
Elizabeth 0 ’Dome11 
Executive Director 
Public Seivice Commission of Kentucky 
2 1 1 Sower Boulevard 
Frankfort, Kentucky 40602 

December 10, 2007 

Re: MISO Withdrawal Fee 

Dear Ms. O’Doimell: 

As noted in L,ouisville Gas and Electric Company’s and Kentucky Utilities 
Company’s letter of December 21, 2006 in Case No. 2003-00266, tlie 
Companies agreed to keep the Coinmissioii apprised of the status and outcome 
of the dispute coiiceriiiiig MISO’s calculation of the withdrawal fee. Enclosed 
please find a copy of the filing for approval by FERC of tlie Withdrawal Fee 
Recalculation Agreement. 

Should you have any questions conceiiiiiig tlie enclosed, please do not hesitate 
to contact me. 

Sincerely, 

u 
Allyson IC. Sturgeon 

E.ON U.S. LLC 
Corporate Law Department 
220 W. Main Street 
P.Q. Box 32030 
Louisville, Ky 40232 
www.eon-us.com 

Allyson K. Sturgeon 
Senior Corporate Attorney 
T 502-627-2088 
F 502-627-3367 
Allyson.sturgeon@eon-us.com 

MS/lUllW 
Enclosures 
cc: Parties of Record 

http://www.eon-us.com
mailto:Allyson.sturgeon@eon-us.com


We manage power. 

Lori A. Spence 
Deputy General Counsel 

Direct Dial: 3 17-249-5442 
E-mail: 1spence@rnidwestiso.org 

November 2 1,2007 

Honorable ISimberly D. Bose 
Secretaiy 
Federal Energy Regulatoiy Corr~iiission 
888 First Street, NE 
Washington, D.C. 20246 

Re: Midwest Independent Transmission System Operator, Inc. 
Filing of Withdrawal Fee Recalculation Agreement and 
Revisions to Schedules 10,10-C, 17 and 17-A of the Open Access Transmission 
and Energy Markets Tariff 
Docket Nos. ERO8-- -000 and ER06-1308-002, -003 

Dear Secretaiy Bose: 

Pursuaiit to Section 205 of the Federal Power Act (“FPA”), 16 1J.S.C. 0 824d, Part 35 of the 
Federal Energy Regulatoiy Commission’s (“Conmission”) regulations, 18 C.F.R. 0 0 35 et seq., aiid 
the Commission’s Order Coiiditioiially Accepting Conipliaiice Filing aiid Denying Rehearing dated 
Febi-uary 28,2007,’ the Midwest Independent Traiismissioii System Operator, Inc. (“Midwest 
ISO”) hereby tenders for filing six copies of its Withdrawal Fee Recalculation Agreement 
(“Recalculation Agreement”) with E.ON 1J.S. LLC (“E.ON”) aiid proposed compliance revisioris to 
Schedules 10, 10-C, 17, aiid 17-A of the Midwest ISO’s Open Access Transmission and Energy 
Markets Tariff (“EMT” or “Tariff ’), FERC Electric Tariff, Third Revised Volume No. 1. 

The Recalculation Agreement aiid proposed Tariff revisioiis resolve all issues between the 
Midwest IS0 and E.ON that are identifiable aiid quantifiable at this time with respect to fees for 
ceitaiii Tariff services tliat apply to E.ON’s public utility operating coinpaiiy sulxidiaiies, Louisville 
Gas and Electric Company and Keiituclcy TJtilities Company (collectively “LGE/KTJ”) as a 
consequence of their withdrawal from the Midwest ISO. 

’ E. ON US, ,  LLC and Midwest Independent Transmission System Operator, IIIC., 1 18 FERC 
11 6 1,158 (2007) (“February 28 Order”). 

Midwest lndependeiit Traiismissioii Systeiii Operator, Inc. 
701 City Ceiitcr Drive Carmei, IN 46032 

vvvvw.iiiidvvestiso.org 

mailto:1spence@rnidwestiso.org
http://vvvvw.iiiidvvestiso.org
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I. BACKGROUND 

On October 7,2005, as arrieiided on January 10,2006, LG&E Energy L,LC (now E.ON), on 
behalf of LGE/IW, submitted a proposal to withdraw LGEKU’s traiisniission facilities froni the 
transmission system operated by tlie Midwest ISO. In an order dated March 17,2006, the 
Coiimissioii conditionally accepted the LGE/KTJ proposal.’ The Conmiission also accepted a 
proposed methodology to deteimiiie tlie exit fee that LGEKIJ would have to pay to tlie Midwest 
ISO, and required E.ON to submit tlie final calculation of that fee in a coinpliarice filing within 30 
business days after the effective date of withdrawal from tlie Midwest ISO. 

On July 3 1,2006, as amended on August 8,2006, the Midwest IS0  submitted for filing with 
the Commission proposed Schedules 1 0-C, 16-A, and 17-A to tlie EMT. “lie proposed schedules 
outlined tlie fees for certain Tariff seivices that apply to L,GE/KTJ as a consequence of their 
witlidrawal from tlie Midwest ISO. On October 6,2006, tlie Conmission conditionally accepted the 
proposed scliedules for filing, subject to: (1) tlie Midwest ISO’s filing revised schedules with a 
change to the forniulas in tlie schedules to include monthly values; and (2) tlie outcome of 
LGE/KU’s conipliance filing containing tlie final exit fee.3 Effective Septeniber 1, 2006, LGEKU 
withdrew from the Midwest ISO. 

On October 12, 2006, as aineiided 011 October 25,2006, E.ON made a compliance filing with 
the final exit fee, which was provided to E.ON by the Midwest ISO. In its transmittal letter, E.ON 
noted tliat it would foiward tlie exit fee payment to tlie Midwest IS0 “subject to tlie right to contest 
any issues tliat may be identified after a thorough review of the calculations and back-up data.”4 
E.ON’s conipliaiice filing was accepted by a letter order dated November 16, 2006.5 

On Noveniber 6,2006, as aineiided 011 November 14,2006 and on Noveniber 21,2006, tlie 
Midwest IS0 submitted a conipliaiice filing, in response to tlie October 2006 Order, modifying the 
foi-niulas used in EMT Scliedules 1 0-C, 1 6-A, and 17-A to utilize all monthly values and to include 
the amount of credits (based 011 tlie final exit fee) to which LGE/KTJ are entitled under each schedule. 

On December 1 1 , 2006, E.ON provided a notice of dispute to the Midwest IS0  pursuant to 
tlie unexecuted Withdrawal Agreement that was iiicluded in E.ON’s amended witlidrawal 
application. The notice of dispute indicated E.ON’s disagreement with tlie Midwest BO’S 
calculation of E.ON’s share of tlie Midwest ISO’s financial obligations that was due as of tlie date of 

’ Louisville Gas and Electric Co. , 1 14 FERC 7 6 1,282, order. on relz g, 1 16 FERC 7 6 1,020 
(2006). 
Midwest Indepeizdeizt Trarzsnzissiorz Systern Operator-, Irzc., 1 17 FERC 7 6 1,023 
(2006)(“October 2006 Order”). 
Transmittal L,etter at 3, L,ouisville Gas and Electric Co., et al., Doclcet No. ER06-20-007 
(Oct. 12,2006). 
EON U.S., LLC, Docket No. ER06-20-007 (Nov. 16, 2006) (unpublished letter order) 
(Noveniber 2006 L,etter Order). 
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E.ON’s witlidrawal from tlie Midwest ISO. Specifically, E.ON objected to the Midwest ISO’s 
exclusion of certain billing detemiinants in coriiputing E.ON’s share of tlie financial obligations 
outstanding as tlie date of withdrawal. E.ON argued that by excluding those billing deteiminants, tlie 
Midwest IS0  overstated tlie amount of tlie withdrawal obligation owed by E.ON. 

On December 12,2006, E.ON filed a request for relieaiing and clarification of the November 
2006 Letter Order. In its rehearing request, E.ON aslced the Conmiission to acknowledge or accept 
the statement E.ON niade in its compliance filing regarding its light to contest issues later identified 
with the exit fee calculation. E.ON also requested the Cornrriission to reconsider its November 2006 
Letter Order because tlie final exit fee changed after that order was issued. 

In the Febi-uaiy 28 Order, the Coiiimission conditionally accepted the Midwest ISO’s 
conipliaiice filing and denied E.ON’s request for rehearing and clarification. The Commission 
further stated: 

The credits outlined in Schedules 10-C, 16-A, and 17-A are based on the exit fee, 
and the October 2006 Order accepted those schedules subject to the outcome of 
tlie final exit fee calculation. Accordingly, tlie credits necessarily must change if 
the exit fee changes. We note that E.ON has initiated a dispute pursuant to its 
lights under tlie dispute resolution procedures in the withdrawal agreenient, which 
may ultiinately lead to a change to tlie final exit fee. Therefore, we will require 
Midwest IS0 to file any revisions to Schedules 10-C, 16-A and 17-A to the TEMT 
tliat are required if there is any subsequent change to the final exit fee, within 30 
days of such change, or within 30 days of tlie date of this order, whicliever is 
later.‘ 

Tlie instant filing coniplies with this Coninmission directive. 

11. OVERVIEW OF FILING 

A. Recalculation Agreement 

Subject to Commission approval, tlie enclosed Recalculatioii Agreement resolves all 
issues regarding tlie Withdrawal Fee that are identifiable and quantifiable at tliis time. 

Tlie Recalculation Agreenient contains the followiiig principal provisions: 

e Section I states that a two-pronged approach was used to analyze and remedy tlie 
initial calculation of E.ON’s Withdrawal Fee obligation (the “Initial Withdrawal 
Fee Calculation”), which E.ON paid on October 13, 2006 (the “Payment Date”), 

‘ Februaiy 28 Order at P 14. 
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subject to its right to dispute such calculation. First, after discussions between tlie 
Parties, tlie Initial Withdrawal Fee Calculation was recalculated (the 
“Recalculated Withdrawal Fee”) to include certain previously excluded 
transactions from the billing deteiiiiiiiants. The Midwest IS0  will refund to E.ON 
tlie difference between the Initial Withdrawal Fee Calculation and the 
Recalculated Withdrawal Fee, with interest, upon acceptance of the Recalculation 
Agreenieiit by the Coimiiission. Second, certain revenue sources during the 
twelve months preceding E.ON’s withdrawal were excluded from the Initial 
Withdrawal Fee Calculation given they were associated with entities that are riot 
Transmission Owners and/or the volunie of such transactions to be realized in tlie 
future is uncertain. The Recalculation Agreenieiit provides that if revenue from 
these excluded sources is realized in the future, E.ON will receive credits, 
beginning with an effective date of September 1, 2006 (tlie “Withdrawal Date”) 
and coiitiiiuing until tlie expiration of Schedule 10-C and Schedule 17-A of tlie 
EMT 011 August 3 1, 2014 (tlie “Post-Withdrawal Period”). 

0 Section I1 states that tlie Schedule 10 component of tlie Initial Withdrawal Fee 
Calculation erroneously excluded tlie megawatt hours (“MWli”) of certain 
manually-billed Network Integration Traiismission Service (“NITS”) transactions 
and all Schedule 23 NITS. 

0 Section I11 states that certain reveiiue sources during tlie twelve months preceding 
E.ON’s withdrawal were deliberately excluded from tlie Initial Withdrawal Fee 
Calculation given they were associated with entities that are not Transmission 
Owners and/or tlie volume of such transactions to be realized in the ftitlture is 
uncertain. The excluded transactions in this category are: (a) all point-to-point 
(“PTP”) transactions subject to a Schedule 10 charge; and (b) all withdrawals, 
expoits, imports, financial schedules and virtual transactions subject to a Scliedule 
17 charge. 

0 Section IV states that recalculation of tlie Initial Withdrawal Fee Calculation with 
respect to Schedule 10 resulted in a nuiiiber of adjustments associated with tlie 
ei-roiieous exclusion of certain NITS transactions and then proceeds to list those 
adjustments. 

0 Section V states that recalculatioii of tlie Initial Withdrawal Fee Calculation with 
respect to Schedule 17 resulted in a number of adjustments with respect to tlie 
exclusion of cei-tain MWhs extracted from the transmission systeni and then 
proceeds to list those adjustments. 
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e Section VI lists a number of credits for certain future revenues received by tlie 
Midwest IS0 that will be provided to E.ON and explains how those credits will 
be calculated. 

e Section VI1 explains a iiiecliaiiisni for crediting E.ON for its share of tlie Deferred 
revenue balance associated with tlie Commonwealth Edison exit feet under 
Scliedule 10-A of the EMT. 

e Section VI11 states that the Recalculation Agreement resolves, subject to 
Coinmission approval, all issues regarding the Withdrawal Fee that are 
identifiable aiid quantifiable at this time; and that, if future events occur or 
infomiation arises that impact the allocation of costs comprising the Withdrawal 
Fee Calculation or otheiwise impacting tlie E.ON share, the Midwest IS0  and 
E.ON will negotiate in good faith to resolve those issues. 

The attached Prepared Direct Testiniony of the Midwest ISO’s Chief Fiiiancial Officer, 
Michael P. Holstein (“Holstein Testimony”), fui-ther explains tlie Midwest ISO’s initial 
calculation of E.ON’s Withdrawal Obligation and how it was recalculated in the Recalculation 
Agreement. The Holstein Testimony explains, inter din, that tlie estimated total aniount to be 
credited to E.ON consists of three components: (1) a credit for billing units ell-oiieously excluded 
in tlie amount of $ 9 1 0 ~ 0 6 ; ~  (2) tlie opportunity to receive a credit for actual revenue realized 
over time fioni excluded billing units estimated to be $3,527,409 in iioniiiial dollars over 8 years;’ 
and (3) a credit for a share of tlie amortization of the ComEd Withdrawal Obligation payment in 
tlie amount of $1,984,482 (in nominal dollars over 8  year^).^ The total amount to be credited to 
E.ON is, therefore, an estimated $6,422,197 (in nominal dollars over 8 years), which is the sum of 
tlie three components above. The actual amount of credit associated with the second component 
will depend 011 tlie actual revenue to be realized over time fioni tlie excluded billing units. 

B. Conforming Revisions to Schedules 10,1O-C, 17 and 17-A 

In accordance with tlie Febiuaiy 28 Order, tlie Midwest IS0 proposes the following revisions 
to Schedules 10, 1 0 4 ,  17 and 17-A of the EMT to implement the Recalculation Agreenient: 

An annual hue-up section has been added to Schedules 10-C and 17-A . The new 
sections reference tlie payment Obligation created by acceptance of this settlement 
agreement by tlie Commission. 

See Holstein Testimony, at 12- 13 and Ex. MPH-5 and MPH-6. 
See id., at 10-12 and Ex. MPH-3. 
See id., at 14 and Ex. MPH-7. 

’ 
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0 Schedules 10 aiid 17 were modified to clarify that any payneiits made to E.ON U.S. or 
its successor(s) in tlie foi-in of aiiiiual true-up payrneiits provided for in the new sections 
under Schedule 10-C aiid Scliedule 17-A will be included as costs to be recovered iri the 
computatioii of the rate for Schedule 10 and Schedule 17. 

111. DOCUMENTS SUBMITTED IN THIS FILING 

The followiiig documents are beiiig submitted together with this Traiisniittal Letter: 

Tab A - Executed Withdrawal Fee Recalculation Agreeiiieiit between tlie 
Midwest IS0 and E.ON; 

Tab R - Prepared Direct Testiiiiony of Michael P. Holstein, includiiig Exhibits 
MPH-1 through MPH-7; 

Tab C - Redliiied version of proposed revisioiis to Schedules 10, 10-C, 17 arid 
17-A of the EMT; and 

Tab D - Clean version of proposed revisions to Schedules 10, 10-C, 17 aiid 17-A 
of tlie EMT. 

1V. EFFECTIVE DATE 

Pursuaiit to Sectioii 205 of the FPA, 16 U.S.C. 0 824d, tlie Midwest IS0 respectfully requests 
that the proposed revisions become effective Jaiiuary 20,2008, (Le., sixty (60) days after filing). 

V. NOTICE AND SERVICE 

Please place the following persons on the official seivice list in this proceeding: 

Loii A. Spence" 
Midwest Independent Traiismissioii 
System Operator, Inc. 
70 1 City Center Drive 
Cam-niel, Indiaiia 46032 
Telephone: (3 17) 249-5400 
Fax: (31'7) 249-5912 
lspeiice@n.iidwestiso.org 

Stephen L. Teicliler" 
Ilia Levitiiie 
Duaiie Moiiis LLP 
1667 K Street, N.W., Suite 700 
Washington, D.C. 20006 
Telephone: (202) 776-7800 
Fax: (202) 776-780 1 
slteichler@duariernoiris.com 
ilevitiiie@duaiienioiiis.com 

* Persons autlioiized to receive seivice 

mailto:lspeiice@n.iidwestiso.org
mailto:slteichler@duariernoiris.com
mailto:ilevitiiie@duaiienioiiis.com
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The Midwest IS0  hereby respectfully requests waiver of tlie requirernents set foi-th in 
18 C.F.R. 5 385.2010. The Midwest IS0 has seived a copy of this filing electronically, with 
attaclunents, upon all Taiiff Custoniers under the Energy Markets Tariff, Midwest IS0 Members, 
Meniber representatives of Transmission Owners and Noli-Transmission Owners, the Midwest IS0 
Advisoiy Conuiiittee participants, as well as all state commissions in the region. In addition, the 
filing has been posted electronically on the Midwest IS0’s website at w. r?zidivesti?znr.ket.org under 
tlie heading “Filings to FERC” for other interested parties in this matter. 

Good cause exists for grantiiig this waiver due to the nuniber of interested pai-ties in this 
matter, tlie limited resources available to make seivice, and the financial burden to the Midwest IS0 
in copying and mailing copies of this filing. Marly pai-ties, in fact, prefer receiving their copy in 
electronic foimat or via the Midwest ISO’s website. In addition, paper copies will be made available 
to any person upon request by contacting counsel of record for tlie Midwest IS0. 

VI. CONCLUSION 

For all of the foregoing reasons, tlie Midwest IS0 respectfully requests that the Conimission 
accept this filing, effective Jaiiuaiy 20,2008. In addition, tlie Midwest IS0 requests waiver of any 
additioiial regulations tlie Coinniissioii may deem applicable. 

Respectfully submitted, 

L,oi-i A. Speiice 
Deputy General Counsel 

Attacllmerits 

cc: Jennifer Ainerldiail, FERC 
Susan J. Court, FERC 
Patrick Clarey, FERC 
Chiistopher Miller, FERC 
John Rogers, FERC 
Melissa Lord, FERC 
Michael Domini, FERC 

DMZ\IZW171 I 

http://r?zidivesti?znr.ket.org
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u. s. 

October 18,2007 

Martyn Gallus 
Sr Vice President, 

Energy Marketing 

220 West Main Street 

P O  Box 32030 (40232) 

Louisville, Kentucky 40202 

T (502) 627-4216 

F (502) 627-4175 

rnartyn gallusbeon-us coni 

Stephen K. Kozey 
Vice President and General Counsel 
Midwest IS0 Midwest IS0 
70 1 City Center Drive 
Camel, Indiana 46032 

Mr. Michael P. Holstein 
Vice President and Chief Financial Officer 

70 1 City Center Drive 
Camel, Indiana 46032 

Re: Recalculation of the Withdrawal Fee 

Dear Steve and Mike: 

This letter, when signed by E.ON t7.S. LLC (“E,ON”), on behalf of its operating companies 
L,ouisville Gas and Electric Company and Kentucky Utilities Company, and countersigned by the 
Midwest Independent Transmission System Operator, Inc. (the “Midwest ISO”), shall confirm 
E.ON’s and the Midwest ISO’s (together, the “Parties”) mutual intention and understanding 
with respect to resolution of the discussions regarding calculation of the Withdrawal Fee paid 
upon E.ON’s withdrawal from the Midwest IS0 (the “Withdrawal”). Promptly upon execution 
of this letter agreement, Midwest IS0  will seek approval of the Federal Energy Regulatory 
Commission (“FERC”) under Section 205 of the Federal Power Act for a re-calculation of the 
Withdrawal Fee charged to E.ON based on the following terms: 

I. A two-pronged approach was used to analyz,e and remedy the initial calculation of 
E.ON’s Withdrawal Fee obligation (the “Initial Withdrawal Fee Calculation”), which 
E.ON paid on October 13,2006 (the “Payment Date”), subject to its right to dispute such 
calculation. 

a. After discussions between the Parties, the Initial Withdrawal Fee Calculation was re- 
calculated (the “Recalculated Withdrawal Fee”) to include certain previously 
excluded transactions from the billing determinants. As provided herein, the 
Midwest IS0  shall refund to E.ON the difference between the Initial Withdrawal Fee 
Calculation and the Recalculated Withdrawal Fee, with interest, upon acceptance of 
this recalculation agreement by FERC. 



b. Certain revenue sources during the twelve months preceding E.ON’s withdrawal 
were excluded from the Initial Withdrawal Fee Calculation given they were 
associated with entities that are not Transmission Owners and/or the volume of such 
transactions to be realized in the future is uncertain. The Parties hereby agree that if 
revenue from these excluded sources is realized in the future, E.ON will receive 
credits, beginning with an effective date of September 1, 2006 (the “Withdrawal 
Date”) and continuing until the expiration of Schedule 10-C and ScheduIe 17-A of 
the Midwest IS0 Open Access Transmission and Energy Markets Tariff on August 
3 1,2014 (the “Post-Withdrawal Period”). 

11. Upon review, the Schedule 10 component of the Initial Withdrawal Fee Calculation 
erroneously excluded the megawatt hours (“MWh”) of certain manually-billed Network 
Integration Transmission Service (“NITS”) transactions and all Schedule 23 NITS. 

111. Upon review, certain revenue sources during the twelve months preceding E.ON’s 
withdrawal were deliberately excluded from the Initial Withdrawal Fee Calculation given 
they were associated with entities that are not Traiismission Owners and/or the volume of 
such transactions to be realized in the future is uncertain. The excluded transactions in 
this category are as follows: 

a. All point-to-point (“PTP”) transactions subject to a Schedule 10 charge; 
b. All withdrawals, exports, imports, financial schedules and virtual transactions subject 

to a Schedule 17 charge. 

IV. Recalculation of the Initial Withdrawal Fee Calculation with respect to Schedule 10 
resulted in the following adjustments associated with the erroneous exclusion of certain 
NITS transactions: 

a. The recalculation of Schedule 10 results in a corrected E.ON share of 6.50%, based 
on an E.ON share of 53,957,880 MWh and a total of 830,55 1,663 MWh; 

b. The Schedule 10 component of the Initial Withdrawal Fee Calculation will be 
adjusted and EON will, upon acceptance by FERC of this recalculation agreement, 
receive an immediate rehnd in the amount of $740,083 plus interest, which amount 
will account for the exclusion of manually-billed NITS and Schedule 23 NITS from 
the Initial Withdrawal Fee Calculation; and 

c. The interest will be calculated at the Midwest ISO’s overnight bank rate, as adjusted 
from time to time, and accruing from the Payment Date through the date of payment 
of the refund. 



V. Recalculation of the Initial Withdrawal Fee Calculation with respect to Schedule 17 
resulted in the following adjustments with respect to the exclusion of certain MWhs 
extracted from the transmission system: 

a. The recalculation of Schedule 17 results in a corrected E.0N share of 6.29%, based 
on an E.ON share of 78,182,305 MWh and a total of 1,243,559,305 MWh; 

b. The Schedule 17 component of the Initial Withdrawal Fee Calculation will be 
adjusted and E.ON will, upon acceptance by FERC of this recalculation agreement, 
receive an immediate refund in the amount of $1 17,828 plus interest, which will 
account for exclusion of withdrawals from the billing determinants; and 

c. The interest will be calculated at the Midwest ISO’s overnight bank rate, as adjusted 
from time to time, and accruing from the date of payment of the Initial Withdrawal 
Fee to the date of payment of the refund. 

VI. Credits for certain future revenues received by the Midwest IS0 will be provided to 
E.ON as follows: 

a. Credits for certain Schedule 10 and Schedule 17 revenues will be provided 
periodically during the Post-Withdrawal Period as follows: 

1. The Midwest IS0 will, upon acceptance by FERC of this recalculation 
agreement, provide E.ON an immediate credit for certain revenues received 
by the Midwest IS0  during the period beginning on the Withdrawal Date 
and continuing through December 3 1, 2006; 
Subsequently, a credit will be provided to E.ON on an annual basis 
beginning with a credit made on or before January 3 1,2008, and continuing 
each January 3 1 thereafter through January 3 1,20 15; and 
The credits will be based on certain revenues received by the Midwest IS0 
during the prior calendar year, beginning with revenues received during the 
2007 calendar year and continuing with revenues received through August 
31,2014. 

2. 

3. 

b. The credits will be based on that portion of revenue received from certain 
excluded transactions that contributes towards the payment of financial 
obligations such as principal and interest on the senior unsecured debt of the 
Midwest IS0 outstanding as of the Withdrawal Date. 

1. The financial obligations as of the date of withdrawal that were 
allocated to Schedule 10 total $272,940,982. 

2. The financial obligations as of the date of withdrawal that were 
allocated to Schedule 17 total $208,258,127. 



3. The financial obligations shall be amortized evenly over the period 
September 1,2006 through August 3 1 ,20 14 for the purposes of 
determining the monthly credit owed. The annual credit shall be the 
sum of the monthly credits. 

4. A credit rate per MWh for Schedule 10 (“Schedule 10 Credit Rate”) 
and Schedule 17 (“Schedule 17 Credit Rate”) will be computed for 
each partial and full year during the period September 1,2006 through 
August 3 1,20 14. 

5.  The Schedule 10 Credit Rate shall be the Schedule 10 financial 
obligation allocated to each partial year or fill year divided by all 
Schedule 10 and Schedule 23 MWhs realized during the partial year or 
full year. The Schedule 10 and Schedule 23 MWhs to be used for this 
calculation are the demand-based billing determinants. 

6. The Schedule 17 Credit Rate shall be the Schedule 17 financial 
obligation allocated to each partial year or full year divided by all 
Schedule 17 MWhs realized during the partial year or full year, 
including injections, withdrawals, exports, imports, financial 
schedules and virtual transactions. 

c. The annual Schedule 10 credits will be calculated by taking the difference 
between the E.ON share of Schedule 10 billing determinants described in Section 
I11 above (6.50%) less the E.ON share of Schedule 10 Point-to-Point MWh 
during the twelve month period immediately preceding the Withdrawal Date 
(0.027%), multiplied by the product of the actual Schedule 10 Point-to-Point 
MWhs realized by the Midwest IS0  during the Post-Withdrawal Period and the 
Schedule 10 Credit Rate, plus interest. 

d. Schedule 17 credits will be calculated individually for each excluded source as 
follows: 

1. The annual credit for Schedule 17 export revenues will be calculated by 
taking the difference between the E.ON share of Schedule 17 billing 
determinants described in Section IV above (6.29%) less the E.0N share of 
Schedule 17 export MWh during the twelve month period immediately 
preceding the Withdrawal Date (QUOS%), multiplied by the product of the 
actual Schedule 17 export MVirhs realized by the Midwest IS0 during the 
Post-Withdrawal Period arid the Schedule 17 Credit Rate, plus interest. 
The annual credit for Schedule 17 financial schedule revenues will be 
calculated by taking the difference between the E.ON share of Schedule 17 
billing determinants as recalculated in Section IV (6.29%) less the E.ON 

2. 



share of Schedule 17 financial schedule MWh during the twelve month 
period immediately preceding the Withdrawal Date (2.52%), multiplied by 
the product of the actual Schedule 17 financial schedule MWhs realized by 
the Midwest IS0  during the Post-Withdrawal Period and the Schedule 17 
Credit Rate, plus interest. 
The annual credit for Schedule 17 import revenues will be calculated by 
taking the difference between the E.ON share of Schedule 17 billing 
determinants as recalculated in Section IV (6.29%) less the E.ON share of 
Schedule 17 import MWh during the twelve month period immediately 
preceding the Withdrawal Date (2.97%), multiplied by the actual Schedule 
17 import MWhs realized by the Midwest IS0 during the Post-Withdrawal 
Period and the Schedule 17 Credit Rate, plus interest. 
The annual credit for Schedule 17 virtual revenues will be calculated by 
taking the difference between the E.ON share of Schedule 17 billing 
determinants as recalculated in Section IV (6.29%) less the E.ON share of 
Schedule 17 virtual MWh during the twelve month period immediately 
preceding the Withdrawal Date (0.91%), multiplied by the actual Schedule 
17 virtual MWhs realized by the Midwest IS0 during the Post-Withdrawal 
Period and the Schedule 17 Credit rate, plus interest. 

3. 

4. 

e. Interest paid on the Schedule 10 and Schedule 17 credits will be calculated at the 
Midwest ISO’s overnight bank rate, as adjusted from time to time, and will accrue 
from the Payment Date to the date of payment of the credit. 

VII. Mechanism for crediting E.ON for its share of the Deferred Revenue balance associated 
with the Commonwealth Edison (“CornEd”) exit fee under Schedule IO-A of the 
Midwest IS0 Tariff. 

a. On February 28,2007, in Docket No. ERO7-384-000, FERC issued an Order 
Accepting Tariff Amendments which accepted the Midwest ISO’s proposal to revise 
its tariff to reflect a change in the amortization period of the withdrawal obligations 
of ComEd and E.ON. 

b. As a result of the order, the Midwest IS0  began amortizing CamEd’s deferred 
revenue balance on a monthly basis beginning on February 28,2007, and will 
continue with such monthly amortization through December 15,20 13, which is the 
last date on which credits are available to ComEd through Schedule IO-A of the 
Midwest ISO’s tariff. 

c. The Midwest IS0 will determine E.ON’s share of the amortization amount by 
multiplying the total annual amortization amount by E.ON’s allocation factor of 
S.88%, which represents E.ON’s share of all Schedule 10 billing determinants, 



including point-to-point transactions that took place during the twelve-month period 
immediately preceding the Withdrawal Date. 

d. On or before February 28 of each year, beginning on February 28,2007, or as soon 
thereafter as FERC approves this recalculation agreement, and continuing through 
February 28,2014, the Midwest IS0 will issue a credit memo to E.ON for E.0N’s 
share of the amortization amount for the previous year (i.e., the year in which the 
amortization was incurred). Payment of the credit memo amount will be due within 
ten (1 0) business days thereafter. 

VIII. The Parties acknowledge and agree this letter agreement resolves, subject to FERC 
approval, all recalculation issues regarding the Withdrawal Fee that are identifiable and 
quantifiable at this time. The Parties further agree that if future events occur or 
information arises that impact the allocation of costs comprising the Withdrawal Fee 
Calculation or otherwise impacting the E.ON share, they will negotiate in good faith to 
resolve those issues. 

Sincerely, 

Idartyn-Gallus 
Sr. Vice President Energy Marketing 

Agreed upon and accepted by the undersigned on the date adjacent to signature 

The Midwest Independent Transmission System Operatar, Inc. 

cc: Elizabeth Cacanougher 
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PRI3PARED DIRECT TESTIMONY OF 
MICHAEL P. HOLSTEIN 

Q. 

A. 

Q- 

A. 

Q. 

A. 

I. INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Michael P. Holstein. My business address is 701 City Center Drive, 

Caiiiiel, Indiana, 46032. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am tlie Vice Presideiit and Chief Financial Officer of tlie Midwest Independent 

Transmission System Operator, Inc. (“Midwest ISO”). I have held niy cull-ent 

position sirice May 200 1. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPERIENCE. 

I am a graduate of tlie Uiiiversity of New Mexico with a B.S. degree in Civil 

Engineering and an M.B.A. degree with a finance concentration. Prior to joining 

the Midwest IS0  I held tlie position of Vice President of Strategic Business 

Initiatives at IPALCO Eiitei-prises, Inc., a holding company that owried 

Indianapolis Power & Light Company (“IPL,”). IPL is an electric utility serving 



over 400,000 retail customers in central Indiana. Prior to my eniployiiieiit at 

IPALCO Enterprises, Iiic., I worked for Deloitte & Touche LLP in Atlanta, 

Georgia; EDS/Eiiergy Management Associates, Iiic. in Atlanta, Georgia; Houston 

Lighting & Power in Houston, Texas; arid Public Service Coinpaiiy of New 

Mexico in Albuquerque, New Mexico. My entire professional career has 

involved ernployiiient by or coiisultirig to electric utilities. 

Q. PLEASE DESCRIBE YOUR JOB RESPONSIBILITIES WITH THE 

MIDWEST I S 0  AS THEY RELATE TO THIS FILING. 

My priiiiaiy responsibilities are for the fuiictional areas of accounting, budgeting, 

treasury managemeiit, credit risk management, financial reporting and 

forecasting, procurernent, internal audit and enterprise risk management. 

HAVE YOU SPONSORED ANY TESTIMONY BEFORE REGULATORY 

COMMISSIONS? 

A. 

Q. 

A. Yes .  I have submitted testimony before the Federal Energy Regulatory 

Coinmission (“FERC” or “Coiiimissioii”) on several occasioiis iiivolviiig matters 

specific to the Midwest ISO. 

11. PURPOSE OF TESTIMONY 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

The purpose of my testimony is to explain how the Withdrawal Obligation for 

E.ON US. LLC (“E.ON’) has been calculated in the Recalculation Agreement 

between the Midwest IS0 aiid E.ON U.S. LLC (“E.ON”), dated October 22, 2007 

(“Recalculation Agreement”), which is included with this filing. The 

A. 
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Recalculation Agreement resolves all issues between E.ON and the Midwest IS0 

regarding tlie Witlidrawal Obligation that are identifiable and quantifiable at this 

time. 

111. E.ON’s WITHDRAWAL OBLIGATION 

Q. PLEASE EXPLAIN THE NATURX OF THE DISPUTE INITIATED BY 

E.0N WITH REGARDS TO THE WITHDRAWAL OBLIGATION PAID 

TO THE MIDWEST I S 0  UPON THE WITHDRAWAL OF ITS 

LOUISVILLE GAS & ELECTRIC COMPANY (“LGE”) AND 

KENTUCKY UTILITIES COMPANY (“KU”) SUBSIDIARIES? 

On December 11, 2006, E.ON provided a notice of dispute to the Midwest IS0 

pursuant to tlie unexecuted Witlidrawal Agreement that was filed with the FERC 

on Jaiiuaiy 10, 2006, as an attachment to E.ON’s amended withdrawal application 

in Doclcet Nos. ER06-20-00 1 and EC06-4-00 1. The notice of dispute indicated 

E.ON’s disagreement with tlie Midwest ISO’s calculation of E.ON’s share of the 

Midwest ISO’s financial obligations that was due as of the date E.ON’s 

withdrawal from the Midwest ISO. The essence of the dispute is tliat tlie Midwest 

IS0  excluded certain billing determinants in computing E.ON’s share of the 

financial obligations outstanding as tlie date of withdrawal. E.ON claims tliat by 

excluding those billing deteiminants, tlie Midwest IS0 overstated tlie amount of 

tlie Withdrawal Obligation owed. 

DID THE MIDWEST I S 0  EXCLUDE CERTAIN BILLING 

DETERMINANTS IN COMPUTING E.ON’S SHAW, OF THE 

A. 

Q. 
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FINANCIAL, OBLIGATIONS OUTSTANDING AS THE DATE OF 

WITHDRAWAL,? 

A. Yes. 

Q. WHY DID THE MIDWEST I S 0  EXCLUDE CERTAIN BILLING 

DETERMINANTS IN COMPUTING E.ON’S SHARE OF THE 

FINANCIAL OBLIGATIONS OUTSTANDING AS THE DATE OF 

WITHDRAWAL,? 

The billing detei-niiiiaiits that were deliberately excluded were those associated 

with tlie following types of transactions: 

A. 

All point-to-point transmission reservatioiis subject to Schedule 10 charges, 

All energy extractions fioni the Midwest IS0  subject to Schedule 17 charges, 

0 

0 

WHY WERE THESE BILLING DETERMINANTS EXCLUDED FROM 

THE COMPUTATION OF E.ON’S SHARE OF THE FINANCIAL 

OBLIGATIONS OUTSTANDING AS THE DATE OF WITHDRAWAL,? 

The challenge faced by tlie Midwest IS0  iii deteilriiriiiig E.ON’s share of the 

financial obligations outstaiidiiig as of the date of withdrawal was determining 

how to compute that share given the followiiig facts: (1) oiily Transmission- 

Owning members of the Midwest IS0  have a contractual obligation to pay a share 

of the financial obligations upon withdrawal, and (2) the sum total of all billing 

All energy exports fi-om the Midwest subject to Schedule 17 charges, 

All energy inipoi-ts into the Midwest IS0 subject to Schedule 17 charges, 

All financial schedules (FINSCHEDS”) subject to Schedule 17 charges, and 

All virtual transactions in tlie energy niarlcet subject to Schedule 17 charges. 

Q. 

A. 
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deteiminants includes transactions for Tariff Customers that are not transmissioii 

owners. 

WHAT IS THE SIGNIFICANCE OF THE FACT THAT CERTAIN 

TARIFF CUSTOMERS ARE NOT OBLIGATED TO PAY ANY PORTION 

OF THE FINANCIAL OBLIGATIONS OF THE MIDWEST I S 0  IJPON 

THEIR WITHDRAWAL AS A TARIFF CTJSTOMER? 

Tlie iiiclusion of billing deteiiniiiants for Tariff Custorners that are not obligated 

to pay any portion of the financial obligations of the Midwest IS0 in coiiiputiiig 

E.ON’s share could result in one of two outcomes: (1) less than full recoveiy of 

the fiiiaiicial obligations outstanding, or (2) a shift of financial obligatiolis 

outstanding to the remaining Transniissioii-Owning members if they were to 

withdraw at a later date in time than E.ON. To illustrate, assume ninety-five 

percent (95%) of all billing detei-rniiiants for transactions are associated with 

Traiisiiiission-Owiiiiig nienibers and the remaining five percent (5%) of all billing 

deteiniinants are associated with transactions of Tariff Custoniers that are not 

Traiismissioii-Owiiiiig members. Now, assunie all Traiisiiiission Owners 

siniultaneously withdraw. Under this scenario, the allocation of the financial 

obligations of the Midwest ISO, if all billing deteiminants were used, would result 

in five percent (5%) being allocated to Tariff Customers with no contractual 

obligation to pay any portion of tlie financial obligations. As such, the Midwest 

IS0 would not recover tlie full amount of the financial obligations outstanding. 

Therefore, tlie Midwest IS0  elected to use only Network Integration 

Transniission Service billing units associated with Transmission Owners to 

Q. 

A. 



allocate Schedule 10-related finaiicial obligatioiis and energy iiijectioii billing 

uiiits associated with Traiismission Owners for Schedule 17-related fiiiaiicial 

obligations. This decision resulted in the exclusion of certain billing uiiits in 

calculating E.ON’s share of the fiiiaiicial obligatioiis outstaiidirig as of the time of 

withdrawal. 

WHY DID THE MIDWEST I S 0  EXCLUDE ENERGY EXTRACTIONS Q. 

FROM THE COMPUTATION OF SCHEDULE 17-RELATED 

OBLIGATIONS? 

Energy iiijectioiis (e.g., generation) for the most pai-t equal energy extractions 

(e.g., load) for vertically integrated Transmission-Owiiiiig members, such as 

E.ON’s subsidiaries L,GE and KTJ. As such, a decision was made to simplify the 

computation aiid use oiily energy iiijectioiis. 

WHAT WAS E.ON’S SHARE OF THE FINANCIAL OBLIGATIONS 

OUTSTANDING AS OF THE DATE OF WITHDRAWAL AS COMPUTED 

BY THE MIDWEST ISO? 

The total fiiiancial obligations outstaiidiiig as of August 3 1, 2006, were 

$5 19,36 1,734. The total was allocated into Schedule 10-related obligations, 

Schedule 1 &related obligatioiis aiid Schedule 17-related obligations as shown in 

Exhibit MPH-1. E.ON’s Schedule 10-related sliare of 6.77% was computed 

using oiily Network Integration Trarisriiission Service traiisactioiis associated with 

entities that are contractually responsible for the fiiiaiicial obligatioiis of the 

Midwest ISO. E.ON’s Schedule 16-related share of 4.07% was computed using 

all Financial Traiisniissioii Rights (“FTRs”) issued. E.ON’s Schedule 17-related 

A. 

Q. 

A. 
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share of 6.34% was coiiiputed using only energy injections associated with 

entities that are contractually responsible for the financial obligations of the 

Midwest ISO. 

Q. WJXAT WOULD E.ON’S SHARE OF SCHEDIJLE 17-WiLATED 

FINANCIAL OBLIGATIONS HAVE BEEN IF THE MIDWEST IS0 HAD 

INCLUDED ENERGY EXTRACTIONS IN THE COMPIJTATION OF 

SCHEDIJLE 17-RFLATED OBLIGATIONS? 

A. As sliowii in Exhibit MPH-2, E.ON’s share of Schedule 17-related financial 

obligations would have been 6.29% if both energy injections and energy 

extractioiis had been used. 

WERE THF,RE OTHER BILLING DETERMINANTS THAT WERE 

EXCLUDED IN COMPUTING E.ON’S SHARE OF THE FINANCIAL 

OBLIGATIONS OUTSTANDING AS THE DATE OF WITHDRAWAL? 

Q. 

A. Yes. 

Q. PLEASE DESCRIBE THE NATURE OF THE OTHER BILLING 

DETERMINANTS THAT WERE EXCLIJDED IN COMPUTING E.ON’S 

SHARE OF THE FINANCIAL OBLIGATIONS OUTSTANDING AS THE 

DATE OF WITHDRAWAL. 

During the dispute resolution process, the Midwest IS0 discovered that certain 

billing determinants were eiroiieously excluded. The billing determinants that 

were eiroiieously excluded were associated with the following types of 

transactions: 

A. 
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0 Network Integration Transmission Service reservations that are manually 

billed by the Midwest ISO, and 

Network Integration Transmission Service reservations that are subject to 

Schedule 23 (Recovery of Schedule 10 and Schedule 17 Costs from Certain 

Grandfathered Agreements) charges. 

0 

Q. WHAT WOULD E.ON’S SHARII OF SCHEDULE 1O-WiLATED 

FINANCIAL OBLIGATIONS HAVE BEEN IF THE MIDWEST IS0 HAD 

INCLUDED THE BILLING DETERMINANTS FOR THESE TWO TYPES 

OF TRANSACTIONS IN THE COMPUTATION OF SCHEDULE 10- 

RELATED OBLIGATIONS? 

As shown in Exhibit MPH-2, E.ON’s share of Schedule 10-related financial 

obligations would have been 6.50% if the billing detei-rninants for these two types 

of transactions had been included in the computation of Schedule 1 0-related 

obligations. 

PLEASE DESCRIBE THE NATURE OF THE RECALCUL,ATION 

AGREEMENT RF,ACHED WITH E.ON WITH REGARDS TO THE 

DISPUTE OVER EXCLUSION OF CERTAIN BILLING 

DETERMINANTS IN CAL,CUL,ATING E.ON’S SHARE OF THE 

MIDWEST ISO’S FINANCIAL OBLJGATIONS OUTSTANDING AS OF 

THE DATE OF WITHDRAWAL? 

The essence of the Recalculation Agreement is two-fold. One, the Midwest IS0  

will, subject to FERC acceptance of the Recalculation Agreement and 

iniplemeiitiiig Tariff revisions, issue a refund to E.ON to account for the 

A. 

Q. 

A. 
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ei-roneous exclusion of certain billing deteilriinants that should lime been included 

in the original calculation of the Withdrawal Obligation. Two, subject to FERC 

acceptance of the Recalculation Agreement and implementing Tariff revisions, 

the Midwest IS0 will provide E.ON with an annual credit for a share of the future 

revenue realized from tlie excluded transaction types to the extent such reveiiue 

contributes to payment of tlie financial obligations of the Midwest IS0 that were 

outstanding as of the date of E.ON’s withdrawal. 

PLEASE EXPLAIN WHAT YOU MEAN BY “...TO THE EXTENT SUCH 

WYENUE CONTRIBIJTES TO PAYMENT OF THE FINANCIAL 

OBLIGATIONS OF THE MIDWEST I S 0  THAT WERE OUTSTANDING 

AS OF THE DATE OF E.ON’S WITHDRAWAL.” 

A portion of the Schedule 10 and Schedule 17 revenue to be realized in tlie future 

from the excluded transaction types will offset the Midwest ISO’s operating 

expenses. The balance will offset tlie Midwest ISO’s finaiicial obligations, such 

as tlie principal and interest payments oil its debt. Only the portion of the revenue 

to be realized that offsets the Midwest ISO’s fiiiancial obligations will be used in 

computing an annual credit to be paid to E.ON. 

FOR PURPOSES OF THIS WXALCULATION AGW,EMENT, WHAT 

Q. 

A. 

Q. 

ARE THE FINANCIAL, OBLIGATIONS OVER TIME THAT WILL 

SERVE AS THE BASIS FOR COMPUTING THE CREDIT? 

As shown in Exhibit MPH-1, the Schedule 10-related fiiiaiicial obligations on 

August 3 1, 2006 were $272,940,982, and the Schedule 17-related financial 

obligations were $208,258,127. The Midwest IS0  and E.ON agreed to levelize 

A. 
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these financial obligations evenly over the ninety-six (96) month period 

amortization period in Schedule 10-C and Schedule 17-A for the pui-poses of this 

Recalculatioii Agreement. 

HOW WILL, THE PROPOSED ANNUAL, CREDIT FOR FUTURE 

REVENUE FROM EXCLIJDED TRANSACTIONS BE COMPUTED? 

Tlie calculation of the annual credit associated with revenue derived iii tlie future 

fiom tlie excluded traiisaction types is shown in Exhibit MPH-3. Tlie first step 

in computing the credit is to determine tlie total billing determinants for all 

Schedule 1 0-related transactions and all Schedule 17-related transactions during 

tlie twelvemonth period starting September 1 , 2005 and ending August 3 1 , 2006, 

tlie date of E.ON’s withdrawal. Tlie total of all traiisactioiis by type and E.ON’s 

share by transaction type was previously identified in Exhibit MPH-2. 

Q. 

A. 

Tlie second step is to cornpute a credit rate per MWh for Schedule 10 aiid 

Schedule 17. The numerator for tlie credit rate calculation is the sum of tlie 

moiitlrily amounts of tlie Schedule 10 aiid Schedule 17 financial obligations in 

each year as shown in Exhibit MPH __ 3. To illustrate, the Schedule 10 financial 

obligatioii for 2007 is $34, I 17,623 and tlie Schedule 17 finaiicial obligation is 

$26,032,266. 

Tlie denominator for tlie credit rate calculation will be the actual aiiiouiit 

of Schedule 10 and Schedule 17 transactions for tlie nioiitlis in each year. The 

billing detei-rninaiits in Exhibit MPH-3 for 2006 are actual data for September 1 

through December 3 1. The billing detei-rninaiits for all other years in Exhibit 

MPH-3 are projections at this time and will be replaced with actual values over 

10 



time. Projected numbers are provided to illustrate tlie calculation and provide an 

estimate of the credit that could be realized. 

Dividing the 2007 fiiiaiicial obligations by the projected total of all 2007 

billing determinants yields a Schedule 10 credit rate of $0.0388 per MWh and a 

Schedule 17 credit rate of $0.0 182 per MWh in this illustration. 

The third step is to compute E.ON’s percentage share of tlie Schedule 10 

credit revenue and Schedule 17 credit revenue. That share is based on the 

difference between E.ON’s share after correction for the mistakenly excluded 

billing determinants and its share of the excluded transactions during the 

upcoming year. To illustrate, E.ON’s sliare of Schedule 10-related financial 

obligations after coirectioii as shown in Exhibit MPH-2 is 6.50%. E.ON’s share 

of tlie excluded Schedule 10 transactions, which in this case is Point-to-Point 

Transmission Service transactions, as shown in Exhibit MPH-2 is 0.03%. This 

difference between these two values is 6.47%. 

The foui-tli step is to compute tlie Schedule 10 aiid Schedule 17 revenue 

realized froni tlie excluded transactions. For the 2007 exaniple in Exhibit 

MPH-3, tlie Schedule 10 revenue realized froni projected poiiit-to-point 

traiismission service transactions is $3,718,821, 

The fifth step is to compute the amount of the credit. This is done by 

niultiplyiiig the adjusted share for E.ON of 6.47% by tlie projected Schedule 10 

credit revenue of $3,7 18,82 1. The resultant Schedule 10-related credit is a 

projected $240,608. A similar calculation is done for each of the excluded 

1 1  



Schedule 17-related transaction types. The projected Schedule 17-related credit 

for 2007 is $199,660. The combined credit for 2007 is a projected $440,268. 

The final step is to compute interest owed on tlie annual credit back to the 

date of withdrawal. For purposes of the Recalculation Agreement, the Midwest 

IS0 and E.ON agreed to assume each year’s credit was earned evenly over the 

months in tlie year. The interest rate to be applied will be tlie actual rate of 

interest earned by the Midwest IS0 each month on its investment accouiit 

balance. 

HAVE YOU APPLIED THE PROPOSED CREDIT FORMULAS TO A 

COMPIJTATION OF THE CREDIT OWED FOR THE PERIOD 

SEPTEMBER 1,2006 THROUGH DECEMBER 31,2006? 

Yes. The values in Exhibit MPH-3 for 2006 are actual billing determinants and 

actual revenue realized during the last four months of 2006. The amount of credit 

owed for Schedule 10-related financial obligations is $80,706. The amount of 

credit owed for Schedule 17-related financial obligations is $71,3 14. The total 

credit owed before interest is $152,020. Exhibit MPH-4 presents the 

computation of tlie interest owed on tlie credit amount based on the assumption 

that tlie Recalculation Agreement is accepted Deceniber 1 , 2007. The actual 

interest rate eai-ned in October and November of 2007 will be substituted for the 

projected values in Exhibit MPH-4 when the final interest owed is computed. 

YOUR TESTIMONY THUS FAR HAS ADDRESSED THE FORMULAS 

TO BE USED TO COMPUTE THE FUTURE CREDIT ASSOCIATED 

Q. 

A. 

Q. 

WITH THE EXCLUDED BILLING DETERMINANTS. IS THERE A 

12 



SEPARATE COMPUTATION RF,QIJIRED TO CORRECT FOR THE 

BILLING DETERMINANTS THAT WERE ERRONEOUSLY EXCLUDED 

IN COMPIJTING E.ON’S SHARF, OF THE SCHEDULE 1O-RFdLATED 

FINANCIAL OBLIGATIONS? 

Yes. As shown in Exhibit MPH-2, E.ON’s share of the Schedule 10-related 

financial obligatiolis after coi-recting for tlie ell-oneously excluded billing 

detei-niinants sliould have been 6.50% and not 6.77%. As shown in Exhibit 

MPH-S, the corrected Schedule 1 0-related financial obligation owed is 

$17,73 1,970. Therefore, a credit of $740,083 for the difference between what 

E.ON paid and wliat it sliould have paid is owed to E.ON. Interest owed 011 tliis 

credit balance will be computed as per the Recalculation Agreement as shown in 

Exhibit MPH-6. 

A. 

Q. IS THERE ALSO A SEPARATE CREDIT OWED FOR SCHEDULE 17- 

RELATED FINANCIAL OBLIGATIONS? 

Yes. This credit is associated witli the agreement to use both energy injections 

and energy extractions in coniputing E.ON’s share of the Schedule 17-related 

financial obligations. The Schedule 17-financial obligation owed based on 

E.ON’s 6.29% share of all energy injections and energy extractions during tlie 

period September 1, 2005 through August 3 1, 2006 is sliowii in Exhibit MPH-S. 

The difference between what E.ON paid and tliis revised value is $1 17,828. 

Interest owed on this credit balance will be computed per the Recalculation 

Agreement as shown in Exhibit MPH-6. 

A. 
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Q. ARE THERE ANY OTHER ISSUES TO BE ADDRESSED AS PART OF 

THIS RECALCULATION AGREEMENT? 

Yes. The remaining issue is tlie provision of an annual credit for E.ON’s share of 

tlie amortization of tlie Withdrawal Obligation in Schedule 10-A. The 

amoi-tization of the Withdrawal Obligatioii paid by Commonwealth Edisoii as 

provided for in Schedule 10-A acts to reduce tlie rate paid by all Tariff 

Customers. Tlie Midwest IS0 agreed to provide a share of the ainortization 

amount to E.ON given the fact that E.ON’s subsidiaries LGE and KTJ were 

founding nienibers of the Midwest ISO. Tlie foimula for providing this credit is 

to multiply the amortization amount during each year by E.ON’s sliare of all 

Schedule 10 billing determinants during tlie twelve rnontlis preceding its 

witlidrawal, which is 5.88%. E.ON’s share of the Schedule 10-A amortization 

amount each year is shown in Exhibit MPH-7. The amoi-tization credit will be 

paid annually at the end of each year and interest will be paid on the amowit owed 

but not paid during each moiitli witliin a year. 

HOW WILL THE PROPOSED CREDITS UNDER THE 

IUXALCULATION AGREEMENT BE REFLECTED IN THE 

SCHEDULE 10 AND SCHEDULE 17 RATES PAID BY OTHER TARIFF 

CUSTOMERS? 

The proposed credits that are related to Schedule 10 financial obligations for 

which E.ON will receive a credit will be included as an expense to be recovered 

under Schedule 10 from all Tariff Customers. As noted in the redliiied version of 

Schedule 10 submitted with this Recalculation Agreement filing, tlie variable 

A. 

Q. 

A. 
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CREDIT-SCH10 in tlie rate formula in Section 1II.A of Schedule 10 will be net 

of any payments made once per year to E.ON. 

The proposed credits that are related to Schedule 17 financial obligations 

for which E.ON will receive a credit will be included as an expense to be 

recovered under Schedule 17 fiom all Tariff Customers. As noted in the redlined 

version of Schedule 17 submitted with this Recalculation Agreement filing, the 

variable EMS-CREDIT iii tlie rate foiniula in Section I11 of Schedule 17 will be 

net of aiiy payments made once per year to E.ON. 

DOES THIS CONCLUDE YOUR TESTIMONY? Q. 

A. Yes. 



STATE OF INDIANA 

cowry OF HAMILTON 

ATTESTATION 

I, Michael P. Holstein, hereby certify that the foregoing Testimony was prepared 
by me or under my direction. I have reviewed the foregoing Testimony and it is true and 
correct to the best of my knowledge and belief. 

Michal P. Holstein 
Vice President and Chief Financial 
Officer 

SUBSCRIBED and SWORN to me, a NOTARY PUBLIC, this 20th day of November, 
2007. 
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EXHIBIT MPH-4 
Page 1 of 1 

INTEREST ON ANNUAL CREDIT OWED FOR 2006 

Month 
1 01 13106 

Oct-06 
Nov-06 
Dec-06 
Jan-07 
Feb-07 
Mar-07 
Apr-07 
May-07 
Juri-07 
JuI-07 

Aug-07 
Sep-07 
Oct-07 
NQV-07 

Total Credit Owed 

Credit Owed 
38,005.00 
38,005.00 
38,005.00 
38,005.00 

152,020.00 

Interest End of Month 
- Rate Monthlv Interest Accum Balance 

5.2400Yo 105.10 38,110.10 
5.2400% 166.41 76,281.51 
5.2400% 333.10 114,619.61 
5.2200% 498.60 153,123.21 
5.2300% 667.36 153,790.57 
5.2300% 670.27 154,460.84 
5.2600% 677.05 155,137.89 
5.2200% 674.85 1 55,8 12.74 
5.2200% 677.79 156,49053 
5.2500% 684.65 157,175.18 
5.2500% 687.64 157,862.82 
5,2800% 694.60 158,557.42 
5.1900% 685.76 159,243.1 8 
5.1900% 688.73 159,931.91 
5.1900% 691.71 I 160,623.621 

8,603.62 

*First credit earned on withdrawal obligation payment date 10/13/06; Remaining monthly credits 
earned on last day of month; Assume credit payment date December 1, 2007. 



L 



EXHIBIT MPH-06 
Page 1 of 1 

INTEREST ON CREDIT OWED FOR ERROR CORRECTION 

Month 
Oct-06 
NOV-06 
Dee-06 
Jan-07 
Feb-07 
Mar-07 
Apr-07 
May-07 
Jim-07 
JuI-07 

Aug-07 
Sep-07 
Oct-07 
Nov-07 

Total Credit Owed 

-- Withdrawal 
Obliqation 
Adiustment 

857,911 .OO 
857,911.00 
857,911 .OO 
857,911 .OO 
857,911.00 
857,911.00 
857,911 .OO 
857,911 .OO 
857,911 .OO 
857,971.00 
857,911 .OO 
857,911 .OO 
857,911 .OO 
857,911 .OO 
857,911.00 

R a t e -  Monthlv Interest Accum Balance 
5.2400% 2,372.60 860,283.60 
5.2400% 3,756.57 864,040.17 
5.2200% 3,758.57 867,798.74 
5.2300% 3,782.16 871,580.90 
5.2300% 3,798.64 875,379.54 
5.2600% 3,837.08 879,216.62 
5.2200% 3,824.59 883,041.21 
5.2200% 3,841 “23 886,882.44 
5.2500% 3,880.1 1 890,762.55 
5.2500% 3,897.09 894,659.64 
5.2800% 3,936.50 898,596.14 
5.1900% 3,886.43 902,482.57 
5.1900% 3,903.24 906,385.81 
5.1900% 3,920.12 I 910,305.93 I 

52,394.93 

*Interest credited back to withdrawal obligation payment date 10/13/06; 
Assumed credit payment date December 1,2007. 



EXHIBIT MPH-7 
Page 1 of 1 

Period 

9/1/06 .. 12/31/06 

1/1/07 - 12/31/07 

1/1/08 - 12/31/08 

1/1/09 - 12/31/09 

1/1/10 - 12/31/10 

1/1/11 - 12/31/11 

1/1/12 - 12/31/12 

1/1/13 - 12/31/13 

Schedule 10-A 
Amortization 

Amount 

$ 

$ 4,126,185.51 

$ 4,951,422.61 

$ 4,951,422.61 

$ 4,951,422.61 

$ 4,951,422.61 

$ 4,951,422.61 

$ 4,951,422.61 

E.ON 
Share 
5.88% 

$ 

$ 242,619.71 

$ 291,143.65 

$ 291,143.65 

$ 291,143.65 

$ 291,143.65 

$ 291,143.65 

$ 291,143.65 

Note: (1) Only ten months amortization in 2007. 
(2) Remaining balance on 2/28/07 was $33,834,721 
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Credit for Schedule 10-A and Schedule 10-C Withdrawal Obligations 

Iii deteiininiiig tlie costs to be recovered under Schedule 10 a monthly credit sliall be 

applied to the total monthly costs to be recovered to reflect Schedule 10 Withdrawal Obligatio11 

payments received from Withdrawing Entities. The amount of the credit shall be based on tlie 

Schedule 10 Withdrawal Obligation defined in Schedule 10-A and Schedule 10-C of this tariff. 

The effective date for the rnonthly credit associated with the Withdrawal Obligations 

uiider Schedule 1 OA aiid Scliedule 10-C shall be Marcli 1, 2007. The termiiiatioii date for the 

Schedule 10-A credit shall be December 15, 201.3. The teiininatioii date for the Schedule 10-C 

credit shall be August 3 1,20 14. The monthly amount of the Schedule 10-A credit sliall be tlie 

uiiamoi-tized balaiice of the Withdrawal Obligation under Schedule 10-A as of Febiuaiy 28, 2007 

divided by tlie number of months remaining before Schedule 10-A expires. The niontlily amount 

of tlie Schedule 10-C credit shall be the unamortized balaiice of the Withdrawal Obligation under 

Schedule 10-C as of Februaiy 28, 2007 divided by the number of months reniainiiig before 

Schedule 10-C expires. l l ie  taritlblc ( ‘1<131 I ~ %’I1 I O  in tlic rate fo i i i i i i l a  iii Part I l l ,  Section ,\ 

Credit for Schedule 10-A, Schedule 10-B and Schedule 10-C Payments 

In determining the costs to be recovered under Schedule 10 a monthly credit shall be applied 

to the total monthly costs to be recovered to reflect projected payments to be received by tlie 

Transmission Provider during the month uiider Schedule 1 0-A, Schedule IO-E3 and Schedule 1 0 4 .  
Issued by: T. Graham Edwards, Issuing Officer 

............ -... .......... 28. 2007 __ ........................... O l d C l  issllcd ............ 
.... .. 
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operational date of this Schedule 17. The foimula set fort11 in Section I11 of this Schedule 17 

l i k l t C i \ t l i  Revised Sheet No. 1002 
Superseding Fotiith I iQI i  Revlsed Sheet No 1002 

shall be used to calculate the monthly charges. 

C. Payments Applicable to Withdrawinr. Entities 

In tlie event that an owner of transmission facilities withdraws its transmission facilities 

("Withdrawing Entity") from tlie operational control of the Transrriissioii Provider, the Withdrawing 

Entity shall pay its share of all Schedule 17-related financial obligations incurred and payments 

applicable to time periods prior to the effective date of such withdrawal (the "Schedule 17 

Withdrawal Obligation") as required by Article Five, Section II(B) of the IS0 Agreement. The 

Withdrawing Entity's total responsibility for the Schedule 17 Withdrawal Obligation shall be based 

on the outcome of a negotiated or contested settlement accepted by the Commission. 

D. Credit for Schedule 17 Withdrawal Obligations 

In deteilriiiiiiig the costs to be recovered under Schedule 17 a niorithly credit shall be 

applied to the total monthly costs to be recovered to reflect Schedule 17 Withdrawal Obligation 

payments received from Withdrawing Entities. The effective date for the monthly credit under 

this Schedule 17 Section I1.D shall be March 1, 2007. The teimiiiatioii date sliall be August 3 1, 

2014. The monthly amount of the credit shall be the unamortized balance of the Withdrawal 

Obligation under Schedule 17-A as of Februaiy 28, 2007, divided by the number of months 



Midwest IS0 
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~l Sheet No. 1008G 

In the event the rate calculation for a month results in a value less than zero, the rate shall 

be set to zero for that month. 

IV. CHARGES FOR MAR€BT PARTICIPANTS 

For each month, the charges to LGE/K‘IJ for the Seivice will be calculated by multiplying 

the LGE/I<TJ Energy Market Support Administrative Seivice Cost Recovery Adder effective in that 

niontli, as determined under the above rate formula, by LGE/KU’s billing units for that month, 



TAB D 



Midwest I S 0  
FERC Electric Tariff, Third Revised Volume No. 1 

First Revised Sheet No. 941A 
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Credit for Schedule 10-A and Schedule 10-C Withdrawal Obligations 

In deteiinining the costs to be recovered under Schedule 10 a monthly credit shall be 

applied to the total monthly costs to be recovered to reflect Schedule 10 Withdrawal Obligation 

payments received from Withdrawing Entities. The aniount of tlie credit shall be based on the 

Schedule 10 Withdrawal Obligation defined in Scliedule 10-A and Schedule 10-C of this tariff" 

The effective date for the monthly credit associated with the Withdrawal Obligations 

under Schedule 10A and Schedule 10-C shall be Marcli 1, 2007. The termination date for the 

Schedule 10-A credit shall be December 15, 2013. The termination date for the Schedule 10-C 

credit shall be August 31, 2014. The monthly ainount of the Schedule 10-A credit shall be the 

unamortized balance of the Withdrawal Obligation under Schedule 10-A as of Februaiy 28, 2007 

divided by the number of months remaining before Schedule 10-A expires. The monthly amount 

of the Schedule 10-C credit sliall be the unamortized balance of the Withdrawal Obligation under 

Schedule 10-C as of Febi-uaiy 28, 2007 divided by the number of months remaining before 

Schedule 10-C expires. The variable CREDIT-SCH10 in tlie rate formula in Part 111, Section A 

will be net of any payiiients made once per year to E.ON U.S. or its successor(s) as 

compensation for its share of the actual revenue derived from certain transactions excluded from 

the computation of the Withdrawal Obligation in Docltet No. EROG-1308, et nl. Such 

compensation is described more fully in the Recalculation Agreement as accepted by FERC in 

Docket Nos. EROG- 1308 and ER08---000. 

Credit for Schedule 10-A, Schedule 10-B and Schedule 10-C Payments 

In determining the costs to be recovered under Schedule 10 a monthly credit shall be applied 

to the total monthly costs to be recovered to reflect projected payments to be received by the 

Transmission Provider during the month under Schedule 1 0.-A, Schedule 10-B and Schedule 10-C. 
Issued by: T. Graham Edwards, Issuing Officer Effective: January 20, 2008 
Issued on: November 2 1, 2007 
Filed to comply with the Commission's February 28, 2007 Order issued in Docltet Nos. ER06-1308-002 and -003, 
E ON I J S ,  LLC ai7d Midwest Ii7depeiideiit Trai7sinissioi7 Systein Operator, h7c , 1 18 FERC 7 6  1 , I  58 (2007). 
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Original Sheet No. 966E 

IV. ANNUAL TRUE-IJP PROVISION 

Pursuant to the Recalculation Agreement as accepted by FERC in Docket Nos. 

EROG-1308 and ER08---000, E.ON 1J.S. or its successor(s) shall be entitled to an annual 

payment for its share of revenue derived by the Transmission Provider from cei-tain transactions 

subject to payment of Schedule 10 that were excluded from the computation of the Withdrawal 

Obligation in Docket No. EROG-1308, et al. In addition, pursuant to the same Recalculation 

Agreement, E.ON 1J.S. or its successor(s) shall also be entitled to an aiiiiual payment for its 

5.88% share of tlie ainortization of the Schedule 10-A Withdrawal Obligation. 

Issued by: T. Graham Edwards, Issuing Officer Effective: January 20, 2008 
Issued on: November 21,2007 
Filed to comply with the Commission’s February 28, 2007 Order issued in Docket Nos. ER06-1.308-002 and -003, 
E. ON LIS., LLC a i d  Midwest liidepeiideiit Transnzission Systenz Operator, IIIC. ,  1 1 8 FERC 1\ 6 1,158 (2007). 
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shall be used to calculate the monthly charges. 

C. 

In the event that an owner of transniission facilities withdraws its transniissioii facilities 

Payments Applicable to Withdrawing Entities 

(“Withdrawing Entity”) fi-oni the operational control of the Transiiiission Provider, the Withdrawing 

Entity shall pay its share of all Schedule 17-related financial obligations incurred and payments 

applicable to time periods prior to tlie effective date of such withdrawal (the “Scliedule 17 

Withdrawal Obligation”) as required by Article Five, Section II(B) of tlie IS0  Agreement. The 

Withdrawing Entity’s total respoiisibility for tlie Schedule 17 withdrawal Obligation shall be based 

on the outcome of a negotiated or contested settlement accepted by tlie Commission. 

D. Credit for Schedule 17 Withdrawal Obligations 

In determining tlie costs to be recovered under Schedule 17 a monthly credit shall be 

applied to the total monthly costs to be recovered to reflect Schedule 17 Withdrawal Obligation 

payiiients received from Withdrawing Entities. The effective date for the inoiithly credit under 

this Schedule 17 Section I1.D shall be March 1, 2007. The teiiiiinatioii date shall be August 3 1, 

2014. Tlie monthly aniount of tlie credit shall be the unamortized balance of the Withdrawal 

Obligation under Schedule 17-A as of February 28, 2007, divided by the number of months 

remaining before Schedule 17-A expires. The variable EMS-CREDIT in the rate formula in Part 

I11 will be net of any payments made oiice per year to E.ON U.S. or its successor(s) as 

compensation for its share of tlie actual reveiiue derived from cei-tain transactions excluded from 

tlie coniputatioii of the Withdrawal Obligation in Docket No. ER06-1308, et al. Such 

conipensatioii is described more fully in the Recalculation Agreement as accepted by FERC in 

Docket Nos. EROG-1308 and ER08---000. 

Issued by: T. Graham Edwards Issuing Officer Effective: January 20,2008 
Issued on: November 21,2007 
Filed to comply with the Commission’s February 28, 2007 Order issued in Docket Nos. ER06-1308-002 and -003, 
E ON US., LLC arid Midwest hideperideiit Transriiission Systeiiz Operator, hic., 1 18 FERC 11 61,158 (2007). 
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In the event the rate calculation for a month results in a value less than zero, the rate slid1 

be set to zero for that month. 

IV. CHARGES FOR MARKIZT PARTICIPANTS 

For each month, the charges to LGE/KTJ for the Service will be calculated by multiplying 

the LGEKTJ Energy Market Support Administrative Service Cost Recoveiy Adder effective in that 

month, as deteiiniried under the above rate formula, by LGE/KU’s billing units for that month, 

expressed in MWh, as discussed in Section 1I.A above. 

V. ANNUAL TRUE-UP PROVISION 

Pursuant to the Recalculation Agreement as accepted by FERC in Docket Nos. 

EROG-1308 and ER08---000, E.ON 1J.S. or its successor(s) shall be entitled to an aiinual 

payment for its share of revenue derived by the Transmission Provider from certain transactions 

subject to payment of Schedule 17 that were excluded from the computation of the Withdrawal 

Obligatio11 in Docket No. in Docket No. ER06-1308, et nl. 

Issued by: T. Graham Edwards, Issuing Officer Effective: Januaiy 20,2008 
Issued on: Novembei 21,2007 
Filed to coniply with the Commission’s February 28, 2007 Order issued in Docket Nos. ER06-1308-002 and -003, 
E ON U S ,  LLL’ a77d Midwest h7depeiident 7?ansniission System Operator, hit., 1 1 8 FERC 7 6 1 , lS  8 (2007). 


