas to Hays, Kansas, In June. 2010, ITC Great Plains received
siting approval for the second phase of the projeet, which will rur from Hays, Kansas to the Nebraska border and has seeured the reguiatory
approvals required to complete the second phese of the KETA Project. Through December 3t, 2011 , ITC Great Plains had recorded
constroction ‘work in progress of $96.9 million for KETA project. Wenow egtimate that the cost for FTC Great Plains® portion of the KETA
Project-will be approximately $175 million. o

Kansas VPlan Profect

The Kansas V-Plan Project is o 200-mile fransmission line that will mn between Spearville and Wichita, Ransas. In 2009, the KCC
agthorized ITC Grewt Plains to build a portion of the-segment from Spearville to Wiedioine Lodye, Kansas. The portion of the transmission line
that ITC Great Plains is responsible for constructing will run approximately 120 miles, The Kansas Corporation- Commission approved 17C
Great Plains' reguest-for a transmission line sfiing peymit on July 12, 2011, ¥PC Great Plains has obtained the remaining permits necessary 10
begin construction of the project. We: estimate: that ITC Great Plains will invest approximately $300 million to construct its portions of the
projeet. ‘

Regulutory Assets

As of Deoember 31, 2011 , we have recorded approximately $13.8 million of regulatory assets for start-up and devélopment expenses
ncurred by ITC Great'Plains, which include. certain costs.incurred for the KXETA Project and the Kansag V-Plan Project priorto construction.
In March 2011, we recognized the Kansas V-Plan Project.regulatory asset of $2.0.million and comesponding reduction to operating expénses,
which resulted in net income of $1.3 million . Subsequent to the inifial recomiition of the Kansas V-Plan Project regnlatory usset in March
2011, we recorded an additional $1.1 million of cost.iscurred.for the Kansas V-Plan Project through December 31,2011 divectly to vegulatory
asgets. Based on ITC Great Plains® applicafion and the-related FERC order, ITC Great Plains will be required to make an additional filing with
the- FERC under Section 205 of the FPA. in order to recover these stark-up, development and pre-constriction expenses,

Develogpment Bonuses

During 2011 and 2010 , we recognized general and administrative expenses of $1.2 million and $1.9 miflion, respectively, for bonuses for
the successfiil completion of certain regulatory mittestones relating to the Kansas V-Plan Projest and KETA Project, respectivély. It is
reasonably possiblothat fursredevel opment-related bonuses would be-aidhorized and awarded for these or dtlier development projecs.

North Central Region Develgpmant

In 2009, we formed Green Power Express and annownced the Green Power Bxpress project, which consisted. of transmisston ling segmeints
thiat. would facilitate the-movement of power from the Dakotas, Minnesota and Jowa te Midwest load centers that -demand energy. Afler the
announcement of the Grecp Power Express project, MISO underiook RGOS to promote inveshnents in new regional transmission
infrastructure and-implemented its MVP cost allocation methodology. MISO's RGOS and MVP pracesses provide 2 chammel for the Green
Power Express project, or its underlying segiments, to move forward through fhe planning approval process as MVPs. In Becember 2011,
MISO approved theifivst portfolio of MVPs identified through the RGOS which.includes portions of four' MVRs that we intend to build,-own
and operate. T he-Four MVPs.are’lacated i south central Minnesota, portions. of Towa, southwest Wisconsin, and northeasi Missonri.

Green Power Express has certain FERC-authorizéd transmission investment incenitives, including the esteblishment of a regulatory asset for
start-up #ind development cosis of: Green Power Express and certaifi pre-constraction costs for the project to be recovered pursuant to a future
FERC filing. Further, Green Power Express has a FERC:approved formula rate with a retum on equily of 12.38% and 2 capitdl structure
targeting 60% cquity.and 40% debi. The amount of any future capital expenditures by Green Power Express is eurrently unknown.

The total development expenses through December 35,2011 at Green Fower Express thal may be recoverable through rogulatory assets
were approximately 35,5 million , which have been recorded to expenses in the periods it which they were incurred. ¥ in & futire reporting
period it becomes probmbie thet future revenues will result from the authosization to vecover these development expenses, we will recognize the
regulatory agsets. No regulatory assets or construction work in progress for Green Power Express have been recorded as of December 31, 2011
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Exntergy Transaction

As of December 4, 2011, Entergy and ITC Holdings exetuted definitive agreements under which Entergy will divest and then merge its
electric transmission business with a wholly-owned subsidiary of 1TC Hoidings. Entergy’s eleciric transmission business consists of
aporoximately 15,700 miles of interconnested transmission Tines at voltages of 69 KV and sbove and associated substations across its uiility

service territory i the Mid-Smith.

The Eutergy Transaction would expand our network across the entire middle of the continental Uhited States from the Great Lakes-to the
Guif Coast. It will approximately double our asset base, add sizable new markeis to our operating and development portfolio, and diversify and
enhance growth prospects through an expanded footprint.

The terms of the transaciion agreements call for Entergy to divest its-electric transmission business to a newly-formed eatity, Mid South
TrensCo LLC {*Midl South TransGo”), and Mid South TransCo's subsidiaries, and disuibute the-equity interests in Mid South TransCo to
‘Entergy's shareliolders in the form-of @ tax-free spin-off. Mid South TransCo will then merge with a newly-created merger subsidiary of ITC
Holidings in an atl-stock, Reverse Morris Trust wransaction, avd will survive the-merger 2s-a-wholly owned subsidiary of ITC Holdings. Prier 1o
the merger, we expect to effecfuste & recapitalization, éurrently-anticipatet to take the form of 2 one-time special dividend of $700 million fo
TTC Holdings' pre-merger shircholders. The merger will resul int shareholders of Entergy receiving approximately 50.1% of the.shaves of pro
forma ITC Holdings in exchange for their shares of Mid.South TransCo, with existing shareholders of ITC Holdings owning the remaining
apptoximately-49:9% of thic combined company. In-addition, Edtergy will receive pross cash proceeds of $1.775 Billion from mdébtedness that
will bie incurred by Mid South TransCo and its subsidiaries prior to the merger. This indebtedness will be assumed by ns.

Completion oF the:Entergy Transaction is expected: in 2013 subject to the satistaction of certain olosing conditions, including the necessary
approvaels of Bntergy's retail regulators, the:FERC and 1TC Holdings' sharehdlders. There can be no-assurance theEntergy Transaction will be
consuminated. See “lem 1A Risk Factors — We may be unable to satisfy the: condifions or obialn the approvals required fo complete the
Entergy Transaction or such approvalsmay contritmaterial restrictions-orconditions.”

Sigaificant.Components-of Results of Operations
Raovenues

Ve derive nearly all of our revenues from providing network transmission service, point-fo-point trapstnission service and other rélated
services over our.Regulated Operating Subsidiaries’ transmission systerns to Detroit Edison; Consumers Energy, P&L aiid to other entities
such ag dtemative electricity suppliers, power markeiers and other wholesale customers that provide electricity to end-use consurners and from
transaction-based capacity reservaiions: on our transmission systeris. MISO and 8PP are responsible for billing and collection of transmission
services. As the billing agent for our Regiilated Operating Subsidiaries, MISO and SPP collect fess for the use of our transmission systems,
invoicing Detreit Edison, Consumers Energy, IP&L and other customers on & monthly basis.

Metwork Revenues are gencrated from network. customers for their use of our electric transmission systems and consist of both bilied
nefwork rovennes and accrued or deferred revenues as a result of our-accounting under our cost-hased formla rates that contain & true-up
mechanism. Refer to “Tiem 7 Management®s Discussion and Anslysis.of Financial Condition and Results of Operations — Critical Accounting
Polisies — Revenue Recognition ntider Cost-Based Foriiile Rates with TrueaUp Meshanisms” for a disonssion of revenue recognifion rélating
to network revenunes, The monihly petwork revenues billed fo customers using the transtission facilivies of our MISO Repulated Operating
Subsidiaries avethe result of a ealculation whiclhican be simplified into-the following;

(1) mmliply the network Joad-measured.in BW achieved during the one hour of monthly. peak usage for ourtransmission systems
by the-appropriate:monthly tariff rate by 12 by the numbér of d&ys i that month; and
(2) divide theresult by 365,

Our rates at [TC Great Plains are bilied ratably ¢ach monih based on its annuel projecied revenue requirement and therefore peak vsage
does not impact-its billed network transmission revenues.

Pointto-Point Revenues consist-of revenues generated from & type of fransimission service for which the customer pays for fransmission
capacify reserved along a specified path. between two poinis on af hourly, daily, weekly.or monthly basis. Peint-to-point revenues atso include
other components pursuant to schedules under the MISO and SPP transmission tarffls, Point-to-point revenuss are a reduction in net revenue
requirement for network revennes calcutated under our cost-based formula rates. :

Regiona) Cost.8haring Revennes are generated from transmission ciustomers throughout RTO regions for their use of our MISO Regulated
Operating Subsidiaries” network upgrade-projects that sre éligible for regional cost sharing snder provisions of the MISO tariff, including MVP
projects such as the Thumb Loop Project. Additionally, the XETA Project and Kansas V-Plan Projeet at ITC Great Plains are eligible for
recovery through o region-wide charge vnder provisions of the SPP tariff. Regional cost sharing revenues consist of hoth billed regional cost
sharing revemues and accrued or deferred revennes as 2 result of our

ST TN e re e U (AT T = v BN O R e e




accounting undsr our costbased formula vasss that contain a true-up mechanisin. The amount of the regional cost sharing revenue accruals
(deferrals) is estimated for each reporting period untl) such time as the regional cost sharing formula rate templates based on actual cosis are
completed for each of'our Regulated Operating Subsidiaries during the following year.

Schedaiing, Control aud Dispatch Revenues are aliocated to our MISO Regulated Operating Subsidiaries by MISO as compensation for
the services performed in operating the fransimission system. Such services jnclude monitoring of reliability data, current and next day analysis,
implementation of emergency procedures and odtage coordination and switéhing, Revepues that are allocated by MISO to our MISC Regulated
Operafing Subsidiaries refating to these services are determined based on projected expenses incurred bt are not subjeet 1o a truc-up
edjustment. In any given year, our MISO Regulated Operating Subsidiaries may eam more or less scheduling, control and dispatch revenues
than-our actual expenses incurred for control reom activities,

Other Revenues consist of rental revenues, casemént revenues, revenues velating to utilization of jointly owned lines under our
transmission ownership and operating agresments and amounts from providing ancillary services to customers.

Operating Fapenses

Operation and Maintenance Expenses consist primarily of the cosis of contractors to operate and maintain our ransmission systems.and
costs for our personndd involved i operation and maiitenance netivities,

Operation expenses inchide zetivities related to ¢ontral area operations, which inveolve balancing loads and generation and transmission
‘system operations activities, including monitoring the status 6f our fransmission lines and stations. The expenses re}atmg 10 METC's Easement
Apgreement are also recorded within operation expensés.

Maintenance expmsesmcluda preventive or planned maipicnance, sech as vegetation munapement, tower painfing and eguipment
inspections, as well as reactive maintenance for equipment failures,

General and Admiinistrative Expenses consist primarily of costs for personndl in our legal, information technology, finance, regulatory
and human resources:organizations, general office expenses-and.fees for professional services, Professional services are prindipally composed
of autside legal, audit and information technology services. We capitalize to property, plant and equipment portions of certain general and
admimistative expenses such gecompensation, officerent, viilities and information technology.

Depreciation anfl Amortization Expenses consist primarily of depreciation of property, plent and equipment using the strafghtfine
uethod of accounting.. Additionally, this consials of amoriization of various regulatory and intangible assets: We capitalize to-property, plant
and equipment depreciation ckpuemse for vehicles and equipment used in our construction activities.

Taxes other than Income Taxes consist primarily of properfy taxes and payroll taxes.

Other:Qperafing.Income and Expense — Net consisis primarily of gaing and loyses associafed with the sale of assets,.Additicnally, this
item consists of income récognized for tax gross-ups received from developers or generators:for construction prajects as described in Note 2 to
the.consdlidated financid! statements under “Generator Interconnection Projects™ The tax gross-up represents the difference between the tax
effects of the taxable ncome associated wilk the contribution compared:to the preseni value of the tax depreciation deduction of the property
constructed using the taxable contribution in aid of construction,

Otlter items ¢f ncome or expense

Interest Expense consisis primarily of interest on debt at-JTTC Holdings and our Regulated Operating Subsidiavies. Additionally, the
amortization of debi financing expenses is recorded to interest expense. An allowance for borrowed: funds used during constrnetion is included
in property, plant and equipment accounis and is & reduction to interest sxpense.

Aflowance for Equity Funds Used During-Construction (“AFUDC. equity®) is recorded as an.item of other incoms and is included in
property, plant end equipment accounts. The allowance Tepresents 3 retum on equity at onr Reguiated Operating Subsidiaries used for
consiruction purposes io accordance with FERC regulafions. The capitalizaton rate applied o' the construction work in progress balance is
based o1 the proportion of equity io fpial capital (which currently includes equity and long+tenn debt) and the allowed retum on equity for our
Regulated Operating Subsidiarics,

Income tax-pravision

Income tax provision consists of federal and state income taxes.
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Results of Operations

“¥The following table surnmarizes historical operating results for the-periods indicated:

Year Ended Percentage Year ended Pereentoge

December 31, Inerease Ingreace December 31, Increase Inerease
(ix thousandsy 20611 2010 (Becrease) {Decrease) 209 {Decrease) {Decrease}
OPERATING REVENUES $ 757,397 8 695,843 & 60554 8.7% $ 621,015 § 75828 122%
QFERATING EXPENSES

Operation and maintenance 129,288 126;528 2,760 2.2% 95,730 30,798 3%

General and adminisirative- 82,790 78.120 4,670 6.0% 69,231 §.58¢% 12.8%

Depreciation and amortization 94,981 ‘86,076 5,005 91% 85,949 1,027 1.2%

Faxes other. than fncome taxes 53430 48,195 5,235 10.9% 43,905 4,200 2.8%

Other uge_xaﬁn’g.(incomé.) and ] ‘

‘eypenses —nel {844 (297 {547 184.2% {667} 37 {35:5)%
Total operating expenses 3596045 339,522 20,123 3.9% 294,148 43,374 15.4%
‘OPERATING INGOME - 39752 157321 40,431 11.3% 326,867 30454 9.3%
OTHER: EXPENSES {INCOME)
Interest expenss 146,936 142,553 4,383 3.1% 130,209 1338 9.5%
Allowance for-equity funds used
during construction (16,699) (13413) 3,287 24.5% (13.203) (209) 1.6%%

Loss oivextinguishmentof det —_ . — " nfa 1,263 {1,263 aohm%

Other income {2,881} {2,340} (541) 23.1% (2,792) 452 {16.23%

Other.expense F062 2,588 1,374 - 53.1% 2018 {330) a1.5%

Fota] otiier expenses (income) 131,318 129,389 1,929 L5% 118,395 164,994 0.3%
NCOME BEEORE ITNCOME.

TAXES 266434 221932 38,502 16.0% 208472 19460 o5
INCOME TAXPROVISION 94,740 §2.254 12,498 15.3% 71572 4,682 D%
NEY BNCOME & 171085 P 145.678 § 26,007 17.9% ) e 134,960 514,778 11.3%

Operaiing Revennes

Year ended December 31, 201) compared o yenr ended Decenibar 31, 2016

The following table sets forth the components of and changes in operating revenues:
Perceutage
201 2016 Inerense Ineresss

{In thousands) Ameunt Percentage Amount Percontage (Decrense) {Decrease}
Networkrevenues $ 687,807 $4.2% 3 59507 B4% 5 42736 12%
Regional cost sharing revenues §7,304 11.5% 55638 8.0% 31,666 56.9 %
Pointio-poin{ 15903 2.1% 26,063 37% {10.160} €390
Scheduling, contro} ang dispaich 11,583 1.5% 14,525 2.1% (2,942} (20.3)%
Other 4,800 0.7% 5346 06:8% {7446) {13.5)%
Total $ 757,397 180.0% & 696,843 100.0% 8 60,534 8.7%

Network revenues increased due primarily io higher net revenue requirements at our Regulated Operating Subsidiaties during the vear
ended Becember 31, 2011 as compared io the same period in 2010 . Higher net revenue requivements were due primarily to kigher rate base
associated with higher balances of property, plant and equipment in-gervice and higher recoverable expenses due to higher operating expenses,
partiaily offset by the final monthly recognition in May 2011 of the ITCIransmission rate freexe revenue deferral described above under "hem
7 Management’s Discussion and Analysis of Financial Condifion and Results of Operations -— Cost-Based Fonmula Rates with True-Up
Mechanism — I TCTransmission's Rate Freeze Revenoe Deferral.”

Regional cost sharing revenues increased due primarily to additional capital projects that have been ideniified by MISO as eligible Tor
regional cost sharing and placing these projects into service. We expect to continue {0 receive regional cost sharing revenues and the amounts
could increase in the near future, including revenues associated with projects that have besy or are expected to be approved for regional cost

naring,

Poini-1o-point revenues decreased due primarily to a decling in the number of point-to-point reservations.
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Scheduling, coritrol and dispatch yevenues decreased due primatily to a change in MISO's revenue distribution methodology for these types
of revenues in. 2011 compared t0.2010. The new methoed was implemented in 2011 to betier align the revenues relating 1o these services with
the projected expenses,

Operating revenues for the year ended December 31, 2011 include the nefwm*k revenue aceruals {deferralsy and regional cost sharing
revenue accruals (deferrals) as caleulated below:;

Tots
ITCG Great MetHevemure
Line Ttem TFCTransmission MEFC ITC Midwest Plains Deferrvals
(ie thonsands) o
1.  Estimatednetyevenusteguirament .
{network revenues recognized) {d) g 245917 $ 188577 %, 203,083 $ 2230
2 Network:revenues billed (b} 267,842 198110 212,778 7%
3 Networlk revenne.acomals fleferrals) N . ) )
(liniet —~ine 2) (239257 (9.533) (90,6953 1,512
4 Regiondl cost shating revenus accrals
(defemals): (¢} LGB?’) (1.237) 4,088 (3.322)
5 Totdl. net;evenua deferraly: (Iuae 3§ +line o o ' :
43 gt (ﬂs 62 .8 Q10770 - § (5807 & {Lsi0) - § {43040y

{2) The calculation of net revenue. regiirement for cur Regelated Operafing. Subsidiaries is-deseribed in “ltem 7 Management’s Discussion
and Analysis of Financial Condition and Resulis of Operations — Cost-Basell Formula Retes with True-Up Mechafism — Net-Revenne
Requirement Calculation.” The. amount is estimated T‘or sach reporting;period until such time-as.FERC Form No. s are completed for cur
Regulated Operating Subsidiaries,

) Metwork revenues billed at our MISG Repulated Dperafing Subsidiaries:are-ciloilated based on the joint zone monthily-network peak load
multiphied by their ¢ffective-monthily network rates for 2011 of $2:495 per kW/month, $2.331 pei KW/month and $6:694 per kW/month
applicable to ITCTransmission, METC and ITC Nidwest, respectively, adiasted forthe adtual number of days in the month less amounts
revovered or refunded associated with-our MISO Regutated Operating Subsidiaries 2009 ime-up adiustments, The rates for 2011 include
amounts for the collection and refund of the 2009 revenue accruals and deferrals and related accrued interest and the revenues billed in
2011 associated with the 2009 revenue acerials and deferrals are not included in these -amounts, Que rates at 1TC -Great Plains are bilied
ratably each month hased on its annual projected net revenueyequirement.

{c) Regional cost sharing revenues are subject:to a separate true-up mechanism whereby our Reguiated Operating Subsidiaries acerue or defer
revenues for any over- or under-zecovery. The related revenue accrnals or deferrals assoclated with regional cost sharing revennes are
included in the regional cost sharing revenue amounts.

Year ended. December 31, 2010 compared. fo year ended December 31, 2009

The following 1able sets Torih the components of and changes in operating revenues:

Fereenbige

2019 2005 Increase Inérease

(En thousands) Ameunt ‘Pereentoge Asnitount ‘ Percentsge (Becréase) {ecrease)
Network-revenues $ 595071 854% 5 547279 831% & 41702 Btk
Regional cost sharing revenucs 55,638 8.0% 39710 6.4% ©o15.928 Alil %
Foint-to-point 26,063 |.7% 17.087 23% 8,976 525 %
Scheduling, comirol and dlspatcb 14,525 2.1% 14,578 2.3% {53) {0.4)%
Other 5,546 0:8% 2361 0.4% 3,185 1349 %
Total $ 696,843 1000%  § 621,015 1000% § 75828 12.2 %

Network revenues ineressed due primarily to higher net revenue requirements at onr Regulated Operating Subsidiaries during the year
ended December 31, 2010 as compared to the same period in 2000 . Higher et revenue requirements wers due primarily to higher rate bases
assosiated with higher balances of property, piant and equipment in-service and higher recoverable expenses due primarily to higher operation
and maintenance expenses, partially offset by higher rogional cost-sharing and point-te-point revenues.

Regional cost sharing revenues increased due primarily to additional capital prejects that have been identified by MISQ and SPP as eligible
for regional cost sharing.

Paint=to point revennes increased due primarily to an increass in schedaled transmission fiow on our fransmission systems.
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Other revenues increased due primarily to revenue recognized al METC for ntitization of s jointly owned lines under s fransmission
ownership anc'l operating agresments,

Operatmg revennes for the year ended December 31, 2010 inclade the network revenue accruals {deferrals) and regional cost sharing
revemie acoruals {deferrals) as caleulated belows:

Total
et Revenue
. }EC Great
Line Jtem 1TCTransmission METC ITC Midwest Plains Deferraly
{In thoisands)
i Estinated net revenug reqitirement .
J[nétwork revenuestecognizedy {2) $ 238,818 § 1712390 $§ 183,005 ¢ 1,809
2 HNetwork revenues billed (5) 267,44F 173,710 183,027 1,070
3 . Netwoik-revenue acornais {déferrats)
: {lingl —ne2) (28.623) T(2ASY 68 826
4 Regiond! cost sharing revenue accruals
. (deferrals) (0) (740) {7,086} 1,464 (745) _
5 “Totalnet revenue.acomals (deferrals) _ ) o ' :
T (line3i-line 4) & (203633  § (9537} ¢ 1532 3 8 & (37389

{d) The-culedlation. of net revenue reqiiremeit for our Regulated Operating Subsidiaries is:described in “Jfem 7 Management’s Discussion
2nd Analysis of Financial Cordifion and Resuits of Operations — Cost-Based: Formula Rates with True-Up Mechanjsin — MNet Revenue
Requirement Calonlation.” The-gmourit'is estimated for each reporting periort wntil such.fime as FERC-Form N¢. 1°s are gompleted for our
Regilated Operating Subsidiaties,

{b) Metwoik revenuas billed at our MISO Regulated Operating Subsidiaries were caloulated based on. the joiist zone monthly network-peak
foad mudtiplied by our effeefive montiily network yates for 2010 . The rates for 2010 include amounts for the collection of the 2008
tevenue actruals and the revenues Billed in 2010 associated with the 2008 revenue acerudly are.not included inthese:amounts. Our rafes af
TTC:Great Plains are billed ratabiy each morith on its annual projected net revenue requirement.

.©) Regienal cosi sharing revenues are subject to @ true-up mechanism whereby our Regulated Operating Subsidiaries acerue or defer
revenues for any pver- or under-recovery,

Operafing Expenses
Operarion and mainenance expenses
Yeur pnded Decemiber 31, 2011 compared 1o year ended December'dl, 2010

Operation and‘maintenance-expenses increased by $4.8 million dueto NERG compliance activities associated with supvéying transmission
overheail:Bngs, by $3.0 million due tg higher vehicles and equipment- expenses related to-higher fuel costs as well as the age and nuinber of
vehicles in the fleet, by $2.6 million due to-higher operating and training cxpenses, and by $2.5.million due to higher costs of helicopter
patrolfing for iifrared anil visual inspections of the system and transmission lines. These invreases were parially ¢ffser by $4.5 million due to
lower vegekition management requitements, $3.0 million due to Jower substation facilily mainienance expenses, and $3.0 million due 10
reduced strocture maintenance primarily caused by reduced towsr peinting requirement in 2011,

Year ended December 31, 2010 compured to.year-ended December 31, 2009

Operation and mamtenance expenses noreased by $15.1 million due to higher vegetation managemeént sxpenses, by $6.7 million due to
higher equipment and structmre maintenance, by $4.7 million due to higher tower painting requirements and $4.4 million due io higher
subsiation facility maintensnce expenses. The lower operation and maintenance expenses in 2009 were due in part fo efforts to mitigate
operation and maintenance expenses snd general and admisistrative expenses to offset the impact of lower petwork load on cash flows and any
potential revennes acerual relating to 2009.

General and sdminisirative eopenses
Year ended December 31, 2011 compared w0 vear ended December 31, 2010

General and administrative expenses increased by 87.2 million due to higher professional advisory and consulting services primarily related
to external fegal, advisory and financial services fees relaed 1o the Entergy Transaction &nd by $2.1 million due to higher general business
expenses primarily due to inereased information technology support. These increases were partially offser by $3.6 million of lower
compensation:related expenses and by the reduction of expenses in the first quarter of 2011 of §1.9 million (of which $1.4 million were
‘newrred in periods prior o0 201 1) in conneetior with the recagnition of the Kansas V-Plan Project regulatory asset.
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Year ended December 31, 2010 compared to year ended December 31, 2009

General and administrative expenses increased’by $8.0 million dueto the reduction of expenses in 2009 in comectien with.the recognition
of regulatory assets refating to development activities of ITC Great Plains as well as certaln pre-consiruction costs for the KETA Project. In
addition, general and administrative expenses increased by $11.0 million due to higher compensation and benefit expenses due in part to
personnel addilions, stock compensation expense and the development bonuses for ceriain projects at ITC Great Plains. These increases were
partially offset by lower professional advisory and consulting servicss of $4.9 million as well as lower general business expenses of $4.0
miliion,

Depreciation and mnorifzation expenses
Year ended Decaember 34, 2011 compared to yeor ended December 31, 2070

Depreciation and amortization expenses increased due primarily fo a higber depreciable base resulting from property, plant.and equipment
additions. '

Year ended December 31, 2010 compared 1o year-ended December 31, 2009

Depreciation and amortization sxpenses at owr Regnlated Operating Subsidiaries increased due to a higher depreciable rate base resulfing
from preperty, plant and equipment additions. This increase-was partially offset by the effects of the ¥TC Midwest depreciation study, which
revised I'TC Midwest's depreciation Tates used fo calculate depreciation expense for the 2010 calendar year and resulted in a reduction of
deprecistion expensc of $5.1 million as described in Noted to the consolidated finencial statements.

Taxes other than ingome daxes
Year ended December 31, 2011 compured to year ended Deceniber 31, 2010

Taxes other-than income taxes increased due to higher property tax-etpenses primarily due to our MISO Regulated Operating Subsidiaries’
2030 capital additions, which are included in the-assessments for 2011 personal properly taxes.

Year ended December 31, 2010.compared io year ended Decenber 31, 2009

Taxes ofner than income taxes increased due to higher propeniy tax sxpenses primarily dueto-our MISO Regulated Operating'Sibsidiaries’
2009 capital additions, which are included ivthe assessments for 2010 personal property. taxes.

Other expenses (iricome}
Year ended December 31, 2011 compared 1o year ended December 31, 2010

Triterestiexpense increased due primarily to an increase in borrowing levels under our revolving credit agreements.
Year ended December 31, 2010 compared to year ended December 31, 2009

Interest expense inoreased due primarily to additional interest expsnse assooiated with ITC Holdings” $200 million debt issuanse in
Treceniber 2009, This increase was pariially offset by the offects of lower borrowing levels and intersst rates under our revolving credit
agreements.

S

APUDC equity incredsed due to increased property, plant and cyuipment expenditures and the resulting higher construction work in
progress balances.during 201{-compared.to 2009,

Incone Tax Provision
Year ended December 31, 2011 compared o year epded December 31, 2010

Qur effective tax rates for the years ended December 31, 2011 and 2010 are 35.6% and 36.1% , respectively, Our effectivetax rate differs
from our 35% statutory federal income & rate due primarily fo state income taxes as well as the tax effects of AFURC equity which reduced
the effective tax rate, The amount of income tax expenserelating to AFUDUC equity is recognized as a regulatory asset and not included.in the
income tax provision. Our Regulated Operating Subsidiaries include taxes payable relating to AFUDC equity in their actual revenue
requirsments. We recorded 2 state income tax provision of $3.8 million (net of federal deductibility) duzing the year ended Dceember 31, 2011
, compared to a state income tax provision of $5.9 million (net of federal deductibiliny) for the year ended December 31, 2010 . Included in the
state income tax provision recorded during the year ended December 31, 2011 is the effect of the Michigan tax Taw change as discussed in Note
10, which reduced the Income tax provision by 54,6 milTion.

Yewr ended December 31, 2010 compared fo year ended December 31, 2009

Our effective tax rate for the vears ended December 31, 2010 and 2009 are 36.1% and 37.2% , respectively. Our effective rate differs from
ouy 35% statutory federal income tax rate due primarily to State income tax provision of $5.9 million (net of federal deductibility} recorded
during the year ended December 31, 2010 and $8.0 million (net of federal deductibility) recorded during
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the year ended Decomber 31, 2009, partially offset by fhe tax effects of AFUDC equity which reduces the effective tax rate. The amount of
income tax expense relating fo AFUDC equity is.recognizedl as a.reguiatory-asset and not included in the income tax provision. Our Regulated
Operating Subsidiaties include taxes payable. relating to AFUDC equity in their actual nef revenue reguirements. Additionally, the income tax
provision for the vear ended December 31, 2010 has beeh reduced by $0.7 million for the setflement of an uncertain tax position restlting from
the deductibility of fransaction costs incurred in.connesfion. with the METC aequisition.

Liquidity and Capital Resoutces

We expect to fund. our future capital requirements with cash from operations, our existing cash and cash equivalents and amonnts available
prder our revolving credit agreements (the terms of which are described in Note 8 1o the consolidated financial statements). In addition, we
may from time to time seture debt and equity funding in the capital wuarkets, although we can provide no assurance that we will be able to
obidin financiog on favorable terms or at all. We expect that our capital requirements will arise principaily from ovr need to:

« Fund cepital expénditures at ow Regulated Operating Subsidiaries and, following the close of the Entergy Tramsaction, capifal
expenditures at tho. sibsidiaries of Mid South TransCo. Our plans ‘with regerd to property, plant and equipment investmente are
described in detail above usder “Hem 7 Management's Disoussion and Andlysis of Financial Condition and Results of Operations —
Capital Investment and Gperating Results Trends.”

+ Fimd business develgpment expenses and telated oapital expenditures. We are pursuing devélopment activities fogjransmi*:»si'on projects

- wihich will continus 1o result in the incurrence of development expenses and could result in significant capital expenditures.

Funtl warking capital requirements,

+ Fund our debt service reguirements, which are described in detail beiow under *Ifem 7 Management’s Discussion -and Analysis of
Finuaneial Condition and Restils of Operations — Contractuat Obligations.” We expect:our interest payments fo’increase eathyear ag a
resilt of the additionat.debit-we expect to incur to fund our-capital expendifures. :

= Funddividends to holders-of our common stock.”

Pund:contributions to our refirement plans, as deseribed inNote 11 to therconsolidated financial siatements, We oxpeef-to confribute up

to $11.0 milion ro these plans in 2012, The impact ofthe growth-in the numbser of participants in our retirement benefit plans and

changes in the requirements of the Pension Protection Act may require contribution® to our retiremeont plans to b higher than we have

experienced in the past. .

-

In additioh 1o the expected capital requirements above, any adverse determination velating {6 the contingencies described in Note 16 to the
consdlidated financial statements-would result in additional capital requirements,

We befieve that we have sufficient capital resources to meet onr cwrently anticipated shori-ferm needs, ‘We rely on both internal and
external sources of Hauidity to provide working capital and to fund capital investments, We expeet-fo continug to utilize our revolving credit
agreements and our cash-and cash eguivalents-as needed to-meet our short-term-caslh requiremients. Puring 201 1, we entered info new revolving
oredit agreements at ITC Holdings, I'TC Great Plains, ITCTransmission and METC in the amount of $200.0 million , $150.0 miltion ., $106,0
mitlon and $100.0 million . respectively, and an additional revelving credit agreement at. ITC Midwest for $75:0 miliion as deseribed in Note:8
to-the consolidated financial stalements. .As of Decerrher 5, 2011 ,:we had consdlidated indebtedness under our revolving credit agreements-of
$201.1 million , with sotal.unused caproity under the agreements of:$464.9 mition . A

For our longsterm capital requirements, imcluding the funiling of the currently anticipated $700 million special dividend i eonfection with
the Entergy Transaction, we sxpeet that we will need: to obiain additiondl débt financing. Cerizin of our eapitsl projects could be delayed in the
event-we expericnee difficuliies in accessing capital. We expect to be abie to obtain such additional financing at-needed in amounds 408 upon
terms that will boreasonably satisfactory tous. '

Credit Ritings

Credit ratings by nafionally recognized statisiical rating ngerciss are an important component of our hiquidity profile. Credit-ratingsrelateto
our dbility to issue debt-seeurities-and the-cost 1o botrow money, and should not be viewed a5 an indication of futuve stock performance or a
recommendation to buy, sell, or hold securities. Ratings are:sahject to revision or withdrawal at any tine and.each rating should be evaluaied
independently of any other rating. Qur cument credit ratings are displayed in. the following table. An explanation of these ratings may be
obtained from the respective rating ageney.

Exhiblt CB-H1a




Standard and Poor's Moads's Investor

Issuer Issugnes Ratings Serviees (a) Servies, Ine. ()
ITC Holdings Senior Unsecured Motes BBB Bag?
FRC Fransmission - First Mortgage Bonds A Al
METE Senior Secured Notes A Al
ITC Midwest First Mortgage Bonds: A Al
¥TC GreatPlains Unsecured-Credit-Facility BEH+ Baal

(8) On December 5,2011, Standard and Poor's Financial Services upgraded the credif ratings of ITC Holdings, JTCTransmission, METC, 1TC
Midwest and ITC Great Plains debt. All of the ratings have a-stable outlook.

(b} Mocdy's Investor Service, Inc. updated their credit opinions on April 20, 2011 and made.no changes t6 fhe credit ratings. All of ‘fhe
ratings have a stable:outlook.

Covenanis

Gur débt nstruments inclide sendor notes, secured noles, Tirst mortgage bonds and revolving credit agreements containing numerouns
financial and operating covenants, which are- sunmurized-in Note 8 to the consolidated financis} statoments. We are cuwrrently in compliavce
with all debt eovenents znd.in the svent of 2 downgradie in our credit ratings, none of the.covenants wonld be direcily impacted.

Luslt-Flows
The following table summarizes cash flows for the periods indicated:

Year Endell Decembierdl,

{Ex.thiusands) 2013 2010 2009
CASRFLOWS FROM:QPERATING ACTIVITIES : -
Nerincome ) § 1483 Y45 AT8 £ 130300
-Adjustments to reconélle netincome:to:net cash provided hy-operating-activities: .
‘Depreciation and amortization expense ) 94,981 86,976 : £5,949
JHeoognition of and refunid-and céllcction of revenue: accruais and deferrals — o S '
ineluding accrned interest 56,044 121,315 10,912
Deferred income tax expense 30,797 ' 76,746 75,001
Taxbenefit for-excesstax deductions of shiarcsbased compensation . {38114 {320) {129)
Other | 54,623 {1,062) (34.,698)
Net cashr-providei by operating aclivities 380:916 #2333 267935
CASHFLOWS FROM.INVESTING ACTIVITIES
E.\;pendituresfonpmjmrty;:p]:mt and equipment {555:931). {388.401) (404,514)
Gther (3,264) (46073 {4,448}
‘Netcasiiused in-nvesting activities {560,195 ' {388861) {408:962)
CASH FLOWS FROM EINANGING ACTIVITIES
Netissusneeirepayment of longiterm debt {inchudlingaevolving-credit apreements) 147660 62;034 185802
Jssuance of common stack 18.993 $.908 3.575
Tividends on.common sock (76,3633 {66:041) (62,308,
Refundabite deposits from and repayioents to generators for transmission network.
upgrados — net 28,792 £18,295) 35,051
Tax bhenefit for excess fax deductions of share-based. compensation 28,114 330 120
Qther {10,682} (1,142} {4,379}
HNet.cash provided by (used in) financing actvitics’ 142,514 . (14,216) 187,770
NET (DECREASEYINCREASE IN CASH AND CASH EQUIVALENTS (36,765) 201,256 16,743
CASH AND CASH BOUIVALENTS — Beginning of perfod 95,109 74,455 58,110
CASH AND CASH EQUIVALENTS — End of pertad & 58,344 95,109 b3 74,853
4}
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Cash Flows From Operating Aciivitios
Year ended December 31, 200 compared 1o year ended December 31, 2010

et cash provided by operating.activilies decreased
$42.4 million in 2011 compared to 2010, The decrease in cash provided by operating activities was dite primarily to. higher income taxes paid
of $25.3 million and $6.3 1willion of additional inferest payments (net of interest capitalized) during 2011 compared to 2010, Additionally, there
was a decrease-df* $27:8 million due to recopnizing reductions of federal and state income tax liabilities rejated 1o tax benefits for excess tax
deductions of share-based compensafion revognized in 2011 thal-ure reflected a5 financing cash inflows. These decreases were partially offset
by an increese in cash received from operating revenues of $9.3 million.

Year ended Devember 3, 2010 compared jo year ended Docember 31, 2009

"Net cash provided by operating activities.increased $135.4 niillion in 2010 over 2009, Thejncrease:in eash provided by operating activities
was due primatity to an inereasedn cash received from opesating revenues of $173.9 million due to the collection of $83.8 million of the 2008
formula rate-revenue acerualsand related accrued interest, as well as the additional.revenues collécted as a result-of higher monthly peak Joads
in 2010 compared 1o what had been forecasted in developing the network. transmisgion rates for our MISO Regulated Operating Subsidiaries,
These increases were partially offset by $10.5 million of addifional interest payments (net of interest capitalized) due primarily to higher
autsianding batancesoflong-terin debtas well as higher incometaxes paid of $6.9 million during 2010-compared 102009,

Casl: Flows From Investing A ctivities
Year ended December 31, 2011 compared fo year ended December 31, 2010

Net cash used in investing acfivities increased $171.3 million in 2011 compared to 2010. The increase in cash vsed in investing activities
was due primarily to higher-investments.in property, plant and equipment during 2011 as we executed our capital investment plan described
above under “—— Overview — Capiial Investment and Operating Resulté Trends.”

Year ended December 31, 2010 compured ta year ended Devember31, 2009

Net cash used-in.investing aciivities decreased $20.1 miliion in 2010 over 2009. The detrease in cash used in investing activities was due
primarily to lower payments. furing. 2010 for amounts accrued for property, plant and equipment compared fo payments for such amounts
during 2609.

Cush Flows From Financing Actividies 7

Year ended December 31, 2011 compared o year ended December 31,2017

Net cash from financing activities increased $156.7 miltion in 2011 compared to 2010, The increase in cash provided by financing activities
was due primavily to the net increase of ' $175.6 nriflion In amounts outstanding under owr revolving credit agreements, an inerease of $47.1
million i nef proceeds associated with refunddble deposits for transmission network upgrades as well es an increese of $27.8 million due to the
recognition of federal and stats income tax Hability reducticns for the excess tax deduction of share-based compensation during 2011 compared
0 2010, This increase was:partially ffset by no issuancesof lonp-term debt in 2011 as-compared-to proceeds of $40.0 million from ths closing
of ITC Midwest's 4:60% First Mortgage Bonds, Series D; and proceeds-of $50.0 million received from the issuance of METC's 5.64% Senior

.Securcd Notes during 2010, In.addition, the increase was parfially offset by an increase n dividends paigd during 2011 compared-to 2010 of
343 million.
Year ended December 31, 2010 compured o year ended December 31, 2009

Nei cash from financing activitios decreased $172:0 million in 2010 compared.to 2009, The decrease in cash from Snancing activities was
due primarily te a reduction in net procesds associated with refundable deposits for transmission network upgrades of $53.3 mullion during
2010 as compared to 2009. In attdition, the issuance of the $200.0 million received in December 2009 fom the isspance of ITC. Holdings
5.50% Senior Notes, dué January 15, 2020, and the proceeds frorn the issuance of the $35.0 million ITC Midwest 4.60% First Mortgage Bontls,
Seriés D (“Series P Bonds™), due Deceniber 17, 2024, exceeded the proceeds of $40.0 million from the closing of the Series D Bends and
proceeds of $50.,0 million received from the issiiance of METC's 5.64% Senior Secured Motes during 2010, These decreases were pariially
offset by a nef increase of $19.9 million in amounts outstending under our revalving credit agreements.
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Confractual Obligations

The following table details our contractual obligations s of December 31,2011 ¢

L.ess Thon 1-3 45 ¥ors Than
Total I Vear Years Years § Yours

{in thousands)

Long-termt debt: : )
ITC-Holdings Senjor Notes $ 1462000 % — % 317000 % 305000 § 240,000
TTCTransmission First Mortgage Bonds 385,000 —_ 185,000 — 200,060
ITCTransmission rcﬁei-\ring credit agresment 18,000 _ — 18,000 —
METC Senior Secured Notes 275000 — 225,006 — 30,000
METC revolving cretlit agréement 37,600 — — 17,600 —_
IO Midwest First Morfgage Bornids 325,000 — —_ 40,000 283000
ITC Midwest 2008 revolving credis

agreement _ 40,000 — 40,000 — —
ATC Midvrest 2011 evol ving eredit

agreement o . 52,200 — 52,200 — —
ITC Great:Plains revolving credit agreement 53,260 — 53.260 — e

Interesipayments; .

ITC Holdings SeniorNotes: 751,316 85,683 218,730 17,699 329,204
TECTransmission First Mortzage Bonds 197,176 408 - 40,084 23,750 1353954
METC Sentor Secured Notes 129473 16198 44608 5,640 63,027
FPCMigwest First:Morigage Bonils 365,38 15,606 58,816 39,147 247,740

Operating leases 1,467 480 918 67 2

Purghase Gbligations. 73,342 72090 1,243 —_ —

}vjETCfEasemem Agrecment - 389 843 10,041 30,123 20,082 320,507

Total ohligations 4555995 & 324215 0§ 12660820 & 6OGUES 8 JASLEIB

Interest payments included above relase only to our fixed-rate tong-ierm debt outstanding df Deeestber 31, 2011 We also- expett 1o pay
interest and commijtment fees under our variable-rate revolving credit agreements that have not been included above due to varying amounts of
borrowings and interest rates under the facilities. In 2014-, we paid $2.2 million of iterest and commitment fees unider our revolving credit
agreements.

Purchase obligations represent commitments for materials, services and equipment that had not been received as of Deceriber 31, 2011,
primanly for construction. and maintenance projects for which we have ab execwted contract, The majority of the items relate to materials and
equipment that have long production lead times.

The:Easement Agreement provides METC with an easement for fransmission purposes-and rights-ofway, leaschold interests, fee interests
and licenses associated with the fand over which the transmission lines cross. The cost for uge.of the rights-of-way is $10.0 niillion periyear.
The term of the Easement. Agreement runs through December 31, 2050 and is sitbjsct to 10-automatic 50-year renewals thereafter unless METC
gives notice of nonrenewdl of 4t least one year in advance. Payinents to Consumers Energy under the Easemen{ Agreement are charged to
operation and maintenance-expense.

In November 201 1, ITC Midwesi committed to tssue $100.0 million of 3.50% Fitst Mortgage Bonds, Series E, due-January 2027 (“Series E
Bonds™. ITC Midwest held 2 lending commitment from the lenders as of December 31, 2011 and closed on the.$100.0 million of Series E
Bonds on Jaruary 19,-2012, The Series E Bonds are not ingluded in the jong-term debt obligarions and interest paymemis presented ahove,

Critical Aceounting Policies

Qur consolidated financial statements are prepared in aceordance with accounting principles penerally accepted in the United States of
America (“GAAP”), The preparation of these consolidated financial statements requires the application of appropriate technical accounting
rafes and guidance, us well as the use of esfimates. The application of these policies necessarily involves judgments regarding future events.

These estimates and judgments, in and of themselves, could materially impact the consolidated Jinancial staiements and disclosures based
on varying assumptions, as future events rarely develap exactly as forecasted, and even the best estimates routinely require adjustment.
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The following is a list of accounting policies that are most significant to the portrayal of our financial condition and results of operations
andior that require management’s most difficult, subjective or complex judgments,

Regulation

Nesrly all of our Regulated Operating Subsidiaries® business is subjec! to regulation by the FERC. Az 2. vesult, we apply accounting
principles in accerdance with the standards set forth by the Financial Accotnting Standards Board (*FASB”) for accounting for the effects of
certain types of regulation, Use of this accounting puidance results in differcnces in the application of GAAP hetween regilated and non-
regulated businesses and requires the tecording of regulatory assets ‘ard liabilities for- certain transactions that would have been treated as
cxpense Or revenue in non-regulated businesses. ¥uture regulatory changes or changes in the competitive environment could result in
disconsinuing the application of the guidance for accounting for the effects of certain types of regilations. If we were to discontinue the
application of this guidance on our Regulated Operating Subsidiarics’ operations, we may be reqguited to record losses of $174.3 million
relating 1o the regulatory assets at December 31, 2011 that are described in Note 5 to thé consalidaied finencial statements. We also may be
required to record losses of $46.9 million refating to intangible assets al December 31, 2011 that are deseribed in Noie' 6 to the consolidated
financial staterments. Additionally, we may be required to record gains o' 3181.4 million relating 1o regalatory lisbilities at December.31, 2011,
primarily for assef removal costs that have heen acerued i advance of incmring these costs.

We helisve that currently available facts support the-continued applicability of the standards for accounting for the effects of cerlainivpes of
regulation and that al{ regulatory assets.and [iabilities are recoverable or refundable under cur current rate environment,

Revenie Recognifion uniler Cost-Brsed Formula Retes with True-Up Mechanism

Beginning Jasvary 1, 2007 for TPCTransmission-and METC, Jenuary ¥, 2008 for ITC Midwest and Augnst 18, 2009 for ITC Great Plains,
our Regulated Operating Subsiffiaries recover expenses and earn & Teturn on and Tecover Investments in property, plant and tt;u!pmcnt on &
currend tather than-a lageing basis under their forward-Tooking cost-based formula rates with azrue-up meehanisi,

Under their formuja.rates, our Regulated Operating Sibsidiaries use forecasted expenses, property, plant and equipment, point-to-point
revenues and other-iiems for the ypeoming calendar vear to establish their projected revenue requirement-and thelr component of the billed
network rates for service on their systems from.Januury 1 to December 31 of that year. The cosi-based formuda rate templaies include a true-up
mechamism, wherehy otr Regulated-Operating Subsidiaries compare their actual revenue requirements to their billed revenues-for each year in
order to-subsequently callect or refund auy. under-recovery or over-recovery of revenues, as-appropriate, The.under- or over-collection typically
results-from differences between the projecied revenue requirement used as the basis for billing and actusl revenue requirement at each.of our
Regulated Operating Subsidiaries, and from differences between actuat and projected monthly peak loads at our MISO Regulated Gperating
subsidiaries.

The wue-up mechanism wnder our formula-rates mee! the reguirements in the Accouniing Standards-Cedification for acconning for rate-
regulated utilities and the effects of certain altemative revenue programs. Accordingly, Tevenue is recognized during esch reporting period
pased op actual revenue requitemerits calenlated using the cost-based formula rate. Our Regulated Operating Subsidiaries scerue or defer
revenues to the extent that their actual revenue requirement for the reporfing period is higher or lower, respectively, than the amounts bilied
relating o that reporting period. The tnie-up aurount is auomatically reflecied incustomer bills within. twoe years under the provizions of the
formula rates.

- ITCTransmission’s Ruie Freege'Revenue Deferral

ITCTransmission's rate freeze revenue deferrd! resulied from the difference between the revenue ITCTransmission would have collected
under §ts cost based formmla rate and the actual revenue ITCTransmission reccived for the period from February 28, 2003 through
Decerber 31, 2004, The revenue deferral was amontized for ratemaking on a straight-fine ‘basis for five vears from June 2006 through
May 2011 and was included in ITCTransmission's revenue requirement for thuse periods. Revenues of:$11.9 million were recognized in 2010
and- 2000 relating to the mie freeze revenue deferral and revenues of $5.¢ million were recognized in January through May 2011, The §6.9
million reductionin revenues resalted in a reduction to afier-iax net income of approximately $4.3 million in 2011 eompared t0.2010 and 2009,

Valwation of Goadwill

We have goodwill resulting from our acquisitions of ITCTransmission and METC and ITC Midwest's acquisition of the IP&L ransmission
assets. In mecordance with the standards set forth by the FASB for goodwill, we are required to perform an impairment test annually or
whenever events or circumstanses indisate that the value of goodwill may be impaired. For geodwill impairment testing, we have the option to
first assess qualitative factors to determine whether the exisienee of events or circumstances leads to a determination that it is more likely than
not that 1he fair value of & reporting unit is less than its carrying amount, If, after assessing the 1otality of events or circumsianses, we determine
it is not more {ikely than not that the fair value of a reporring unit is less than it carrying amount, then performing the two.step impairment test
per fhe FASE guidance is unmecessary, The qualitative
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factors evaluated inchide macrocconomic conditions, industry and market considerations, cost factors, overall financial performance, our
histerical sharé price as well as other industry specific considerations such as our regulatory. environment and rate structure, However, if.we
conclude otherwise, then we are required 1o perform e firt step of the two-step impairment test by caledlafing the fair value of the reporitng
wiit and- comparing the fair valee with the carrying amownt of the reporting unit. To the extent estimated roarket-based valuation multiples
andfor discounted cash flows. are revised downward, we may be reguired to write down all or a portion of goodwill, which would adversely
impact eamings. As of Dlecember 3], 2011 , consolidated goodwiﬂ totaled $950.2 million and we defermined that no impairment existed, ror
do we bélisve there is & material risk of i being impaired i1 the near tenm at IFCTransmission, METC or ITC Midwsst as of our goodwill
:mpaument testmg date of Ociober 1, 2011.

Contingent Obkgafmﬁs

We are subject to.a number of federal and state Jaws.and regulations, as-well as other factors and conditions that poientially subject.us 1o
environmental, litigation, income tax and other risks, We-periodically evaluate.our-exposura to such risks and record reserves for those matiers
where a loss is considered probable and reasonably estimable’in aceordance with GAAP. The adequacy of reserves can be significantly affected
by exteral events or eanditions that can be unprediciable; thus, the ultimate onteome of such matters could materially affect our consolidated
financidl statements, These events or conditions include, without Hmitation, the-following:

+ Changes: iui existing state or Yederal regulation by governmental authorisies.having furistiction over air quality, water quality, cantrel of
toxic substances, hazardous and solid wastes, and other environmental matiers.

+ Chanpés in existing fefleral.income fax-laws or Internal Revenne Service regilations.

+ Idertification and evalnation of potential lawsuits or complaints in which we may be or have been named as:a. defeﬁdam

» Resolution or progression of existing matters through fhe legislative process, the courls, the Internal -Revenue Service, or the
Environmental Brotection Agency.

Voluation of Share-Based Papments

Our accounting for share-based payments requires us'fo deternvine the fair-value f awards of ITC Holdings® common stock. We use the
vahue of ITC Holdings® cominon stock at the.date of grant inithe calonlation of the fair value-of .our share-based awards. The fair value of stock
options hield by our employess is determined using a Black-Bchotes option valuation method, which is 4 valuation rechnique that is acceptable
for shure<bagedl payment acoownting. Key zssumptions in-defermining fir value-inelude volatility, risk-fres interest rate, .dividend yield and
expected lives. In the event different assumptions-were used, a different fair value would be derived that-conld canse the rélated expense 1o be
materially higher or lower.

Pension und Postietivement Costs

We gponsor eertdin posi-employment benefits o owr employees, which include retirerent plans and certain postretirement health care, dental
and fife insurance benefits, Our periodic costs and obligations associated with these post-employment plans are. developed from actumial
valuasions derived.from = number of assumptions inciuding rates of return on.plan assets, the discount rate, .the yate of increase in health care
co9ts, the smount and tieing of plan sponsor-contribittions and demographic factors such as refirements, morinlity and tamaover, among others.

We evaluate these agsumptions spnually end update them. pericdically to reflect ovr actual experience. Three eritical assumpfions in.

determining our-periodic costs and obligations.are discount rate;, expeoted long-term returri on plan assets and the rate of increases in health
care costs. The discount rate represents the market rate For synthesized AA rated zero conpon bonds with durations correspunding to the
expected durations of the beneflt obligations and is used to caleulate the present-value of the expected fivture cadh flows for benefif obligations

under .our pest employment plans. For ouryate of return on plan assefs, we consider the cuitent and expected assel allocations, as wel) as

‘historical and expected long:term rates of retumn on those types of plan assets, in detspmining the expected long-term return on plan assets.
Agsumed hedlth care cost trend rates have a significant effect on the:amounts reported for the health care-plans as described in Note 11 fo the
consolidated financial satements.

Off.Balance Sheet Arrangernents
We have ne off-balance shest arrangements that have or are reasonably likely to have a material effect on our financiz} condition.
Recent Accounting Proncuncements

See Mate 3 to the consolidated financial statements.
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ITEM TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
Commodity Price Risk

We have commodity price risk at-our Regulated Operating Subsidiaries arising from market price fluctuations for materials such as copper,
alumitum, steel, oil and gas and other goods used in construction and maintenmnce activities. Higher costs of these materials are passed on to
us by the contractors for these activities. These items affect only cish flows, as the amounts arc included as components of net revenue
requirement and any higher costs are inclnded in raies under their cost-based fonnula rates.

Imterest Rafe Risk
Fived Rote Long-Terim Debt

Based o the horrewing rafes cutrently available for bank Joans with similar terms and average maturities, the fair value of our consdlidated
Jong-tarm debt, excluding revolving credit agreements; was'$2,862.6 mitlion:at December 31, 2011 . The total book valne of our consolidated
Tong-term debt, exchuding revoiving eredif apreements, was $2,444.0 million at December 31, 2011, We performed an andlysis caleulating the
impact of changes in interest rates on the fair valve of longsterm debt, excluding revilving credit agreements, 2t Decemtber 31, 2011 . An
increase in interest rates of 10% (from 7.0% to 7.7%, for example) ar December 31, 2011 would decrease the fair value of debt by $69.4
million, and s decreasein interestkrates of 10% at December 31, 2011 would inorease the fair value of debt by $74.2 million at that date.

Revolving Credit Agreements

At December3l, 2611 , we had a consolidated total of $201.1 million -outstanding under our révolving credit agreements, which are
-yariahle rate loans and theréfore fhir value approximates book value. A 10% increase or decrease iy borrowing rates under the revolving eredit
agrecments compaved to the weighted average rates in effest dt:December 31, 2011 would increase or decrease the tota} interest expense by
$0.3 miklion, respectively, for an annuat period en.a constant Horrowing Tevel of §201.1 million .

Derivative Instriiments and Hedping Activifies

“We use derivaiive financial ingiruments, inchuding interest-rate swap contrasts, to matage our exposure to flnctuations i hiterest rates. The
use-of-these financial instruments mitigates exposure to these risks and the variability of onf operating resithis, We-are not a party to leveraged
derivatives and do not enfer inio derivative financial mstruments for teading or speculative purposes. The jnterest rate swaps manage interest
vate risk 2ssosiated with the forccasted fanrfe issuance of fixed-rate debt related fo-ihe expacted refinmeing of the'$267.0 million. ITC Heldings
3.25% Senior Notes, due July 15, 2013, prior to its maturity.

Credit Risk

Our credit risk is primarily with Defrott Edison, Consumers Enerfly and IP&L, which were responsible for 30.8% , 26.0% and 253%,
‘respectively, or $233.4 million , $196.6 miltion and $191.7 million , respectively, of our consolidated operating revenues for 2011 . These
percentages assume a portion of the 2011 revenue accruals and defervdls included in our 201} operating revenuss, which will be billed or
refunded 1o our customers in 2013, would be paid by Detroit Edison, Consumers Energy and IP&L in the future based on the respective
percentage of network arid regionat cost sharing revenues bilied to them in 2011, Under Detroit Edison’s and Consumers Energy’s owrrent rate
structure, Detrolt Edison and Consumers Buergy include in their retall rates the actial cost of fransmission services provided by
ITCTransmission and METC; respectively, ititheir billings to their cusiomers, effectively passing throughto end-use-consumers the total cost
of transmission service, IP&L currenfly includes in thelr retail rates an aliowance for transmission services provided by ITC Midwest in their
billings to their customers, However, any financial difficullies experienced by Deiroit Edison, Consumers Energy or IP&L may affect their
ability to-make payments for tansmission servies to ITCTransmission, METC and JTC Niidwest, which conld negatively impaet our business,
MIBO, as our MISO Regulated Operating Subsidiaries’ billing agent, bills Detroit Edison, Consumers Energy, IP&L and other.customers.on a
monthly basis and colleets fees for the-use of our transmission. systems. 8PP, the billing agent for ITC Creat Plains, began to bill ITC Great
Plains® 2009 neiwork evenues in Jamuary 2010, refronctive to Angust 18, 2609, MISO and 8PP have implemented strict credit policies for its
members’ customers, which inchude customers vsing our transmission systems. In general, if these customers do not- maintain their investnent
grade credit rating or have & history of late payments, MISO and 8PP may requive them to provide MISO and the SPP with a Jetter of credit or
cash deposit equal to the highest monthly invoiced amount over the previous tweive months.
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ITEM 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA,

The following financial statements antl schedules are included herein:
Pape

Management’s Report on Internal Conirol over Financial Reporting
Report of Independent Registered Public Accounting Firm
Report of Independant Registered Public Accounting Firm

C’onsohdaied‘ Statemen[s of Fmancaa! Position as'of December 31, 201 | and 28}6
fions for the Years Endcd Degeber 31, 207 1 2010 and 200

Congolidated Statements af(‘h@ges in. Stockholders®
2010 antd 2009

Congotidated Staternents of'Cash Flows for the Years Ended December 31, 2011, 2010 and.2009
Notes to Consolidated Financial Statements

Schedule | —— Condernised Financial Information of Repistrant

HERBE BBRBE ]&%F
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate internal controt over financial reporting. Our internal control over
financial. reporting is designed to provide reagonable, not absohite; assurance as to the reliability of ovr financial repotting and the preparation
of financisl statements in aocordance with generally accepted accounting principles. Intemal conirol over financial reporfing, no matter how
-wel designed, has inherent lmitations, Therefore, internal conirol over financidl reporting determined to be effeciive can provide only
reasonable assurance with respect to financial staiement preperation and may not prevent or detect all misstaternents.

Under management’s supervision, en evaluafion. of the desipn and effectiveness of our internal centrol over financial reporfing was
tonducted based on-the framework in Iternal Contrél ~— Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Our asssssment ircluided extensive docwmenting, evaluating and tesfing of the design and operating
effectiveness of owr internal control over financial reporting. Based on this evdluation, manageinent concluded that our iniernal control over
financial reporting was effective as of December 31,2011 .

Deloitte & Touche LLP, an independent registered public accounting firm, as anditors of our consolidated financial statements, has issued
&n attestation repori.on the effectivencss of our internal controf over financial reporting as of December 31, 2011 . Deloitte & Touche LLP's
report, which expresses an ungualtified opinion on the effectiveness of our intemal-control over financtal veporting, is included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors-and Stockholders of
ITC Holdings Corp.:

‘We have audited the-accompanying consolitlated statements of financial position of ITC Héldings Corp. and subsidiaries {(the “Company™)
‘as of December 31, 2011 awd 2010 and the related consolidated statements of operations, changes in stockhoiders’ equity and comprehensive
income, and-cash flows for each of the three years in the period ended December 31, 2011 . Qur audlits also inciuded the financial statement
schedule listed in the Index af fem 15. These financial statements and financial statement schizdule are the responsibifity of the Company’s
management, Ourresponsibility is to-express an opinion on the finaticial statements and financial statement schedule based on our audits.

We conducted our audifs in accordance with the standdrds of tiie Public Company Aceounting Oversight Board (United States), Those
standards require that we plan and perform the audit to obtain reasonable assuranice about whether the financial statements are free of material
migstatement. An audit includes examining, on a test basis, evidence supperting the amounts and disclosures in the finencial statements. An
audit. also ncludes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financidl statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In -our opinion, such consolidated financi) statements present faifly, in all matenial.respects, the fmancial position of ITC Holdings Corp.
and sibsidiaries as of December 31, 2011 and 2010, and the resiilts of their operations and their cash flows. for each of the thres years in the
period ended December 31,. 7011 , in conformity with sceowiting principlés. genezally accepted in the United. States-of America, Alsv, in our
opidicn, sich financial steteinent sthedule, when considered in velation fo the basic consolidated financial staterents taken asa whole, preseni
fairly,4n all material respects, the information set forth therein.

We have algo audited, in accordance with the stdnderds of the Piblic Company Accounting Oversight Board (United States), the
Company’s intemmal contro} over financia} repoiting as of December 31, 2011 , based on the:eriteria established in Jinerna! Controf —
Inteyrated Framework issned by tht Committes of Sponsoring Organizations of the Treadway Commission and our report dated February 22,
2012:axpressed an-unquelified opinion on the Company’s internal control Sver financial reporting,

/" DELOTTTE & TOUCHE LLP

Detroff, Michigan
February 22, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
ITC Holdings Com.:

We have.audited the infemat-controf over financial reporfing of ITG Holdings Corp. and subsidiaries (the “Company™} as of December 31,
2011 , based on criteria esiablished in Joternal Control — Integrated Framework-issued by the Committee of Sponsoring Organizations of the
Treadway Commission. The Company’s management is responsible for maintaining effective interndl control over financial Teporting and-for
its assessment of the effectiveness of internal control over financial reporting, included in the. accompanying Management’s Report on Internal
Controf Over Financial Reporiing. .Our responsibility is to express at opinion.on.the Company’s intemal control over financidl reporting based
on our andit,

We conducted our andit in accordance with. the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit t obtain reasonable assirance about whether effective internal control over financial
repotting was.maintained in all marerial respects. Our sudit included obtaining an understanding of ‘internal control over finaneial reporting,
assossing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures-as we considered necessary in the ciroumstances. We believe that our andit provides.a
reagonable basisfor cur opinian.

A company’s internal conbral over financial reporting is a prosess designed by, or under the supervision of, the company®s principal
executive and principal. financial officers, or persons performing similar functions, and effected by the ‘company’s board of directors,
managerent, and other personnel to provide reasonsble assusance regarding the reliability of finandial reporting and the prepanation of
financial statements for extemal purposes in accordance with generally accepted mccounting principles. A company’s intesnal contrel over
financial veporting includes those-policies. and-procedures thet (1) pertain to the maintenance of records thay, in rezsonable defail, accrately
and fairly reflect the tradsactions-and dispositions of the assets-of the eonipany;{2) provide reaseadble assurance that fransactions.are recorded
as necessary 1o permit preparation of financial staternents in accordance with generally accepted accomting principles,and that-receipts and
expenditures of. the company are being made orily i aceordance with authorizations of management und directors of the company; and (3)
provide reasonable assurance regarding prevention or{imety detection of unauthorized acquisifion, use, or disposifion of the eompanys.assets
that could have a material éffeot-on the fimancial statements.

Because of the irhereht TimHabions -of liteinal control over financial reporiing, inéluding the possibility of collusion or improper
management overnide-of controls, material misstatements due fo eror or fraud may nof be prevented or detected on a timely basis. Also,
projections of any evaluation of the effectiveness of the intemal contro] over financial reporting to future. periods are subject to the tisk that the

controls may beoome inadequate because of chamges in conditions, or that fhe degree of compliance with the policies or procedurss may
deteriorate.

Inrour opinion, the Company maintained, in all material respeots; sffective internal contral over financia! reporting as of. December 31, 2011
, bised on the criteria established in Infernal Confrol — Integrated Frameworkissued by the Committee of Sponsoring Organizations of the
Treadway Commmission,

We have also audited, in accordance with the stendards of the Public Company Accounting Oversight Board (United States), the
consolidated financial statements and financidl statement-schedule as of and Tor the year ended Decerdber 31, 2011 of the Company and our
report dated February 22, 2012 sxpressed sn unqualified opinien on those financial sistements and financial statement sehedule,

e/ DRLOITTE & TOUCHE LLP

Detroit, Michigan
February 22, 2412

ITC HOLDINGS CORP. ANB SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAT, POSITION

Brecember 31,

{in thousands, except share dats) 2041 2015
ASBETS
Current assets
Cash and cash equivalents E 58,344 s 95,109
Accounts recéivable 76,89% 80,417
Inventory 34.855 42,286
Deferred income taxes 20,636 —

Regulatory asseis — revenue aeorndls, inchuding acerued interest 0.8t CBHia 28,637




{Inthousends, except per share dags)

Other 4.159 5203
Tatal current assets . 3071528 251,742
Eroperty, plantanid equipment (net of accumuiated depreciation and amortization of §1,193,164
and $1,129,669, respectively) 3.415823 2872377
Other assets :
Goodwill 050,163 950,163
‘Intangible assets:(net.of accurnutated amoriization of $15.276 and $12,176, respectively) 46885 49985
Qther regnlatory assets 161,987 138,152
Deferred financing fees (net of acoumulated amortization of $14,594 and:$11,750, respectively) C 120,989 19,949
Other 25,991 25,605
Total other assets 1.206,015 1,183,854
TOTAL ASSETS S 4,823,366 $ - 4300873
LIABILITIES AND STOCKHOLDERS EQUITY '
Currenf lizbilitics
 Accountspayable Y 136,934 % 606,053
Acerved payroll 18,013 18,605
Accroéd.interest 43:642 - 42,923
Accrieidtaxes 25,627 18,461
Regitatory liabilifies - revenue deferrals, indluding acorued:interest _ ’ 46,579 17658
Refindable deposite from generators.for transmission negwork upgrades 38,805 10,492
Other : , 5867 6500
Total current liabilitios 5467 182404
Accrue‘&;pension:ﬁn&;pos‘tmﬁrement-’lia’hiiiﬁes h ’ 44,?5226‘ : 3‘5.‘8_21
Deférred intome taxes 373268 314,079
Regilatory tabilities —revenue defervals, incinding accrned interest 50,91 43,205
Regulatory Habilities — acerued asset removal eosts 83,934 90,987
‘Refundabiledep Gsits'z“r‘rom-.genera torsfor: transmission. network upgrades T 14,570 ' 14515
Other 36,373 11,646
Longterm debf 2045022 2496896
Commitments and contingent liabilities (Notes-4 znd 16)
STOCIKHOUDERSVEQUITY ]
Comrmon steok, without par value, 100,000,000-8hares authorized, 51,323,368 and 50,715,805
shares issued and owtstanding af December 31, 2017 and 2010, respeotively 043,444 836,808
Retdined-camings 330,816 220437
Accumulated other comprehensive (foss) income {15,368) 1,188
Totdl.stockhpiders’ equity . 10258802 1117433
TOTALLIABILITIES AND STOCKHOLDERS® EQUITY by 4,823,366 $ 4,307,873

See notestto consoliddted [nancial sfatemenis.
IFC BOTDINGS CORP, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Yenr Ended December 31,

2011 2010 . 2008

OPERATINGREVENUES & 757,37 % 696;843 $ 621015
OPERATING EXPENSES
Operation and maintenance 129,288 126,528 95,750
-General and administrative £2.790 78.120 69,231
Deprecifion.snd amortization 04,081 86,976 85,049
Taxes other than incometaxes 53,430 48,195 43,905
Other operating {incomce) and expense — nat {844y {297 ) (667)
Total operating expenses 359,645 336,522 294,148

OPERATING INCOME

397.752 35750t CB-Hia 326,867



OTHER EXPENSES (INCOMI)
Interest expense i
Allowance for-equity funds used during constniction
Losson-extinguishment of debt
Otherincome
Otherexpenss
Total other expenses (income)
INCOME BEFORYE INCOME TAXES
INCOME TAX.PROVISION
NET INCOME

Basic earnings per common sharg _(th’c 9
Dilwtet) camings per common:share {Note 9)
Dividentls declared per commen share

Sec notes to.consolidated financial statements.

ITC HOLDINGS CORP. AND BUBRSIDLARIES

CONSOLIDATED BTATEMENTS OF CHANGES IN
STOCKHQLDERS' EQUITY AND COMPREXENSIVE INCOME

Common Stock

Shares

(In thousands, except share and per share date)

BALANCE, DECEMRER 31, 2008 40,454 818
Netincome )
Repurehase and retirement.of common siock )

“vidends declared on common stock (31,250 per
shure)

Stock option exercises 723 975
iy

146:936 142,553 130:209
{16,699) (13.412) (13,203)
— — 1,263
(2.881) (2,340) {2,792}
3962 2,588 2,818
131,338 129,389 118,395
266,434 227,932 208,473
94.74% 82,254 71372
171,685 145:674 130,900
b2 33 § 2.89 2.62
3 353 % 2.84 5 2358
$ 1.375 3 1310 3 1.250
Accumulated
Gther Totst
Comprehensive Brockholders” Comprohensive
focome fLoss) Eguity jneame
229,063
138,500 130,008
{3y -
(62,421 -
Expitit CB-H1a —




Shares issued under the:Employee Stock Purchase

Plan 28,681 1,053 — — 1,053 —
Issuanee of restrictedstock 188264 - — _ _ -
Forleiture of restricted-stock (16,894) — 20 _ ag _
i o T -
Vesting of deferred stack units 5217 - — . — —
Share-based compensaifon, net of forftilures ﬁd 9,997 R . 9977 .
Amortization- 6f:interest rate Tock cach flow hedpes,
net. of o534 - —_ — 64 64 64
Tax benelif for.cxeess tax-deductions oF share-based
compensaiion - - 125 — - 129 -
Othet : — 23R — — 218 —
Comprehensive income § 130,964
BALANCE, DECEMBER 31, 2009 50084051 5 BE2SI2 S 140776 § @es)  § LOILS®
Netincome - — 145,678 — 145,678 § 145,678
Repurchase and reticement of tommon stock (L057) (54) - . ) @n .
Dividends deciared on.common stock (31,310 per )
share)- ) — — (66,048) — (66,048) —
Siockwption exefeises 464064 7786 . . 2786 i
Shares {ssved under the Employee Stock Furchase
Plan _ 24340 1422 - —_ ) 102 i
Issuancoof testricted stogke ' 152937 ™ — — — —
Forfeitere of resticied fodk (14,404 . 31 . 5 -
estingof deferred stdck-nits ' 5364 - _ - - -
Bhare-hasett compensation, set of forfsitures — - 14,8343 — —_ 1843 —
Amortization’sf-interés rote tosk casti flow bédges, : .
netgigad of 134 - — —_ - 64 ol 64
Unrealized.gain on inferest 1ote swaps rélaking lo
interestrate cash'flow hedges, nel of 1ax of $1,211 - — — 1.889 1,889 1,880
‘Tox benefit torexceas tan deduchonsof share-bused T :
<ompensation ) — 320 — — 330, —
Other — 86 —_ — 285 —
Comprehenéiveincome _ : s 147.631
parcaremisiiesviveis
BALANCE; DECEMBER 31, 2070 56715805 § 886,808 § 229437 LIRS S L1743
Hetincarne . - — Te8S — LSS 5 TTLGES
Repurchase and relirement of common steck T (6,461) _ _ GADY _
Dividends declated on.cormmo sitek (51575 pes )
shars): - — (70,363} — {70,363) —
Stack oplion.exercises 543,775 1L666 — — 17,666 —
Shares isived untier the Enployes Stock Purchase .
Plan ’ 23027 1,327 —_ — 1327 —_
Issuance of resirieléd stock 142,999 — — -— — —
Forf'cimreoﬁrcslﬂctéﬁ FIAT S {;,3;’0{ 3 — 57 —_ 59 —
Westingof Befesred siock mils 5,480 — — — —_ e
$haresbased compensstion, net of forfeilores _ 15.334 . - ’ 15354 _
Amogtization of interest saie lock ¢ash fow hedges,
net-ofax of 51 ) - — - 97 97 a7
Unrealized Joss on fierast rete swapszelating fo ’
intercst rate cash fiow-hedpes, not ¢liex o'S10,705, —_ — — {16,653) (16:653) {16.653)
Tax benefit for excess tax deduetions of:share-based
compensation - 28,114 - - 28,14 —
Other —_ 596 —_ _— 545 —
Comprehensive income § 155,129
. -
BALANCE, DECEMBER:31, 2011 51,323,368 5 443444 -5 350216 3 (13,366 L 1,258 892

Ses notes to consolidated financial statemants,
ITC HOLDINGS CORP, AN SUBSIDIARIES
CONSOLIDATED STATEMERTS OF CASH FLOWS

Yeer Ended December 31,
25{3:!315 CETE

{In thonsands) 2011 2009




CASH FLOWS FROM OPERATING ACTIVITIER
Net-incore
Adjustments to reconcilenet income to net eash provided by operating activities:
Dspreciation and amortization expense
‘Recognition, refund and collection-of revenue acernalsand deferrals — including.
accrued interest
Deferred income tax exponse
Allowance for equity funds nied during consiraction
Recognifion of ITC Greai Plains regulatory assets
‘Other :
Changes in assets and lisbilities, exclusive of changes shown separately:
Agcounts-redeivable
Inventory
'Gther ctrrent-assets
Accownts payible
Accmed_-:_payrqﬁ
Acerued interest
Accrued taxes ' )
Tax bonefit for-éxcess tax deductions of share-based compensation
Other currentlidbilities
Other Hop-owrrent asseis-and Habilities, net
Net cashiprovidedby operating activities |
CASH FLOWS. FROM-INVESTING ACTIVITIES
Expendimesfor property, plani and equipment
Procesds Eror_ﬁ sale of socurities
Turchases of secunities
Other )
-Net cash nsed ih investing activities
CASH FLOWS FROM-FINANCING ACTIVITIES
Issuance of long-term debt
Repayment of longsterm debt:
. Bomowings under revolving eredit agreements
Repaymerts of revolving eredit-agreements
Issuancepf common stock
Dividends on.cominon stock
Refandable deposits:from gencrators for transmission network upgrades
Repayment of refundable-deposits from generators for transmission network upgrades
Tax benefit for.excess tax-duductions of share-besed:compensation
Other
Net cash provided by {used i) finanéing-activities
'NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND-CASHEQUIVALENTS — Beginiing:of period
CASH AND CASHE EQUIVALENTS — End of period

See notes to consolidated financisl skatements.

30

$ 171,685 8 145678 0§ 1305900
94,081 86,976 85,949
56,944 121315 10,912
30,797 76,746 75,001
(16,699 13412) (13,205
(2,011) — (8.191)
15,372 14,311 13.949
2434 947%) {12986
7,431 (5:452) {14,509)
1,134 2:049) 903
12,573 2210 6.097) -

(10963 4893, 2,003
917 3,626 1320
34078 €2,0913 3075,
{28;114) (320 (129}
(248) 20770 {2041
- 535 (2,409} 1,579
384016 423,333 267,935
(556,9313 (388.401) (#04.514)
3,839 14,576 1182
{8136) 34,587} {5;309)
1,033 (449) (325)
(560;1053, {388,861) (40%,963)
— 96,000 333,670
- _ {100,000)
1,065,215 475,627 623,966
(917,555} (503,593} (671,834)
18,993 8,908 3,595
(70,363) (66,041) (624085
35,768 21,61% 40,275
(6,978) (39,913) (5,228)
28,114 390 120
{10.662} {1,142} (4,379}
142,514 14,216} 152,370
{36,763) 20256 16,745
95,109 74.853 58110

$ 58344 5§ 95100

§ 74,853
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ITC HOLDINGS CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. GENERAIL

1TC Holdings Corp. (“ITC Holdings," and together with its subsidiaties, *we,™ “our™ or “us™) and its subsidiaries are engaged in the
transmission of eleotricity in the United States. Through our operating subsidiaries, ITCFransmission, METC, ITC Midwest and 1TC Great
Plains {togetber, our *Regulated Operating Subsidiaries™), we operate high-voltage systems in Michigan's Lower Peninsula and portions of
Towa, Minnesota, INinois, Missouri and Kansas that transmit electricity from genérating stations fo-foca! distribution facilities connected to-our
systems. -Our husiness strategy is to operate, maintain and invest in iransmission infrasitucture in order to enhance sysiem. integrity and
religbility, to reduce transmission constraints and to allow mew generating resources to interconnect ‘to our lransmission systems, We also are
pursuing development projects not within our existing systems, which are intended fo improve overdll grid reliability, lower elscivieity
congestion and favilitate interconnections of new generating resobrees, as well.anto enhance-competitive wholesale electricity markets,

Our Regulated Operafing Subsidiaries are independent electric transmission nfifities, with rates regulatedl by the FERC antl -established on a
cost-of-service ‘madél. ITCTransmission®s service area i¢ located in southeastern Michigan and METC?s service area-covers approximately
two-thirds of Michigan's Lower Peninsula and-is contiguous with ITCTransmission’s sexvice. area, 1TC. Wittwest’s -service ares is located in
portions of Jowa, Minnesota, Tinois-and Missour. and ITC Great Plains currently owns asseis located in Kansas. The Midwest Independent
Transniisston System Operator, Jac. (“MISO") bills aad collects revenues frofn [TCTransmission, METC, and 1TC ‘Midwest (“MISO
Regulated Operating Subsidiaries”) customers, The Southwest Power Pool;. Fns. (“SPP™) bills and collects revenue from 1TC Great Plains
CUSOmEs.

2, SIGNIFICAKT ACCOUNTING POLICIES

A summary of the major accounting policies followeil in the preparation of the accompanying consclidated finansial ‘statements; which
conforin to accounting principles generally accepted in.the United States of America (“GAAP?), is presented below:

Principles of Consolidation — 1TC Boldings consolidates its majority ovwned subsidiaries. We eliminate 4l} jntercompany balances.
and transactions. ’

Use of Estimates — The preparation of the consolidated financial statements in accordance with GAAP requires us to use esimates
and assumptions that impact the Teported amounts of assots, liabilities, revenues and expenses, and the disclosure of contingent assefs
and liabilities. Actual resulis may differ from our estimates,

Regilation — Our Regilated Operating Subsidiaries arc subject to the regulatory jurisdiction of the FERC, which issuss orders
pertaining to rates, recovery of certain costs,-including the costs of fransmission essets and regulatory :assets, condifions of service,
secouniing, finanoing avthorization angd operating-related matiers. The utility operations-of our Regulated Operating Subsidiaries meet
the accounting standands sei forth by the Financial Accounting Standards Board (“FASB”} for the accounting éffects of certain types.of
regulafion. These accounting stendards recognize the cost based rate setiing process, which resulis in differsnees in the application of
GAAP between rogulated and non-reguleted busmesses. These standards reguire- the recording .of regnlatory assets and ‘Hiabilities for
transaciions that would hove been recorded-as ravenue and expense in non-regulated husihesses.Regulatory assets represent costs that
will be included as &-component. of future tariff rates and.regulatory Jiabilities represent smounts provided in the currait tariff rates that
are fhtended 10 recover costs expected fo be.incurred in the future or amounts to berefundet o customers.

Cash and Cash Eguivalents — We consider all unrestricted highly-liquid temporary investments with an origihaf maturity of three
months or Jess at the date of purchaseto be cash equivalents. )

Consolidaied Statements of Cash Flows — The following table presents certain supplementary cash fiows-information for the years
ended Decemtber 31, 2011 , 2010 and 2609 :

Year-Ended Becember 31,

(in thousands) ‘2011 ) 2010 2009
Supplementary cash flows. information:
Inierest paid (net.of intérest capitaiized) : $ 142,101 5 135971 §F 125254
Income taxes paid 34,127 8,844 S R
Supplementary non-cashinvesting and financing activities: .
Additions fo property, plans and equipment (a) £ 102091 § 44496 & 23,14%
Allowance for equity funds used during construction 16,690 13,412 13,205

{a) Amounts consist of current Habilities for construction. labor and materials that have not been ineluded in invesiing activities. These
amounts have not been paid for as of December 31, 2011, 2010 or 2009 | respectively, but have been or will be incloded as a cash
outfiow from investing activities for expenditures for property, plant and equipment when paid.

Exhibit CB-H1a




Excess tax benofifs are recognized as an addition to common stock per the share~based compensation guidance. Cash retained as a
tosult of those oxoess tax benefits are presented in the statermeni of cash flows as cash inflows from financing activities and cash
ouiflows from operating activities. Any write-off of deferred tax assets that resulted from book expenss exceeding tax deductions
associated ‘with recognized compensation cost will be rcognized as income tax expense unless there are excess tax benefits from
previous awards remaining in paid-in capital to-whigh it can be offset,

Accounts Receivable — We recognize Josses for uncollectible accounis based on specific identification of any such items. As of
December 31, 2011 and 2010 , we-did notthave an accounts receivable reserve, -

Inveniories — Materials and supplies inventories are valued at average cost. Additionally, the costs of warchousing activities are
recorded here and included io the cost of materials when requisitioned.

Propertp, Plavt and Equipment — Depreciation and amortization expense on property, plant and equipment was 8858 million ,
£77.% million and $76.8 million for 2011, 2010 and 2009 , respectively,

Property, plant and equipment in service af owr Regulated Operating Subsidiaries is stated at its original cost when first devoted to
utility service. The gross book value of assets retired less salvage prooeeds-is charged te.accumulated depreciation. The provision for
depreciation of transmission assets is & significant component of-our Regulated Operating -Subsidiaries® cost of service uwnder FERC-
approved rates. Depreciation. is computed over the estimaied useful lives of the asscts vsing the straight:line method for financial
reporting purposes and accelerated methods: for income tux reporiing purposes. The composite depreciation rate for our Regulated
Operafing Subsidiaries.included-in our consolidated. statements of eperations was 2.4% , 24% and 2.6% for 2011 , 2010 and 2000 ,
respectively, ITC Midwest implemented new depreciation rates effective for-the year ended December 31, 2010 . Refer to Note 4 for
additional discassion of these depreciation raie changes. The composite depreciation rates include depreciation primarily. on transmission
station equipment, towers, poles and.overhead and underground lines that have auseful life ranging from 48 to 60 years. The porfion of
depreciaiion expense related .to asset removal costs -is added 1o regulatory liabiliics and removal costs incurred are deducted from
equity: and borrowings used during consiruction (“AFUDC™) in accordance with FERC regulations; AFUDRC represents-the composiie
cost incurred to fund the- construction of assets, Including interest expense-and & return oo equily capital devoled to construction of
assets, The AFUDC debtof $4,7 million , $3.9 million and $3:¢ million for 2011, 2010 and 2009, respectively, was a reduction to
interest expense. Ceriain projects-at 1TC: Great Plaing have been granted an incentive to inciutde construction work in progress balances
in raté'base, and we domot acerue AFUDC on-thoseprojects.

For acquisitions of property, plant and cquipment greater than the net book value {other than asset acquisitions accounted for under
the purchase method of accounting that result in goodwill), the acquisition. premiut is recorded to property, plant and equipment and
amortized over the estimated remaining vseful lives of the assets using the straight-line method for financial Teporting purposes and
accelerated methods for income tax reporiing purposes:

Property, plant-and equipment includes capita) equipment inventory stated at original cost consisting of items that are expeeted.to be
used exclusively for capital projects.

We capitalize the costs assoclated with computer software we dovelop or obtain for use in- our business, which is inciuded in
property, plant and equipment, We amoriize computer software costs-on a straight-line basis over the expected period-of benefit once the
installed software is ready for s intended use.

Property, plant and-equipment at 17C Holdings and non-regulated -subsidiaries is stated at its acouired cost. Proceeds from salvage
less the net-book vaine-of essets disposed of is recognized 28 a gain or loss on disposal, Depreciation is computed based on the-acquired
cost Tess expected residual vatue and is recognized over-the estimated useful lives of the assets on a staight-line method for financial
reporting purposes and accelerated methods for income 1ax reporting purposes.

Tmpairment of Long-Lived Assets — Other than goodwill, our lonrg-lived assets are reviewed for impairment whenever events or
changes in clreunstances indicate the earrying amount of an assei may not be recoverable, If the carrying amount of the asset exceeds
the expected undiscounted furure cash flowe generated by the asset, an impaitment loss is recognized resulting in the asset being written
down to its estimated fair value,

Goodwill. and Intangible Assets — We comply with-the stendards set forth by the FASB for goodwill and other intangilie assets,
Under these standards, goodwil! and other intangibles with indefinite lives are not subjeet-to amortization. However, goodwill and other
intangibles are subject to fahr value-based . rujes for measuring impairment, and resulting write-downs, if any, are o be refizcted in
operating expense. These accounting standards require that goodwill be reviewed at least annually for impainment and whegever facts or
circumstances indicate that the earying amounts may not berecoverable. We have goodwill recorded relating to the zequisitions of each
our MISO Regulated Operating Subsidiaries. We completed owr annual goodwill frapairment test by performing & qualitative analysis
for each of our MISO Regulated Operaring Subsidiaries as of Ostober 1, 2011 and detenmined that no impairment exists. There were no
events subsequent to October 1, 2011 that indicated impairment of our goodwill. Our intangible assets have finite lives and are
amortized over their useful lives, refer to Note 6 ..

Deferred Financing Fees and Discount or Premiwm on Debt —- The costs related to the isskance of long-term debt are recorded to
deferred financing fees and are amortized over the life of the debt issuc. The debt discount or premium related to the issuance of long-

ierm debt is recorded to long-tenn debit and amortized over the lifz of the debt issue. We recorded to interest expense the amortization of
Exhibit CB-H1a




deferved financing fees and the amortization of our debt discounts for- 2011 , 2010 and 2609 of $3.8 million , $3.1 million and £33
miliion., respectively.

Asset Retivement Obligations — We comply with the standerds set forth by the FASB for asset retirement obligations. As defined in
the standards, -a conditional asset retirement obligation refers to a legal obligation to perform an asset retirement activity in which fhe
timing and/or method of setilement are conditionat on a future event that may or may not be within our control. We have identified
conditional asset retirement cbligations primarily associated with the removal of equipment containing polychlorinated biphenyls
(“PCBs™) and ashastos. We record s [iability at fair value for a legal asset retivemeni obligation inshe period in which it s incurred.
When:a new legal obligation is recorded, we capitalize the costs of the Hability by increasing the carrying amount of the related long-
lived.asset, We accrete the liability to its present vaiue each period and depreciate-the capitalized cost aver the useful. life of the related
esset. At the end of fhe.asset’s-useful Iife, we settle the obligation for its recorded amount of incur & gain or loss, The standards for asset
retirement obligation applied fo our Repulated Operating Subsidiaries reguire us to recognize regulatory assets or Habilities for the
timing. differences between when we recover legal asset retirement obligafions in rates and whien we-wonld recognize-these costs under
the.standards. There have not been any significant changes to ouy asset retirement obligations in 2011, Qur asset retirement obligalions
as of December-31,; 2011 and 2010 of $3.6 million and $3.3 million , respectively, are inchuded in otherliabifities.

Financiul Fastriments — We comply with the standards set forth by the FASE for derivatives and bedging in accounting for
fimancial instruments. For derivative instmauments that have heen desipnated and qualify a5 hedges of the exposure to varisbility in.
expected fufure cash flows, the'gat or Joss on the-derivative is initially reported as a companent of other comprehengive income (toss)
and Teclassified to the consolidated statement of eperations when the underlying. hedged transaction affects et income. Any hedge
ineffectiveness isrecognized in net-income-imumediately at the'time-this-gain-or loss on the derivalive instroments is calediated. Refer to
Note'$ for addilionitl discussion regarding derivative instriuments.

Conitingent Obligations — We ave shbjeet fo 2 number of federal and state laws and regulations, as well as other factors and
-conditions that potentidlly subject us to.environmental; litigation and otherrisks. We periodically evaluate our exposure to suchrisks-and
record-reserves-for those matiors where- loss is considered probable and:reasonably estimable in accordance with GAAP. The ndequacy
of reserves caw be sighificently:affecied by externdl events or coridifions that can be unpredictable; thus, the Slfimate outcome of such
matters could materially affect our-consolidated fmancial statements.

Generafor Interconnection Projects — Cerfain capital investment af our Reputated Operating Subsidiaries relates to investments. we
make under generator interconneetion zgreements, The penerator inferconnestion agreements typieaily consist of hoth tansmission
netwoik upgiades, which have been deemed by FERC to benefit the transmission system as-a-whole, as well as direct connection
facilities, which .are needéd to interconnect the generating facility fo the transmission systermn and primarily benefit the generating
facility. Onr investment in‘iransmission network upgrade fucilities are recorfed to property, plant-and equipment. For direct connection
facilities, we cotlect a.contribution in aid of construction from the gencrator for the cost of the facilities and offset the contribution
against the plant investmetit recorded to property, plant. and:-equipment.

We: reegive deposits.crletters of credit from the generator for the network upgrade facilities in advance of construction. When the
penerator meets cerfain criteriz of Attachment FF of the MISO tariff, such as having o lonpg-term sales.agreement af the commercial
-operation date for the generating capavity oftthe facility, we refund the cash depesits or release letier-of credit that was provided. Ifthe
:generator does not meet these.criteriz, the deposit is retained or other security deawn upon,.-and is recorded as an offset against the plant
investment recarded fo properiy, plant and cquipment. When the ¢ash or other secarity received 1s ot refunded under the crileria of
Attachment FF, the recsipt of cash hecomes (axable fncome for ug for which we bill the generator a tax gross-up. The tax gross-up
represents the difference between the tax effects of the taxable incame associated with the contribution compared to the:present value of
tie tax depreciation deduction of the property consfricted using the taxable contributficn in @id of construction. The deferred revenues
associated with the tex gross-up are recordsd-to.ofher long:terns liabilittes when coflected, and amortized over the tax depreciaiion life of
the asset to-other operating income and expense-neat. '

Revenues — Revenues from e transmission: of eleciricily are recognized as services are provided bassd on FERC-approved cost-
based formula rate templates. We record a reserve for revenve subject to refund when. such refund is probable and can be rcasonably
estimated. The teserve istecorded as ateductionto operating reventes.

The cest-based formula rate templates at our Regulated Operating Subsidiaries include 2 frue-up mechanism, whereby they compare
their actua} revenue requirements to their billed revenues for each year to determine any over- or under-collection of revenue
Tequirements and record a-revenue accreal or deferral for the difference. Refer to Note 4 under “Cost-Based Formuta Rages with True-
Up Mechanism® for-s discussion of our revenue geoounting under our cost-based formula rate emplates,

Share-Based Poyment ~~ We have an Awended and Restated 2003 Stock Purchage and Opfion Plan-for Key Employees of ITC
Holdings Corp. and its subsidiaries {the “2003 Plan™) and & Second Amended and Restated 2006 Long-Term lncentive Plan (the
“LTIP"} pursuant to which we grant various share-based awards, including options and resiricled stock and deferred siock units,
Compensafion expense for emplovees and directors is recorded for stock options, restricted stock awards and deferred srock units that
are expected to vest based.on their fair value af grant date, 2nd is amortized over the sxpected vesting period. We recognize expense for
our stock aptions, which kave graded vesting schedules, on a siraight-line basis over the entire vesting period and not For cach separately
vesting portion of the award. The grant date is the date al which our cornmitment to jssue share besed awards to the amployes or a
director arises, which-is generally the later of the board approval date, the date of hirg of the employee or the date of the employee’s
compensation agresment which contains the commitment to issue the award. . Exhibit CB-Hia




We also have an Employee Stock Porchase Pian (“"ESPP”) whith-is a compensatory plan. Compensation expense is recorded based
on the fair value of the purchase options af (he-grant date, which corresponds io the first day of each purchase period, and is amorfized
over the purchase period.

Compréhensive Income (Losg} — Comprehensive income (loss) is the change in common stockholders” equity during & peripd
ansing from transactions and events from non-owner sources, including net income and any gain or loss recognized for the effective
pottion of our interest rate swaps. .

Income Taxes — Deferred income taxes-aretecognized for the expected future tax consequences of eventsthat have been recognized
in the fivancial statements-or tax returns. Deferred toy assots and liabilities are determined based on the differences between the fluancial
statemnents and {ax bases of various assets and liabilitiés using the tax rates expected to be in efféet for the year in which the differences
are expecied to reverse.

The aceounting standards for uncerisinty in income taxes prescribe a recognition threshold and & measurement attribute for tax
positions taken, orexpected to be taken; in & tax refurn that may nof be sustainabile.

We file-income tax returns with the Intemal Reverme Service and with varjous state and city jurisdictions. We are mo longer subject
to U.S. feders] tax examinations for tax years 2007 and earlier. Tlte Internal Revenue Service completed its examination of our 2006
federsl tax returns in January 2010, The ‘Internal Revenue Service examination did not resolt in any material adjustments to our
consolidated financial statements: State and city jurisdictions that remain subject to examination range-from tax-years 2007 to 2010. In
the event 'we-arc assessed interest or penalties by any income tax jurisdictions, interest would be recorded as interest expense and
penatities wouldl be recorded as-other expense.

3, RECENT ACCOUNTING PRONOUNCEMENTS
Preséutation.of Comprehensive Tocome

The-guidanee set forth by the Financial Accounting Standards Board (“FASB™} for the presentafion of comprehensive income in financial
statements was.revised to require entities.to report components-of ecomprehensive-income is either a continuous statement o compréhensive
income ortwo separafe it consecutive statements. This revision is effective for our annal and intesin consolidated financial-statements for
fiscal years-beginning after December-15, 2011. '

- Goodwill Impairment Testing

The FASB amended the guidance for testing-goodwill-for impatrment. Under-the revised guidance, entities.testing goodwill for impairment
rave the option of performing z qualitafive assessment before cdlovlating the' By value of theteporting unit. If entities determine, oir the basis
of qualitative factors, that #hie-fair vaine of the reporting unit is more likely than not less than the cawrying amount, the twe-step impairment vest
wonld be required. This revision is effective for anmual and interim goodwill impairment tests peiformed Tor fiscal years beginning after
December 15, 2011 with-sarly adoption allowed. We sarly adopted the amendied guidance, and the impact did not have an effect on our resulis
of operations, cash flows or-financtal condition. Referto Note 2 for additional information,

Balance Sheet Offsetting Requirements

The FASE oreateif new disclesure requirements-regarding the nature of an entity’*s rights of offset and related arranpements-associated with
its financial instraments and derivative instuments, The guidanes rejuires entities to disclose, at & mirinum, the followdng information in
tabular Format, separately for assets and Habilities: {a) the gross amounts of those recognized asseis and those recognized lighilities; (b} the
amounts offset to determine thenet smounts presenied in the statément of financial positioli; {€) the net amowits presented in the statement -of
Tinancial position;-{d) the amounts subject to an enforceablie master netting arangement or sinillar agreement; and (6)the nel smount after
deducting the amonnts in {d) from the amourits in {e). The disclosure requirements are effective for annual reporting periods beginning on or
afier Januagy 1, 2013, and interim periods theréin, with retrospective application required, The new disclosurerequirements arenot expected to
have:a material effect, if any, on ourresults-of operations, cash.flows or financial condition.

4, REGULATORY MATTERS
{7C Greaf Plains:

On Augnsi 18, 2009, ITC Great Plains acquired two electric transmission substations and became. an.independent trangmission company in
SPP. SPP begay to bill ITC Great Plaing® 2009 netivork revenues in January 2010, retrozctive to August 18, 2009, ITC Great Plains. has
comnitied to construct certain transmission projects in the SPP region. including the Karnsas Electric Trastsmission Autbority (“KETA™)
Praject {also knowst as the Spearville — Knoll —— Axtell Project) and a segment of the Kanvas V-Plan.

In 2009, ITC Great Plains filed ap application for 2 formula rate under Seetion 205 of the Federal Power Act. The FERC condivionally
aceepted the proposed formula rate fariff sheets, subject to refurd, and sef them for hearing and settlement procedures. In addition, the FERC
approved certai fransmission investment incentives, inchuding the estabhisiunent of regulatory asseis for siart-up and development costs of ITC
Great Plains amd certain pre-construction eosts specific to the KETA Project and the Kaneas V-Plan to be recovered pursuant o Tature FERC
filings. During the first quarter of 2010, fhie FERC sceepied ITC Great Flaing® cosi-based formula rate tariff sheets, which include an annual

~ue-up mechanism, and their corresponding implementation protosols.

As of December 35, 2011 , we have recorded a tofal of $13.8 million of regulatory asscts for stari-up and development expenses incurred by
ITC Great Plains, which include certain costs incurred for the KETA Project and the Kansas V-Plan Project prior @%m&%&iﬁn. During the




first quarier of 2011, we received certain reguilatory approvals relating to the Kansas V-Plan which resulted in the recognition of the Kansas V-
Plan regulatory asset of §2.0 million and comesponding reduction'do operating expenses, which resulted in net income of $1.3 million |
Subsequent fo the inifial recognition of the Kansas V-Plan. regulatory asset in March 201, we recorded an additional 1.1 million of cost
ncurred for the Kansas V-Plan Project through December 31, 2011 directly to regulatory assets. Based on ITC Grest Plains' application and the
related FERC order, ITC-Great Plains will be required to mike an additional filing with the FERC vnder Section 205 of the Federal Power Act
in order 1o Tecover these start-up, development and pre-constriction expeases in future rates. .

Green Power Express

In 2009, we formed Green Power Express and announced the Green Power Express project, which consisted of transmission line segments
that would facilitate the movement of power from the Dakotas, Minnesota and lowa to Midwest load centers that demand energy. Green Power
Express has certain FERC-anthorized transmiséion investment incentives, including the establishment of a régulatory asser Tor star-up and
developraent costs of Green Power Expressand certain pre-construction costs forthe project 10 be recovered pursuant to-a future FERC filing,
Further, -Green Power Bxpress has a FERC-approved formula rate with 2 rétum on eguity of 12.38% andl a capital structure: taygeting 60%
equity and 40% debt. Tho amount of any future capital expenditures by Green Power Express is currently wiikniown,

The total development expenses through December 31, 2011 at Green Power Express that may be recoverable through regiilatory assets
were zpproximately $5.5 million , which have been reéorded to expenses in.the periods in which-they were incurred. If in & faturereporting
period it beeomes probable that futurevevenues will result from the authorization to recover these devélopment expenses,.we-will recognize the
regulatory assets, No regulatory assets or construeiion wofk in progress-for Green Power Express have been recorded as of Devember 81, 2011

Cost-Bused-Formuila Rates with Tru¢-Up Mecharism

The transmission Fates at our Reguldted ‘Operating Subsidiaries are set annually, using the FERC-approved formuls rates and the rates
remain in. effect fora e -year period. By comipleting thair formulz tate temilates-on an annual basis; our Regiilated Cperafing Bubsidieries:are
-able to adjust their transmidsion rates to.reflect changing operational data and financial performance, including the smount of network load on
their transmission systems (for our MISQ Regulated Operating Subsidiaries), operating expenses and additions 1w property, plant #md
equipmeiit when placed in service, among othier items. The FERC-approved formula rates do-not require fusther action or FERC filings fordhe
calculaied joint zone rales to go into effect; alfhongh therates are subject tolegat challengs ar the FERC. Our Regulated Operating Subsidiaries
will continue to-use formula rates 1o calenlate théir respective
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annual revenue reguirements unless the FERC determines the rates to be unjust and unreasonable or another:mechanism is determined by the
FERC to bejust and reasonable.

Our cost-based formula rate templates include a truc-up mechanism,. whereby our Regulated Operating Subsidiaries compare their actusi
revenue requirements to their billed revenues for each year to determine any over- or under-collection of revenue requirements. The over- or
under-collection typically results from differsnces between the projecied revenue reguirement-used to establish the Billing rate and aciual
revenue requirement at each of our Regulated Operating Subsidiaries, or from differences between actual and projected. manthly peak Joads at
our MISO Regulated Operating Subsidiaries. Revenue isrecognized for services provided during each reporting-periot based on actual revenue
requirements calculated using fhe formula rate templates. Our Regulated Operafing Subsidiaries accrue or difer reveues fo-the extent that the
anival revenue Tequirement for the reporting period is higher or lower; réspeetively, than the amounts billed relating. to that reporiing period.
The amount-of accrued or deferred revenues is reflected in custorner bilis-withintwo yearsunderfhe provisions-ofthe formila rate templates.

The regiilatory assels are tecorded o the balance sheer in regulatory agsets — revenue-acerual, including accrued. interest and other non-
current :assets. The cirrent and noneurreni regulatory Habiiliies are recorded in. regulasory liabilities — revenue deferral, inthiding acerued
interest. The changes in regulatory assets and lisbifities (net) associated with our Reguisted Opersting Subsidiaries® formula rate revenue
aceruals and deferrals, including acerued interest, were as.follows during the'yesrended December 31, 2011 ;

(in thousaudiy FTCTransmigsion METC I3C diidwest ITC Groat.-Fiaing Total
Bilance as of Decentber 31,2010 8 (33054 3 (17.236) & 2i3RE § 626 .8 {28275
Net refunds {collecions) of 2009 reveriue

deferrals dnd acerusls, including interest 3,814 7,718 {21,670} {628) (16,7753
‘Nt revenue deferratsfor the year ended . - ‘ '

December 31, 2011 {25,362) {10,770} (5:607}. (1,810} - {43,749}
Neét zecrued interest payable for the year

ended December 31,2011 {1:467) (522} {266) {85) (2,426)
‘Balance.as-of December 31, 2013 5 BeJ60Y 3 QU & {6led) & . (8% € {gs2n

Reaulatory assets and liabifitics associated with our Regulated QOperating: Stibsidiaries’ formulfa rate révenue acorvals and defersals are
recorded in ourconsolidated statement of financial position as follows:

{In Hrousands} “EPCFeansmission METC ITC Mhdwest. I1C Great Plalng Totzl
Current ussels & 863 3 2. % 5,020 8 754 & 6638
Non-eurrent assets —- other — — 4,113 1,524 5,637
Currentliabilities (31:028) £0:348) (5,549} {654) 46,5793
Nonscurrent lisbilities {26,104) (11.564) (9.748) (3,501} (50.917)
Balanee as 6 Decenber 31, 2011 3 {56,269} F 2001 % {(n1edy & {1;&’?7} b (83,2901

ITC Midwest's Rate Discount

As part of the orders by the-Towa Utility Board (“UB") ard the Winnesota Public ‘Service Commission (“MPLUC") approving ITC
hidwest’s-asset acquisition, FTC Midwest agreed-to provide 2 rate discount of $4.1 million per year to its customers Yor eight yoars, heginning
in the first year customers experience an inercase in transmission charges following the consummation of:the: ITC Midwest asset acquisition.
Beginning in 2609 and extending:through 20616, ITC Midwest's nef revenue requiremient was or will be reduced by $4.1 million for ezch vear.
The rate discount is recognized as a reduction in revenues when we provide the service and charge the reduced rate that includes the raie
discount.

TFCTransmission Rate Freere Revenue Deferral

ITCTransmission’s rate freeze revonue defercal resulied from the difference between the revenue FTCTransmission woukd have collscted
under jis cost based formula rate and the sctual revenue ITCTransmission received for the peridd from Febrary 28, 2003 through
Decernber 31, 2004, The revenue deferval was amortized for ratemaking-on a straight-line basis for five years from June 2006 through
May 201) and was included in FTCTransmission's reverus requirement for those periods, Revenues of $11.9 million were recognized in 2010
and 2009 reélating to the rate freeze revenue deferral and revenues of $5.0 million were recognized in January through May 2011, The §6.9
miliion reduction in revenues resulted in a reduction to afier-tax net income. of approximately $4.3 million in 2011 compared to 2018 and 2009.
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Depreciation Studies
ITC Midwest

Effective Janvary 1, 2010, the FERC authorized the implementation of the depreciation study filed by TTC Midwesi which revised its
depreciation rates. This change in recounting estimate rosulted tn lower composite depreciation rates for ITC Midwest primarily dus 1o the
revision of asset service Hves and cost of removal values,

For ratemaking purposes, the impact of TTC Midwest's revised depreciation rates was initially refiected in YTC Midwes('s 2010 revenue
requirement. The revised depreciation rates resnlted in a reduction of depreciation expense of 86:4 million and £5.1 miihon. for the years ended
December.31, 2011 and 2010 , respectively, as compared to the amount of deprecidtion expense that woild have been recognized under the
previous depreciation rates wlilized by ITC Midwaest, Beomise of the inclusion :of depreciafion -expense as a component of net revenue
requirement under ITC Midwest’s cost-based formula rate; the offsctting effect on revenues and expenses fionr the change in depreciation rates
had.an immaterial effect onpet income snd-2zmmings per share amounts for the year ended December 31, 2011 and 2010,

IFCTransmission andMETC

Effective. January §, 2009, the FERC accepted depreciation studies filed by ITCTransmission and MBTC; respeotively, which revised their
depreciation rates. This change in-accobnting estimate resilts inlower composite depreciation rates for IFCTrénsmission and METC primarily
dueio the revision of asset service livesand cost of removd) values.

For ratemaking purposes, the FERC acegpted our filing sucli that the impacet of the revised deprecidtion rates was reflected in
FFCTransmission’s and METC's 2009 Tevenue requirement. Therevised depreciation rates resulted in a.teduction of depreciafion expense of
$2273 million., $21.9.million and $19.5 million for the vears ended December 31,.2011 , 2010 and 2009 , respectively, as compared fo the
amount of depreciation expense that would have been vecognized under the previdus depreciation rates utilized by I¥CTransmission and
METC, Becanse of the inclusion of depreciation expense as-s component of net revenus requirement under their cost-based formula rates, the
offseiting.offuct on revenues-and expenses from the change in depreciation rates had s immatefial effect-on net income anéh eamings per share
amounts for the years ended December 81, 2011 2010 and 2009 |

5. REGULATORY ASSETS AND LIABILYTIES
Reguiatory Assels
_The following tablé summarizes the regilatory asset balances at December 31, 2011 and 2010 :

(i thowsands) 2011 2080
Regulatory Assets! ‘ :
Revenue sceruals: .
Current{including accrued interest of $70:antd §266-as of Decéember 31, 2011 and 2010, respectively} $ &063%  § 28637
Mon-current {ineluding accrued interest of $34 and §22 as of December 31, 2011 and 2030, respeciix}eljf} 5,637 3,947
QOthes: . .
ITC Fransmission ADIT Peferral (nef of acoumutated amortization. of $26,766 and §23,736 as of Becenber “33,836 36,866
31, 2011 and 2010, respectively)
WETC ADIT Deferral (net of secomulatéd amotiizationof 811,703 and:$9,435 asivf December 31, 2011 and 30,663 33,021
2010, respectively) '
METC Regitlatory Deferrals [net of accumulated amaortization of $3,857 and $3,085 as of December 31, 2011 11,571 12,342
arnid 2010, respectively)
Income taxes recoverable related to APUDC equity ' 38,222 25,687
YTC Great Plains Start-up and Development 8,046 £.783
KETA Projest 1778 1,748
Kansds V-Plan 3,121 —
Pensions and posiretiremsnt 24,711 16705
Income taxes recoverdble related to Implententation of the Michigan. Corporate Income Tax 7630 —
Other : : 1,508 —
Total . 5 174,263 5 170,736
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Revenue Aecruals

Refer to discussion of revenue accruals in Note 4 under “Cost-Based Formula Rates with True-Up Mechanism.” Our Regulated Operating
Subsidiaries donot eam & relum on the balance of the revenue accruals, but do acerue interest carrying costs which are subject-to rate recovery
atong with the:principal amowt of the revenue accrnal,

FCTransmission ADIT Deferral

The carrying amrount of the ITCTransmission ADIT Deferral is the remaining unamortized balance of the portion of ITCTransmission’s
purchase price fu-exeess of the fair value of net assets acquired approved for-inchusion in fiture rates by the FERC. ITCTransmission eamns a
return on the remaining unamortized balance of the ITCTransmission ADIT Deferral that is included in rate base, The original amount recorded
for this regulatory asset of $80.6 million is being recognized @ rates and amortized on a. straighl-line basis over 20 years, 1TCTransmission
recorded amortization expense-of $3.0 million annually during 2011, 2010 and 2009 , which is included in depreciation andl amortization and
recovered through ITCTransmission's cost-based formula rate template.

METC ADIT Deferrals

The canrying amount of the METC ADIT Deferral s the remaining unamortized balance of the:pariion of METC's purchase price in excess
- of thefair value of net assets zcquired from Consumers Energy approved for inclusion in fuiure rates by the FERC. The original smoun
recorded for the regutatory asset for METC. ADIT Deferrals of $42.5 million is recognized in rates and amortized over 18 years beginning
Tanuary 1, 2007. METC earns.a relum on the remaining unamortized balanee of the reguiatory asset for METC ADIT Deferrals fhat is included
in rate base. METC recorded amortization éxpense of $2.4 million annually during 2071 , 2010 and 2009 , respectively, which is ineluded in
depreciation and amortization snd recovered through METC's cost-hased formiilarate template.

METC Regulatorp Deferrals

METC has deferred, as aregulatory asset, depreciation and velated interest expense-associated with new fransmission sssets placet in serviee
from January 1, 2001 throuph Dscember 31, 2005 that were included on METC’s ‘balarice sheet et the time MTH acquiired METC from
Consumers Enetgy-(the “MEBTC Regulatory Deferrals™). The origingl amount recorded for the regulatery asset for METC Regulatory Deferrals
of $15.4 million is recognized in rates and amortized over 20 years beginning Fanuary 1, 2007. METC zams g return on the remajning
unamortized balance-of the regulatory assét for METC Regolatory Deferrals that Is included in rate base. METC recorded amortization expeuse
'$0.8 million during 2011 , 2010 and 2009 , respectively, which is included in depreviation and amortization and recovered through METC's
zost*hased formula ratétemplate,

Inconte Taxes Recoverable Rélated to AFUDC Equity

Accounting standavils for income taxes provide Hhat a regulatory asset’ be recorded if it is probable that a fivure increase in taxes payable
relating to the book-depreciation of. AFUDC equity theat has been capitalized {o property, plant and equipment will be recovered frotd customers
through future rates. Becanse AFUDC equity is 2 component of property, plant and equipment that is included in-rate: base when the phant is
placed in service, and the refated deferred tax liabilities are not a reduciion to.rate base, we effectively-cam a return on fhis regulatory asset,

ITC Great Plains Starf-up and Developrent

Fhe start-up-and development regulatory assel congists of certain costs incurred by ITC Great Plains from inception through the effective
date of the ITC Great Plains’ cost-based formula rate, mciuding costs whick had been incured to develop and acquire transimission agsets in the
SPP region. These costs relate primarily {e obtaining various state, SPP and FERC approvals necessary for ITC Great Plains fo own
fransmission assets znd build new facilities in the 8PP yegion, efforis to establish the IPC Great Plaing® cost-based formule rate, the
establishment of ITC Great.Plains as a public utility in Kansas and Okiahoma, as well as obtaining the necessaty approvals and anthorizations
for-the siate regulators in Kansas and Oklahoma.

The startup snd development regulatory asset accrues carrying charges al 2 rate equivalent 1o ITC Great Plains® weighted average cost of
capital, adjusted annuilly based on ¥TC Great Plaing® actual ‘weighted average cost of capiial caloulated in ITC Great Plaing' formula rate
template for thal year. The camying charges began to accrue in Mviarch 2009 and will continue umii] such time that the regulatory asset is
ncluded in rate base, The equity component of these carrying charges including applicable taxes, totaling $3.0 million as of Pecember 31,
2011 , is not recorded for GAAP accounting and reporting as the equity return doss not meet the recognifion criteria of incurred costs eligible
for deferral under GAAP. Recovery of the start-up and development regulatery asset requires FERC wsuthorization upon ITC Great Plains
moking au additional filing wnder Section 205 of the FPA to demonstrate that the costs o be recovered sre just and reasonable, If FERC
authorization is received, ITC Great Plains will include the unamortized balance of the stari-up and development regulatory assets in its rate
base and wili bagin amortizing it over 2 10 -year period upen the in-service date of the KETA Projest, the Kansas V-Plan or when the total in-
service gross properiy, plant and equipmeni at ITC Great Plains exceeds 5100 million , whichever ccows first. The amiortization expanze wifl
be recovered through ITC Great Plains' cost-based formula rate template beginning in the period in which amertization begins.
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KETA Project

The XETA Project regulatory asset includes certain costs incurred associated with regulatory activities in Kansas and Oklahome. and with
participants in 8PP to obtain the necessary approvals and authorization before proceeding further with plans, as well as engineering studies,
routing studies and education and oufreach 1o stakeholders on YPC Great Plaing’ efforts to bring these projects to the SPP region, and other
costs dncwred specific to the KETA Project prior to. construction. The KETA Project régilatory assel accrues carrying charges al & rate
equivalentto ITC Great Plains’ weighted average cost of capital, adjusted annualiy based on ¥FC Great Plains’ actual weighted average cost of
capltal calenlated in its formols rate template-for that yeer. The carrying charges begen to acorue in March 2009 as authorized by the FERC
‘Crder.and will continue until such time that the regulatory asset is intluded u rate base. The equity component of these carrying charges
including applicable-taxes, totaling $0.5 million as of December 31, 2011 , is not recorded for GAAP accounting and reporting as the equity
return dots not meet the recognition eriteria of incurred costs eligible for deferral under GAAP. Recovery ofthe KETA Project regulatory asset
requires. FERC authorizatlon upon ITC Great Plains making-an.additional filingunder Sedtion 205 of the FPA to demonstrate that the costs to
be-recoverad are just and reasonable, If FERC authorization is received, FI'C Great Rlnins will inglude the unamortized bafance of the KETA
Project Regulatory Asset in its mate base and begin amordizing it over 2 10 -year period upon the in-service dafé of the KETA Project The
amortization expense - WIH be recovered .through YTC Great Plains® cost-based formula rate template beginning in the perod in which
amontization bogins. .

Eansas ViPlay Project

The Kansas V-Pien Project regulaiory asset includés eertain costs imcurred assoviated with regulatory acfivities In Kansds and with
participants in SPP to obtain the neotssary approvals end authorization before procesding further with plang, as-well as engincering studies,
routing sfudies and education and-outreack to stakélrolders on. TTC Groat Plains' offorts to bring these:projectsiio the SPP vegion, and other costs
inourred specific to the-Kansas V-Plan Project priorto construstion, Thie Kansas V-Rian Profect regulatory asset:acorues carrying chatges a¢ a
rate equivalent toTEC Great Plains® weighted dverage cost-of eapital, atjusied annudlly based on ITC Great Plaing" actual weighted average cost
of capital calcofated.in our forniula rate template for that yeat. The carfving charges began to acerue in Marth 2009 as authorized by the FERC
Ordes and wilt continwe unti) such timeé that the regulatory assef i§ included in rate bese. The equity component of these carrying. charges
including appliicable taxes, tatahng §0.5 million as of December 31, 2011 ,.is not récerded for GAAP aceounting and reporting as:the equity
retum -doesinot meet the recogmition criteria of a incwred costs ehgible for deferral under GAAP. Recovery of the Kansas V-Plan Project
regulatory asseét requires FERC authorizZation upon ITC Great Plains making an additional filing under Section 205 of the FPA to demonstrate
“hat the costs to be recovered arejust and feasonable. If FERC authorization i5 received, ITC Treat Plains will include the nnamertized halance

£ the Kansas V-Plan Project regulatory asset in ifs yate base and begin mmnortizing it aver a 10 -year period upon the in-service date of the
Kansas V-Plan Preject. The amorfization expense will be recovered throughi ITC Gredt Plairé' cost-based formula rate templsate beginning in
theperiod in which-amoriization beging.

Pensions anid Postretivement

Accounting, standards for defined benefit pension and ofher postretirement plans for rate-regulated entities requive fhat amounts that
otherwise-would have-been charged and or: credited to acciunulated other comprebensive income are recorded as a regulatory asset. or Hability.
As the unrecognized amounts recorded to this repulatory assetare recomized, expenses will be recovered from-custorners in future rates under
our cost based forrnula rates. Our Regulated Qperdting Subsidiaries do not earn.a refurn on the balance of ihe Pension and Postrefirenient
regulatory asset.

Tueomé Taxes Recoverable Related {o Pnplementation of the Michigen Corporate Inconse Tax

On ¥ay 25, 2011, the Michigan Business Tax (“MBT™) was repealed and replzced with the Michigan Corporate Income Tax (“CIT™),
cffective January 1, 2012, Under the CIT, we will be taked at arate of 6.0% on federal taxable incoms that is atritued o our operations in the
state-of Michigan, subiject to certain adjustraents. In additior to the traditional income tax, the MBT had also included a modified gross.receipis
tax which allowed for deductions and credits for certdin activities, none of which ure part of the CIT. The change in Michigan tax law required
us to remove deferred income tux balances recognized vnder the MBT and establish new deferred -income tax balances under the GIT in the
second quarter of 2011; and the net resilt was ineremental déferved state income tax Jabilities at bath ITCTransmission and METC. Under our
cosf-based formula rates with true-up mechanism, the future taxes receivable as a result of the tax law change is expecied to be collected fiom
customers through future rates and has resulted in the recognition of a regulatory asset. Revovery of*the Michigan CIT regulatory asset requires
FERC authorization upon ITC Holdings making ar additional filing under Section 205 of the FPA 10 demonsirate-that the costs to be recovered
are just and reasonable. ITCTranemission and METC do not eamn 2 veturn on the balance of the CIT regulatory asset. -
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Reguiatory Liabilities
‘The following table summarizes the regulatory liabilities balances at December 31,2011 and 2010

{In thousands) 2011 1010
Repulatory Liabilities:
Accrned asset removal costs 5 83934 § 90,987
Revenue deferrdls (a):
Current fincluding gccrued interest of $2,159 and 8876 as of December 31, 2010 and 2011, respectively) 46,579 17,658
TNon-curresit (including atcrued interest of $828 and $680. as of Deceniber 31, 2011 and 2010, zespectively) 50,817 43,202,
Total $ 181430 § 151,847

{a) ‘Refer to discussion of revenue deferrals in Note 4 under “Cost-Based Formula Rates with True-Up-Mechanism,” Our Regulated Operating
Subsidiaries acerue inferest on the true-up amounts which-will be refunded through rates:along with thé principal amount 6f revenue
Aeferrals in fatvre periods.

Acerued Assat Removal Cosits

The canying-armount-of the accrued asset removal costsTepresents the cumulative amount coliectsd from ciustomerso cover the estimated
future costs to remove propetty, plant-end equipment at retirement. The portion of depreoiation expense included in-our deprectation rates
retated 1o assel-removal-costs is added to this regulatory Hability and removal expenditurasincursed are tharged to this regulatory lisbility. In
addifion, the regulatory lisbilily is also.adjusted for timing differences between when we yecover legal agset refirement o5ligations in owr rates
and when we would recognize these costs under the standards sel forth by the FASB. Our Regulated Operating Subsidiaries include this jtem,
excluding thecost component related to the recogaifion- of our asset retiroment obligations under {he-standards set forth by the FASB, within
accumulated depreciation forrate-making purposes, which is.a reduction 1o rate base,

6. -GOODWILL AND INTARGIBLE ASSETS

At Decémdber B1, 2011 anid 2010 , we liad goodwill baldnces recorded st ITCTransmission, METC aud ITC Midwest of $173.4 million ,
1453:8 niillion and $323.0 million , respevtively, which resulted from ‘the ITCTransmission acquisition, the METC acquisition and ITC
vitdwest's asset-acquisiiion, respectively.

Intangible Asseis

Pursuant to the METC seguisition in October 2006, we have jdentified intangible assets with finite lives derived from the portion of
regulatory -assets recorded on METC's historical RERC fipancial siatemenis fhat -were not recordetl on METC's historical GAAP financial
statements associated-with the METC Regalatory Deferrals and the METC ADIT Deferrals. The carrying amount of the intangible asset for
METC Regilatory Deferrals at Decemsber 31, 2011 and 2010.1s $29.7 million.and 3317 million., respectively, and is-amoriized over 20 years
beginning January 1, 2007, The carrying amount of the intangibie asset for METC -ADIT. Defervais at December 31, 2011 and. 2016 is $13.6
million and $14.6-million , respeétivély, and {s amortized over 18 years beginning January 1, 2007, which elso_corresponds to the amortizafion
period established in the METC rate case setflement. MET'C earns-an equity return on the remaining unamortized balance of both the intangible
asset for METC Regulatory Deférdls and the intangible aiset for METC ADIT Deferrals and rocovers the amoitization axpense through
METC's cost-based formula rate templaie.

FPC Great Plaing has recorded {ntangible assets for payments made to certain transmission ownefs o acquire. rights which are required
nrdler the SPP tariffto designate ITC Great. Plains to build, own and operate projects within the SPP region, including the KETA Project and
the Kansas V-Plan. Thie carrying amount of these intangible asseis is $3.6 million and $3.7 million {net of accunuiated amortization of $0.2
miilion end $0.1 million } as of Décember 31, 2011 and 20190, respectively.

During the years ended December 31, 2011 |, 2010 and 2009 , werecogiized $3.1 millon., $3.1 million and 23.0 million , respectively, of
amortization expense of our intmgible assets, We expect the annual amortization of our intangible assets thar-have besn recorded as of
Decomber 31, 2011 to be as follows:
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{In-thousands)

2012 8 5,100
2013 : 3,100
2014 ) 3,100
2015 5,100
2016 3,100
2017 and thereafter : 31,385

Toial $  46.885

7. PROPERTY, PLANT AND EQUIPMENT
Property, piant and equipment —nef.consisted-of the following at December 31, 2011 :and 2010 :

{In thousands) Fi 3 ‘2010
Fraperty, plant and equipment
Regutated Operafing Subsidiaries:

Property, plant and equipment in service : S 4,096,211 $ 3722837
Construstion work it progress 418,056 197,985
Capital equipment inventory.. 68,881 AT
Other o 12,490 12432
TICHoldings and other | : : 13349 6,424
Totil 4,608,987 4,001,946

Less acewnulated-depreciation. and amortization : (1.393,164) fLA20.669)
Praperty, plani and equipment — net 3 3415823 & 2872277

Additions to property; plant and equipient in-service and consiruation work in progress during 2011 and 2010 were due primanly for
méjects to upgrade or veplacs existing tranSmission plant to inprove the relisbility of odr fransmission systems in addifion to generator
interconneciions-and our ongoing devélopment projects,
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§. LONG-TERM DEBT
The following amounts were outstanding at December 31, 2011 and 2010 &

(In thonsands) ' 2011 2010
ITC;Holdings 5.25% Sentor Notes due Jaly L5, 2013 {net-of discount of $183 and $302, respectively) g 266817 % 66,698
1TC.Holdings 6.04% Senior Notes, Series A, due September 20, 2014 50,000 50,000
JITC Roldings 5.875% Senior Nofes due September 30, 2016 (net of discount of '$16 and ‘$19,

respectively) 254,084 254,981
ITC Holdings 6.23% Senior Notes; Series B, due September 20, 2017 50,000 50400
ITC Holdings 6.375% Senior Nates due September 30; 2036 (net of ‘discount of §189 and $197, -

respectively) 254811 244,803
17C Holdings 6.05% Senior Notes due January 31, 2018 {net of discount of $960 and $1,118,

réspeetively) 384.040 383,882
13C Holdings 5.50% Senior ‘Notes due Jamiary 15, 2020 (net of: d:scoum of $1,058 and $1,186,

respectively) 198,947 198,814

I OHoidmgs Revolving Credit Agreoment due ‘May }7 2616 — —
I'I‘G’I‘ransmzssmn -4 45% Fivst Morlgage Bonts, Serics 4 »due Tily 15, 2013 (net of rhsuoum of $18and ‘

§30,respectivelyy. 184,982 184:970
ITCTransmission 6.125% First Mortgagé Bonds, Series C tie March 31, 2038 {(net of dxscount of 589

anti $93, respectively) 99,913 99:907
ITCTransmission:5.75% First Mortgage'Bonis, Serios D,-due iapnl 1, 2018:(net of discountnf 872 and '

8§83, respectivély) - 99,928 99917
TECTransmission. Révelving Credit Agrzement due May 17, 2916 : 18,000 —
IPCTransniission/MBTC Revolving Credit Agreement duéivlarsh 29, 2012 — 13,200
METC-SJS% Senior Secured Notes due December 10, 2015 175,008 175,000
METC6:63% SeniorSecured Notes due Deceiber 18, 2014 50,000 50,000
METC 5.64% Senior Secured Notes due May 6,2040 50,000 50.000
METCRevolving Credit Agresment due May 17,2016 A7.600 —
ITC Midwest 6,15% First Morigage Bonds, Series A, due January 31, 2038 (net of discount of'$458 and

$476; respectively) 174,542 174,524
TTC Mitwest7.12% First- Morigage Bongds, SériosB, dug December.22; 2017 . 40,000 40,000
1TC Midwest 7.27% Firsl Mortgage Bonds, Series C, dise December 22, 2020 35,000 35,000
TTC Midwest 4.60% Firet Mortgage Bonds, Serfes D due December 17, 2074 . 75,000 75000
ITC Midwest 2008 Revolving Gretit Agreement due Jannary 29, 2013 46,000 39,500
TEC Mitwest 2011 Revehving Gredit Agresment doe Pebruary 13,2013 52,200 —
ITC Great Plains Revolving, Credit Agreement due February 16, 2015 55.260 —

Tatal Tong-lermnrdebi ) § 0 2045022 8 2,496,896

The snnual maturifies of Tong-term debt as of December 31, 2011 are as follows:

ke thoucands}y
2012 Y e
2013 544,200
2014 100,000
2015 228,260
2016 310:600
2017 and thereafier ' 1,465,000
Total 5 2,648,060
ITC Holdings

The ITC Holdings Senior Notes.are fssued nnderITC Holdings' indenture. All issuances of ITC Holdings Senior Notes are unstcured,
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ITCTransmission

The ITCTransmission First Morigage Bonds are lssued underiTTCTransmission’s First Mortgape and Deed of Trust, aud therefors have the
benefit of a first mortgage len on substantially alt of ITCTransmission’s property.

METC p

On Way 6, 2010, METC issued $50.0 million aggregate principal amount of its 5,64% Senior Secured Notes, dug May 6, 2040 (the “METC
Senior Secured Notes™}. The METC Senior Secured Notes are secured by a:first morigage lien on substantially all of METC’s venl property and
tarigible personal property. The proceeds were used primarily to Tepay amounts outstanding imder the TECTransmission/METC Revolving
Credit Agreement, to partially fund capital expenditures-and for general.corporate pamoses.

ITC Midwest .

On Detember 17, 2009, ITC Midwest issued $35.0 million of thetotal face armount of $75.0 million of its 4:60% First Mortgage Bonds,
Sefies D, due Pecember 17, 2024:(“Sefies.D Bonds™), ITC Midwest closed on the additional B40.0 million of Series D Bonds in February
2010, The procesds were used to repay a pertion of the amounts owstanding under the ITC Midwest Revolving Credit Agreement. All of ITC
Midwest's First Morntgage Bonds are issued under-its First Mortgage and Deed of Trust, and therefore have the benéfit of n first morigage lien
on substantially alt gfITC Midwestls properiy.

In November 2011, IPC Midwest commifted to issue$100,0 million of 3.50% First Morigage Bonds, Series E, due January 2027 (“Series E
Bonds™). IFC Midwest held a jending commitment from the lenders as of Decernber 31, 2011 and closed on the $106.0 million of Sefiss B
Bonds on Jamvary 19,2012, The proceeds.from the issuance will be useil fo refinance-existing indébtedness, partially fund capital expenditures
and for-general corporate purposes. Al .of ITC Midwest's First Mortgage Bonds are issued under-#ts First Mortgage and Deed of Trust, arid
‘therefore have the benefit of  first morigage ien on substantidliy-all of ITC Midwest's property.

Derivative Instruments and Hedging Acfivities

We use derivalive financial insiruments; including interest rate swap contracts, to manage our exposure to'fluctuafions in interest rates. The
use of these finencial instruments mitigates exposureto these risks and the varisbility of our operating results. ‘We are not a party to Jleveraged
derivatives and do not enter into derivative financial instrumenis for trading or speculative purposes, The interest raté swaps Hsted below
manage interest rate risk asgociated with the forecasted future issusnce of fixed-rate debt rélated to the expected refinancing of the maturing
3267.0 million 17C Beldings 525% Senior Notes due Jaly 15, 2013:

-Tuterest Rete Sweps ) Notlonal Amount Fixed Rate Original Term Effective Date
(Amounts in millions) . )
Septemiber2010 swap - ¥ 50.0 3.60% 10 years July 2043
Maréh- 2013 swaps 30.0 4.45% TGyears July 2013
May 2011 swap 250 420% 10 vears by 2013
Avgust 2011 swaps 50.0 3.80% 10 years July 2013
Total : 8§ 4750

The interest tate swaps calt for ITC Holdings to receive Interest quarterly at a variable rate equal to LIBOR and to pay interest semi-
-anmually at various fixed rates effective for the 10 -year perioi beginning July 18, 2013 sfter the agreement§ have been terminated. The
agreements. include a mandatory carly tenmination provision and will be terminated no later than the effective-date of the interest Taie swaps of
July 15, 2013. The interest rate swaps have been determined to be highly effective-at offsetting changes in the fair vdlue of the forecasted
interest cash flows assocjated with the expected debt Jnsuance atofbutable to changes in benchmark interest rafes fom the trade date af the
interest rate swaps to-the issuance date of the debl obiligation, As of December 31, 2011 , there has been no material ineffectivencss recorded in
the consolidated statcment of operations. The interest rate swaps qualify for hedge accounting treatweent, whereby any pre-tax gain or loss
recognized from the trade date to the effeciive date for the effective portion of the hedge is recorded in accumuiated other comprehensive
income, These amounts will be accumulated and amortized as a component of imterest expense over the life of the forecasted debt, As of
Drecermber 31, 2011 , the fair-value of (ke derivative insirements was a lability of $24.3 million recorded to other nop-current liabilities. None
of the interest rate swaps contain credif-risk-related contingent features. Refer to Note 12 for additional fair value information,
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Revolving Credit Agreements

On May 19, 2071, FFC Héldings, FTCTransmission and METC enfered into new unsecured, unguaranteed revolving credit agreements,
which replaced their existing revolving credit agreements that were scheduled to mature on March 29, 2012, On February 11, 2011, ITC
Mitwest entered into a new unsecured, nnpuaranteed revolving credit agreement in addition to. its existing revolving credit agreement, dafed
January 29, 2008, On February 16, 2011, ITC Great Plains entered into an unsecured, unguaranteed revolving credit agresment. Af
December 31,2011 , YTC Holdings and its Regulated Operdfing Subsidiaries had the following revolving credit facilities available:

Yelghted.
Avernge
InteresiRnke
Total ot
Aviillable Ouistasiling Unuged Dugstinding Commitment Originat

{Amounts in-millions) Capaciby Balanes () Crpadity Balance Fee Rate {b) Term Datesf Maturiey
Revalving CreditAgreements: : .

I7C Holdings 3 2000 § — § 2000 wa (©) 0.25%  5years May 2016

IPCTransmission,” 1004 180 . 829 14% 4l 0:125% Syears Moy 2076

METC 1000 37:6 62:4 L4% (& = 0125% 5 years May 2016

ITC Midwest - 2008 1.0 400 R 03% (B . B06% Svears = Juminary 2013

TEC Mitlwest - 2011 750 52.2 22.8 1.5% {2 0.125% 2 years February 201%

ITCGreat Plaing 150.0 533 G637 2:1% (W) 0.30% 4 years Februay 2015
Totel $ 6664 9 a01.1 § 4649

(a) Ineluded within long-term débi.

b)) Caltalation based on the-averagedaily unbsed commitments, subjectio adjustment-based-on the borrower's credit rating.

(c} Loan bears iiterest at a rate-egual to LIBOR plus an appliceble margin of 1,75% or at 2 base-rate, which is defined as the higher of the
prime rate, 0.50% sbove the federal funds rate or 1% above the one month LIBOR, plus an applicable margin of (.75%, subject to
adfustments based on TTC Holdingé' credit rating,

{d} Loan bears interest al a rate equal 1o LIBOR plus an applicable margin of 1.15% or at a base rabe, which is defined #s the lighet of the
prime xate, 0.50% above the federal funds vate. or 1% above fhe one month LIBOR, plus aii applicable margin of £.15%, sibject to
adjustments based on ITCTransmission's credit rating.

(&) Loan bears interest-at a rate-equal to LIBOR plus an applicable margin.of 1.15% or. at.a-bast rate; which is-defined as the higher of the
prime raté, 0.50% above the foederal funds rate or 1% above the one month LIBOR, plus an applivable margin of 0.15%, subject t6
adjustments based on METC's credit rating, _

(6 Loan bears inierest at a rate equai o LIBOR plus an applicable margin of 0.30% or at-a base rate, which is defined as the higher of the
prime:rate, or 0.50% above the federal fumds rate, subject to adjustments based on TTC Midwest!s creditrating,

(§) Loan bears interestat - rate-equal 10 LIBOR plus-an applicable margin of 1.25% or at a'base rate, which is defined as the higher of prime
rate, 0.50% ahove over the federal funds rafe or 1% above the one month LIBOR, plus an applicable margin of £.25%, subject 1o
adjustments based on TTC Midwest's-credit rating.

{h} F.oan bears intersst at a rate equal to LIBOR plus an applicable.margin of'1.75%, or at 2 base rate, which is defined ag the highérof prime
rate, {1.50% above the federal funds rate or 1% abeve the one onth LIBOR, plus an applicable margin of 0.75%, subject to adjustments
based on ITC Great Plaing’ creditrating,

Covenants

Crur debt instruments contain numerous financial and operating covenants that place significant réstrictions on certain transactions, such as
imcuriing addifional indebtedness, engaging in sale and leass-back trensactions, creating liens or ofher encumbrances;-entering into mergers,
consolidations, liquidations.or dissolutions, creafing or acquiring subsidiaries, selling or otherwise disposing of all or-substantially all of our
agsets and paying dividends. In addition, the covenants require us to meet certain financidl ratios, such as maintaining certain funds from
operations ratios, debt to capitalization ratios and maintaining certain inteyest coverage ratios in dddition 1o non-GAAP covenants. We are
cutrently in compliance with ali debt covenants.
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9, EARNINGS PER SHARE

We report both basic.ard diluted eamings pershare. A reconciliation of both caleulations for the yoars ended Brecember 31, 2011 , 2010 and
2009 is:;presented in the following table: '

Year Brided December 3%

{in thousands, except share, per shave data ant percentages) 2611 pleat) a0
Numerator! ‘
Net income , $ 173,685 % J45678 S 130,900
Less:-dividends deckwed — commun shares, restrioted: shares and '
deferred stock uniis(e) (70.305) (66:017)_ (62.592)
Undistributed earnings 101,380 79:661 68,568
Percentage allocated:to common shares (b) 9R.3% -598.3% 03:6%
Undistributed camings — common shares 99,657 78307 67,549
Addrdividends declared —common shures : 69900 GEN26 61,517
Numerator for basic and dﬁuted earnings per comnzon share g 168857 % 143,233 ¢ 129:066-
Danmmnator. : ’ ) "
Denominaior for basic eamings per common share ~ weighted-average
- common shares 50,285.505 48,526 3580 44,196,470
Incremental shares forstock options.and employes stodk purchuse plart 788018 BT ASe 880,963
Denominator-for dituted earnings per common share -— adjusted
weighted-average shares and assumed conversion 51.078.823 50,398,639 50.077,433
Percommon share netineome: ' ‘ N
Baic $ 336 3 28% 8 262
Diluted . : $ 0 33 3 24, 8 258

g} Includesdividends paid inthe form of shares for deferred stack units.

(b} Weighted-average comumon shares outstanding 50,289,905 46,526,580 46,196 470
Weighted-average restricted shares and deferred stock units {participating
securities) 854,717 842,108 705,716
Tol : : 51 544:622 50.368,088 49.902.186
Percentagesdliocdted to common shares 98:3% 98.3% 98.6%

Buor resiricted stook and deferred stock wnits contain righis to receive nonforfeitable dividends and thus are parficipaling segurities
requiting the two-class method of computing-earnings per share,

At December 31, 2011, 2610 and 2009, we had 2,100,056 , 2,436,742 and 2,673,121 -outstanding stock options, respectively. Stock
options are included in the diluted eamnings per share calctlation wsing the treasury stock method, unless the effect of including the stock
aptions would be anti-dilutive. For the year ended Deceinber 31, 2011 , 2010 and 2009 , 213,017 , 225,740 and 814,914 anti-dilutive stozk
options were excluded from the diluted carnings per share caloitlations, yespectively.

10, . INCOME TAXRES
Qur effective tax rate varied from the statutory federal income tax rate duc to differences between the book and tax treatment of various
transactions as follows:

{lm:thousands) 2811 2014 2009
Income tax, expense at 35% stétutory rate § 03,255 3§ 74,776 $ T965
State income taxes {net of federal benelit) 4,760 4,208 7.230
AFUDC equity (5,292} {3,208} {4.336)
Other — net 2,023 2,268 1,713
Income tax provision 5 94,749 8 82.254 ) 77572
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Components.of the income tax. provision were as follows:

tn thoﬁmudé} 20311 2010 2009
Current income tax expense ‘ 3 63,952 Y 5508 % 2.571
Deferred income tax cxpense 33,266 6,989 74,004
Benefits of operating loss.carryforward 2,169 69,757 1,000
Change in Michigan tax law {4.,638) — —
Total incometas provision . g 04,740 5 82,254 & 71572

Peferred tax assets and Habilities averecognized. for the estimated future tax effect-of temporary differences batwesn fhe fax basis of assets
or Habilities and the.reported amounis in the financial statements, Deferred tax asseis and Habilities are clagsified-as curent or non-current
according to the classification of the related assets or liabiliites. Deferred tax assets and liabilities not related to assets or liabilitics.are tlassified
aceording to the expected reversal date of the femporary differences.

Deferred income tax assets (Habilitics) consisted of the fullowing at Trecember 31;

{in thousands) 2011 iy L
Propeity, plant:and equipment $ 803:647)  § (274661)
Federa] income taxes NOLs 1,151 2,347
Michigan Biaginess Tax deduetions. - 21,687
METCregulatory deferral {a) {15,907y (16,947)
Acquisitien afjustments — ADIT deferrals (a) (14,635) (16,454)
Goodwil] (87.3313 (75.017)
‘Revenueaccrudleldéfenrals —net(inéluding accrued interest} (3) - 334424 9,522
Pension:and postretirement Jiabilities 15,971 14,630
State incomé tax NOLs{nel of federal benefif) 10,582 205152
Share-baséd.compensation _ 11,546 13,153
Other-— ngt : {T86Y (33,167
MNet deferred tax liabilities 8 {352,632 & . (315375}
Gross dcféﬂeddncome-tax.liai}i_iiﬁies § - 435040 .. (H14BY06)

Gross deferred income tax assets 83,308 99,241
Net deferred tax Habiities : {352,632y § {315,375}

o

{a) Dioscribed in Note's .

We have estimated federal mcome tax WOLs of 33.3 million as of December 31, 2011 |, aBl of which we expect to use prior 1o their
expiration. Our federal income tax NOLs would.expire beginning in 2019,

We dlso have estimated state income tax NOLs s of December 31, 2011, all of which we expect to use priorio their expiration: Our state
incometax. NOLs would sxpire beginning in 2027. We have recorded esfimated state income tax NOL deferred tax assets of $10.6 million as of
December 31, 2011. We have additionel state income tax NOLs of $2.0 million tax effecied, net of federal beuefit, that have not been
recagnizedl ‘in fhe eopsolidated financial statements relating to tax deductions for shars-based compensafion, The accounting $tandurds for
share-based compensation reguive that the tax deductions that exceed book value be recognized if that deducfion reduces taxes payable as a
result of a realized cash benefit from the deduction.

Michigan Corporate Income Tax

Om May 25, 2011, the Michigan Business Tax was repedled dnd replaced with the Michigan Corporate Income Tax, effective January 1,
2012, Under the CIT, corporations such as ITC Holdings will betaxed at.a rate of 6.0% on federal tax@ble income apportioned to Michigan,
stibject to certain adjustments. In addition to the traditional income-tax, the MBT had also included a modified gross receipts tax which allowed
For deductions and credis for cerfain activities, none of which are part of the CIT. The change in Michigen tax law required vs to remove
deferred income {ax bélances recognized under the MBT and establish new deferred income tax balances under the CIT in the second guatter of
201 1. The chenge in Michigan tax law resulied in = reduction of income tax provision of $4.6 million during 2011, Additionally, we recorded
reguiatory assets for this change in tax law as desoribed in Note 5.
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11. RETIREMENT BENEFITS AND ASSETS HELD 1IN TRUST
Retirement Pian Benefits

We have a qualified retirement plan for eligible employees, comprised of a traditional final average pay plan and a cash balance pian. The
traditional final average pay plan is noncontributory, covers sclect employees, and provides retirement benefits based on the-eraployees® years
of benefit service, average final compensation and age &t refirement. The cash balance plan is also noneontributory, covers substantially ail
employees, and provides retirement benefits based on eligible compensation and interest. credits. While we ars obligated to fund the retivement
plan by contributing fhe minimem smount reguired. by the Employee Retirement Income Security Act of 1974, as amended, it is ourpractice to
confribuie the maximum allowable amount as defined by scetion 404 of the Intemal Revenue Code. We made contributions of §3.6 milttion |
§6.1 million and $3.2 million to the refirement plan o 2081 , 2010 and 2009 | respectively, although we had no minimum funding
requirements. We expect to contribute up to-$7.0 million to the defined benefit reiirement plan relafing to.the 2011 plan yesr in 2012.

We have aiso established two supplemental nonqualified, noncontributory, retirement benefit plans for selected management -employees,
The plans provide for benefits that supplement those provided by our other retirement plans. The obligations under these supplemental
nongualified plans.are included in 1he pension henefit obiligation calculations below, The invesiments in trust for the supplemental xionqualified
retirement plansof $16.1 miltion and $10.8 million at December 31, 2011 and 2010 , regpectively, are-not included in the pension plan asset
amonats presented bélow, but ere included in other assets on our consolidated statement of financial position. For the wears ended
December 31, 2031 , 2010 and 2009 , we contribuied $3.1 million , $0.5 million and §4.0 million , yespeetivély, to these -supplemental
noaquelified, nonconirfbutory, retirement benefit plans, We account for the assefs contributed unider the supplemental nengualified,
noncontributory, refirement benefit plan and held in 2 trust.ds trading secwities for certain investments in debt-and equily securities per- the
FASB guidance. Accordingly, realized and unrealized géins or losses on the investments are recorded. as investment income or loss, We
recopmzed gains of $2.2 million., $0.9 miltion and $0.7 million ¥t other income during 2011, 2010 and 2009 , respestively, associated with
realized-and. unrealized gaing and losses on-the investments held ifi trust assoctated with our-supplemental nongualified retirement-plans,

"The plan assets consisted of the following assets-by category:

Asset Catenory : 2011 2010
Fired income securities 531% : 472%
Equity securitics 46.9% 52.8%

Total . 100:0% - 100.0%

Net pension cost for 2011, 2010 and 2009 includes the following cemponents:

{In thousands) 2013 2010 2009

Service cost : g ‘3,585 $ 2868 &% 267

interest cost 2,458 2,227 1,691

Expectedaeturmn on plan assets (1,896) {1388} (987)

Amortization of prior service cost (42) (42} {42)

Amortization of unrecognized loss 2607 L 2,750
Met pension.cost & 6,712 $ 5,382 $ 3,586
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The following table reconciles the obligations, assets and funded status of the pension plans as well as the amounts recognized as acerued

pension lisbility In fhe consolidated statement of financial position as-of Decemrber 31, 2011 and 2010 :

(in thousands) 2011 201
Change in Benefit Obligation: )
Beginning projected benefit-obligation $ {45,104} 3 (35,7343
Servicevost {3,585) {2.868)
Interest cost {2,458) (2.222)
Actuarialziet loss {5,861) {4,856)
Benefits paid - 939 576
Ending projected benefit obligation § {56,069) $ (45,104}
Change in Plans? Assets:
Beginring;planassets at:fair value 3 24,647 5 16,503
Actual retury on plan.assets 950 2,632
Employer. contributions 3648 6,088
Benciits paid {9303 {576)
Eriding plan-assets atfair vilie § . 28376 % 2547
Funded status, underfunded 3 {27.793) $ (20,457}
Eniling accumulatedbenefit obligation 6678y & (33;830)
Amounts recorded as:

Finded Statug: - : '
Acerped pension Habllities $ (277193} § (25,165}
Pension assets— oiler assets —- other — ' - F0R

Total - $ (27,793) 3% (20.457).

Unrecogrized Amounts in-Qthier Reguiatory. Assetst -

Netactuarial loss $ 17487 % 13,288
Prior service. credit {101} (1423
Totat 3 17,386 3 13,146

The unrceognized amourts that otherwise wrould have been charged and or credited to aceumulated other.comprehensive income associated
with the guidance for empioyers® accounting for pensions are-recorded as 2 regulatory asset on-our consolidated statements of financisl position

as diseussed in Mote 5 .

The amounts recorded as a regulatory assef represent a net periodic benefif cost to berecognized in our operating income in- future periods,

Actuaria] assumptions used to determine the-benefit obligation for 2011, 2010 and 2008 ave listed below:

2011 2848 A%
Discouintrate 4.50 - 500% 3.60% 6.00%
Afimis] rate of selary increases 5.00 - 6.00% 5.00% 5.00%
Actuarial assumptions used to determine the benefit-cost for 2011 , 2010 and 2009 are listed below:

W 2016 2008
Discount rate 517 -5.67% 6.00% 5.95%
Annual rate of sdlary increases 5.00 - 6.00% 5.00% 5.00%
Expected Jong-term rate of return on plan assets 7.25% 1.50% 7.25%

64

e e L e S e T S T T

i
i
I

4

Exhibli CB-H1ia




At December 31, 2011 | the projected benefit payments for the-defined benefit refirement plan caleulated using the same assumptions ag
those-used 10 caloulate thebenefit obligation deseribed above are listed below:

{in thousands}

20612 k3 1,402
2013 1,693
2014 3,132
2015 _ ‘ 3,250
2016 3,050
2017 through 2021 17,383

Iuvestment Objeciives and Fuir Value Measurement

The general investment objectives of the qualified retirement benefit plan includes maximizing the return within reasonable and pradent
levelsof risk and controlling eAministrative and management costs. The targeied asset allocation is weighted equally between-equity and fixed
ingome investments, Invesimens decisions are made by our retirement bensfits board as delegated by our board of directors, Equity investments
may include various types of UiS. and intermations] equify securities, such as Jarge-vap, mid-cap and small-cap stocks. Fixed income
invesiments may inchude cash and shorfsterm instruments, (1.8, Govemunent securities, corporate bonds, mortgiges ang other fixed income
investmerits. No investments-areprohibited for usein the retivement plan, including derivatives, but-our exposure to derivatives-currently is not
material. Weintend fhat the fong-ternt capital growth of the:refivement plan, together with employer contidbutions, will provide forthe payment
of the benefii obligations,

We determine our expecfed long-term rate of retum on plan -assets basedt on'the current targetallocations of the retirement plan irfvestmérits
arid considering historical retums on comparable fixed income investments and-gguity:investments.

The measarement. of. fair value is based on. a three-tier hicravchy, which priotifizes fhe inputs nsed in messuring -fair value, These tiers
include: Level 1, defined &s obsérvable inpuis such as quoted prices in active-markets; Level 2, defmed as inputs other than quotedt prices in
active markets that are either directly or indirectly observable; and Levet 3, defined as uncbservable inputs in which litfle.or no market data
exists, therefore requiring an entity fo develop its ovar assumplions.

‘The fair value measurement of the retirement plan as of Pocember 31, 2011 , was as follows;

Falr Valoe Measuroments.at Reporiing Date Liing

Quoted Frices in Sigilfieant Signifieant
Active Markets For Other Observable Unobservabile
@xn tkousands) Tdentical Assets Inputs Inpauts
(Levelf} (Levef2) {Level 33
Financial assets measured on.axecuiring basis:
Pooled separate aveounts — U8, equity securities % ~—— $ 11,000 3 —
Pouled separate aceounts — intemationdl eguity securifies — 2,270 —
Poaled soparate accounts - fixed income securifies — 13,483 _—
Guarantesd. dep.csitffun& — ! 2 —
Total § — s 28,276 8 —

The fair value measurernent of the vetirement plan as of December 31,.2010 , was as follows;

Eatr Value Measorementsat Reporting Date Uslog

Quofed Pricesin Bignificant Siguiffieant
Active Markats-for (ther Ohseryahle “Unohservahle
(i thousand s} Ydenifcal Assots Inputs Inpuis
(ovel B {Level 2} {Lievel 33

Financidl assets measured on-g recurring basis:

Povled separate accounts — .S, squity securities b — § 10502 % —

Pooled separate aceounts -— intemational equity securities — 2.506 —

Pooled separate accouns — fixed income securities — 0.900 —

Guaranteed deposit fund — 1,640 —
Total 5 - — 3 24,647 3 —
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Other Postretirement Benefits

We-provide certain postretirement health care, dents], and lifs insurance benefits for employees who may become eligible for these benefits.
We contributed $3.4 million , $3.) million and $2.5 million to the postretirement benefit plan in 2011 , 2010 and 2009 , respectively. We
expect to contribute up to $4.0 million to the plan in2012.

The plan assets consisted.of the following assets by category:

Asset Catogory 01 2010
Fixed income seoufities. 56.4% 53.2%
Equity securifies 43.6% 46.8%

Total 100.0%, T00.0%

Our measurement of the sccumulated postretirement benefit obligation as of December 31, 2011 and 2010 does not refiect.the potential
reteipt of any subsidies under the Medicare Prescription Drug, Improvement and Modemization Act of 2003, :

Nei postréfireinent cost for Ii['ilz-{',1 2010 and 2009 includes the following componeats:

{kn tronsands) 2011 ' 2610 2009
Service cost 8 3431 ¢ 2,800 i3 1841
Interest cost 1,285 _ 984 921
Expected return on plan-assets: {137%) (46%) (228)
Amortization ofprior seréice cost 313 313 314
Amotization of niarecognized Toss : - 22D — 166
Net:postretirement cost 3 4512 & 3,637 3 3,014

The following table reconciles the obligations, assets and funded status of the plans as well as the amounts recognized ds accrued
postretirement liability v the.conselidated statement of Tinancial position as of December 31, 2811 and 2010

{In.thoususids) 2011 2610,
Change in Benefit Obligations
Beginning accumulated postretirement-obligation

5 {22,409} $ {17,757}

Service cost (3,431} {2,809)

Interest cost (.1.285) (984)

Actiariglnetoss (3,935} ‘ (1.189)

Benefits paid 37 330
Ending accumilated postretirement obligation £ {30,679} % (22,409)
Change o Plan's Assets:

Beginning plan assets.at fair value g 763 % 5:830

Aciud] return on plan assets : 364 . 850

Emplayer coniributions . : 3422 %083

Employer provided relires premivms 371 350

Benifits paid (871 £330)
Ending phat qssets at fairvalue & 13,549 $ 9,763

Funded status, underfunded $ (174300 5 (12,6406}
Amounts recorded as:
Funded Sratues: ‘

Acurued postretirement liabilities 5 {17130} 5 {12,646
Total & (17.130% & {12 .646)
Unrecognized Amounts in Gther Regulatory Assels:

Net actuarial loss 3 7,200 $ 3,121

Prior sevvice.credit 125. 438
Tota} $ 7.325 $ 3,559

The umrecopnized amounts that otherwise would have been charged and or sredited io accumulated other comprehensive income assosiated

~ith the guidence for employers® accounting for pensions are recorded as a regulistory asset on our consolidated Extibil GBI
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statements of financial position, The amounts recorded as a regulatory assel represent a net. periodic benefit cost to be recognized in our
operating income in fulure periods.

Actuarial assumptions used to determine the benefit obligation for 2011 , 2010 and 2009 are as follows:

2013 pAiai 2009
Discount rate 500% 5.60% 6,00%
Annual rate of salary inereases 5.00% 5.00% 5.00%
Health care cost trend rate-assumed for next year 2.00% B0% 9.00%
Rate to which the cost frend rateis assumed to decline 5.00% 5.00% 5.00%
Year that the rate reaches the ultimatetrend rate 2017 2016 2013
Annual rate of increase in dental benefit costs 5.00% 5.00% 5.08%

Actuarial sssumptions used to determine the benefil cost for 2011 , 2010 and 2009 are-as follows:

2011 2010 2009
Diseount rate 549% -5:00% 585%
Annual rate of salary increases 5.00% 5.00% 5.00%
Health are-costiirend Tate assumed For next year 000% 9:00% 10:00%
Rate to vhick the cost frend rate is-nssumed to decline 5.00% 5:00% 5.00%
Yearthat theratereachesthe ultimate trend rate i3 TS 20T5.

At Decentber 31, 2011, the projected benefit payments for the postretirement benefit plan caleulated using the same assumptions as those
used to calcuiate.the benefit obligations listed above are lsted below:

(L frousands) '

2012 ' ' _ $ 285
2013 41t
2014 590
2015 ' o ‘ 751
2016 - ' ' 926
2017 fhrough 2021 10,465

Assumed health care cost trend rates ave a significant effect on the amounts reporied for the hedlth care plans. A one-percentage-point
inercase or decrease in-assumed health care cost trend rates would have the following €ffeats on cosis for 2011 and the postretirement benefit
dgbligation at Pecembaor 31, 2011

One-Percenisge- Grse-Percentage.
(5 thousands) - FPoint Tncrease Foiut Dearcase
Bffect-on total of service and interest-cost $ 020 $ (734)
Effect on postretivement benefit obligation 3,790 (3,067)

Investment Obfectives and Fair Value Measurement

The genera] investment objectives of the qualified other postretirement beaefit plang include maximizing the return within reasonable and
prudent levels of risk anif controlling administrative end management costs, The targeted assel aliocation is weighted equally between equity
and fixed invome investments. Investment decistons are mads by our retirement benefits board.as delegated by our board of directors. Equity
investments may include varions types of U.S. and international equity securities, such as Jarge-cap, mitd-cap and smatl-cap stooks. Fixed
income investments may inchude cash and short-term instruments, U.S, Gaveroment securitics, corporate bonds, mortgages and -other fixed
income investments. No investments are prohibited for use in the other postretirement plan, including derivatives, but our exposwre fo
derivatives currently is not material. We intend that the long-tenn capital growth of the other postretirement plans, together with employer
contributions, will provide for the payment of the benefis obligations.

We determine our expecied long-term rate of retrn on plan assets based. on the cumrent target allocations of the retirement plan investments
and considering historical returns o comparable fixed income invesiments and equity investments,

The measurement of fair value is based on a three-tier hierarchy, which prioritizes the inputs used in measuring fair value. These tiers
include: Level 1, defined as observable inputs such as quoted prices in active markets; Level 2, defined as inputs other
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har quoted prices in avtive markets that are either directly or indirectly observable; and Level 3, defined as unobservable inputs in which fitele
or no market data exists, thersfore requiring an entity to develop its own assunptions.

The fair value measurement: of the other postretirement benefit plans as of December 31, 2011, was as follows:

Tair Vhe-Measurements 2t Reporting Date Using

Quaoted Prices in Significant Sigaificnnt
Acttive Markets.for Gther QGhservalie Linobservable
{En thousaznds) Identical Assets ___ Inputs {nputs
_ {Lievel 1) {Lovel 2) {Level 3)
Finandial assets measared on & recurzing basis:
Cash and cash eqitvalents 3 14 3% -— % —_
Pooled separate accourits —1.5, eyuity securities — ‘858 —
Poaled separate accounts — international equity securities — 5F s
Pooled separate acsounts — fixed-jricome securities - ; ’ 016 —_
Mutual funds — equity securities 4,805 _ s —_
utnal funids —Ffixedincome securities . 4UT6R . — —_—
Guaranieed deposit fund — 1,947 e
Tota! _ 3 0677 B 3872 & - —

The: fir value measurement of the ofher postretirement benefit plans as-of December 31,2010, was.as follows:

Fsir¥alue Measurements:at-Reporiing Date-Using

Quoted.Prices:in Significant Sigritficant
. Active Markets for “Oriherbservahie Baobservable
(I thonsands) Identieal Assefs _ Inpus jnpuis
{LevetT) AfLevel D) {Lovel 3}
Financidl assets measured on arecurring basis:
Cath and cash eguivalents 3 27 % — % _—
Pooled separate accomits — 1.5, eqoity secuyities — £59 —
Pooled separate:accoutts — international equity securities —_ 188 —
Pooled separate-accounts— fixed income securities —_ 813 -
Mutual fands — equity securities i 3515 —_ —
Mitual funds — fixed ingome securities 33350 — —
Guiaranteed deposit fund — 1,811 —
Total ' $ 6,802 & 2871 0§ - —

Defined Contribution Plan

We also sponser a defined contribution retivement savings plan. Parficipation -in this plen is available to substantislly all embioyees. We
match employee contributions up te cenain predefined limits bagsed upon eligible compensation and the employes!s contribution rats. The cost
of this plan was $3.4 million , $2.7 miliion-and $2.6 million in 2011 , 2010 and 2009 , respeatively,

12. FAIR VALUE MEASUREMENTS

The measurement of fair value is based on a three-tier hierarclty, which prioritizes the inputs used in measuring fair value, These tiers
inchude: Level 1, defined as observable inputs such as quoted prices in sclive markets; Levs) 2, defined as inputs other than guoted prices in
aciive markets that are either directly or indirectly observable; and Level 3, defined as unobservable inputs n which little or no market data
exiats, therefore requiiring an entity to develop its ewn assumptions.

Qur.assets and liabilities measured at fajy value subject to the three-tier hierarchy at Decentber 31, 2011 |, were as follows:

Fair Value Meosurements ne-Reporiing Date Usine

Quoted Prices in Sigaificant Significant
Active Markers for Orther Observable Unobservable
(in thousands) Tdeniical Assets Inouts Inputs
(Leval 1} fLovel 23 {Leveld)

Tinancial assels measured on & recurring basis:
Cash and cash equivalents — cash equivalents g 15004 % 34,246 § —
Mitual fiunds —— fixed income seourities 15,551 — Exhibii CB-Hta




Mutual funtls —equity securitiss 1,107 —_ —_
Fingneial Jiabilities measured on & recurring basis:

Interest rate swap derivatives . L= (24,258) —
Total : $ 31662 S 9988 0§ —

O assets measured at fair value sibjeéct to the three-tier hierarchy.af December 31, 2010, wore as Tollows:

Fair Vatue Measnrements at Reporiing Pate Using

Quated:Piicos in Slanlficsnt Significant
Active Markets for Otner Observable Unabservable
(in thousands) . Identicat Axsets Inputs Inputs
’ ) {Level 1Y {Lovel 2} (Levet 3)

Finzficial assets measured on a recuiring basis:

Cash and cash equivalents — cash. equivalents $ 16 3 84,726 § —

‘Mutoal funds —fixedincome securities 10:470 —_ —

Miriug! funds — equity securities 276 — —

Thterest rate swap derivative. - ‘ — 3,009 —
Total 3 11365 8 87,825 & o —

As-of December 31, 20171 and 2010 , we held certain assets and lizbilities that are required to be measured. st Fair value on a réourring basis.
‘Fhe- asseis included in the tsble consist of invesuments recorded within cash snd cash equivalents and cther Jongerm dssets, including
investments-held in. a trust associated with-our supplemental nongnalified, noncontributory, retivement bensfit plans for-selected management
employess that are classified as frading securities. The diebilities and assets vélated to derivatives consist.of interest rate’ swaps. disoussed in
Note § . Our investments included in cash equivalents consist of moncy amarke! mutual funds and common. and-eollestive tusts that are
administered similar to raoney market funds recorded at cost-plus accrued interest to approximaté fair value. Our-mutui] fund investments
consisl primarily of pitlicly traded mutual funds for which market prices are readily aveilable., Ghanges in the observed trading prices-and
liquidity of money.market fundsare monitored as-additional support for determining fair value, and losses arerecorded in earnings if fair value
falls below recorded cost. The fair value of our interest rate swap derivatives as of December 31, 2017 and 2010 is determined based on a
discounted cash Row-method using LIBOR forward-interest swap Tates which are observable:at commonly quoted intervals,

We atso held.nop-financial assels that arexrequired to be measured at: fuir valoe on a non-recurfing basis. These consist of goodwill and
itangible assets. We did not record any impairment charges on long-lived agsels wnd no ofher significant events occurre€ fequiring noh-
financial assets and liabilifies to be measured at fair value {subsequent to initial recognition} during the years ended December31, 2811 and
g,
Fair Value of Einancial Assefs and Liabilities
Fixed Rate Long-Term Debt
Based on the borrowing rates cunrently availablesfor hank: loans-with simijlar tenns and average maturities, the £air value of our consolidated
long-term debt, excluding revolving credit agreements, was $2,862.6 million and $2,747.2 million :at December 31, 2011 and 2010 ,
respectively. The total book value of owr consolidated long-term debf, excluding revolting oredil agreements, was $2,444.0 million and
$2,443.5 million at December 31, 2011 and 2010, respectively,
Revolving Credit Agreaments
At December 31, 201) and 2010 , we had & conselidated total of $201:1 million and $53.4 million , respeetively, outsténding under our
revalving credit agreements, which arc-variabletate loans. The fair value of these loansapproximates ook value,
Trade Aceonnts Receivables and Poyables

As of December 31; 2011 , ouraccounts receivable and accounts payablé balances approximaie fair valug diteto-their ghort term nature.

13. STOCKHOLDERS' EQUITY
Common Stock

General — ITC Holdings” anthorized capital stock consists of:
* 100 million shares of common stock, without par value; and
+ 10 millien shares of preforred stock, without par vélue.

As of December 31, 2011 , there were 51,323,368 shares of owr common stook outstanding, no shares of preferred stock ousstanding and
575 holders of record of our common stock.

Foting Rights —-EBach holder of ITC Holdings® common stock, including holders of our common stock subjeet to resiricted stock awards, is
‘titfed 1o cast one vote for each share héld of record on afl matiers submitied to a vote of siockholders, inclnding the clection of directors.
oiders of ITC Holdings' common stock have no cumulative voting rights.
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Dividends — ¥iolers.of our common stoek, inchiding holders of common stock subjest to restricted stock awards,.are entilled to receive
dividends or other distribudions declared by the board of directors. The.right of the board of directors to declare dividends is subject to the right
if any holders of ITC Holdings® preferred stock, to the extent that any preferrsd stock is authorized and issued, and the availability under the
wiichigan Business Corporation Act of sufficient funds:to pay dividends. We have not issued any shares of preferred stock. The declaration and
payment of dividends.is subjecttothe discretion of ITC- Holdings® board of directors-and depends on various factors, including our netincome,
financidl condifion, cash requirements,. futsre prospects and ofher-factors deemed relevant by 1TC Holdings” board of direstors.

A% & holding company with no busimess operations, 1TC Holdings® assels consist primayily of the stock and membership interests in its
subsidiaries, deferved tax assets and cash on hand, ITC Holdings® only sources of ¢cash to pay dividends to our stockhalders are dividends and
other payments recejved by -us from our Regulated Operating Subsidiaries and any other subsidiaries we may have and the proceeds raised
from the sale of our debt and equity securities.-Bach of our Regilated Operating Subsidiaries; howsver, is Jegally distinet from YTC Héldings
and hasmo obligation, contingent or atherwise, to make funds avaliable to us Jor the payment of dividends to ITC Holdings’ stockholders or
otherwise, The ability of each of our Regulated Operating Subsidiaries and any othier subsidiaries we may have to pay dividends and make
other -payments to ITC Holdings is subject to, among other things, the availability of funds, after taking into account capitel expenditure
requirements, the terms of itsindebtedness, applicable state laws and regulatians ofthe FERC and the FPA.,

Bach of the ITC Holdings Revolving Credit Agreement,.the FFCTransmission Revolving: Credit Agreement, the METC Revolving Credit
Agreement, the ITC Midwest Revelving Credit Agreements, the ITC Greal Plains Revolving Credit Agresment and the note purchase
agresments governing TTC Holdings® Senior Motes imposes-restrictions on ITC ‘Holdings and its subsidiaries® respective abilities to pay
dividends if an event of-default has-occurred under the relovant agreement, and thus ITC Holdings® ability 10 pay dividends on its common
stock will.depand upon, among other things,.our level. of indebtedniess at the time ofthe proposed dividend and whether we are in compliance
with the-covenants under-our revolving credit facilifies.and-our other.debt instruments. ITC Holdings" future dividend policy will slso depend
on the.requirements of any future financing agreements-to which-we may be & party and other factors considered rélevant by ITC Holdings®
board of directors.

Pusspant to SEC requirements, Schedule T s required because of restiictions which Hmit the payment of dividends to ITC Holdings by its
subsidiaries. ITCTransmission, METC, FIC - Midwest and If'C Great Plains are resiricted by-their revolving:eredit agreements in el ability to
nay dividends to ITC Holdings. In the sveni-of defanlt on our revolving: eredit agreements or nom-compliunce with the covenants under-our
revolving credit-agreements, we may wotbo able to disburse dividends. ITCTransmission, METC, [TC Midwest and ITC Great Plains were in
compliance with-the covenants iander their revolving oredit agreements during 2011 .

Liguidlation Rights — TEFTC Holdings-is disseived, the holders of ourcommon siock: will share ratably in the distribwtion of all assets that
remgin after-wepay-all of ourTiabilities and satisfy onr obligations to the'holders of any: of ITC Holdings® preferred stock, to the extent that any
referred stock is authorized and issued.

Preempiive and Oiher Rights- — Holders of our commen.stock have ne preemptive rights to purchase or-subscribe for any of our stetk or
other securifies of our company and there:are no eonversion righis or redemplion or sinking fund provigions with respect to cur-common stock,

Repurchases = In. 2011 , 2010 and 2009 , we repurchased 89,715 , 1,057 arid 700 shaves of common stock for an aggregate-of $6.4 million
$0.1 million and Jess than $0.1 million , respectively, which represented shares of common stock delivered to us by employess as payment of
tax withholdings due to us upon the vesting of rastricted stozk.

ITC Heldings Sales Agency Financing Agreoment

On Tuly 27, 2011, ITC Holdings. entered intp a Sales Agenoy Financing Agreement {the “SAFA"). Under the terms of the SAFA, ITC
Holdings may-issue and sell shares of common stack, withowt parvalue, from time'to time, up 10 an.aggregate sales-proceeds amount of $250,0
million , The SATA-terminates in July 2014, althdugh the sgreements relating to the Buitergy Transaction generally prohibif us from issuing
shares wnderthe SAFA onifil.approximately: two years afier the closing except under cértgin Hmitedl circumstances, The shares of common sfook
may be offered in one or moresélling pertods. Any shares of common stock sold under the SAFA will be offered at- market prices prevailing at
the time-of gdle, Moreover, ITC Holdings will specify to 1he sales agent (i) the aggregate selling price of the shares of common stock to be sold
during each selling period, and (i) the minimum price below which sales may not be made.. ITC Holdings will pay 2 commission equal to a
mutu2ily agreed opon Tate with its agent, not to sxceed 2% of the sales pes of all shaves of common stock sold through ifs agent under the
SAFA, plus expenses, The shares we would issue under the SAFA have been registered wntler 'TC Holdings® shelf registration statement on
Form $-3 (File No. 333-163716) filed on December 14, 2000 with the SEC. The prior ITC Holilings Sales Agency Financing Agrecment
expired on June 27, 2011, No shares have been issued wnder cither of these agreements,

14, SHARE-BASED COMPENSATION

Qur LTIP, which was adopted in 2006 and most recently amended and restated in 2011, permits the compensation committes to make
grants of a variety of share-based awards (such as options, restricted shares and deferred stock umits) for & cumulative amomnt of wp to
4,950,000 shares to employees, directore and consuitants. The LTIP provides that no more than 3,250,000 of the shares may be granted as
awards to be setiled in shares of common stock other than options or stack appreciation righis. No awards would he permitted after Febiuary 7,
2016. Prior to the adgption of the LTIP, we made various share-based awards under the 2003 Piar, including options and restricted stock. In
atidition, our board of directors and sharehoiders approved the ESPP, which we implemented effective April 1. 2007. The ESPP allows for the

wwance of an aggregate of 180,000 shares of our common stock. Parlicipation in this plan is available to substaniially all employees. ITC
Jldings issuegnew shares to satisfy option exercises, restricted stock grants, employes ESPP purchases and setiiement of deferred stock uniis.
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As of December 31, 2011 ., 2,092,891 shares were available for future issuance under our 2003 Plan, ESPP and LTIP, including 2;100,056
shares issuable upon the exercise of outstanding stock options, of which 1,577,925 were vested.

We recorded share-based compensation in 2011 , 2010 and 2009 as follows:

(in thousands) 2011 2010 2009
Operation and maitienaee expenses % 2,540 % 2008 & 1,581
General and adminisirative expenses 7,524 8,074 4,999
Amounts capitilized to property, plant and equipment 5,329 4,902 3,426
Total share-based compensation ' 3 153090 § 14874 § 10,006
Toral tax benefit recognized in the consolidated statement-of operations & 3076 B 4028 § 2,621

Tax deductions that exceed the camulative compensation cost recognized for options exercised, restFicted shares that vestedt or deferred
stock units that are-setiled.are recogiized as.common stock only if the tax deductions reduce taxes payable as a result of arealized cash henafit
from the deduction. Forthe years-ended December 31, 2011 , 2610 and 2009 , we recognized the tax. ¢ffects of the excess tax dedictions as an
increase in common stock of $28.1 million , $0.3 million and $0.1 million , respectively, as the deductions have resulted in a reduction of taxes
payable.

Options

Gur option grasts vest in equal annual installments over a:fhree - or five -yedr period from the date of grant, or as a resil.of other events
such.as death or disability. 6f the option holder, The ogtions have a term of F0 yoars from the grant.date.

Stock option activity for 2011 was as follows:

‘Walghted
Neniber of Aversge
Options Exercise Prive
Outstandmg at Januaty 1, 2014 (1. 798,45 i exercisable wifla wetghted average:exercise price:of _ .
82121y v 2,436,742 s 27.96
Granted o 212818 7215
Bxercised - - oo (543,975} . 32441
Forfeited {5,729% 48.16
Omstandmg at Décember 31, 2011 (1,597,925 sxerdisable with a weighted average excrcise pHice
of:522:85% 2800056 S 3145

Grant date fair value of the stoek.options awards granted dumng 2011, 2010 and 2009 was determined using o Black-Schoies:option pricing
maodel. Thefollowing assumptions were used in dstermining the weighted-average fair value per option:

2011 20634 2008
Ontion Grants Opfion Grants Oplion Granés
Weighted-average:grant date fair «vakue ‘per option $ 18.77 5 36.01 $ L1483
Weighted-average-expected volatility (a) 29.8% 374% 3T3%
Weighted-average risk-free Interestrate . ‘ 21% 2.5% 24%
Weighted-average expected ferm (b) & years. 6 years 6 years
Weightedsaverape expecicd dividend vield 1.86% 2,44% 2.95%
Estimated fair value of underlying shares 5 72.15 $ 52.47 g 41,37

{8) We estimated volatility using the historical volatility of our-steck,

{b} The expecied term represents the period of time that options granted are expected to be ontstanding. We have ntilized the simplified.
method permitted under share-based award accounding standards in determining the. expected term forall option grants as we donat
have sufficient historicdl exercise data to provide areasonable basis upon which to estimate expected term due to the limited perdod of
time our equity shares have been publicly traded.

At Becember 31, 2011 | the aggrepate intrinsic value and the weighted-average remaining contractua! tenn for all outstanding eptions were
approximately $93.3 million end 4.7 vears, respectively, At December 31, 2011 , the agavegats intrinsic valuc and the weighted:average
remaining coniractual fetm for exercisable options were $83.6 million and 3.5 years, respectively. The aggrogate intrinsic value of options
exercised during 2011 , 2010 and 2062 were $20.5 million , $19.3 million and $7.5 million , respectively. At December 31, 2011 | the 1oial
unrecognized compensation cost related to the unvested options awards was §5.1 million and the weighted-average period.over which it is
expected (o be recognized was 1.9 years.

We estimate that 2,088,211 of the options outstanding at December 31, 2011 will vest, including those aiready vested, The weighted-
verage exercise price, aggregate intrinsic value and the weightedwaverage remaining contractual term for options shares that are vested and
expeoted to vest as of December 31, 2011 was $31.33 per share, $93.0 million and 4.6 years, respecfively. Extibil CB-H1s




Restricted Stock Awards

Holders of restricted stock awards have alt the tights of a holder of common stock of ITC Holdings, including dividend anid voting rights.
The holder beeomes vested os a result of certain events such ae death or disability of the holder, bal not later than the vesting date of fhe
awards. The weighted-averageexpected remaining vesling period at Deeember 31, 2011 jz 1.4 years. Holders of restricted shares rnay not sell,
iransfer, or pledge their restricied shares until the shafes vest and the restrictions lapse. Restricted stock.awards.are recorded at fair valie at the
date of-grant, which is based on the ¢losing share price op-the grant date. Awards that were granted for future services are accounted for as
uneamed compensation, with amoumnts amortized over the vesting peried.

Restricted stock award activity for 2051 was as follows:

Numibersof Weighted-
Restriered Average
Stoek Grant-Date
) Awards Falr Value
Unvestell restricted stock.awards at Janoary 1..2011 885,344 $ 4612 .
Granted . 142,999 7127
Yesteil - : (290.346) 4183
Porfeited - (18012) 48.51
Unvestedestricted stock swards 4t December 31, 2011 : : AL S 53,06

The weighted-average grant date falr value of restricted stock awarded during 2010 and 2009 was $53.28 and $41.81 per share,
respeativaly. The aggregate fair value of restricted stock awards as of December 31, 2011 was $54.6 million . The aggregate fair-vélue of
restricied stook awards that vesied during 2011 , 2010 and 2009 was $20,7 miliion , $0.6 million end $0.3 million , respectively, At
December 3%, 2011 ,-The total unreeppnized compemahon cost refated to the restricted stook awards was §17.} million and-fhe weighted-
average periol over which:that cost is expeeted to be.recopnized was 2.2 vears,

As of December 31, 2011 , we ostimate that 652,507 shares. of the restiicted shares outstanding at December 31, 2011 will vest. The
weighted-avergge fair value, a‘,gzcgate intrinsic valne and the weighted average remaining contracmal term for restricied shares thal are
expected fo-vestis $52.65 per shere ,.$49.5 million and 1.4 years, rcspectwcly

Euiployee Stock Purchase Plan

The ESPP it a compensatory plan aceounted Tor under the expense recogmiiion. provisions of the share-buased payment accointiug standards,
Compensation expense-is recorded based on the fair market valus of the purchase options at the grant ddte, which corresponds 1o the first day
of each purchase period and is.amortized over the purchase period, During. 2011 , 2010 and 2009., employees purchased 23,027 , 24,840 and
28,681 -shares, respectively, resulting in proceeds from the sale of our eommon stock of $1.3 million , $1.} million and $1.1 wiilkion ,
respectively, underthe ESPP, The total share-based compensation amortization for the ESPP was $0.3 million for ezch-year ended 2011 , 2010
and 2009,

Beéferred. Stock-Units

Our deferred stock units-are paid in shares of common stock on each. of the following thres anniversafies of the grant date, in equnl
installments. The deferred stock units-do not contain any- vesting provisions; fhét is, owr commnonsstock-will-be issued-at the anniversary dates
of the grant daies irrespective of employment status. The.deferred stock units do mot provide.for any voting rights until the deferred stock units
ave delivered as shares of our common stock. The deferred stock units have dividend equivalent rights, providing the holder with the right fo
any dividends declared on our commen stock subseguerit o the grant date, such ihet the-holders-recéive rndditiondl deferred stovk units. with a
fair market value equal io the cash dividends they would have received on the shaces undetlying the déferred stock units they hold as if such
undertying shares of common stock had been-outstanding on therecord date for'the dividend. The additional dividend equivatent units granted
will be-settled in shares of our-common steck at the same time as'the doferred stoek units-on which the dividend equivalents are received, The
deferred sfock unifs arenot transferable by. the holders, bus the shares issued upon each setttemnent date will be-immediately transferable.

Deferred stosk umitaotivity for 2011 was as follows:;

Wumber of Weighted-
Deferred Averege

Stock GrantDate

Enfts Fair Value
Deferred stock units at Jaguary 1, 2011 5489 $ 53.21
Granted — —
Vested {5.48D) 5521
Dreferred stock units at December 31, 2011 — % —_

The weighted-aversge grant date fair value of deferred stock units awarded during 2010 and 2009 was $57.60 and $43.54 per share,
seapeetively. As of December 31, 2011, there were no deferred stock units cutstanding. The aggregate fair value of gdofrmedistock units that




vested as of December 31, 2011 and 2010 was $0.4 million and.$0.3 million , respectively. As of December 31, 2011 , fhere is no unrecognized
corpensation costs related to the deferved stodk units.

15.  JOINTLY OWNED UTILITY PLANT/COORDINATED SERVICES

Our MISO Reguilated Operating Subsidiaries have agreements with other ntifities for the joint ownership of substation assets and
transmission fines, We account for these jointly owned assets by recording property; plant and. equipment for onr percentage of ownership
interest, Various agreements provide the authority for construction of capital improvements and for the operating costs associated with the
substations and lines. Generally, cach party is responsible for the capital, operation and maintenance, and other costs of these joindy owned
fagilitics besed upon each participant's undivided ownership interest. Our MISO Reguiated Operating Subsidiaries® pariicipating share of
expenses associated with fhese jointly held assets are primarily recorded within operating and maintenance expense on our consolidated
statement. of operations.

We have investments in jointly owned uiility assets as shown in the table below-as of December 31, 2011 ¢

Net Construction
(ir thousands) Investments {8} Work in Propress
Subststons 8- 19191 & 1,395
Lines 83.771 —
Total J s 102:962 % J 1395,

{a) Amonnt represents-our invesiment in jaintly held plant, which has bsen reduced by the ownership interest amounts of other parfies,
ITPCT ransmisston

The Michigar Public Power Agency (the “MPPA™) has 2 50:4% ownership interest in two ITCTransmission 345 kV transmission lines.
ITCTransmission’s net mvestment in these two lines totaled $21.5 million as of December 31, 2011 . The' MPPA’s ownership portion enfitfes
them to approximately 234 MW of network transmission service over the ITCTransmission system. An Qwnership and Operating Agreement
with the MPPA provides ITCTransmission with authority for construction of capital improvements and for the operation and management.of
the transmission lines. The MPPA. is responsible for the capital and operatmg and mainienatice costs allocabie to their ownership interest.

AETC

METC has joint shacing of several asseis within various substations with Consumers Energy, other munieipal distribution systems and other
generators. The rights, responsibilities and obligations for these joinfly owned assels are documented in the Amended and Restated Distribution
— Transmission Interconneciion Agreement with Consumers Energy and in numerous Interconnection Facilitles Agreements with various
municipaiities and other generators. As of December 31, 2011, METC had net-investments injointly owned assets within substations inclnding
jointly owned mssets under construction. fotaling $12.2 mitlion of which METC!s ownership percentages for these jointly owned substation
assets ranged from 6.3% to 92.0% . In addition, the MPPA, the Wolverine Power Supply Cooperative, Ine, (the “WPSC®), and the Michigan
South Central Power Agency, {the “MSTPA”), each have an ownership interest-in several METC 345 kV transnission lines. This ownership
entifles the MPPA, WPSC and MSCPA to approximately 608 MW of network transmission service over-the METC transmission system. As of
Diocember 31, 2011 , METC had net investments in jointly shared transmission lines totaling $41.0 mitlion of which METC’s ownership
percentages for these Joinfly owned lines ranged from 35.2% 10 64.5% .

ITC Midwest

TFC Midwest has joint sharing of several substations and transmission Hnes with various.parties. As of December 31, 2011, ITC Midwest
‘had net:investments in, jointly shared substations facilifies including jointly shared substations facilities under construction totaling $8.4 milfion
of which ITC Midwest's ownership percentages for these jointly owned substations faciliies ranged from 48.0% 1o 70.0% . As of
December 31, 2011 , TTC Midwest had net investments in jointly shared transmission lines totaling $21.2 miliion of which ITC Midwest's
ownership percentage for thess jointly owned lines ranged from 28.0% 10 70.0% .

16, COMMITMENTS AND CONTINGENT LIABILITIES
Environmental Matters

QOur Regalated Operating Subsidiaries’ operations ave subject to federal, state, and tocal enviromtnental laws and regulations, which inpose
limitations on the discharge of pollutants into the environment, establish standards for the management, treatment, slorage, wansportafion and
disposal of hazardous materials and of solid and hazardous wastes, and impose obligadons to investigate and remediate contamination in
ccrtein circumstances. Liabififies to investigaie or remodiate contamination, as well ag other liabilities conceming hazardous materials or
contamination, such as claims for personal injury or property damage. may arise at many locations, including formerly owned or operated
vroperiies and sites where wastes have been treated or disposed of, s well as al propetties currently owned or operated by onr Regulaied

perating Subsidiaries. Such liabilifies may arise aven where the contamination does not result from noncompliance with applicable

.....

responsible for more than ite share of the Hability involved, or even the entire share. Epvironmental requirements géhdidltCBs¥iebecome more




stringent and compliance with fhose requirements more expensive, We are not aware of my specifie developments that would increase owr
Reguldted Operafing Subsidiaries® costs for such compliance in a manner that would be expected to have a material adverse effecton our
results of aperations, financial position or liquidity.

Our Regulated Operating Subsidiaries’ assets and operations also involve the nse of materials classified as bazardous, toxic or otherwise
dangerous. Many of the properties our Regnlated Operating Subsidiaries own ar opsrate have been-used for many years, and include older
facilities.and equipment that may be more likely than newer ones to contain or be made from such materials, Some 6f these properties include
dhoveground or underground storage tanks and associated piping. Some of them also include large-clectrical equipment filled with mineral oil,
which may contain or previously-have contained PCBs. Our Reguiated Operating Subsidiaries® facilities and equipment are ofien situated close
to ot on properly owned by-others so that, if they are-the source of contamination, othefs property may be affecied, For exaiple, aboveground
and underground transmission lines sometimes traverse properties that our Regulated Operating Subsidiaries do not own, and, at soms of our
Regulated Operating Subsidiaries” transmission stations, {ransmission assets (owned or operated by our Regulated Operating Subsidiaries) and
distribution assets (owned or operated by our Regulaied:Operating Subsidiaries* transmission customer) are-commitgled,

Some properties-in which our Regutated Operating Subsidiaries have an ownership interest or at which they-operate are, and athers are
suspected of being, affected by environmental coniamination. Our Regulated Operating Subsidiarios arendt aware of any pending or threatened
claims against thern with respect to environmental contamination, or of any investigation or remediation of contaminafion at any properties,
that eniail costs likely to matenaily affect them, Some facilities andl. properlies aré located mear environmentally sensitive arcas such as
wetlands,

Claims have been made or fhreatened against élestric utilities for bodily injury, disease or other damages altegediy relaied 6. exposure Lo
eleciromagnetic fislds nssociated with electric trnsmission and distribution Iiries, While our Regulated Gperating Subsidiaries donot believe
that-a causal link between electromagrietic field exposure-and injury has been generally established and acespted in the scientific commaunity, if
such-a relationship is established or accepled, the liabilities and costs imposed on our business could be significant,” We are not aware of. any
pending or threatened claims against. our Regulated-Qperating Subsidiariés for bodily injury, disease or other damages allegedly téfatéd to
exposure 1o clectromagnetic fields and electric transmission and distribution lines that-eitail costs likély fo have a.material adverse effect on
our-results of operations, financial-posiifon or liguidity.

Litigation

We are involved in certain.legal proceedings beforesvarious courts, governmental agencies and medidtion. panéls conceming, matters arising
in the ordinary course of business, These proceedings include certain contravt disputes, regulatory matters and pending judicial matters. We
cannot predict:the final disposition of such-proceedings. We regularly review logdl matters and record provisions for olaims that are considered

wrabable of loss, The resolution of pending proceedings is not sxpected to hdve & matetial effest on our operafions or consolidated fnancial
tatements in theperiod in which they ave resolved,

Michigan Sales-and Use Tax Audit

The Michigan Department: of Treasury conducted a sales and use tax audit of ITCTransmission for the audit period April 1, 2005 fhrough
June 38, 200% 2nd has denied. ITCTransmission®s-usé of the-industrial processing exémption from use tax it has taken beginning January 1,
2007, 1FCTransmission has certdin.adminisrative-and judicial appeal rights.

FFCTransmission believes that its-utilization of the industrial processing exemption is appropriste and intends o defend itself againgt the
denial of such exemption, However, it-is reasonably possible that the assessment of additiond) use fax could be sustained afier all administrative
appeals and jitigation have been exhausted.

The amount. of use tax liability associsted with the exemptions teken by ITCTransmission tirough December 31, 201] is estimated 10 be
approximately $8.7 millior. , which includes approximately $3.6 million assessed for the audit period April 1, 2005 fhrough June 30, 2008,
including interest. Th the event if becomes appropnate fo record additional use-tax lability relating to this mattes, TTCTrangmission would
record the additional use tax primarily as 2n increass-to the eost of property, plant and equipment, as the mejority of puichases. for which the
excinption was taken relate to-equipment purchases associated with capital projects. METChas also taken the industrial processing exemption,
estimated to be approximately $10.) million for pefiods #ill Sibject to audit. These higher use tax expenses would be passed on to
ITCTransmission’s and METC's customers as the amounts are-included as components of nekrevenue requirements and résulting rates,

FERC Audit of ITC IMidwest

Certain staff of the FERC (“FERC audit staff”) have condueted an aundit of 1TC Midwest's comphiance with certain of the FERC's
regulations and the conditions established in the 2007 FERC order approving the acquisition of the transmission assets of IP&L by ITC
Midwest, On September 30, 2011, FERC issued an orter that identified cerain findings and recommendations of FERC audit staff relating to
specific aspects of the accounting weatment for the acquisition which, iT approved by FERC, have the potential to result it adjustments te [TC
Midwest's annual revenue reguirement caloulations and cosresponding refimds for 2008 through 2010. On October 31, 2011, we fifed a request
for hearing with the FERC 1o contest the findings relating to:the accounting treamment for the acquisition. In December 2011, FERC gave notice
of the commencement of a contested paper hearing procedure and we filed our initial memorandum on February 13, 2012. All parties who filed
by February 13, 2012 will ‘have 20 days to file reply comments. We believe an unfavorable outcome is reasomebly possible for the ITC
Midwest findings. I'TCTransmission and METC have applied an accounting treatinent for their respeciive acquisitons thet is similar to 1TC

“idwest, We to not heligve-the resolution of the FERT audit staff findings will be material to owr results of operations, cash flows or financial
sndition,
Exhibit CB-H1a
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At December 31, 2011 , we had purchase obligations of $73.3 million representing commitments for materials, services and equipment that
hind not been received as-of December 31, 2011 , primarily for construction and maintenance projects for which we have ap executed contraet,
“he magjorily of the-items relate to materials and equipment that have long production. lead times that are expested to be paid for in 2012.

We have operating leases for office space, equipmont and storage faciliies. We recognize expenses relating to owr operating lease
obligations on a straightline basis over the term of the lease. We recognized vent expense of $0,7 million , $0.9 million and.$6.4 million for the
years ended December 31, 2011 , 2010 and 2009 | respectively, recorded In general and admipistrative and operafion and maintenance
sxpenses. These amounts and the amountsin the table below do.not inclede any expense or payments 16 be made under the METC Easement
Agreement described below under “Other Commitments -— METT — Amentled and Restatet Easement Agreement with Consumers Energy”

Fufure minimnan lease payments under the leases at December 31, 2071 were:”

{lnthousands) .

2012 : : ' ’ % 480

2013 461

2014 - o 303

2015 64

2016 .and thereafter _ - ' ’ . . 69
Total minimum lease payments [3 1,467

Other Commitents

Our Regulated. Operating Siibsidiaries entered into an Operaiion and Mainterance Agreement with its primary mabitenance contractorand a
Supply-Ghain Management Agrebment with its prisnafy purchasing and invertory management contractor. We are not-obligated to take any
specified -amount- of services under the terms of the Operation and Maintenance Agreeinent or the Supply Chain Management Agreement,
which have five-year terms ending August 29, 2613 ant automatically renewfor-additions! five year terms vnless terminated by-sither party. In
January 2012, we gave:notice that we infend fo terminate the Operation and Maintcnance Agreemettt for all of our Regilated Operating
Subsidiaries wo later than six.months following the termination notice. We.are iy the process of negotidting and expect to enter into & new
agreement with the same supplier prior to the end of the notice period and do not-anficipate any disruption in mdinienance services,

METC

Amended and Resiated Phrchase .and Sdle Agreement for Ancillary Services with Tonsumers Energy, Under the Purchase and Sale
Agreement for Anciilary Services with Consumers Energy (the “Ancillary Services Agreemont™), Constuners Energy provides reactive power,
balanciig energy; joad following and spinning and suppiemental reserves that ave needed by METC and MISO, These ancillary services ave 5
neesssary part of the provision. of transmission service. This agreement {s necessary because METC doesnot own any generating facilities and
therefore must procure ancillary -services from third party suppliers inéluding Consumers Energy. The Ancillary Services Agresmenmt
gatablishes the-terms and conditions wmider which METC obtiins aneillary services from Consumers Energy. Consumers.Energy will offer all
enciltary services. as required by PERC Ordet No. 888 at FERC-approved rates. METC is not precluded from: procuring these servicss from
third party suppliers-and-is free to purchase ancillary serviees from unaffiliated generaiors located within its confrol ares or in neighboring
juriddictions on anon-préferential, comperitive basis. This one- year agreement beeame efiective on May I, 2002 and is automatically renswed
each yaar for sucecessive one-year periods, with the most recent renewal effective Way 1, 2011, The Anciflary Services Agreement can be
terminated by cither party “with six months prier-written nofice. Services performed by Consumers Energy under the Ancillary Services
Agreement are charged'to operation and maintenance expense,

Amended and Resiated Easement Agreement with Congumers Energy. The Easement Agreement with Consnmers Energy (the “Basement
Agreement™) provides METC with an casement for transmission purposes and rights-oftway, leasehold interests, fee interests and lcenses
assotiated ‘with the Jand over which the transmission lines cross. Consumeys Fnergy has reserved for itself the rights to end the value of
activities-associited with other uses of the infrastrueture (such as for fiber optics, felecommunications and gas pipelines). The cost for use of
the rights-ofeway is $10.0 million per yeir. The term of the Easement Agreement runs through December 31, 2050 and is subject to 1O
aUtomatie 50 -year remewals theregfict. Payments to -Consumers Energy under the Easement Agreement are charged io operalion and
maintenance expense,

ITC Midwost

Operations Services Agreement For 34.5 KV Transmission Facilifies, YTC Midwest .and I[P&L have entercd into the Operations Services
Apreement For 34.5 ¥V Transmission Facilities (the “OSA™), under which IP&L perfoims ceriain operations of I'TC MidwesPs 345 kV
transmission sysiem. The OBA will remain in full force and effect from year to yeur thereafier unti) terminated by either party upon not less
that one year prior written notice to the ather party.

Projeet Commitmemnt.  In the Minnesota regulatory proceeding to approve ITC Midwest’s-December 2007 acquisition of the ransmission
assets of TP&L, ITC Mitlwesl agreed fo build a certain projeot in lows, the 343 &V Salem-Hazelton line, and made # commitment to use
commercially reasonable best efforts io complete the project prior to December 31, 2011. In the event ITC Midwest is found 1o have failed io

eet this commitment, the aliowed 12.38% rate of return on the actual equity portion of its capital structure would be reduced to 10.39% umiit
wach time as ITC Midwest completes-the project, and ITC Midwest would refund with interesi-any amounts collected since the close date of the
transaction: that exceeded what would have been coflected if the 10.39% reiurn on equity had been used. Certain memufubRragprovals were




needed-from the IUB before construction of the project could commence, but due to the TUB's case schedule, these approvals were not received
unti} the second quarter of 2011. As a result of the delay in the receipt of the necessary regulutory approvals, the project was not compleied by
December 31, 2011, We believe we used commercially reasonable best efforts to meet the December 31,2011 deadline and will continue to do
so. Therefore, we believe the likelihood of*any material. effect from this matter is remote.

JFCGreat Plains

Amended and Restated Maintenance dgreement. Mid-Kansss Electric Company LLC (“Mid-Kansas™) and 1TC Great Plains have entered
into & Maintenance Agreement (the “Mid-Kansas Agreement”), dated as of Angust 24, 2010, pursuant to which Mid-Kansas has agreed to
perform various fiéld operations and maintenance services retated:to the {TC Great Plains Bim Creek and Flat Ridge Sebstations, which ITC
Great Plaing has purchased from Mid-Kansas, The Mid-Kemsas Agreement-has an initial term of 10 years and automatic 10 ~year renewal terms
unless terminated (1) due.to a breach by the non-terminating party folowing hotice and faiiure to cure, (2).by mutual consent of the pariies, or
{3) by IFC Great ‘Plains under certain limited ciroumstances. Services must continue-to be provided for at least six months sitbsequent to the
‘termination date in any cass,

‘Concentration of Credit Risk

Our credit sisk 4s. primarily with Detroit Edison, Consumers Bnergy and IPRL, which were résponsitile-fot approximately 30.8% , 26.0%
and.25.3% , respecfively, or $233.4 million , $196: 6 miffien and"$191.7 miliion., respectively, of our consolidated operating revenues for the
year ended Deceniber 31, 2014 . These percentages and:amounts of total operating révenucs of Petroit Edison, Consumers Energy and 1R&L
Jinclude an estimate forthe 2011 rovenue accrudls and: deferrals that wete” incloded in our 2011 oparating revenuss, but will riot be billed or
refimded to our-customers until 2013, We hiave assamed that the reveiiues associated-with the revenue acerusils and. deferrals would be billed.or
refimded 1o thege cugtomers in 2613 in the samg pmpomrm of the-respective percentages of network and regional cost shafing revenues billed
to them in 2011 . Any financial difficultics experienced by Detroft-Bdison, Consurners Energy or IR&L could negatively impact our business.
MISO, a5 our MISO Regulated Operating Subsidiaries’ billing agent; bills Detroit Edison, Consumers Energy, IP&L and other-customers on.2
monthly basts and collects fees for the use-of our transhission systems. SPP bills customerd of ITC Great Pliins on a monthly basis and
collects fess for theuse of ITC Great Plding’ ussefs; MISO and the SPP have implemented strict credit policies for its members’ customers,
which ‘itf¢hide customers using our transmission-systéms. In genersl, I these customers do nof mafnitain their investment grade. oredit rating or
havea history of late payments, MISG and-the SBF may requirethem toprovide MISO.and the SPP with & letter of credit-or cash deposit-equal
1o the highest monthly invoiced amount over-the previous fwelve-months.

17. ENTERGY FRANSACTION )
As of December 4, 2011, Entergy and ITC Holdings executed definitive agreements under which Entergry will divest and theén merge its
lectric transmission business with a wholly-owned sabsidiary of ITC Heldings. Entergy’s eleciric transmission business consists of
approximately 15,700 miles-of interconnected fransmisston Tines & voltages of 69 KV and zbove and associated substations across is utility
service territory-in the Mid-South,

The terms of the transaction. agreements call for Bntérgy to divest its clectric fransmission business to a newly=formed entity, Mid South
TransCo LLC (“Mid South TransCo™), and Mid South TransCé's subsidiaries, and distribufe the-equity mterests in Mid South TransCo.to
Entergy's shareholders in the forms of a.tax-fres. spin-off. Mid South TransCo will.then merge with a newly-created merger subsidiary 6£1TC
“Holdings i anall-stock, Reverse Morris Trust transaction, snd will survive the merger-as a wholly-ovmed subsidiary of ITC Holdings. Prior to
the merget, we expect to effectuate a recapitalization, currently anticipated {e take-the form of & one-time special dividend to investors holding
shares of ITC Holifings common stock immeditely prior to the completion of the Entergy Transaction . The merger will resultin sharcholders
of Entergy receiving approximately 50.1%.of the shaves of pro forma . ITC Holdings in exchenge for their ghares of Mid South’ TransCo, with
existing-shareholders of ITC Holdings.owning the remuining approsimately-49.9% of the combined company. In nddition, Entergy will receive
gross cash proceeds of $1.775 billion from indébtedness-that will be incwred by Mid South TransCo and.ifs subsidiaries prior to the-merger.
Completion: of‘the transaction is expected in 2013 subject to the satisfaction of certain closing conditions, including the necessary approvals of
Britergy's retail regulators, the FERC and ITC Holdings* shargholders.

As of December 31, 2011 |, we expensed externa] legal, advisory and financial services fees of $7.0 million and certain intornat. labor and
related costs of approximately $1.6 million related to the Entergy Transaction recorded witliin genera) and sdminisirative expenses. The
external and internd codfs refated te the Emiergy Transaction are not included as componénts of rovende requirement at owr Regulated
Operating Subsidiaries as they were incurred at ITC Holdings.

18. SEGMENT INFORMATION
We identify reporiable segments based on the criteria set forth by the FASE regarding disclosures about segments of an entorprise,
including the regulatory environment of our subsidiaries and the business activities-performed to earn revenuss and ineur expenses.
Regulated Operating Subsidiaries

Ve aggregate ITCY ransmisston, METC, ITC Midwest and ITC Great Plains into one reporiable operating segment based on their similar
reguiatory environmnent and economic characterisiies, among other factors. Thoy are engaged in the transmission of eleciricity within the
United States, cam revenues from the same types of customers and are regulated by the FERC. Their tariff rates arc established using cost-

sed Tormula rates,

17C Holdings and Other o
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information below for ITC Holdings and Other consists of a helding company whose activities include debt and eguity financings and
general corporate dotivities ang all of ITC Holdings™ other subsidiaries, excluding the Regulated -Operating Subsidiaries, which are focused

orimarily on business development activities.

Repufated
Operating 1TC Yoidings Reconciliationss
2011 Suhsidiaries snd Other Efiminatlons ‘Fotal
(In thousands}
Operating Teveuues b 157465 486 (554} 757,397
Depresiation and amortization 94,520 461 — 04,981
Interest.expense 58,795 88600 {468} 146,936
Income before income taxes 367,628 {101,194) — 266,434
Income tax provision (henefif}- () 143,416 {48,667 — 94,749
Net income (B) ) 224,211 171,685 (224,311 191,685
Property, plant.and equipment; arel 3,404:001 1732 : —— 3415823
Goodwill _ 950,163 — —_ 950,163
' Total assets{(c). 4,731,274 2:845,182 (2,733:090) 4,823;366
Capital experiditures 554,692 7633 (5,394} 556,031
Regulated
Operating ITC Haldings. Reconcllisntions/
Z010 : Subsidiaritt and Qther Eliminations Total.
(In thousands) )
Operating revenuss $ 605,885 - 425 {4673 696,843
Depreciation: antt amortization ' 86,621 355 - 86,976
Interestiexponse 54,953 " 87663 95 142,553
income bofore Incomne taxes 330,207 {102,275) —_ 227,932
Incométax provision (benefit) (b} 126,556 {44:302) — 82;254
Wet income () 203,651 145,678 £203,651) 143,678
>roperty, plant and equipment, net 2,867,008 5269 — 2872977
Goodwill 950,143 - — 950,163
Total assets{c} ) 4187374 2,671:002 (2,550:523) 4,307,873
Capital expenditures 361,252 A3 (2.806) 38840
Repistated
Ogerating ITC Holdings Reconcillafions/
2009 Subsidiacies {1} and Other Eliminations: Total
{ib thousands)
Operating revenuey 3 621061 329 (375) $ 621,015
Depreciation and amortization 85,622 327 — 83,949
Interest expense 49:605 80,604 — 130,209
Income before ihcome faxes C297,241 {85, 76%) — 208472
Incometax provision:(benefib).(b) 113954 (36,382} — 17572
Net income {b) 183,287 130,900 {183,287) 130.900
Praperty, piant and equipment, net 2,535,826 6238 —_ 2,542,064
Goodwitl 950,163 e - 050.163
Total assets {c) 3,914,808 2,546,755 {2431.937) 4020.716
Caplia!l expenditures 410,086 &7 {5619) 404,514

{a) Amounts include {he results of vperstions from ITC Great Pluins for the period August 18, 2009 through December 31, 2009, in
conneciion with ITC Great Plains implementing s cost-baged formaula rate in SPP,

{b) Ir December 2011, the Company converted MTH into a limited Hability company which is treated as a corporation for1ax purposes. Prior
to December 31, 2011, METC was orgenized as & singlernember limited Hability company that was 2 distegarded entity for federal
income tax purposes. METC was treated as a branch of MTH, which was taxed as a mulGiple-pariner limited perinership for federal
income tax purposes, Since METC and MTH, its inumediate parent, filed as 2 perinership for federal income tax purposes, they were
exempt from federa) income taxes. As aresult, METC did notrecord a provision for federal income taxes in its statements of opermtions or
vecord amounts for federal deferred income tax assets or Habilities on its statements of financial position. in 2010 and 2009. For FERC
regulatory reporting, however, METC computed theoretical federal income taxes as well as the associeted ¢efgpreddnenme taxes and



included an annual allowance for income taxes in its net revenue requirement used to determinie its rates.

Effective for the reporting period ended Deeember 31, 2011, METC records federal and state income taxes since the operating entity is no
longer held by a parmership. The Regulated Operating Subsidiaries segment now includes the allocation of taxes for METC for all. periods
presenied.

{c} Reconciliation of total assets results primarily from differences in the netiing of dcferred tax asséis sid liabilities af owf Regn!ated
Operating Subsidiaries as compared fo the.classifieation in our consolidated statements of financial position.

15, SUPPLEMENTARY QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Quarterly earnings per share amounts may not st to the lotals for each of the years, since guarterly-computation are based on weighted
average common ghares outstanding during each. quarter.

Fiwst Second Thivd Fourth
{In thousnnds, except per share data} Quartey Quarter Dusarter Quarier (a} Yorr
2011 )
Opérating reventies & 17638 & | 185098 & 101303 § 201610 0§ 7573907
Operating income ' 99,975 100,231 98',§33 98,713 397,752
Netincome: o 42,002 42006 44,024 47,663 171,685
Basic eamings per share . § 683 3 084 % 086 5 083 § 336
Diluted earnings per share § . o8 8 o8 % 685 ¢ 082 § 331
2010
Gperating reven‘ﬂé_s 3 161,288 0§ 168468 § Y8020 & 1RB9067 5 696,843
Operating income 85,348 88,898 93,213 89,862 357,321
Act income 34,204 36,301 38394 36,779 145,678
Basic carnings per share S 068 § 072 % 016§ 073§ 2.89
Dikited earriings per share $ 0467 § 1 S 075 % 071§ 284

{a) In thefourth quarier of 2011, we expensed external iegal, advisory end financial services fees of $6.9 million. and certain internat labor
and velated costs of approximately $1.5 mitlion related to the Entergy Transaction of which certain of the external costs are not expected
to be deductible for income tax. The external and mternal costs related to-the Entergy Transaction are not included as components of
revenue requirement at our Remilated Operating Subsidiaries as they were incurred at ITC Holdings.

ITEM'Y. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING ANID FINANCIAL
DISCLOSURE.

None,
ITEM 94, = CONTROLS AND PROCEDURES.

Management's Report on Internal -Control Over Financial Reporting s included in Hem § of this Form 19K, The attestation report of
Deloitte & Touche LLP, owr independent registered pitblic-accounting firin, on the effectivéncss of our internaf contral over financial repurting
1% also included in Item 8 of this Form 10-K.

Disciosure Controls und Braceduyres

We maintain disclosure controls and procedures that are designed fo provide reasonable assurance that materiet information requived to be
disclosed in our reports thal we file or sibmit under the Exchange Act, is recorded, prosessed, summarized, aud reported within the time
periods specified in fhe SEC s mies and forms, and that such information is sceumulated and communicated to our menagement, including our
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required financial disclosure. In
designing and evaluating the disclosure controls and procedurss, management recognized that a contrel system, no matter how well designed
and Opcratcd can provide only reasonable, not absolute, assurdnce that the objectives of the conmrol sysiem are met. Because of the iiherent
Hmitations in all coniral systems, no evaluation &f controls ean provide absolute assurance that all control issues and instances of fraud, if any,
with 2 company have been detected.

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the participation. of our

.anagement, including our Chief Bxecutive Officer and Chief Financial Officer, of the sffectivencss of the dwl%?mand ulgerahon of our
B




disclosure confrols and procedures pursuant fo Rule 13a-15 of the Exchange Act. Based upon that evaluation, our Chief Executive Officer and
Chief Financial Officer conchuded that our disclosure:controls and pracedures are effective, atthe reasonable assurance level,

“hanges in Internal Control over Financial Reporting

There have bees no changes in our internal control over finencial reporting during the guarter ended December 31, 2011 that have
materially affected, or sre reasonably likely to materizty affect, ouritiernal control averfinancial reporting.

ITEM 98, OTHERINFORMATION.

None.
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PART I
ITEN 318. .DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

The information requiréd by this Item i§ contained under the captions “Blection of Directors,” “Bxecutive Officers,” “Section 16(a)
Beneficial Ownership Reporting Compliance,” and “Corporate Govemance” in the Proxy Statement and {excluding the report of the Audit
Committee) is incorporated herein by reference.

FIEM Y. EXECUTIVE COMPENSATIOGN,

The information required by this frem is contained under the cantion “Compensation of Exceutive Qfficers and Ditectors™ in the Proxy
Statement and is incorporated herein by reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS,

The information reouired by this Hem is contained under the capiton “Security Qwnership of Management and. Major Sharehiolders” in-the
Proxy Stalement and: isdncorporated herein by reference..
Equity Compensation Plans

2t Decermber 31,2011 ,the 2003 Stock Parchase and Opiion Plak and the LTIP were'in-place, pursuant to which we grant:stock options and
restrivted stock and other equily based compensaiion 1o employees, officers, and directors; as well as the ESPP. Each of these plans has been
approved by sharcholders.

The following table sets forth certein information with respect 0 our equity cowpehsation plans at Decemiber 31, 2011 (shares in
thousands):

Namiber of Shares
Remainizg Avaliahie

Mumbier of Shares for-Future Issuanee
to-biv-Essmed Weighted-Average Tnder Equity
Upon-Exercise of LExerclse Priconf Compensntion
Plap Cawesory Gurstanding Qpeions Onistandiog Opiions Plunstd}
Equify compénsation pians approved by sharchdlders 2,100 $3145 2,993

{a) Thonumber of shares remaining:available for future issuance.under €quity compsensation plans has been reduced by 1Y1he common shares
issued through December 31, 2011 vpon sxercise of stock oplions; 2) the mumber of common Shares to be issaed upon the fiture exercise
of outstanding stoek options and 3) the number of restricted stock awarde granted that have mot been forfeited. The LTIP imposes a
separate restriction so-that no-more than 3,250,000 of theshares may be granted as gwards 10-be setfled In shares of common stock other
‘then uptions-or stock appreciation rights.

ITEM13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE,

The iiformation required by this Item 15 contained under the capiions “Certaiu Transactions” and “Corporate Governance — Direcior
Independence” in the Proxy Statement and.is incorporated berein by reference,

ITEM M. PRINCIPAL ACCOUNTANT FEES-AND SERVICES.

The information wequited by this fem is contained-under the caption “Independent Registered Public Accounting Firm™ in the Proxy
Statement and is incorporaied herein by reference,
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PARTEV
YTEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

(a) {1) Financtal Statements:
Management’s Report on Intermnal Centrol aver Financial Reporting
Report of Indépendent Registered Public Accounting Firm
Report of Independent Repistered Public Accounting Finn
Consolidated Stafemients of Financial Position as of December 31, 2011 and 2610
Consolidated Statemenis of Operations for the Years Ended December 34, 2011,.2010 and 2009
Consoiidated Statements:of Changes in Stockholders’ Equity and Comprehensive Income for the Years Ended December 31,
2011,2010 and 2009 S
Consglidated Statements of Cash Flows for the Years Ended Decamber §1, 2011, 2010 and 2009
Wotes to Consolifated Financidl Statements
{2) Financial Statement Sthedule
Schedile - Condensed Financial Information of Registrant
Adl-ether sehedules for which provision.is madein Reguiation 5-X:sither (i} are-not required umier the rélated Instructions or
4re inapplicable aid, thesefare, iave been omitted, or (ii)the information reqturﬂd i§ inclnded in the donsolidated financial
sfatéments or the-notes-thereto that are-a part heyreof.
{b) The exhibits included.as part-6f this'repori-are listedin-the attached Exhibit.Index, which is incorporated herein by reference, Af
the réquest of any sharéholder, I'FC.Holdings will-furnisk any exhibitupen thepayment of a fee of $.10 per page to cover
the costs of furaishing'the exhibic,
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SCHEDULE I — Coundensed Financial Information of-Registrant

ITC HOLBINGS CORP.

CONDENSED STATEMENTS OF FINANCIAL POSITION (PARENT COMPANY ONLY)

(Inthousands, exeept share dats)
ASSETS
Current assets
Cash and cash equivalents
Accounts receivable from subsidiaries
Giher
Total current assets
Other assets '
Tnvestment. in-subsidiaries
Deferred income taxes
Deferred financing fees (net of aceumulated amortization of $6,590-and §5,397, respectweisr)
Other
Total other asgets
TOTAYL ASSETS
LIABILITIES AND STOCKHOLDERS® EQUITY
Currentlidbilities
Agcounts piyable
Aetrued pavroll
Accrued interest
Ofhrer’
Total current Habilides
Azerized pension and postretirementiiabilities
Derlvative instrumants
Other ‘
Loung-term debt-(net of discounts of 52,401 and $2,822, respectively)
STPOCKHOLBERSEQUITY
Common stock, without par value, 100,000,000 shares authorized, 51,323,368 and 50 715,805
shares issued and outstanding at December 31, 2011 and 201, respectively
Retained earnings
Accnrimlated other comprehensive {loss) income
Total stockholders' equify”
TOTAL LEABILITIES AND STOCKHOLDERS® EQUITY

Hecember 31,

2013 2010
49240 % 71,584
47,815 40,645
©p5q 2:520
98,000 123,549

2,668,109 2,492,969
29444 9,474

8,756 U094
41408 33.877
2747717 2,545,414
2BASI26 §. 2i668,963
5030 0§ 1,804
#8013 18,604
30892 30,827
138 BA
35,973 34,516
44,023 35,811
2458 —
1,081 2,025
1,459,500 1,459,178
943,444 886,808
330,816 220437
{15,368} 1,188
1258852 1117435
2845786 % 2.668,963
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Ses notes to condensed financidl statements-{parent company only).
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SCHEDULE I — Condenset Financial fuformation of Registrant

{in thonsands)

Other meome

(General and administrative cxpense

Interes! expense:

Loss-on extinguishment of debt

Other expense

LOBS BEFORETNCOME TAXES
INCOME TAX BENERIT

LOSS AETER TAXES
FQUITYANSUBSIDIARIES NET EARNINGS

ITC HOLDINGS CORP,
CONDENSED STATEMENTS OF OPERATIONS (PARENT COMPANY ONLY)
“Your Ended December 31, .
201 2410 2002

3 2556 S T1518 % 1154
(11,409} {8,809) (5,539)
(88:618) (67.610) (80,638)
— — {1,263)
{517) 288 £244)
(97,988) (95272) (86,6301
{47545} (41457 35.708)
(50;443) (53;81%) {56,832}

2223128 195,493 181,733

3 171,685 & 145678 § 120,900

NET INCOME
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Seenotes to condensed fHinancial statements (parent company only),
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SCHEDULY, I — Condensed Financial Information of Registrant

ITC HOLDINGS CORP,

CONDENSED §TATEMENTS OF CASH FLOWS-(PARENT COMPANY ONLY)

(In thousands)
CASH FLIOWS. EROM OPFERATING ACTIVITIES:
Net income

Adjustmrentsts recondile netincome fo net cashprovided by operating activities:

Equity-in subsidiaries' eamings

Dividends from sabsitiarics-

Deferred.income:tax expenss

Intercompany fax:payments from-subsidiaries

Share-based compengation.expense

Other :

Changes-i-assets and Tiabilities, exvlusive of changss shown separately:
Accoumtseceivatile from subsidiates
Ofher currentassets
Acconnts payable
Aeerued payroli
Acomedinterest
Tax'bengﬁ(gfo; excess tax.deductions vf-share-biased compehsation
Other cutrentliabitiifes ’ !
Other nor-cirrent assets and labilities, net

_thmsh'probd‘déﬁ%}tﬁp:‘:ratingacﬁ\‘rhies
CASHFLOWS FROM IN‘IESTING'AGT!VITiES

Equity contribuiion {o.subsidiaries

Retum of capital from subsidiaries

Proceeds from sale ofisecuritics

Purchases of securities
Net cash used fivinvestingectivities
CASH FLOWS FROR FINANCING ACTIVITIES
:Issﬁance-é‘finngammi-debt
Repayment of long=term debt
Barrewin_gs underrevolving credit-agreements
Repayments of revolviag credit agreements
Issnance-of common:siodh '
Dividends on common stotk

Tazhenefitfor-cxcesstan deductions:of share-based compensation
Other

Net.eash (used in) provided by financing acfivities
NET (DECREASEY INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTE — Beginning of period
OASH AND CASH EQUIVALENTS — End of period

Supplementary cash flows infoimation:
Interestpaid

Income taxes paid
Supplementary non-oash invesiing and financing activities:

Equity transfersto subsidiaries

Year Ended December 31,

Seenotes to condensed financial staements (parent company only}.

Exiiell CB-H1a

2011 2010 2009
17,685 5§ 145678 130,900
(222,128) (199493 (181,732)
304,244 251,101 189,200
(94,663) (34:623) (31,776}
86226 59643 26950,
15,392 ¥4,874 10,006

3423 2115 3498
{(11,062) {26,361) (14377
1,566 (2.082) (1%
406 ©(hsany (3423
593 4,958 3,319
65 4475 517
(28;314) {320 (129)
26,1a4" . 3156 2617,
1.008 {1,8(i6) (1,731y
257319 199,776 131,668

72968 (141904) (152.52%)

228,600 - 1,405

3,830 14;57% —
(8,136} (14,587) —
{(48;661) {141,915) (148,027)
—_ — 298,670

— — (100,000}
- — 90,715
—_— - (158,668)
18,093, £,908 3575
(70,363) (66,041) (62,408}
28114 326 129,
{7,546) {247 _{3.443)
(30,802) {57,650, 65570
(22,144) 8m 51,211
71,384 70,583 19372
49240 0§ 73384 S 70,583
86,64 S B14i6 78181
34,127 £,544 1,967
12,892 7090 4,149
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SCHEDULE I — Condensed Financial Information of Registrant
ITC HOLDINGS CORP,
NOTES TO CONDENSED FINANCIAL STATEMENTS (PARENT COMPANY ONLY)
I, GENERAL

For ITC 'Holdings Corp.’s (“ITC Holdings,” “we,"” “our" and “us™) presentation (Parent Corpany only}, the investment in subsidiaries is
accounted for using fhe equity method. The condenscd parent company financial statements and notes should be read-in conjunciion-with the
consoliduted financial statements and notes of ITC Holdings appearing in this Annual Report.on Form 10-K.

As g holding company with.no business operations, 'TC Holdings® assefs consist primarily of invesiments in ouf subsidiaries, deferref] 1ax
assets relating primarily to federa} income tax operating loss camyforwards and -cash. ITC Holdings' material cash inflows are only from
dividends-and other payments received from :our subsidiaries end the proceeds raised from the safe of debt and equity. securiifes. ITC Holdings
may not be alile to access cash generated by our snbsidiaries in order 1o fulfill cash.commitments or to' pay dividends to sharcholders. The
ability of our subsidieries to make dividend and other payments to us is subject to the availability of funds after wking into accomnt their
respective funding requirements, the terms of their respective indebtedness, the regylations of the FERC under the FPA, and applicable state
laws, Each of our-subsidiaries, however, is'legally distinet from s and-haw no obligation, contingent ar otherwise, to make funds available to
ne. :

2. LONG-TERN DEBT _
As-of December 31, 2011 , the mawrities of our long-term debiouistanding were as Tollows:

{Tn thousaiis)

2612 . : % —_
2013 267,000
2614 : - 50000
2015 —_
201% » , ~ 255,000
2017 and thercafier . 826,000

Tatal § 1462000

Refer to Note §10-ths consolidated financial statements for 2 description ofthe ITC Boldings Senior Motes and the FTC Holdings Revolving
Eredit Agreement and rejated ftemes. Based on the borrowing rates currently availabie to us for loaus with similarterms and average maturities,
the fairvilue of the ITC Holdings Senior Notes is $1,681.0 milfien at December 31, 2017 . The tota] busk value of the TT'C Holdings Senior
Notes net. of discountis $1,459.6 million at December 31, 2011..

At December 31, 201 |, we weresip compliance with dl]. debt covenanits.

3. RELATED-PARTY TRANSACTIONS

ITCTransmission, MTH, ITC Midwest and other subsidiaries paid cash dividends to ITC Holdings totaling. $304.2 miilion, $231.1 miilion
and $189:2 million in 2011 , 2010 and 2009 , respectively. ITCTransmission, MTH, ITC Midwest and other subsidiaries recognized a return of
capital 16 TFC Holdings totaling $228.6 million and 3.5 million in 2011 and 2008, respeciively. No refurn of capital was recognized in 2010 ,

Additionally, ITCTransmission paid $51.6 million, $52.8 millier and '$23:5 million to ITC Holdings under an intercompany-{ax sharing
arrangement during 2011 , 2010 and 2009 , réspectively, MTH paid §23.3 milkon, $3.5 million and $3.5 million to ITC Holdings under an
intercompany tex sharing arrangement during 2011 , 2010 and 2008 , respectively, Additionally, ¥TC Midwest paid. $11.3 million and $3.3
million 1o I'TC Holdings under an intercompany tax shaving arrangememt during' 2011 and 2010., respectively. Mo payments were made by 17C
Midwest in 2009 .
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) the Securities Exchange Act of 1934, the registrant’ has diily caused this report-to be
signed on its behalf by the undersigned, thereunto duly authorized in the Gity of Wovi, State of Michigan, on February 22, 2012,

ITC HOLDINGS-CORP.
By: 44 JoserH L. W BLCH

Josepli L. Welch
Chairmen, President and Chief Excoutive Officer

Pursuant to-the requirements of the Securities Bxchange Act of 1934, this report has been signed by the following persons on behatf.of the
registrant and in the capacities and on the dufes indicated:

Bign alnre ] Title Datg
/6/ Y OSEPH L. W ELGH Chairman, President and Chief February 22, 2012
Joseph L. Welch Executive Officer {principat exceutive officer)
isf C AMERON ML B READY Exeoutive Vice President and Chief February 22, 2012
Cermeron M. Bready Financial Officer (principal - financial officer

and principal accounting offteer)

/st CHRISTOPHER H. F RANKLIN . _ Direciot February 22, 2012
Christopher H. Franklin

fof EDWARD (. J BPSEN Birector February 22, 2012
Edward G. Jepsen

[/ RICHARD D. M c L BLLAN Director February 22,2012
Rithard 1, McLellan
/s/ W ILLIAM J. ¥ USELER Director February 22, 2012
Witham.J. Museler
jo/ B AZRL RD'LEARY Director Fsbmary 22,2012
Jtazel R OLeary
/5! M. M ICHAEL R QUNDS . Director Fébruary 22, 2012
M. Michael Rounds
/s/ 3 ORDON B ENNETT S TEWART , I Director February 22, 2012
Gordon Bennett Stewart, 11
{s/L.EE C. 5 TEWART ' Director February 22, 2012
LeeC, Stewart
/s JC. W ATTS, JR. Director February 22, 2012
LC. Watts, Jr.
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EXOIBITS

The following exhibits are filed as part of this repori-or filed previensly and incorporated by veference to the filing indicated. Our SEC file

number is 001-32574, :
Exhibit No. Description pf Exhilit
2.1 Merger Agreement, dated as of December-4, 2011, among Entergy Corporation, Mit South TransGe LI.C, Registrant and

22

3.3

3.2

4.1

43

4.4

4.5

4.6

47

5.8

49

4,10

4.12

4.14

ibis Transaction Subsidiary LIC (fifed with Regisirant's Form 8-K filed on December 6,2011)

Separation Agresment, dated as-of December 4, 2011, among Entergy Corporation, Registrant, Mid Southk TransCo LLC,
Entergy Arkansas, Inc., Entergy Gulf States Louisiana, L.L.C., Bntergy Louisians, LLC, Entergy Mississippi, Ine,,
Entergy New Orleans, Inc., Entergy Texas, Inc. and Entergy Services, Inc.-(filed with Registrant’s Form 8-K filed on
December6,2011)

Amendett and Restated Artioles of Incorporation of the:Regisirant (filed with Regisirant’s Regisiration, Statement on.Form
8-1, as amended, Reg: No. 333-123657)

Third Amended and Restated Bylaws of Registrant dated os.of February 16, 2011 (filedl with Registrait's 2015 Form 10-
1

Form of Certificate of Common Stock. (filed with Registrant's Registration Statement on Form §-1, # aménded, Reg. No.
333-123657) _

Indenture, dated -as of July 16, 2003, between the Registrant and BNY Midwest Trust Company, a8 tnistes (filed with
Registrant’s Registration. Staternent.on Form 5-1, as amended, Reg. No.333-123657)

First Supplemental Indenture,.dated as of uly 16, 2003, supplemental i the Indenture dated as of July 16, 2003, betweep
-the Registrant. and BNY Midwest Trust Company, as‘trustee (filed with Registrant’s Registration Statementon Form §-1,

a5 amended, Reg. No, 333-123657)

Tirst Mortgage ard Deed of Trust, dated as of hily .15, 2003, bewween Internations! Transmission Company and BNY
Midwest Trust Company, as trustee {filed with Registrant’s Registration Statement on Form 5-1, 2s amended, Reg. No.
333-123657)

First Supplemental Indenture, dated as ef-July 35, 2003, supplementing the First Mortgage and Deed of Trust dated as of
July 15, 2003, between International Transmission Company and BNY Midwest Trust Company, as trustee (filed with
Registrant!s Registration Statement on Form 8-1, es amended, Reg. No. 333-123657)

Second Supplemental Indenture, dated as of July 15, 2003, supplementing the First. Mortgage and Deed of Trust dated as
of July 15, 2003, between International Transmission Compeny ant BNY Midwest Trust Company, as trustee (filed with
Registrant’s Regisiration Statement o Form 5-1, as amended, Rep."Mo. 333-123657)

Awmendment to Szcond Supplemental Indenture, dated a§ -of January 19, 2005, between Infernational Tramsmission
Company and BNY Midwest Trust Company, as trustee (filed with Registrant’s Registration Statement op Form §-1, as
amended, Reg. No.333-123657)

Second Amendment to Second Supplemental Indenture, dated as of March 24, 2006, between Intemational Transmission
Compeny and The Bank of Wew York Trust Company, N.A. (as successor to BNY Midwest Frust Company, as trustee
{filed with Registrant®s Form 8-K filed on March 30,.20006)

Third Supplemental Indenture, dated as of March 28, 2006, supplementing the First Mortgage and Deed of Trust-dated as
of July 13, 2003, between International Transmission Company and BNY Midwest Trust Company, as frustee (filed with
Repistrant's Form 8-X filed on March 30, 2006)

Sccond Supplemental Indenture, dated as of October 10, 2006, supplements! fo the Indenture dated as of July 16, 2003,
between fhe Registrant.and The Bank of New York Trust Company, N.A., (28 successor 0 BNY Midwest Trust Company,
as trustee) (filed with Registrant’s Form 8-K filed op October 10, 2006)

First Mortgage Indenture befween Michigan Blectric Transmission Company, LLC and IPMorggQr%]aég_ﬁqgk, dated as of
December 10, 2003 {fHled with Registrant’s Form 10-Q for the guarter endad September 30, 2006)




4.15

4.6

First Supplomental Indeniure, dated as.of Devember 10, 2003, supplemental to the First Mortgage Indenture batween
Michigan Blectric Transmission Company, LLC.and JPMorgan Chase Baok, dated as of December 10, 2003 (fled with
Registrant’s Form 10~Q for the quarter ended Scptember 30, 2006)

Second Supplemental Indentore, dated as of December 10, 2003, supplemental to the First Mortgage Indeniure between
Miéchigan Blectric. Transmission Compaty, LLC and JPMorgan Chase Bank, to the Firs! Mortgage Indenture between
Michigan Electric Transmission Company, ELC snd JPMorgan Chase Bank, dated as of December 10, 2003 {filed with
Registrant’s Form:10-Q.for the-quarter ended September 30, 2006)
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4.17

4.18

4.19

4.20

421

4,22

4.23

£24

425

426

4,27

4.28

4.29

4.30

Deseripiton of Exhibit

ITC Holdings Corp. Note Purchase Agreement, dated as of September 20, 2007 {filed with Registrant's Rorm 10-Q for the
guarter ended.September 30, 2007)

Third Supplemental Indenture, dated as of January 24,.2008, supplemental to the Indenture dated as of July 36, 2003,
between the Regisirant and The Bank of New York Trust Company, N.A. {as successor fo BNY Midwest Trust Company),
as trrustee (fited with.Registrant’s Form §-K filed.on Januaxy 25, 2008).

First ¥Mortgage and Deed of Trust, dated as of Jannary 14, 2008 between ITC Midwest LLC and The Bank of New York
Trusi-Company, N.A., as trustes (filed with Registrant®s Form8:-K filed on Bebraary i, 2008)

First Supplemental Tndenture, dated as-of Jannary 34, 2008, supplemental to-the First Mortgage Indenture between ITC
Midwest'LLC and The Baitk 6f New York Trust-Company, M.A., as trustee, First Morigage and Deed of Trust, dated as.of
January B, 2008 {filed with Registrant’s Form §-K filed.on February 1, 2008)

Fowrth Supplemental Indenture, dated as of ¥arch 25, 2008, between International Transmission Company and The Bunk
of New York Trost Company, N.A,, as trusiee, to fire Pixst Mortgage-ant Deed of Trust. dated as of July 15,.2003 (filed.
with-Registrant’s. Form 8-K. filed on March 27, 2008)

Fourth Supplemental Indenture, dated as.of Decentber 11, 2008, between METC and The Bunk 6f New York MeHon Trust
Company, N.A. (as successor to JPMorgan  Chase Bailk, N.A.), as trustes, to the Eirst Morigage Indenture between
Michigan Bleciric Transmission. Company, LLC and JPMorgan Chase Barik, datei as of December 10, 2003 {Bled with
Registrant's Form §-K. filed on December 23, 2008)

Second Supplemental Indenture, dated as of Decembei’ 15, 2008, between JTC Mitdwest LLC and The Bank of New York.
Mellon Trust -Gompany, N.A. {85 successor to The Bank of New York Trugt Company, N.4.),. as trustee, to the First
Mortgage and Deetl of Trust, dated 2s.6f January 14, 2008 (filed with Registrant’s Forim 8-K filed om December 13, 2008)

Third Supplemental. Indenture, dated as of November 25, 2008, between METC and The Bank of New York Mellon Trust
Corpaay, NA. (as successor to JPMorgan Chass Bank, M.A.), as trustes, to the First Mortgage Indenture. between
Michigan Elecirjc Transmission Company, LLC and JPMorgan Chase Bank, dated ag of December 10, 2003 (filed with

“Registrant’s Form &K, filed on December 23, 2008)

Fourth Supplemental Indenture; dated as of December 11, 2009, between ITC Hdldings Corp. and The Berl-of New York
Mellon Trast Company, N.A, {fikia. The Bank-of New York Trust Company, M.A., as successorto BNY Midwest Trust
Company), astrusiee (THed with Registrant’s Form §-K filed-on December 14, 2009)

Bourth Supplementsl Indenture, dated as of December 10, 2009, between ITC Midwest LLC and The Bank.of New York
Mellon Tmst Company, N.A. {as suecessor to The Bank of New York Trust Company, N.A.), as tristee (filed with
Regisirant’s. Form-8-K filed on December 17, 2009)

Fifth Supplementa? Indenture, dated a5 of April 20, 2010, between Michigan Eleciric Transmission Company, LLE and
The Bank of New York Mehon Trust Company, N.A. {85 suceessor o JPMorgan Chase Bank), as trustee (filed: with
Registrant's Form 8-K filed.onMay 10, 2610)

Third Suppiementsl Indenture, dated as of December 15, 2008, betwean ITC Midwest LLC and The Bank of New York
Mellon Frust Company, N.A. (The Bank of New York Trust Company, N.A.}, as trustee (fled with Registrant's Form 10-
Q for the guarter ended June 30, 2011}

Fifth Supplemental Indentiwe, dated as of July i5, 2011, between [TC Midwest LLC and The Bank of New York Mellon
Trust Company, N.A. (as successor to The Bank of New York Trust Company, N.A.), as trustee (filed with Registrant's
Form 14-Q for the quarter ended June 30, 2014y

Sixth Supplemental Indenture, dated as of Novensber 29, 2011, between 1TC Midwest LLC and The Bank of New Vork
Mellon Trust Company, N.A. (as successor 10 The Bank of Mew York Trust Company, N.A.), as trastes (filed with
Regisirant's Fotm 8-K filed on December 1, 2011} Exhibil CB-Hta




*10.13

*10.27

10.26

Amended and Restated 2003 Stock Purchase and Option Plan for Key Employees of the Registrant and its Subsidiaries
(filed with Registrant’s Registration Statement on Form S<1, as-amended, Reg. No. 333-123657)

Deferred Compensation Plan (filed with Registrant's Repistration Statément on Form S-1, as amended, Reg. No. 333-
123657

Service Level Apreement— Consiruction and Maititenance/Engineering/Systern Operations, dated February 2§, 2003,
between The Dairoit Edison Company and Intemational Trzansmission Company (filed with Repistrarit’s Registration
Statement on Form 8-1, as amended, Reg. No. 333-123657)
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*10.34

*10.35

*10.38

*10.44

*1045

*10.46

*10.48

10.51

10.52

10.53

10.58

10.5¢

10.61

10:62

10.63

Drescrintion 6T Exhihit

Form of stock-option agrecinent for executive officers under Arnended and Restated 2003 Stock Purchaseand Option Plan
for Key Emplovees of the Registrant and its subsidiaries (filed with Regisirant’s Form10-Q for the quarier ended
Septémber 38, 2603)

Form of rektricted stock award agreement for directors and executive officers nnder Amended and Resmted 2003 Stock
Purchase and Option Pian for Key Employees of the Registrant and its subsidiaries {filed with Registrant®s 2005 Form 10-
K) :

Amendment No, | dated as of February 8, 2006, to Amended and Restated 2003 Stock Purchase and Option Plan for Key
Employees.of the Registrant (filed with Registranit’s Form 8-K filed on Februaey [4,2006)

Form of Restricted. Stock Award Agreement for Non-employee Directors under Amended and Restated 2003 Stock
Burchase and Option Plan for' Key Employees of the Registrant and. its subsidiariag (filed-with Registrant’s Form 8-K filed
on August 18, 2006)

Form of Restricted Stock Award Agreement for Employees under-the Registrant’s 2006.Long Term Incentive Plan {filed
vith Registrant®s Form 83K flled on August 18, 2006}

Form of Stock Option Agroement for Bmployees under the Regisprant’s 2006 Long Term Incentive Plan. (Hled with
Repistrant’s Form 8-K filed on Angust 18, 2006}

Summary of Stock Ownership Agreement, effective- Augnst 16, 2006, for Registrant’s Directors and Bxecutive:Officers
{fifed with Registrant’s Fonm §-K filed on August 18,2006}

Form of Amended and Restated Easement Agresment between Consumers Energy Compeny and Michigan Blectric
Transmission Company (filed with Registrant’s Formi 10-Q forthe guarter ended Scptember 30, 2086)

Amendment and Restatement of the April |, 2001 Operating Agreement by and between Michigan Eleciric Transmission
Company and Consumers -Encrgy Company, effective May 1, 2002 (filed with Registrant's Form 10-Q for the- quarter
ended Sepiember. 30, 2006}

Amendment and Restatement of the April 1, 2001 Purchase and Ssle Agreement for Anciliary Services hetween
Consumers Energy Company and Michigan Electric Transmission. Company, effective May 1, 2002 (filed with
Registrant’s Forny 10-(} forthe quarter ended September 30, 20086)

Revolving Credit Agreement, dated as of March 29, 2007, among the Regisiram, as the Borrower, Various Financial
Justifations aud Other Persous from Time to Time Rarties Hereto, as the Lenders, JPMorgan Chase Bank, N.A., as the
Administrative Agent, JP. Morgan Securities Inc., as Sole Lead Arranger and Scle Bookrunner, and Comerica Baik,
Credit Suisse (Caymsn lslands Hranch) and Lehman Brothers Bunk, FSE, as Co-Syndication Agents (filed with
Registrant’s Form 8-R. filed-om April 4, 2007)

Revolving Credit Agreement; dated.as of March 29, 2007, among Ditemntional Transmission Comparny and Michigan
Eleetrie Transmoission Company, LLC, as the Borrowers, Various Financia! Institutions and Other Persons from Time to
Eime Parties Hereto, as fhe Lenders, IPMorgan Chase Bank, N.A., as the Administrative Agent, 1P. Morgan Secuiities
Inc., as 8ol Lead Arranger and Sole Bookrunner, und Cometica Bank, Credit Suisse (Cayman Islands Branch) and
Lehnan Brothers Bank, FSB, as.Co-Syndication Agems-(filed with Registrant’s Form 8-K filed on April 4, 2007)

Form of Distibation-Transmission Interconnection Agreement, by and between ITC Midwest LLC, as Transmission
Ovmer and Interstate Power and Light Company, as Local Distribution Company, dated as of Devember 17, 2007 {fied
wifh Registrant’s Fonn 8-K. filed on December 21, 2007)

Torm of Large Generator Inferconnection Agreement, entered inte by the Midwest Independent Transmission System
Operator, Inc., Interstate Power and Light Company and ITC Midwest LLC {flléd with Registrant’s Form §-K filed on
December 21, 2007)

. Exhibit CB.H
Revolving Credit Agreement, dated as of January 29, 2008, among ITC Midwest LLC, as the Ba?';owcr, Y gﬁous Financial




*10.64

*10.65

Institutions and Other Persons from Time to Time Parties Hereto, as the Lenders, JIPMorgan Chase Bank, N.A,, as the
Administrative Agent, LP. Morgan Securities hie,, as Sole Lead Arranger and Sole Bookrunner, Credit Suisse {Cayman
Istands Branch), as Syndication Agent and Lehman Brothers Bank, FSB, as Documentation Agent (fited with Regisirant’s
Form 8-X filed on January 31, 2008)

Form of Amended and Restated Executive Group Special Bonus Plan of the Registrant, dated November 12, 2007 (filed

with Registrant’s 2007 Porm 10-K)

‘Form of Amended .and Restated Special Bonus Plan of the Registrant, dated November 12, 2007 {filed with Registrant’s

2007 Form 10-K)
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Exhibit No.

10.67

“#10.68

10,79

*10.71

#1072

*10.73

*10.7%4

*10.75

*10.76

=177

#10.78

*10.99

*10.80

*14.81

*10.82

*10.83

16.85

Daseription of Exbibit

Commitment Increase:Supplements of the Lenders, dated December 27, 2007, related to-the Revolving Credit. Agreement,
dated as of March 29,2007, among International Transmission Company and Michigan Electric Transmission Company,
LLGC, as the Borrowers, Various Financial Institutions and Other Persons from Time to Time Pasties Hersto, as the
Lenders, JPMorgan Chase Bank, N.A,,.as the Adminishative Agent, I'P. Morgan Sccurities Inc., as Sole Lead Arranger
angd Sole Bookrunner, and-Comerloa Bank, Credil. Suisse (Cayman Tsjands Branch) and Lehman Brothers Bank, FSE, as
CosSyndication Agents {filed with Registrant’s 2007 Form 10:K)

Deferred Stock Uwnit Award Agreoment, dated Febroapy 25, 2008, pursuant to ths 2006 Leng-Term Incenfive Plan of
Registrant; between-the-Registrant and Joseph L:Welch (filed with Registrant’s Form 10-Q for the quarter ended March
31, 2008)

Sales Agency Financing Agreement, dated Juie' 27, 2008, between Registrant and. BNf'McEl_on Capital ‘Warkets, LLC
{filed with Registrant's Formy:8-K-filed-on June 27, 2008)

Form of Amendment to Stock Option Agreement ender 2003 Plan (Initial Option) (August 2008) (fTlet with Registrant®s
Form§-K. filed on August 19, 2008) '

Foru: 6f Amendment to Stock- Option Agresment under 2003 Plan (IPO Option) {August 2008} (filed with Repistrant’s
Form. 8-K filed on August 19, 2008) :

Form of Amendment to Restricted Stock Agreement under 20053 Plan {Augost 2008) fﬂied with Registrant®s Form §-K
filed-on August 19, 2008)

Form of Amendment to Management Stockholider’s Agreemnent (Augusi 2008) (filed with Registeant’s Form 8K filed en
August 19, 2008)

Form of Amendment to Stock Option Agreement under 2006 LTIP (Auvgust 2008} (filed-with Registrant’s Form 8-K filed
on Angust 19, 2008}

Form of Amendment to Restricted Stock Agreement under 2006 LTIP {August 2008) (filed with Registrant’s Foon §-K
filed-on Augnst 19,2008) '

Form of Stock Option Agreentent under 2006. LTIP (August 2008) (filed with Registrant®s Forny 8-K filed on Aupust 19,
2608} '

Form of Restricted Stock Award Agreement under 2006. LTI {(Augnst 2008) (filed with Registrant’s Form §-K filed on
August 19, 20608)

Form of Resiricted Stock Award Agreement for Non-employee Directors under Amended and Restated 2003 Steck
Purchase and-Option Plan for Key Employees of the Registrant and is subsidiavies (filed with Regfstrant’s: 2008 Form 10-
)

Management Supplemental Benefit Plan (fled with Registrant’s 2008 Form 16-K3
Exegutive Supplemental Refiremont Plan (filed with Registrant®s 2008 Form 10-K)

Empioymenl Agrzement between the Repisirant. and Joseph L. Welceh (filed with Registrant’s 2008
Form 10-K)

Form of Employment Agreements between the Registrant and Linda H. Bleir, Jou E. Jipping, Edward M. Rahill, Daniel J.
Qginsky and Cameron Bready (filed with Registrant’s 2008 Form 10-K}

Tenm Loan Agresment, dated as of April 20, 2009, among the Registrani, as {he Borrower, Various Finanoial Institations
and Other Parties from Time to Time Panties Thereto, as the Lendery, IPMorgan Chase Bank, N.A., as tha Administrative
Apent, 1P, Morgan Securities Inc., as Sole Lead Amanger and Sole Bookrunner, and PNC Ba"&%ﬁ?&%ﬂﬂ; éssoc—iation‘ as
Syndication Agent (fited with Registrant®s2009 Form 10-1)




10.86

First Amendment, doted as of July 22, 2010, to the Revolving Credit Agresment, dated as of March .29, 2007, among the
Regisirant, as borrower, the lenders party thereto, JPMorgan Chase Bank, N.A., as the administrative agent, J.P. Morgan
Securities Inc., as solc Jead arranger and sole bookrunner, and Comerica Bank, Credit Suisse, Cayman Islands Branch and
Lehman Brothers Bank, FSB as co-syndication agents {filed with Registrant's Form 8-K filed July 27, 2010}
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10.87

10.88

10.89

10.80

16,51

*10.93

10.94

10.95

10.96

*10.97

*10.98

10.99

18,100

Desorintion of Lxhibit

First Amendment, dated as of July 22, 2010, to the Revolving Credit Agreement, dated as of March 29, 2007, among
International Transmission Company end Michigan Blectric Transmission Company, LLC, ss borrowers, the lenders party
thereto, JPMorgan Chase Bank, N.A., as the administrative agent, I.P. Morgen Securities Inc., as sole lead arranger and
sole bookrunner, and Comeriea Bank, Credit Suisse, Cayman Islands Branch and Lehman Brothers Bank, FSB as co-
syndication agents (filed with Registrant’s Form8-K filed July 27, 2010}

Second Amendment, dated as of July 22, 2010, to the Revolving Credil Agreement, dated as of January 29, 2008, among
FTC Midwest LG, as barrewer, the fenders party thereto, JPNargan Chase Bank, R.A., as the administrative agent, 1D,
Morgan Securities Inc., as sole lead arranger and sole bookrumner, Credit' Suisse, Cayman Ilands Branch as syndication
agent and Lebman Brothers Bank, F5B as documentation agent (filed with Registrant’s Form 8-K filéd on July 27, 2010)

Revolving Credii Agreement, dated as of February 11, 2011, among ITC Midwest LLC, as the Borrower, Various
Einancial Institutions and Other Persons from Time to Time Parties Hereto, as theLenders, JPMorgan Chase Bank, N.A.,
as the Administrative Agent and LP. Morgan Securities Inc., as Sole Lead Asranger and Solé Bookrunner (filed with
Registrant’s Form 8-K filed on February 17, 2011)

Revolving Credit Agresmentt, dated as of February 16, 2011, among ITC Great Plains, LLC, as the Borrower, Various
Financial InsHiutions and Other Pérsons from Time to Time Parties Hereto, as the Lenders, Credit Sulsse AG, Caymen
{slands Brancl, as the Administrafive Agent, Credit Suisse Securities (USA) LLC and Morgan Stanley Senior Funding,
Inc,, as.Joint Lead Arrangers and Joint Bookrunners, and Morgan Stanley Senior Funding, Inc., as Syndication Agent
(filed with Registrart’s Form 8-K filed.on February 17, 2011)

Amendment and Restatement of the April 1, 2001 Distribution-Transmission Interconnection Agreement by and between
Michigan Electric Tranarnission Company; LLC as Transrnission Provider and Consumers Energy Company as Local
Distributteri Company, effective September’ 1, 2010 (filed with Registrant's 2010 Form

10K

Letter Agrecment, dated as of Februsry 1, 2011, between Edward M. Rabill and ITC Holdings Corp. {filed with
Registrant's Form 10-Q for the quarter ended March 31, 2011}

Revolving Credit Agreemend, dated as of May 17, 2011, ameng JTC Holdings Corp., as the-borrower, various finaneial
nsfitetiops and other persons from time to time parties hereto, as the lenders; JPMorgan Chase Bank, N.A., as
atministrative agent, JL.P. Morgan Securities LL.C and Barclays Capital, as joint lead arrangere and joint bookrunners, and
Barclays. Capital, ag syndication agent (filed with Registeant’s Form 8-K on May 19, 2011)

Revolving Credit Apreement, dated as.of May 17, 2011, among International Transmission Company, as the borrower,
various financial institutions and other persons from time to time parties hereto, as the lenders, FPMorgan Chase Bank,
N.A., as administrative agent, LP. Morgan Securities LLC and Barciays Capitdl, s joint lead arrangers and joing
bookrunoers, and Barclays-Capital, as syndication agent (filed with Registrant's Form 8-¥ op May 19,2011

Revelving Credit Agreemenl, dated as of May 17, 2011, among Michigan Electric Transmission Company, LLC, as the
borrower, various financisl insthintions and other-persons from time to fime parties hereto, as the lenders, JPMorgan Chase
Bank, MN.A., as administrative agent, J.P. Morgan Securities LI.C and Barclays Capital, 25 joint lead arrangers and joint
bookruimners, and Barclays Capital, as syndication agent (filed with Registrant™s Form 8-K on May 19,.2011)

Second Amended and Restated 2006 Long Term Incentive Plan effective May 26, 2011 (filed with Registrant’s Form 8-K.
on June §, 2011)

[TC Hoidings Corp. Employes Stock Purchase Plan, as amended and restated May 26, 2011 (filed with Registrant’s Form
8K onJmel, 2011)

Sales Agency Financing Agresment, dated July 27, 2011, between Registrant and Deutsche Bank Securitios Inc. (filed
with Registrant's Form 8-K filed on July 27, 2011)

Amended and Restated Gencerator Interconnection Agrecment entered into by and among Michg%%]§g§3§§¥a'fransmission
Company, LLC, Consumers Energy Company and the Midwest Independent Transmission éystem Operator, inc.,




effective Angust 1, 2011 {filed with Registrant's Form 10-Q for the quarter ended September 30, 2011)

10.101 Bmployment Matters Agresment, dated as of December 4, 2011, among Entergy Corporation, Mid South TransCo LLC
and Registeant {filed with Registrant's Form §-K. filed on. Decemnber 6, 2011)

21 List of Subsidiaries
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ExhibitNe. Description of Exbibit

23.1 Consent of Deloitte & Touche LLP relafing to the Registrant and subsidiaries
311 Ceriification of Chief Execuiive: Officer pursuaiit o Rule 13a-14 of the Securities Exchange Act of 1934, as adopted
pursnant-tg Section 302 of the Sarbanes-Oxley Act-of 2002
312 Cerificafion of Chief Financial Officer pursuant to Rufe 13a-14 of the Securifies Exchange Act.of ‘1634, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act.of 2002
32 Cettificafion pursuant o 18 U.5,C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
*#101.INS XBRL Instance Document

*%101,8CH XBRL Taxonomy: Extensiop Schema,

=X 01:CAL XBRL Taxonomy Extensiop-Calculation Binkbase
*2101.DEF XBRE Taxonomy Extension Definiiion Patibase
#]0LLAB XBRL Taxonory Extension.Label Linkbase

**101,PRE XBRL Taxoricmy Exrtension Presentation Linkbase

* Management confract or corfipensatory plan or.arrangement.
#x XBRL (Extensible Business Repofting Language) information is fumished and not filed herewith, is not a part of =.registration
statement-or prospectus for purposes of sections. 11 or 12 of the Seawrities Aet of 1933, is deemed not filed for purposes of section

'18 of the Securities Ex¢hange Act of 1934, and otherwise is not subject tiy Rability under these sections,
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EXHIBIT 31.1

CERTIEICATION PURSUANT TO RULE 13A-14{A) OR 15D-14(A), AS ADOPTED PURSUANT 'TO SECTFION 302 OF THE

SARBANES-OXLEY ACT OF 2602

I, Joseph L. Welch, certify that:

1.
2.

1 have reviewed this anpual report on Form 10-K of ITC Holdings Corp.;

Based.on my knowledge, thisreport does not.contain any untrue statement of a material fact-or omil to state a material faet necessary

to make the statements made, in light of the circumstances under which such statemenis were made, not misleading with regpect to the

period covered by this report;

Based on my knowledge, the financisl statements, and other financial information included in this report, fairly present in al} material

vespects the financial condition, results of operations and cash flows -of the registrant as of, and for, the periods presented in this

report;

‘The registrant's other certifying officer(s}.and | are responsibie for establishing and maintdining disclosurs conirols and procedures {as

defined in Exchange Act Rules 13a-15(e} and 15d-15(e)} and internal control over financial reporting (as defined in Bxachange Act

Rules:13a~15(f) and 15d-15(£f)) for thategistrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosnre controls and procedures 1o be designed under our
supervision, to ensure: that material infonmation relating to the registrant, inchiding its-consolidated subsidiaries; is-made known
to.us by others within those entities, particularly-during the period in which this report is being prepared;

b, Designed such internal control over financial reporting, or caused-such internal contvol over financial reporting 10 be designed

under out supervision, to providé reasonabls ssswrance regarding the reliability of financial reperiing and the preparation of
financial statements for diternd] purposes in‘accordance with generally accepted acconting principles;

¢, Bualuated the effectiveness.of the registrant's disélosure controls and procedures and presented in this report our conclusions
about the effectiveness of the:disclosure conirols and procedures, as of the end of the period covered by this report based on such
avalation; and

d.  Disclosed in this report any change in the registrant's internal conird} over financial reporfing that ovcurred during the registrani's
most recent fiscal quarter (the registrant's fourth fiscal- quarter in'thie case of an annual report) that has materially-affected, or is
reasonably likely to materiatly-affect, theregistrant's interndl conirol over fimancial reporting; and

The registeant’s other certifving officer(s) and I havesdisclosed, based on onr most recent evaluafion of"intemal control ovor financial

reporiing, to the registrant's auditors and the audit committee of the registrant’s board of directors {or persons performing the

equivalent functions):

a, Al significant deficiencies and material weaknesses in the design or operation of intemnal contro! over financial reporting which
are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report finaneial information;
and :

b. Any fraufi, whether or not materidl, that invdlves management or other employces who have a significant role in the registant's
internal control dver financial yeporting.

Dated; February 22, 2012

fsf Joseph L. Welch

Joseph L. Welck
President and Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATION PURSUANT TO RULE 13A-14(A) OR 15B-14{A), AS ADOPTED PURSUANT TO SECTION 302 OF THE

SARBANES-OXLEY ACT:0OF 2002

1, Cameron M. Bready, certify that:

L
2,

1 have reviewed this annual report-on Form 16-K of I7C Holdings Corp.;
Based on my knowledge, this reprori does not contain any unirue statement of a-material fact or omit fo state a material fact necessary

" to make the statements made, in light of the circumstances under which. such statements were madé, not misleading with respect to the

period covered by fhis report;

Based on my knowledge, the financial statements, and other financial information included in this report, faiily present in all materjal

Tespects the financial condition, results of operations and cash flows of the regisirant as of; and for, the pefiods presented in this

report;

The registrant's other cortifiying officer(s} and 1 are respensible for establishing and maintaining disclosure ¢oritrols-and procedures{as

defined in Bxchange Act Rules 13a-15(e) and 156-15(¢}) and internal control over financial reporting {as defined in Exchange Act

Rules 13a-15(f) and 15d-15(f)} for the regiswant and have:

a. Designed such disclosure -contréls and procedures, or caused such disclosure controls and procetures to be designed under our
supervision, t-ensure that materia) information refating te-the registrant, including iis consolidated subsidiaries, is made known
to-us by others-within those enfities, particulaily during the period in which this.report is beimg prepured;

b. -Designed such.internal contrd] over financidl reporting, or caused such intemal control over financial reporting o be designed

under our supervision,-to provide reasonable assurance regarding the reliability of financial reporting and the preparation. of
finencial statements for external purposes in accordance with generally accepted accounting principles;

¢, PBvaluated the effeciiveness. of the registrant's disclosure controls and procedures and presented. in this report our conclusions

about the effectiveness of the digclosure controls anth procedures, as 6f the end of the perod covered by tiis report based on such
eviluation:; and

d. Disclosed'in this report any ¢hange in the vegistrant’s intemnal contrdl-over finendial reporting that oceurred. during the registrant's
most recent fiseal quarter {the registrant's fourfh fiscal quarier inthe case of an.annval report) that has materially affected, .or ig
reasondblytikely to materially affect, the registrant's internd] control over financial reporting; and

The regisirant's other certifying officer(s)-and I bave disclosed, based on ourmost recent-evaloation of intemnal contrel over financial

reporting, to the registrant’s auditors and the audit commities of the registrant's board. of directors {or persons performing the

equivalent functions):

a, All significant deficiencies and material weaknesses in the design or operation of intemal conirol over fimancial reporting which
are reasonably lkely to adversely affect the segistrant’s ability fo record, process, summarize and report financial information;
and

b.  Any fraud, whether or not material, that involves management or other employess who bave a significant role in the rejristrant's
internal control over financial reporting.

Dated: February 22, 2012

fsf Cameron M, Bready

Cameron M, Bready
Executive Vice President and Chief Financial Officer
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EXHIBIT 32

CERTIFICATION PURSUANT T 18 T.8.C. SECTION 1358, AS ADOPTED PURSUANT 'TO SECTION 906 OF THE SARBANES-
OXLEY ACT OF 2042

In connection with the Annua] Report of ITC Holdings Corp.-(the “Registrant”} on Form 10-K for the period ended December 31, 2011 as
filled with the Secnrities and Exchange Commission on Febmary 22, 2012 (the “Report”), we, Joseph L. Welch, President: & Chief Executive
Officer of the Registrant, and Caineron ¥. Bready, Executive Viee President & Chief Financial Officer of the Registrant, cerfify, pursuant to
1§ 1.8.C. Section 1350, a5 adopted pursuant to Section 986 of the Sarbanes-Oxley Act of 2002, that:

(1} The Report fully complies with-the requirements of Section 13¢a) or 15(8) of the Securities Exchange Act of 1934; and

(2) The. information contdined in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Registrant.

Dated: February 22, 2012

&7 Joseph L. Welch

Joseph L. Welch
President and Chief Executive Officer

fsf Cameron M, Bready

Cameron M. Bready T
Bxeuoutive Vice Presiderit and Chief Financial Offi
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