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October 7, 2005 

 
BY HAND DELIVERY 
The Honorable Magalie Roman Salas 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 
 
RE:  
 
 
 
 
 
 
Dear Secretary Salas: 

 Pursuant to Sections 203 and 205 of the Federal Power Act (“FPA”), 16 U.S.C. §§ 824b 
& 824d (2000), and Parts 33 and 35 of the Rules of Practice and Procedure of the Federal Energy 
Regulatory Commission (“FERC” or the “Commission”), 18 C.F.R. Parts 33 & 35 (2005), 
LG&E Energy LLC, together with and on behalf of its public utility operating company 
subsidiaries Louisville Gas and Electric Company (“LG&E”) and Kentucky Utilities Company 
(“KU”) (collectively, “Applicants”), hereby tender this filing seeking Commission approval to 
change Applicants’ method of: (i) complying with Order Nos. 888 and 889, and certain 
conditions imposed by the Commission in the context of Applicants’ prior mergers; and (ii) 
achieving the goals of Order No. 2000. 

 STATEMENT OF ISSUES (18 C.F.R. § 385.203) 

1. Applicants request that the Commission accept for filing certain rates, terms, and 
conditions necessary for them to: 

a. Withdraw from the Midwest Independent Transmission System Operator, 
Inc. (“Midwest ISO”) and regain operational control of their respective 
transmission systems; 

b. Install a third party certified by the North American Electric Reliability 
Council (“NERC”) to act as reliability coordinator (“Reliability 
Coordinator”) for their transmission facilities subject to the jurisdiction of 
the Commission (“Transmission System”); and 

LG&E Energy LLC,  
Docket No. ER06-___-000 

Louisville Gas and Electric Company, et al.,  
Docket No. EC98-2-___ 
 

Louisville Gas and Electric Company, et al. 
Docket No. EC00-67-___ 

E.ON AG, et al. 
Docket No. EC01-115-___ 
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c. Install an independent third party to act as tariff administrator for their 
transmission system (“Independent Transmission Organization” or 
“ITO”); and 

2. Applicants request a Commission finding under FPA Section 203 that their 
withdrawal from the Midwest ISO (together with the operation and administration 
of their Transmission System by the ITO and Reliability Coordinator) satisfies 
certain Merger Conditions1 proposed by Applicants and approved by this 
Commission in the above-captioned “EC” dockets (“Merger Conditions”). 

As explained in Part VII below, Applicants request privileged treatment, pursuant to 18 C.F.R. § 
388.112, for certain of the workpapers of witness William H. Hieronymus, as contained on one 
of the two enclosed CD-ROMs. 

I. EXECUTIVE SUMMARY, INTRODUCTION AND OVERVIEW OF FILING 

 In this filing, Applicants seek authority to withdraw from the Midwest ISO and to 
delegate transmission reliability coordination and tariff administration functions to certain third 
parties.  This filing is the culmination of several years of analysis conducted by Applicants 
regarding their membership in the Midwest ISO, as directed by the Kentucky Public Service 
Commission (“KPSC”).2  In testimony attached hereto (Exhibit B), Paul W. Thompson, Senior 
Vice President of Energy Services for LG&E Energy LLC, provides an overview of the filing.  
In addition, Mr. Thompson explains Applicants’ reasons for becoming charter members of the 
Midwest ISO, the reasons that Applicants now seek to exit the Midwest ISO, and an explanation 
of why Applicants’ withdrawal will not harm the Midwest ISO. 

 The body of this filing is divided into five parts: 

 First, Part II identifies the contents of this filing, including all exhibits hereto. 

Second, Part III presents relevant background information, including: a description of the 
Applicants, the Merger Conditions, a history of Applicants’ participation in the Midwest ISO, 
and a description and overview of KPSC proceedings investigating Applicants’ continued 
membership in the Midwest ISO. 
                                                 
1  See Louisville Gas & Elec. Co. and Kentucky Utilities Co., 82 FERC ¶ 61,308 at 62,222-23 (1998) 
(“LG&E/KU Merger Order”); Louisville Gas & Elec. Co. and Powergen LLC, 91 FERC ¶ 61,321 (2000) 
(“Powergen Merger Order”); E.ON AG, 97 FERC ¶ 61,049 at 61,283 (2001) (“E.ON Merger Order”). 

2  See, e.g., Investigation into the Membership of Louisville Gas and Electric Company and Kentucky Utilities 
Company in the Midwest Independent Transmission System Operator, Inc., KPSC Case No. 2003-00266, Order 
issued July 17, 2003. 
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 Third, in Part IV, Applicants request that the Commission accept certain rates for filing 
under FPA Section 205, including: (i) the removal and withdrawal of Applicants from the 
Agreement of Transmission Facilities Owners to Organize the Midwest Independent System 
Operator, Inc. (“TO Agreement”); and (ii) a revised open access transmission tariff (“OATT”) to 
implement the ITO/Reliability Coordinator proposal presented herein.3   

 As described below, Applicants have used a competitive bidding process to select the 
Tennessee Valley Authority (“TVA”) as the Reliability Coordinator and the Southwest Power 
Pool, Inc. (“SPP”) as the ITO.4   

 In Section IV.B.2, Applicants explain why TVA is well suited for serving as Reliability 
Coordinator.  In addition, Applicants explain why SPP is the best candidate for serving as ITO.  
Applicants contend that transmission independence can be achieved and reliability can be 
enhanced in a more cost-efficient manner through the use of an ITO and a Reliability 
Coordinator as provided for herein.  Applicants’ RFP process and the functions to be undertaken 
by TVA, SPP, and Applicants are described in the attached testimony of Mark S. Johnson.  In 
addition, the benefits of TVA acting as Reliability Coordinator for Applicants’ Transmission 
System are described in the attached testimony of Stuart L. Goza of TVA.   

 In Part IV, Applicants also seek approval of their withdrawal from the TO Agreement, 
and explain how their proposed rates and De-Pancaking Maintenance Plan nullify any negative 
impacts on customers. 

 Fourth, Part V of this filing demonstrates that Applicants’ withdrawal from the Midwest 
ISO, and implementation of an ITO and a Reliability Coordinator, provides a cost-effective 
alternative for satisfaction of the Merger Conditions.  The determination of cost effectiveness is 
supported by the attached testimony of Dr. Mathew Morey.  Also attached is testimony of Dr. 
William Hieronymus, who explains that, in his opinion, Applicants’ proposal to implement an 
ITO and Reliability Coordinator is consistent with the Merger Conditions.  

 Fifth and finally, Part VI discusses how the ITO and the Reliability Coordinator will 
maintain the level of reliability which Applicants’ customers have historically enjoyed.  The 

                                                 
3  Contained in the OATT are the Applicants’ pro forma agreements with the ITO and Reliability 
Coordinator, respectively.  Applicants note that they are filing the pro forma reliability coordination agreement with 
TVA, as well as the TVA-applicable provisions of OATT Attachment L (establishing, among other things, the role 
of the Reliability Coordinator) for informational purposes.  The reliability coordination agreement and TVA, in its 
role as reliability coordinator, do not fall within the Commission’s jurisdiction.   

4  As of the date of this filing, Applicants have not concluded negotiations with TVA and SPP.  Applicants 
will submit completed agreements, and any necessary information as amendments to this filing, as soon as possible. 
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benefits of TVA acting as Reliability Coordinator for Applicants’ Transmission System are 
described in the attached testimony of Stuart L. Goza of TVA. 

 Overall, this filing demonstrates that Applicants will maintain the requisite level of 
independence with respect to the operation of their transmission system and administration of the 
OATT.  The independence of the ITO and the lack of affiliation of the Reliability Coordinator 
with Applicants will prevent any exercise of vertical market power by Applicants.  Moreover, in 
some ways, Applicants’ filing seeks to implement a version of the Independent Coordinator of 
Transmission (“ICT”) model recently approved in concept by the Commission.5  The 
Commission has recognized that ICTs can be “a positive development towards [a] more 
independent” transmission regime by stepping “beyond the transmission service offered under 
[the] pro forma OATT and the underlying Order No. 888 principles.”6 

 Applicants believe that their proposal complies with Order Nos. 888 and 889, and 
achieves the goals of Order No. 2000.7  In this regard, in testimony attached hereto, former 
Commissioner Vicky A. Bailey explains that Applicants’ proposal is consistent with and meets 
the Commission’s policy goals set forth in Order Nos. 888, 889, and 2000.  Commissioner 
Bailey, who is also a former commissioner with the Indiana Regulatory Utility Commission, 
explains why Applicants’ proposal is an appropriate framework to satisfy both this 
Commission’s and Kentucky’s interests regarding regulation of a public utility with very low-
cost power supplies in a non-retail choice state.  In his testimony, Dr. Morey concludes that this 
ITO/Reliability Coordinator model “satisfies Order No. 888 requirements at lower cost than does 
RTO membership, leaves the Companies in control of their transmission and generation assets, 
maintains state regulatory authority and control over retail rates and costs, and gives the 
Commission a policy option that can advance Order No. 888 objectives with potentially less 
controversy than has attended the Commission’s pursuit of Order No. 2000 and “full-service” 
RTOs.”8 

 Applicants understand that this filing, which seeks authorization to withdraw from a 
Commission-approved RTO, presents issues of first impression.  Applicants note that, in contrast 
to Applicants’ situation, entities recently seeking approval of ICTs or similar independent 
                                                 
5  See Entergy Servs., Inc., 110 FERC ¶ 61,295 (2005) (“Entergy ICT Order”). 

6  Id. at P 65. 

7  Regional Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809 (Jan. 6, 2000), FERC Stats. & 
Regs. P 31,089 at 31,174. (1999), order on reh’g, Order No. 2000-A, 65 Fed. Reg. 12,088 (Mar. 8, 2000), FERC 
Stats. & Regs. P 31,092 (2000), aff’d sub nom. Public Utility District No. 1 of Snohomish County, Washington v. 
FERC, 272 F.3d 607 (D.C. Cir. 2001). 

8  Morey Testimony at 3. 
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entities have not been members of RTOs (e.g., Entergy, MidAmerican and Duke Energy).  
Although the Commission could find that Applicants’ RTO membership must always remain 
static, Applicants believe this approach would be somewhat shortsighted, especially given the 
fact that the Commission has not mandated RTO membership as a blanket requirement for public 
utilities.  Thus, Applicants have merely identified and are seeking to implement a more cost-
effective method for: (i) meeting the Commission’s public policy goals of open transmission 
access and reliability; and (ii) satisfying the Merger Conditions.  

 It is of primary importance to Applicants that they meet the Commission’s objectives for 
non-discriminatory, open access transmission service in the most cost-effective and efficient 
manner possible.  Keeping rates down and maintaining reliability are Applicants’ top priorities 
and are the motivating factors for this filing.  As demonstrated in the testimony of Dr. Morey, 
Kentucky has some of the lowest retail electric rates in the nation.9  These low rates are largely 
due to the use of coal-fired generation sold at cost-based rates,10 the policies adopted by the 
Kentucky General Assembly, and sensible regulatory oversight by the KPSC.11  Kentucky has 
studied from time to time the possibility of retail competition, and has consistently concluded 
that traditional regulation remains the best method of maintaining both reliability and low retail 

                                                 
9  See Morey Testimony at 7-9.  On February 7, 2005, Kentucky Governor Ernie Fletcher issued an Executive 
Order directing the KPSC to examine the future needs for electricity in the Commonwealth.  See Kentucky Public 
Service Commission, Kentucky’s Electric Infrastructure: Present and Future at 9 (Aug. 22, 2005).  The Governor 
specifically called for a plan that would promote investment in electric infrastructure, preserve the environment, and 
maintain Kentucky’s “low-cost electric advantage” and low electric rates.  Id.  In response, the KPSC initiated a 
study and reported its findings in a report issued August 22, 2005.  See id.  In the report, the KPSC noted that 
Kentuckians pay the lowest electricity rates in the nation.  See id. at 11, citing U.S. Department of Energy statistics 
for 2005 (average retail rate for electricity in Kentucky in 2005 is 4.47 cents per kilowatt-hour whereas the national 
average is 7.52 cents per kilowatt-hour).  The KPSC found that these low rates were “the result of investment by 
Kentucky’s utilities in large, coal-fired generating units- which generate 95 percent of Kentucky’s electricity- 
combined with an abundant local fuel supply, sound utility management, and a statutory system that regulates the 
price jurisdictional utilities may charge for retail electricity.”  Id. at 4.  The KPSC concluded that this “regulatory 
structure has enabled [Kentucky] to have the lowest cost power in the nation and that Kentucky should preserve its 
current statutory and regulatory framework, which focuses on the utilities’ obligation to serve their customers within 
a defined service territory.”  Id. at 7.  

10 The three largest coal producing states (Wyoming, West Virginia, and Kentucky) have the three lowest 
electricity costs in the nation.  See Kentucky Governor Ernie Fletcher, Kentucky’s Energy Opportunities for Our 
Future: A Comprehensive Energy Strategy AT 2 (2005) <http://governor.ky.gov/NR/rdonlyres/8C9049CA-99AE-
45E5-BD40-DC52FED6090D/0/energy.pdf>.     

11 The KPSC attributes the low electric rates to: (i) proximity to coal production sites; (ii) a state ban on costly 
nuclear generating units; (iii) beneficial corporate management and efficient operations by utility companies; and 
(iv) fair and reasonable regulation and oversight by state authorities.  See Kentucky Public Service Commission, 
Principles and Guidelines on the Restructuring of the Electric Industry (1997) (“KPSC Guidelines on 
Restructuring”). 
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electric rates.12  In order to maintain low rates, Applicants have developed the present proposal, 
which complies with Order Nos. 888 and 889 and achieves the goals of Order No. 2000 in a 
more cost-effective manner. 

 In sum, Applicants demonstrate herein that this proposal is just and reasonable and 
provides a cost-effective alternative for meeting the Merger Conditions, thus satisfying the 
public interest standard.  Accordingly, the Commission should accept Applicants’ submittal for 
filing without suspension or hearing (to be effective upon Commission acceptance of the rates 
contained in this filing). 

II. CONTENTS OF THIS FILING 

 This filing consists of this Application and the following supporting attachments: 

• Exhibit A – Clean Version of Applicants’ OATT, including new Schedules and 
Attachments; 

• Exhibit A-1 – Chart Referencing Sources for Red-lining the OATT and the Red-
lined Portions of the OATT; 

• Exhibit B – Testimony of Paul W. Thompson; 

• Exhibit C – Testimony of Dr. Mathew Morey; 

• Exhibit D – Testimony of Dr. William Hieronymus;13 

• Exhibit E – Testimony of Vicky A. Bailey; 

• Exhibit F – Testimony of Mark S. Johnson; 

• Exhibit G – Testimony of Stuart L. Goza; 

• Exhibit H – Applicants’ Notice of Withdrawal from the Midwest ISO;  

                                                 
12  In December 1997, the KPSC identified several principles to guide its consideration of restructuring the 
electrical industry.  Among the KPSC’s concerns were protecting consumers against undue discrimination and 
guaranteeing universal electric service at reasonable prices.  See KPSC Guidelines on Restructuring.  In 1998, the 
Kentucky General Assembly created the Electricity Restructuring Task Force.  See HJR 95, 1998 Leg., Reg. Sess. 
(Ky. 1998) <http://www.lrc.ky.gov/recarch/98rs/HJ95.htm>. 

13  Dr. Hieronymus’ workpapers are included on the two enclosed CD-ROMs. 
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• Exhibit I – TVA Reliability Area Maps; 

• Exhibit J – Letter of Intent Between Applicants and TVA; 

• Exhibit K – TVA Reliability Plans (i.e., the TVA Reliability Plan approved by 
NERC in 2002, as well as the TVA Reliability Plan currently pending SERC, 
ECAR and NERC approval), List of Primary Responsibilities and Support 
Functions of ITO, Reliability Coordinator and Applicants, and Matrix of ITO-
Reliability Coordinator-Applicants Responsibilities and Communications; 

• Exhibit L – Joint Reliability Coordination Agreement with the Midwest ISO and 
PJM; 

• Exhibit M – Relevant Portions of Attachment P of the Midwest ISO OATT; 

• Exhibit N - Letter Indicating Status of Withdrawal Discussions 

• Exhibit O – Service List; and 

• Exhibit P – Notice of Filing. 

III. BACKGROUND 

A. Description of Applicants 

LG&E and KU are Kentucky corporations, each primarily engaged in the generation, 
transmission, and distribution of electric energy in Kentucky.  LG&E and KU are subsidiaries of 
LG&E Energy LLC (“LG&E Energy”) which, in turn, is a subsidiary of E.ON AG (“E.ON”), a 
major multi-national energy company headquartered in Germany.   

LG&E provides retail electric service to over 384,000 customers in a service area 
covering approximately 700 square miles in Kentucky, including the metropolitan Louisville 
area and 16 surrounding counties.  LG&E also purchases, distributes, and sells natural gas to 
over 312,000 customers within Kentucky.  In 1998, LG&E’s parent company acquired KU, 
which provides regulated electric utility service to over 485,000 customers located in 77 
Kentucky counties.  Under the name Old Dominion Power, KU also provides retail electric 
service to over 29,000 retail customers located in five counties in Virginia.14  Altogether, KU’s 

                                                 
14  In addition to its retail service in Kentucky and Virginia, KU provides electric service to approximately five 
customers in one county in Tennessee.    
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service territory covers 6,600 noncontiguous square miles.  In addition to its retail service, KU 
also sells wholesale electric energy requirements service to 12 municipalities in Kentucky. 

Applicants’ retail rates and services in Kentucky are subject to the jurisdiction of the 
KPSC.  In addition, KU’s retail activities in Virginia are subject to the jurisdiction of the 
Virginia State Corporation Commission.  Applicants also hold authorizations from FERC to 
make wholesale sales of power at market-based rates pursuant to their joint market-based sales 
service rate schedule.15 

As discussed in greater detail below, Applicants are members of the Midwest ISO and are 
parties to the TO Agreement, which was accepted by FERC in 1998.16  Applicants’ transmission 
system is located on the southeastern edge of the Midwest ISO’s regional footprint and is 
bordered by TVA to the south, the PJM Interconnection (“PJM”) to the east, and Big Rivers 
Electric Corporation (“BREC”) to the west.17 

 LG&E’s and KU’s total generation capacity is 3,699 megawatts and 5,030 megawatts, 
respectively.18  Applicants self-generate the vast majority of electric power used to serve their 
retail customers, and are among the lowest-cost power producing utilities in the nation.  
Applicants also hold a distinguished record for reliability of electric service.19  As utilities within 
and subject to the laws of Kentucky, Applicants are not authorized to offer retail customer choice 
but, instead, provide bundled electric service within franchised service territories.20 

                                                 
15  Louisville Gas & Elec. Co., 85 FERC ¶ 61,215 (1998) (accepting for filing joint market-based rate tariff of 
LG&E/KU, FERC Electric Tariff, Original Volume No. 2); LG&E Operating Cos., Docket No. ER99-1623-000, 
Letter Order, Jun. 4, 1999 (accepting revised tariff – FERC Electric Tariff, Original Volume No. 3 – for LG&E/KU 
permitting limited sales to certain affiliates). 

16  See Midwest Indep. Transmission System Operator, Inc., 84 FERC ¶ 61,231, order on reconsideration, 85 
FERC ¶ 61,250, on reh’g, 85 FERC ¶ 61,372 (1998), Initial Decision, 89 FERC ¶ 63,008 (1999), aff’d and clarified, 
Opinion No. 453, 97 FERC ¶ 61,033 (2001), on reh’g, Opinion No. 453-A, 98 FERC ¶ 61,141 (2002). 

17  Applicants are directly interconnected with the following entities: American Electric Power Corporation 
(member of PJM); Cinergy (member of Midwest ISO); Vectren (member of Midwest ISO); EKPC; BREC; Ohio 
Valley Electric Corporation; Electric Energy Incorporated; and TVA. 

18  These figures exclude KU’s 20 percent interest in Electric Energy, Inc. (equivalent to 220 MW). 

19  In July 2005, LG&E was again awarded – for the sixth time in seven years – the distinction of being the 
most highly rated electric utility in the Midwest by consumers polled in an annual J.D. Power survey. 

20  See, e.g., Investigation into the Membership of Louisville Gas and Electric Company and Kentucky Utilities 
Company in the Midwest Independent Transmission System Operator, Inc., KPSC Case No. 2003-00266, Order 
issued July 17, 2003. 
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B. Merger Conditions 

 On October 9, 1997, LG&E and KU, along with their respective affiliates, submitted an 
application to this Commission under FPA Section 203 for authority to merge.  LG&E and KU 
demonstrated, pursuant to the Commission’s Merger Policy Statement guidelines, that their 
merger would have no material adverse impact on competition, rates, or regulation.  The 
Commission agreed and authorized the merger.21  In addressing the competition analysis 
submitted by LG&E and KU, the Commission noted that both companies were then participating 
in the development of the Midwest ISO and relied on this fact in determining that the merger 
would have no adverse impact on competition in the wholesale power market.  Specifically, the 
Commission held: 

In this case, LG&E and KU have joined [the Midwest ISO] and 
filed for approval to transfer operational control over their 
transmission facilities to the Midwest ISO.  We find that the 
proposed mitigation measures and ratepayer protection 
mechanisms, in conjunction with LG&E’s and KU’s participation 
in the Midwest ISO, will ensure that the merger will not adversely 
affect competition, rates or regulation.  On this basis, we will 
approve the merger without further investigation.22 

 The Commission further acknowledged Applicants’ right to seek to terminate their 
participation in the Midwest ISO development process, but advised that if they do so, the 
Commission “will evaluate that request in light of its impact on competition in the KU 
destination markets, use [its] authority under section 203(b) of the FPA to address any concerns, 
and order further procedures as appropriate.”23 

 Following the LG&E/KU merger, Applicants were involved in two subsequent mergers.  
However, neither of these mergers involved operational or physical changes to the pre-existing 
LG&E/KU system.  In response to the application for merger of Applicants’ parent, LG&E 
Energy Corporation, with Powergen plc (“Powergen”) in 2000, the Commission did not address 
Applicants’ participation in the Midwest ISO.24  In approving E.ON’s indirect acquisition of 

                                                 
21  LG&E/KU Merger Order, 82 FERC at 62,214. 

22  Id. 

23  Id. at 62,223. 

24  Louisville Gas & Elec. Co., 91 FERC ¶ 61,321 (2000).   
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Applicants in 2001, however, the Commission did consider Applicants’ participation in the 
Midwest ISO.  In that order, the Commission stated: 

LG&E and KU have committed to transfer operational control of 
their transmission systems to the Midwest ISO and will remain 
members of the Midwest ISO at least until the end of 2002.  
Furthermore, they have committed to be members of a 
Commission-approved RTO thereafter.  Therefore, they lack the 
ability to exploit their transmission assets to harm competition in 
wholesale electricity markets.25 

 Thus, the Commission’s determination that the E.ON merger would not adversely affect 
competition was based in part on Applicants’ continued participation in the Midwest ISO 
through 2002 and, if not the Midwest ISO, then some other Commission-approved RTO 
thereafter. 

C. Applicants’ Participation in the Midwest ISO 

 Applicants were among the earliest participants in the Midwest ISO.26  They became 
involved in the initiative to create the Midwest ISO shortly after the formation of the initial 
agreement among six Midwest transmission owners on February 12, 1996.  Applicants invested 
substantial time and resources in the Midwest ISO formation process, which occurred over the 
succeeding two year period and involved regular meetings among a wide range of participants, 
including large and small IOUs, municipal utilities and power agencies, and rural electric 
cooperatives (collectively, the “Transmission Owners” or “TOs”), as well as other stakeholder 
groups such as environmental advocates, IPPs, power marketers, industrial customers, state 
commissions and consumer advocates, and Transmission Dependent Utilities (“TDUs”).  
Applicants are signatories to the TO Agreement. 

 Applicants’ interests in joining the Midwest ISO were largely related to Order No. 888 
and the Commission’s evolving policies regarding ISOs.  In addition, Applicants strove to 
accommodate the Commission’s desire to manage more efficiently regional transmission service, 
as contemplated in Order No. 888 (although the Commission did not specify there a particular 
mechanism for the management of such service).  As a related matter, it should be noted that 
Applicants had agreed to control by American Electric Power Corporation (“AEP”) over their 
transmission system for reliability coordination purposes.  Thus, the concept of coordination of 

                                                 
25  E.ON Merger Order, 97 FERC at 61,283. 

26  Applicants only transferred functional control of certain facilities to the Midwest ISO – i.e., all 
transmission facilities rated 100 kV and above. 
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transmission operations on a regional basis was both supported and embraced by Applicants 
even before their participation in the Midwest ISO. 

 As vertically integrated utilities with very low-cost generation resources, Applicants have 
always been concerned about the magnitude of RTO administrative and operational costs.  As 
originally established, the Midwest ISO performed the core functions of an ISO, as defined in 
Order No. 888.  However, the Midwest ISO was not structured like other ISOs.  Because the 
Midwest ISO was not previously operated as a power pool like PJM, the New York Power Pool, 
or the New England Power Pool, the Midwest ISO did not originally propose to administer 
energy markets through regional generation dispatch.  Instead, the Midwest ISO initially was 
designed as an ISO to operate the region’s transmission facilities under a single OATT and allow 
open access to the regional grid without customers having to pay multiple transmission rates.   

 This original structure reflected the regional differences that had existed in the Midwest, 
resulting from the fact that the Midwest ISO covered a multi-state region that included: (i) over 
30 separate control areas; (ii) vertically integrated utilities; (iii) utilities that had divested 
generation and/or transmission; (iv) states that had implemented retail access and others which 
had not; (v) areas with high-cost energy and transmission constraints; and (vi) areas with low-
cost energy without transmission constraints.  Thus, for all these reasons, the Midwest ISO did 
not administer regional energy markets under its “Day 1” operations.  

 Subsequently, in response to Commission orders,27 the Midwest ISO developed its “Day 
2” market design, which was patterned after the energy markets operated by the New York 
Independent System Operator, Inc. (“New York ISO”) and PJM.  In its filing seeking approval of 
the Day 2 concept, the Midwest ISO even admitted that its Day 2 proposal was not an idea that 
was originally envisioned when the Midwest ISO was created in 1998.  In fact, in its original 
transmittal letter proposing the Day 2 market structure, the Midwest ISO stated: 

As originally organized, [the Midwest ISO’s] functions were 
limited to providing non-discriminatory open access transmission 
service over the transmission assets entrusted to its operational 
control and receiving and distributing funds for use of those assets 
as agent for the [Midwest ISO] Transmission Owners.  The 
authorities and responsibilities vested in [the Midwest ISO] created 
a transmission organization compliant with the requirements of 

                                                 
27  See, e.g., Midwest Indep. Transmission Sys. Operator, Inc., 97 FERC ¶ 61,326 at 62,514 (2001); Midwest 
Indep. Transmission Sys. Operator, Inc., 98 FERC ¶ 61,075 at 61,222 (2002) (“we conditioned our approval of 
Midwest ISO’s RTO status, in part, on its commitment to develop a superseding congestion management 
methodology based on market mechanisms consistent with Order No. 2000 and the final rule in our current 
rulemaking on RTO formation”). 
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Order No. 888.  It was not, however, contemplated that [the 
Midwest ISO] would establish or operate an energy market.  
Instead, to the extent that transmission service required energy-
related ancillary services, [the Midwest ISO] would either acquire 
such services on behalf of Transmission Customers or facilitate the 
direct acquisition of such services by the Transmission Customer 
from the energy provider.28 

 At the time of the Midwest ISO’s filing of its Open Access Transmission and Energy 
Markets Tariff (“TEMT”) in early 2004, Applicants expressed concerns about the scope and cost 
of the Midwest ISO’s Day 2 market implementation efforts, the ultimate impact of those costs on 
retail ratepayers, and the shifting of regulatory oversight of Applicants’ native load transactions 
and rate base generation facilities from the KPSC to FERC.29  Nevertheless, in an August 6, 
2004 order, the Commission approved the TEMT over Applicants’ objections.30   

 Importantly, Applicants have had occasion to give careful consideration to, and to 
quantify, the effects of the Day 2 markets in the course of a KPSC investigation into Applicants’ 
continued membership in the Midwest ISO.  As discussed below, this careful consideration has 
led Applicants to conclude that their and their customers’ best interests are no longer served by 
continued participation in the Midwest ISO.   

 While Applicants have repeatedly and consistently expressed concerns about costs 
associated with Midwest ISO membership and the ultimate impact of these costs on retail rates, 
they nevertheless have worked for years to resolve these concerns through the Midwest ISO 
stakeholder process and at the Commission.  In its SMD White Paper, the Commission indicated 
that it may be willing to allow different RTO configurations and provide the industry with more 

                                                 
28  Midwest Indep. Transmission Sys. Operator, Inc., Docket No. ER02-2595-000, Sep. 24, 2002, Transmittal 
Letter at 2 (footnotes omitted) (emphasis added). 

29  See generally Motion to Intervene, Comments and Request for Summary Disposition or Conditions of 
LG&E Energy LLC, Midwest Indep. Transmission Sys. Operator, Inc., Docket No. ER04-691-000 (May 7, 2004); 
Request for Rehearing of LG&E Energy LLC, Midwest Indep. Transmission Sys. Operator, Inc., Docket No. ER04-
691-000 (Sep. 7, 2004). 

30  Midwest Indep. Transmission Sys. Operator, Inc., 108 FERC ¶ 61,163 (2004). 
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flexibility to comply with its broad federal policy goals.31  Shortly after the Commission issued 
this white paper, Applicants began to seriously consider withdrawing from the Midwest ISO.32 

 Specifically, Applicants began planning for the establishment of an alternative 
framework – one which would be: (i) cost-effective; (ii) achieve the Commission’s goals 
regarding non-discriminatory, open access transmission service and facilitation of regional 
reliability coordination; and (iii) satisfy Kentucky’s goals of providing the lowest cost and most 
reliable electric service to Kentucky ratepayers.  In addition, such an alternative would have to 
address the Commission’s concerns about Applicants’ previous mergers and the impact of those 
mergers on competition.  On December 28, 2004, Applicants gave the Midwest ISO written 
notice of their intention to withdraw their membership.33 

D. Kentucky Proceedings to Investigate Applicants’ Continued Membership in 
the Midwest ISO 

 When Applicants originally joined the Midwest ISO, the KPSC was very supportive of 
Applicants’ participation.  For example, in approving the Powergen merger in 2000, the KPSC 
encouraged Applicants’ continued participation in the Midwest ISO, stating: 

Historically, LG&E and KU have actively participated in 
organizations such as the East Central Area Reliability Council and 
[the Midwest ISO] which help to ensure the reliability of the bulk 
power system and which, in turn, have a significant impact on 
retail electric service.  The Commission encourages LG&E and 
KU to continue active participation in these organizations, 

                                                 
31  Wholesale Power Market Platform, Apr. 28, 2003 <http://www.ferc.gov/industries/electric/indus-
act/smd/white_paper.pdf>. 

32  Applicants have considered withdrawing from the Midwest ISO in the past.  On January 4, 2001, they filed 
with the Commission a notice of withdrawal and request for authority to withdraw from the Midwest ISO, citing 
concerns about the Midwest ISO’s ability, in light of the withdrawals by several other members, to comply with the 
“scope and configuration” requirements of Order No. 2000.  See Louisville Gas & Elec. Co. and Kentucky Utilities 
Co., Notice of Withdrawal of Louisville Gas and Electric Company and Kentucky Utilities Company from the 
Midwest ISO, Docket No. ER01-899-000, Jan. 4, 2001.  However, this matter was resolved by settlement among the 
withdrawing and remaining members of the Midwest ISO – a settlement that satisfactorily resolved Applicants’ 
concerns.  See Illinois Power Co., 95 FERC ¶ 61,183 (2001).  

33  The December 28, 2004 Notice of Withdrawal is attached hereto as Exhibit H. 



TROUTMAN SANDERS LLP 

 A T T O R N E Y S  A T  L A W  
 

The Honorable Magalie Roman Salas 
October 7, 2005 
Page 14 
 
 

  

particularly with respect to maintaining the reliability of the 
electricity supplied to their customers.34 

 The KPSC went so far as to require Applicants to accept the following as an express 
condition to KPSC’s approval of the merger: “Powergen commits that its present expectation is 
for LG&E and KU to remain members of the Midwest ISO.”35  Similar statements 
acknowledging and encouraging continued Midwest ISO participation were included in the 
KPSC’s E.ON merger approval order.36 

 Notwithstanding this historical support for Applicants’ Midwest ISO participation, on 
July 17, 2003, the KPSC initiated an investigation of Applicants’ membership in the Midwest 
ISO.37  Specifically, since Kentucky does not allow retail customer choice, unlike certain other 
Midwest ISO-participating states, the KPSC directed an investigation into “the extent to which 
LG&E and KU, as providers of bundled retail electricity, utilize and receive benefits from the 
service provided by the Midwest ISO, and whether those benefits are commensurate with 
costs.”38  The KPSC also directed an investigation into the Midwest ISO’s intent to expand its 
role beyond its original scope – i.e., to “new matters, such as resource adequacy and demand 
response programs.”39  Most importantly, it was in this order that the KPSC first indicated its 
willingness to explore the feasibility of Applicants leaving the Midwest ISO and joining a 
different, “southern” RTO that had participants from states more similarly situated to Applicants 
in terms of their vertical integration and bundled retail service orientation.40 

                                                 
34  Joint Application of Powergen plc, LG&E Energy Corp., Louisville Gas and Electric Company and 
Kentucky Utilities Company for Approval of Merger, KPSC Case No. 2000-095, Order issued May 15, 2000, at 22-
23 (emphasis added). 

35  Id., Appx. A, Other Commitments and Assurances No. 15. 

36  See Joint Application for the Transfer of Louisville Gas and Electric Company and Kentucky Utilities 
Company in Accordance with E.ON AG’s Planned Acquisition of Powergen plc, KPSC Case No. 2001-104, Order 
issued August 6, 2001, Appx. A, Other Commitments and Assurances No. 49. 

37  Investigation into the Membership of Louisville Gas and Electric Company and Kentucky Utilities 
Company in the Midwest Independent Transmission System Operator, Inc., KPSC Case No. 2003-266, Order issued 
July 17, 2003.   

38  Id. at 2.   

39  Id. at 3. 

40  Id. 
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 Applicants responded to the KPSC’s inquiries by submitting substantial amounts of 
company and expert evidence.  With respect to the cost/benefit question, Applicants retained an 
independent economic consultant, Dr. Mathew J. Morey, Senior Consultant, Laurits R. 
Christensen Associates, Inc., to conduct a study of the relative costs and benefits of the various 
RTO and non-RTO options that the KPSC found were available to Applicants.  This independent 
economic analysis showed that, on the basis of the available quantitative evidence as well as Dr. 
Morey’s qualitative assessment of hard-to-quantify factors, a “stand-alone” option, i.e., 
withdrawing from RTO participation altogether and recommencing their own independent 
operation of their transmission systems under a Commission-approved OATT, was economically 
superior to any of the RTO options.  Dr. Morey concluded that, even with the payment of an exit 
fee, Applicants would still realize a net benefit from Midwest ISO withdrawal.  Significantly, Dr. 
Morey also posited that none of the alternative RTOs he studied could offer a more favorable 
cost/benefit outcome for Applicants than the stand-alone alternative. 

 After the Midwest ISO submitted testimony to rebut Applicants’ cost-benefit study 
results, the KPSC held hearings on February 25-27 and April 8, 2004.  Thereafter, the 
evidentiary record was closed.  On March 31, 2004, the Midwest ISO filed its TEMT and Day 2 
markets proposal with the Commission.  Because of concerns about the impact of Day 2 
operations on Applicants and on Kentucky ratepayers, the KPSC issued an order on June 22, 
2004, that reopened its investigation and requested that Applicants submit further testimony 
addressing the Midwest ISO’s Day 2 market proposal and its potential impacts, as well as the 
relative costs and benefits of pursuing alternative RTO and non-RTO options.41  Following the 
actual implementation of Day 2 operations, the KPSC found it necessary to investigate further 
Applicants’ Midwest ISO membership (which was initially intended to address this 
Commission’s concern over the mergers and any potential adverse impact on competition) and 
any adverse impact on Kentucky retail rates and KPSC regulation.  In August 2005, the KPSC 
expressed concern regarding ratepayer protection and shifts in regulatory authority as reasons for 
their investigation of Day 2 operations.42 

 Applicants submitted written testimony in the reopened investigation proceeding in 
September 2004 and January, April, and July 2005.  The Midwest ISO submitted written 
                                                 
41  Investigation Into the Membership of Louisville Gas and Electric Company and Kentucky Utilities 
Company in the Midwest Independent Transmission System Operator, Inc., KPSC Case No. 2003-266, Order issued 
June 22, 2004. 

42 In August 2005, the KPSC stated “[t]he list of issues spawned by the creation of RTOs is growing and the 
Commission is seemingly faced with ever decreasing authority as FERC addresses new issues regarding RTOs and 
transmission.  Recognizing that RTOs are predominantly federally driven, we are unsure as to how Kentucky’s 
energy policy can incorporate plans to address this issue.”  Kentucky’s Electric Infrastructure: Present and Future: 
Assessment Conducted Pursuant to Executive Order 2005-121 by the Kentucky Public Service Commission, Aug. 
22, 2005, at 56 <http://psc.ky.gov/agencies/psc /hot_list/ElectricRpt_082205/MainRpt/electric1_CompleteRpt.pdf>. 
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testimony in the same proceeding in September and November 2004, as well as January, 
February, March and July 2005.  The KPSC held evidentiary hearings on July 20-21, 2005.  This 
proceeding is still pending at the KPSC. 

 In their submitted testimony, Applicants undertook a reexamination of the costs and 
benefits of their Midwest ISO participation, in light of the implementation of Day 2 operations.  
Applicants directed their independent economic consultant, Dr. Morey, to undertake a 
supplemental study and requested that the new study examine the relative costs and benefits of: 
(i) staying in the Midwest ISO with Day 2 market implementation; (ii) joining PJM; (iii) joining 
SPP; and (iv) withdrawing from further RTO participation and, instead, operating their own 
transmission system, but with an independent Reliability Coordinator (referred to in the KPSC 
proceeding record as the “Transmission Operator With Reliability Coordinator” or “TORC” 
alternative).  Dr. Morey’s supplemental study mirrored the results of the first study.  Specifically, 
among other findings, Dr. Morey concluded that, based on the same study timeframe of six years 
(through 2010), the TORC remains the most economically superior option. 

 In light of all relevant factors, Applicants advised the KPSC that they would begin 
seeking withdrawal from the Midwest ISO and would pursue an alternative model that satisfies 
the Commission’s non-discriminatory, open access transmission service objectives and other 
relevant policy goals.  In order to achieve these objectives, Applicants have expressly asked the 
KPSC to find that: (i) Applicants’ continued Midwest ISO membership is not in the public 
interest because of the existence of lower cost alternatives; (ii) Applicants may continue pursuing 
this Commission’s approval to exit the Midwest ISO, and may pursue an alternative to Midwest 
ISO membership that is acceptable to both this Commission and the KPSC; and (iii) Applicants 
may establish a regulatory asset for the amount of any exit fee that must be paid to the Midwest 
ISO pursuant to Article Five of the TO Agreement. 

IV. APPROVALS UNDER SECTION 205 OF THE FEDERAL POWER ACT 

 In this section Applicants request that the Commission accept certain rates for filing as 
follows. 

 In Section A, Applicants request authority to withdraw from the TO Agreement and 
explain why such a withdrawal is just and reasonable.  

 In Section B, Applicants request that the Commission accept for filing a revised pro 
forma OATT (which has been modified to implement the Rate De-Pancaking Maintenance Plan 
as well as the functions of the ITO and Reliability Coordinator).  The OATT also includes pro 
forma agreements between Applicants and the ITO and Reliability Coordinator.  Applicants 
request that the Commission accept for filing the OATT, including the pro forma Agreements.  
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 In Section C, Applicants discuss the impact of this filing on their pending requests for 
authority to sell power and energy at market based rates. 

A. Withdrawal From the Midwest ISO TO Agreement is Just and Reasonable. 

 Applicants request that the Commission approve their withdrawal from the TO 
Agreement.  Such withdrawal constitutes a change in rates under FPA Section 205.  Applicants 
request that the Commission accept this change in rates for filing, effective 30 days after 
Commission approval, without suspension or hearing.  As demonstrated below: (i) Applicants 
are not contractually barred from withdrawal from the Midwest ISO; (ii) the ITO/Reliability 
Coordinator proposal involves less costs; (iii) existing transmission customers will be protected 
under a De-Pancaking Maintenance Plan including GFA customers; and (iv) the Midwest ISO 
and its members will not be harmed by Applicants’ withdrawal.  

1. TO Agreement 

 Applicants have complied with the terms of the TO Agreement and are not contractually 
barred from withdrawing from the Midwest ISO.  

 The TO Agreement specifically provides that transmission-owning members of the 
Midwest ISO may withdraw their facilities from the Midwest ISO’s transmission system.43  In 
1998, when the Commission accepted the TO Agreement, the Commission stated that it would 
permit withdrawals from the Midwest ISO pursuant to the withdrawal process contained within 
Article Five of the TO Agreement.44  The Commission also required that the TO Agreement be 
revised to clarify that any notice of withdrawal from the Midwest ISO must be filed with the 
Commission and may become effective only upon the Commission’s approval.45 

 Under Article Five of the TO Agreement, transmission-owning members of the Midwest 
ISO may commence the withdrawal process by submitting a written notice of withdrawal to the 
Midwest ISO President.  Under this provision, the withdrawal may not take effect before 
December 31 of the calendar year following the calendar year in which the notice is given.  In 
relevant part, Article Five states: 

A Member who is also an Owner may, upon submission of a 
written notice of withdrawal to the President, commence a process 

                                                 
43  See TO Agreement, Art. Two, § X.D, Original Sheet No. 59. 

44  Midwest Indep. Transmission Sys. Operator, Inc., 84 FERC ¶ 61,231 at 62,151 (1998). 

45  Id. 
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of withdrawal of its facilities from the Transmission System.  Such 
withdrawal shall not be effective until December 31 of the calendar 
year following the calendar year in which notice is given.46 

 On December 28, 2004, Applicants provided a notice of withdrawal to the Midwest ISO 
in compliance with the aforementioned provision of the TO Agreement.  Therefore, the earliest 
date that such withdrawal could take effect would be December 31, 2005.  In compliance with 
the Commission’s directive that withdrawing members file their notices of withdrawal for 
Commission approval, Applicants have attached a copy of their December 28, 2004 notice of 
withdrawal as Exhibit H. 

 Applicants have entered into negotiations with Midwest ISO regarding the financial and 
practical issues associated with their withdrawal.  Applicants believe that they and the Midwest 
ISO are close to finalizing a withdrawal agreement which will include an exit fee amount to be 
paid by Applicants, and a transition plan for transferring operations to the Reliability Coordinator 
and the ITO.  To date, Applicants and the Midwest ISO have made significant progress in 
negotiating the terms of the withdrawal.  For example, Applicants and the Midwest ISO have 
already reached agreement on key parts of a methodology for calculating the Midwest ISO exit 
fee and a process for developing a transition plan.47  Applicants will amend this filing when any 
agreement or arrangement with Midwest ISO is finalized. 

2. Reduced Costs 

 The Commission should accept for filing Applicants’ request to withdraw from the TO 
Agreement.  Withdrawal is reasonable because continued Midwest ISO membership will mean 
higher costs for Applicants’ native load customers.  This fact is supported in the testimony of Dr. 
Morey (Exhibit C hereto).  Among other things, Dr. Morey finds that Applicants’ proposal is a 
reasonable means to fulfilling Order No. 888 objectives because the benefits of membership in 
an RTO such as Midwest ISO – lower power procurement costs and increased off-system sales 
and margins – are, given the Companies’ existing low cost generation portfolio and history of 
self supply, small compared to the costs of membership.48  Dr. Morey also finds that Applicants’ 

                                                 
46  TO Agreement, Art. Five, § I, Original Sheet No. 75. 

47  On October 6, 2005, Applicants sent a letter to Stephen Kozey, Vice President and General Counsel of the 
Midwest ISO, summarizing the status of negotiations between Applicants and the Midwest ISO.  This letter 
memorializes several agreements in principle between Applicants and the Midwest ISO with regard to a 
methodology for calculating the Midwest ISO exit fee and a process for developing a transition plan.  This letter is 
attached as Exhibit N. 

48  Morey Testimony at 3. 
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proposal satisfies Order No. 888 requirements at lower cost than does RTO membership.49  In 
particular, Dr. Morey compares the costs of the ITO/Reliability Coordinator proposal with the 
costs currently incurred by Applicants as members of the Midwest ISO and concludes that 
Applicants could save between $8 million and $13 million per year.50 

 In order to meet the non-discriminatory, open access requirements of Order Nos. 888, 
889, and 2000, Applicants must either remain members of the Midwest ISO or employ another 
option for satisfying the Commission’s open access and regional reliability objectives, as 
manifested by the Merger Conditions of the LG&E/KU and E.ON mergers.  From a cost 
perspective, Applicants’ ITO/Reliability Coordinator proposal closely resembles the “stand-
alone” option studied in the KPSC proceeding, but has the added benefits of maintaining the 
open access and reliability status quo for customers in the LG&E/KU and Midwest ISO service 
areas and ensuring a heightened level of independent tariff administration, transmission 
planning, and regional reliability coordination.  Specifically, Applicants’ ITO/Reliability 
Coordinator proposal meets the objectives of Order Nos. 888, 889 and 2000 by: (i) transferring 
key transmission-related functions to third parties; (ii) resolving seams issues and eliminating 
rate pancaking (as discussed below); and (iii) ensuring non-discriminatory, open access 
transmission service.   
 

3. Customers Are Protected 

 Applicants’ proposal will not adversely impact existing transmission customers.  
Applicants intend to abide by their obligation in Article Five of the TO Agreement, which 
provides that withdrawing Midwest ISO members are bound to hold existing customers harmless 
from any changes in rates, terms, or conditions of existing transmission service.   

 In this regard, Section II.A of Article Five provides: 

Users taking service which involves the withdrawing Owner and 
which involves transmission contracts executed before the Owner 
provided notice of its withdrawal shall continue to receive the 
same service for the remaining term of the contract at the same 
rates, terms, and conditions that would have been applicable if 
there were no withdrawal.  The withdrawing Owner shall agree to 
continue providing service to such Users and shall receive no more 
in revenues for that service than if there had been no withdrawal by 
such Owner. 

                                                 
49  Id. at 3, 20. 

50  Id. 
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 Applicants propose to meet this contractual obligation through the plan outlined below.  
In addition, Applicants propose to use the same formula rate for transmission service contained 
in Attachment O of the Midwest ISO OATT.  Accordingly, there will be no transmission rate 
level impact on customers. 

a. De-Pancaking Maintenance Plan 

 Applicants seek to ensure that their withdrawal from the Midwest ISO and their 
institution of an ITO and a Reliability Coordinator is consistent with the Commission’s goal of 
eliminating transmission rate pancaking.  Applicants are also cognizant of the fact that their 
withdrawal from the Midwest ISO must be consistent with their merger commitments, as 
explained in detail in Section V below.  Accordingly, Applicants propose a Rate De-Pancaking 
Maintenance Plan (“RDMP”), in order to ensure that customers continue to enjoy the same de-
pancaked rates which currently are in effect between Applicants’ zone, the Midwest ISO, and 
PJM.   Applicants propose to preserve the status quo regarding pancake elimination by 
implementing a system that mirrors the de-pancaked transmission protocols of the Midwest ISO 
and PJM.  Through this commitment, Applicants seek to ensure that there are as few economic 
seams between their system and Midwest ISO/PJM as possible.   

In this regard, Applicants will provide point-to-point (“PTP”) transmission on their 
system on a “drive through,” “drive in” or “drive out” basis – for service between Applicants’ 
system and points within the existing Midwest ISO and PJM systems, as well as through 
Applicants’ system – on a comparable basis, without the imposition of pancaked base 
transmission rates for virtually all wheels.  Applicants propose several exceptions to this 
generally applicable rate mechanism which are intended to avoid gaming, as noted below.  
Applicants will also provide and facilitate network service between points of receipt and points 
of delivery on the Transmission System and on the Midwest ISO and PJM systems.  Applicants 
refer to such point-to-point and network service provided under the RDMP as “Reciprocity 
Firm.”51  

Applicants propose that existing transmission arrangements – both existing Midwest ISO 
Tariff transmission contracts and GFAs – will enjoy the same service and pricing that such 
customers receive today.  This fact will be true for service which “traverses” Applicants’ system 
and the Midwest ISO/PJM, as well as network and point-to-point arrangements “within” 

                                                 
51  For new Reciprocity Firm service initiated after the effective date of the proposed rates, Applicants reserve 
the right to charge the costs of expansion (where applicable) and losses, in accordance with the OATT.  Where 
applicable, customers would bear the costs of expansion, even if base transmission charges would be waived for 
such a Reciprocity Firm transaction.  Applicants believe such expansion charges, where applicable, are reasonable.  
It would be inequitable, for example, to ask network customers to bear expansion costs, while at the same time 
providing Reciprocity Firm customers point to point service for free.   
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Applicants’ transmission system.  For new service (i.e., contracts entered into after the effective 
date of Applicants’ withdrawal from the Midwest ISO), Applicants propose the same de-
pancaked service under the RDMP as would be effective today with the exceptions noted below.  
Applicants’ new OATT submitted with this filing reflects the RDMP proposal described above.   

Importantly, Applicants will provide Reciprocity Firm service subject to the Midwest 
ISO and PJM agreeing that Applicants will receive comparable treatment under the Midwest ISO 
and PJM tariffs for sales into, through and out of the Midwest ISO and PJM, respectively.  In 
Applicants’ discussions with the Midwest ISO, the Midwest ISO has not objected to continuing 
the de-pancaked rate protocol.  As with the current pricing protocols in the Midwest ISO and 
PJM, Applicants will charge customers for transactions that sink in the Applicants’ system or are 
transmitted wholly “within” Applicants’ system.  Finally, Applicants also propose to maintain 
the status quo regarding transmission service which Applicants provide to themselves for their 
native load.  Under the Midwest ISO’s TEMT, as transmission owners and network service 
customers (in essence, customers “of themselves”), Applicants are not billed for network service 
to their native load.52  After withdrawing from the Midwest ISO, Applicants will similarly not 
bill themselves for these services.53 

Under the RDMP, rate pancaking will be eliminated to the same extent and over the same 
territory as is the case today, with one exception.  Applicants propose to charge their applicable 
PTP rate for transactions that: (i) source within or outside of the Super Region;54 (ii) sink outside 
of the Super Region; and (iii) require (x) a withdrawal point scheduled at an interconnection 
between Applicants and a non-Super Region system (e.g., sink TVA, or sink Duke) or (y) require 
transmission service through Applicants’ control area.  Applicants’ charging of a PTP rate for 
these transactions is reasonable because, if Applicants were to remain in Midwest ISO, the 
Midwest ISO “through and out” rate would be charged for such transactions.  Applicants believe 
that if their PTP rate is not charged for such transactions, the elimination of an “out” charge at 
Applicants’ buses with interconnected utilities (e.g., TVA, Duke) could significantly increase the 
possibility of gaming.55 

                                                 
52  MISO TEMT § 37.3, Second Revised Sheet No. 342.  

53  See LG&E/KU OATT § 32.6. 

54  “Super Region” is defined as the Midwest ISO/PJM footprint. 

55  Alternatively, if the Commission does not believe that such charges are appropriate, Applicants would be 
willing to charge the Midwest ISO out rate at its bus with non-Super Region control areas as long as Applicants 
receive their appropriate share of revenues from such service.  
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 Applicants respectfully request that the Commission approve the RDMP so that 
customers in Kentucky and throughout the Midwest ISO and PJM can continue to receive 
transmission service without the re-introduction of pancaked rates. 

 Tables are included in the Applicants’ proposed OATT Schedules 7 and 8 that set forth 
the applicable base transmission charges under the RDMP for various PTP transaction scenarios.  
As demonstrated in these tables, the RDMP generally maintains the status quo regarding 
pancaked rates.  Where paths have been de-pancaked, they will generally remain so to the 
greatest extent possible.  Where paths remain subject to pancaked charges, they will continue to 
pay pancaked charges.  Applicants note that the New York ISO and ISO New England recently 
eliminated rate pancaking through a similar voluntary arrangement.56  Applicants believe the 
same type of voluntary arrangement is appropriate and reasonable here.57   

b. Curtailment 

 Reciprocity between LMP markets like Midwest ISO/PJM and Applicants’ system could 
create issues regarding curtailment priorities.  Thus, Applicants propose a curtailment priority as 
follows (in order from highest to lowest priority): 

1. Native load customers, all network and intra-zonal PTP; 

2. Reciprocity Firm point-to-point customers; and 

3. Non-firm customers.   

 Order Nos. 888 and 888-A require pro rata curtailments of network and native load and 
firm point-to-point customers together.58  However, there are specific exceptions to the general 
rule on pro rata curtailment.59  In particular, the Commission has stated that firm point-to-point 

                                                 
56  ISO New England, Inc., 109 FERC ¶ 61,147 (2004), on reh’g, 110 FERC ¶ 61,111 (2005).  

57  While pancaked rates have been eliminated, the transitional rate mechanism known as the Seams 
Elimination Cost/Charge Assignment/Adjustment (“SECA”) is currently being litigated in Docket Nos. ER05-6-001, 
et al.  These proceedings involve monthly charges on load through March 2006.  Thus, the SECA will no longer be 
in place upon Applicants’ projected withdrawal date from the Midwest ISO, i.e., spring of 2006, before the start of 
the summer cooling season. 

58  See Order No. 888 at 31,748-50; Order No. 888-A at 30,278-81. 

59 Section 1233 of the Energy Policy Act of 2005 amended the FPA to provide that load serving entities are 
entitled to use their transmission rights to the extent required to meet their service obligations.  See FPA Section  
217 [16 U.S.C. § 824q (2005)]; see also Northern States Power Co. v. FERC, 176 F.3d 1090 (8th Cir. 1999) 
(Commission could not require curtailment of native load on comparable basis to wholesale customers when facing 
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customers should receive an appropriate rate adjustment where their curtailment priority is 
different than network service customers.60  Applicants propose to charge Reciprocity Firm 
customers a zero transmission rate.  Thus, these firm transmission customers already receive the 
best possible rate, and therefore, it is reasonable to queue transaction curtailments as proposed by 
Applicants. 

c. Grandfathered Contracts 

 Parties to grandfathered agreements (“GFAs”) involving Applicants will not be adversely 
affected by Applicants’ withdrawal from the Midwest ISO.  In fact, in several circumstances, 
such parties should see rate reductions.  Applicants are parties to several GFAs, listed at 
Attachment P to the Midwest ISO’s TEMT.61  These GFAs can be divided into six categories:  

(i)  Contracts that have expired or will expire by the time Applicants’ proposed exit 
from the Midwest ISO would be effective;  

(ii) Contracts that were “carved out” from the Midwest ISO markets; 

(iii) Contracts where the customer is not LG&E Energy Marketing, Inc. (“LEM”) and 
the party chose to take service under “Option A” of the Midwest ISO’s TEMT;  

(iv)  Contracts where the customer is not LEM and the party chose to take service 
under “Option B” of the Midwest ISO’s TEMT;   

(v) Contracts where the transmission customer taking service is LEM; and  

(vi) Contracts where the party taking service is TVA. 

 As noted below, these customers will receive service at a comparable level after the 
Applicants’ withdrawal from the Midwest ISO as those customers receive today, or will 
otherwise be unaffected by Applicants’ withdrawal. 

                                                                                                                                                             
constraints); Northern States Power Co., 89 FERC ¶ 61,178 (1999) (Commission order on remand recognizing court 
order).   

60  Northern States Power Co., 89 FERC ¶ 61,178 at 61,551, 61,553 (1999). 

61  Relevant portions of Attachment P are appended hereto as Exhibit M.  
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i. Expiring GFAs 

 GFA 215(b) expired on May 31, 2005, and GFA 221 is scheduled to expire in January 
2006.  This expiration is prior to the time when Applicants project they will exit the Midwest 
ISO and implement their ITO/Reliability Coordinator proposal.   

ii. Carved-Out GFAs 

 With respect to “carved out” contracts (GFAs 220 and 222), customers under these 
contracts have continued to receive service pursuant to the terms of those GFAs and are 
unaffected by the Midwest ISO markets.  Indeed, the purpose of carved-out service is to insulate 
customers from receiving the benefits or burdens of transmission service under the Midwest 
ISO’s TEMT.  Thus, customers taking service under these GFAs will simply continue to receive 
service according to the terms of those GFAs and will be unaffected by Applicants’ withdrawal 
from the Midwest ISO.  Importantly, customers taking carved out GFA service under the 
Midwest ISO’s TEMT are now subject to a share of the Midwest ISO’s Schedule 10, 17 and 18 
charges.62  After Applicants’ withdrawal from the Midwest ISO, these charges will no longer be 
applicable, resulting in a significant cost savings to these customers.  

iii. Option A 

 There is only one GFA – GFA 215(a) – for which a non-LG&E/KU-affiliated customer 
chose to take Option A service.  This is a contract between LG&E and Eastern Kentucky Power 
Cooperative (“EKPC”).  This GFA is scheduled to expire in September 2006.  Under Option A, 
the GFA Responsible Entity receives an allocation of FTRs in accordance with nominated 
capacity and is responsible for congestion and losses.  LG&E is the GFA Responsible Entity and 
provides service to EKPC under the terms of the contract.  Since Applicants project their 
Midwest ISO withdrawal to be effective in the Spring of 2006, there will be an approximately 
six-month period prior between Applicants’ withdrawal from the Midwest ISO and when this 
contract will expires.  During that period, LG&E will continue to provide service to EKPC under 
the terms of the contract, just as EKPC receives service today.  EKPC will not face any 
degradation of service, nor will EKPC face any increase in costs.  The Option A provisions 
impact LG&E’s costs, not EKPC’s.  Thus, EKPC should see no difference in service or costs. 

iv. Option B 

 There is only one GFA – GFA 214, between LG&E and Indiana Municipal Power 
Agency (“IMPA”) – for which a non-LG&E/KU affiliated customer chose to take Option B 
service.  Under this GFA, IMPA takes service into PJM for a specific, contracted-for generation 
                                                 
62  Midwest ISO TEMT § 38.8.4.6, Substitute First Revised Sheet No. 454B. 
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resource to serve specified load.  The Option B service does not provide for an allocation of 
FTRs and does not impose congestion and losses charges.  Under the RDMP, IMPA will not face 
pancaked charges for access to PJM.  Moreover, just as LG&E provides service to IMPA 
according to the terms of the contract, and IMPA is not at risk for congestion and losses today, 
IMPA will not be at risk for congestion or losses in the future.  LG&E will simply continue to 
provide service under the terms of the contract after Applicants’ withdrawal from the Midwest 
ISO.   

v. Contracts in Which LEM is the Customer 

 For GFAs 216, 222, 223, 224, 418, 419, and 420, LEM is the transmission customer and 
will continue to take service on the Transmission System according to the terms of the GFAs.  
Under these agreements, Applicants are obligated to deliver electricity to a customer.  If 
Applicants fail to perform under these GFAs, they will be liable for failure to perform.  
However, as noted throughout this section, there will be no change in transmission delivery 
service that will affect any such customer’s continued receipt of electricity pursuant to the 
contracts at issue. 

vi. TVA Contracts 

 This final category consists of two contracts – GFAs 219 and 225.  GFA 219 involves 
TVA taking service under Option A.  Just as is the case with the EKPC contract under Option A, 
LG&E will continue to provide service to TVA under the terms of the contract just as EKPC 
receives service today.  TVA will not face any degradation of service, nor will TVA face any 
increase in costs.  The Option A provisions impact LG&E’s costs, not TVA’s.  Thus, TVA 
should see no difference in service or costs.  With respect to GFA 225, this three-party 
agreement between TVA, Cinergy, and LG&E allows TVA to access the Midwest ISO 
(specifically, Cinergy).  TVA will continue to receive service under the terms of the contract, and 
under the RDMP, TVA should receive non-pancaked service into Cinergy in any event (to the 
extent TVA requires service above and beyond service provided for under the contract).     

d. Existing Midwest ISO Tariff Contracts 

 Applicants will continue to honor existing Midwest ISO short and long term transmission 
contracts which require service within Applicants’ system.63  In addition, with respect to 
transmission contracts under the Midwest ISO Tariff that involve Applicants’ system but have 
sources or sinks in other zones, Applicants will not re-impose any pancake charges under the 
RDMP.  For instance, Illinois Municipal Electric Association (“IMEA”), East Kentucky Power 
Cooperative, and Hoosier Energy are parties to Midwest ISO transmission contracts under which 
                                                 
63  Long term existing Midwest ISO transmission contracts are listed on Attachment E to the OATT. 
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these customers take service with either points of receipt or points of delivery in Applicants’ 
zone, and points of receipt or points of delivery in another Midwest ISO zone.  For contracts 
such as these, where customers take service under the Midwest ISO TEMT involving 
Applicant’s zone, Applicants propose that such customers continue to be customers of the 
Midwest ISO, with Applicants ensuring that such customers continue to enjoy the same service 
they have today.  This treatment is consistent with Applicants’ obligation under the Midwest ISO 
TO Agreement.64   

 As noted above, Applicants will continue to honor existing Midwest ISO transmission 
contracts.  Applicants will require, however, that such customers sign a transmission service 
agreement for the portion of service which such customers take over Applicants’ system. This 
will ensure that Applicants are protected with appropriate commercial terms.  Otherwise, such 
customers would take service over Applicants’ system without any contractual relationship to 
Applicants.  

e. Other Seams Issues 

 As described more fully below, Applicants choice of TVA as the Reliability Coordinator 
will ensure that no new seams are created when Applicants withdraw from the Midwest ISO.   
TVA currently has reliability coordination operations in Kentucky and acts as reliability 
coordinator for East Kentucky Power Cooperative and Big Rivers Electric Cooperative.  
Accordingly, this filing seeks to put more load under TVA, but management of the seams should 
not change.  Indeed, seams issues will be unaffected by Applicants’ withdrawal from the 
Midwest ISO, in large measure because of TVA’s Joint Reliability Coordination Agreement with 
the Midwest ISO and PJM (“JRCA”), and the JRCA’s corresponding Congestion Management 
Process (“CMP”).  These seams agreements are discussed below.  

i. Joint Reliability Coordination Agreement 

 Beginning in May 2004, the Midwest ISO, PJM, and TVA (the “JRCA Parties”) began 
exchanging certain data and information in order to facilitate inter-regional coordination, system 
reliability, and efficient market operations for the Midwest ISO and PJM.  In April 2005, the 
JRCA Parties executed the JRCA in order to establish other reliability protocols, including the 
pre-existing data exchange.  The JRCA provides for data flow between TVA and the Midwest 
ISO and PJM, and congestion management on flowgates affected by flows of TVA and either the 
Midwest ISO or PJM, or flowgates of any JRCA Party and a Third Party that executes a 
Reciprocal Coordination Agreement.  The JRCA also outlines system coordination among the 
Parties, including coordination of scheduled outages, emergency operations, transmission 
expansion planning, and reactive power coordination.  The JRCA is attached hereto as Exhibit L.  
                                                 
64  See generally Midwest ISO TEMT § 38.8, Substitute Second Revised Sheet No. 442. 
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ii. Congestion Management Process 

 The CMP is a separate document from the JRCA, but is incorporated into the JRCA by 
reference.65  The CMP details the specific procedures for management of congestion on 
flowgates, particularly coordinated flowgates – i.e., flowgates across which there are energy 
flows of one or more parties and one or more third parties.  The CMP provides detail in the areas 
of: market flow calculation; firm generation-to-load flow determination; the tagging of import 
and export transactions; and flowgate administration.  One of the primary seams issues that must 
be addressed is how different congestion management methods (market and non-market) will 
interact to ensure that parallel flows and impacts are recognized and controlled in a manner that 
ensures system reliability.  The solutions proposed in the CMP will enhance overall transparency 
by utilizing existing real-time applications to monitor and react to flowgates external to an 
entity’s footprint. 

4. Impact on the Midwest ISO and its Membership 

 Applicants’ withdrawal from the Midwest ISO will have no adverse impacts on the 
Midwest ISO’s operations, its energy markets, or its membership. 

 First, the Midwest ISO is a mature RTO with widespread participation in its regional 
footprint.  The Midwest ISO oversees more than 100,000 miles of transmission lines and more 
than 100,000 megawatts of electric generation over approximately 1.1 million square miles.  
Applicants’ operations constitute a very small portion of the Midwest ISO system, with only 
2,420 miles of transmission lines (100 kV and above),66 approximately 8,000 MW of electric 
generation, and a service territory of approximately 7,300 square miles.   

 Applicants’ system represents a mere “drop in the bucket” compared to the Midwest ISO 
regional system and, therefore, Applicants’ withdrawal from the Midwest ISO only increases 
market concentration slightly.67  The Midwest ISO’s total generation is approximately 115,000 
MW (after accounting for outages) and LG&E’s generation in the Midwest ISO is only 
approximately 7,500 MW (after outages).  According to Dr. Hieronymus’ analysis, the Midwest 
ISO’s Herfindahl-Hirschman Index (“HHI”) will only modestly increase under most 

                                                 
65  The CMP is a rate schedule for both the Midwest ISO and PJM.  See Midwest ISO FERC Electric Tariff, 
Rate Schedule No. 5; PJM Interconnection L.L.C., FERC Electric Tariff, Rate Schedule No. 38. 

66  See supra n. 26. 

67  See Hieronymus Testimony (Exhibit D hereto) at 8.  Dr. Hieronymus’ workpapers are included on the two 
enclosed CD-ROMs. 
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circumstances as a result of Applicants’ withdrawal and, for the most part, will remain 
unconcentrated.68 

 Second, Applicants’ location within the Midwest ISO highlights the minimum impact 
that withdrawal will have on the Midwest ISO.  Applicants reside on the “border” of the 
Midwest ISO footprint and are, therefore, not essential for the Midwest ISO’s connectivity 
needs.  In other words, Applicants’ withdrawal will not involve anomalous connectivity and 
seams issues.  Further, after withdrawal, Applicants will continue to have interconnected 
operations with the Midwest ISO, and commerce between the Midwest ISO’s and Applicants’ 
regions will continue. Applicants also have interconnection agreements with all neighboring 
utilities on file with the Commission.   

 Third, the Midwest ISO enjoys widespread participation across a 15-state footprint.  
Members of the Midwest ISO include investor-owned utilities, cooperatives, municipals, public 
power districts, independent transmission-only companies, power marketers, independent power 
producers and industrial end users.  Also, the Midwest ISO appears to have the support of most 
of the state commissions within its footprint.69  Given this widespread support, Applicants 
believe that their withdrawal will not create an adverse impact on the Midwest ISO and its status 
as an RTO.  In fact, as Dr. Ronald McNamara, Vice President of Market Management for the 
Midwest ISO, testified before the KPSC, the Midwest ISO is not concerned that Applicants’ 
withdrawal will lead to other Midwest ISO members withdrawing as well.70  

 Fourth, the Midwest ISO is not the nascent organization it was when entities sought 
approval to leave the Midwest ISO and join the Alliance RTO in 2001.71  The Midwest ISO has 
not only undertaken all Day 1 operational testing and addressed all start-up concerns, but also 
has begun Day 2 market operations.  Applicants believe that their participation is not critical to 
the operational integrity of the Midwest ISO grid or its markets, as was arguably the case when 
other entities sought to leave the Midwest ISO in 2001.   

 Finally, Dr. McNamara testified before the KPSC that Applicants’ withdrawal is a 
“business decision” for the companies.72  Indeed, Dr. McNamara specifically stated that neither 
                                                 
68  Id. 

69  See, e.g., Craig S. Cano, MISO success seen as “proof positive” of value offered by regional state 
committee, INSIDE F.E.R.C., Aug. 15, 2005, at 1 (describing Organization of MISO States’ support for MISO’s Day 
2 markets).  
70  KPSC Case No. 2003-00266, Transcript of Evidence (Volume I) at 31:5-21 (July 20, 2005). 

71  See Illinois Power Co., 95 FERC ¶ 61,183 (2001). 

72  See KPSC Case No. 2003-00266, Transcript of Evidence (Volume I) at 22:6-19 (July 20, 2005). 
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the Midwest ISO nor any stakeholder should stand in the way of Applicants’ business decision to 
withdraw from the Midwest ISO.73  Further, in the context of the KPSC investigation discussed 
above, the Midwest ISO never testified that Applicants’ withdrawal would harm the Midwest 
ISO.  Midwest ISO’s testimony only went to the issue of trying to prove that the benefits of 
Midwest ISO membership outweigh the costs.  In fact, on August 25, 2004, James P. Torgerson, 
President and CEO of the Midwest ISO, was quoted as saying that Applicants’ withdrawal from 
the Midwest ISO would have only a “minor impact” on the Day 2 markets.74  Later, Dr. 
McNamara testified in the KPSC proceeding that Applicants’ withdrawal would not have a 
material financial impact on the Midwest ISO and agreed with Mr. Torgerson’s August 25, 2004 
statement.75  It is also significant that other Midwest ISO members and stakeholders did not 
participate in the KPSC proceeding.76 

5. Consistency with Commission Policy and Precedent 

 Applicants’ proposal to withdraw from the Midwest ISO is consistent with Commission 
policy.  In Order No. 2000, the Commission embraced the creation of third-party regional 
transmission entities that could independently administer and operate transmission systems, but 
specifically rejected the idea of mandatory RTO membership.  To this end, the Commission 
adopted a flexible approach under which utilities could voluntarily seek to join RTOs or other 
regional entities.  The Commission stated that “[g]iven the rapidly evolving state of the electric 
industry, we want to allow involved participants the flexibility to develop mutually agreeable 
regional arrangements with respect to RTO formation and coordination.”77  As described by 
former FERC Commissioner Vicky Bailey in Exhibit E, the Commission wanted to encourage 
participation in RTOs, but did not believe that RTO membership was “a flat prerequisite to the 
provision of just and reasonable, non-discriminatory transmission service.”78   

 The Commission has not mandated RTO membership.  While the Commission 
considered the possibility of more expansive RTO participation under Standard Market Design 

                                                 
73  Id. at 25:11-17 (July 20, 2005) 

74  Kentucky Regulators Delay Decision on Whether LG&E, KU Should Withdraw From MISO; MISO Chief 
Suggests Their Withdrawal Will Have Little Impact, FOSTER ELECTRIC REPORT, Aug. 25, 2004, at 2. 

75  KPSC Case No. 2003-00266, Transcript of Evidence (Volume I) at 19:14 to 20:7 (July 20, 2005). 

76  Dr. McNamara testified that none of the Midwest ISO stakeholders intervened in the KPSC proceeding.  
See KPSC Case No. 2003-00266, Transcript of Evidence (Volume I) at 25:6-10 (July 20, 2005). 

77  Order No. 2000 at 31,033. 

78  Bailey Testimony at 8. 
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(“SMD”), such a rule was not ultimately adopted.79  Also, in 2002, the U.S. Court of Appeals for 
the District of Columbia Circuit found that the Commission cannot require blanket RTO 
membership.80  The Court stressed that the FPA does not provide the Commission with the 
power “to compel any particular interconnection or technique of coordination”81 or to “prohibit 
[entities] from ending their voluntary coordination and interconnection through [an RTO].”82   

 Applicants note further that the Commission has effectively permitted other public 
utilities to completely forgo merger conditions similar to those currently applicable to 
Applicants.83  Unlike other such public utilities, Applicants submit herein a proposal that meets 
the goals of Applicants’ Merger Conditions.  It would be inconsistent for the Commission to 
reject Applicants’ ITO/Reliability Coordinator proposal because it does not comply with the 
Merger Conditions, while continuing to let other public utilities forgo merger obligations which 
have never been met. 

 Finally, Applicants note that the Commission has accepted Entergy’s ICT proposal and is 
considering similar proposals by MidAmerican and Duke.  Applicants’ ITO/Reliability 
Coordinator proposal complies with the Entergy ICT Order, but also represents a refinement of 
that plan.  For example, unlike the Entergy and Duke proposals, Applicants’ proposal involves a 
separate Reliability Coordinator that will not only provide security coordination services, but 
will also oversee the transmission planning function.  If the Commission approves the Entergy, 
Duke or MidAmerican proposals, it should also approve Applicants’ proposal.   

                                                 
79  Remedying Undue Discrimination through Open Access Transmission Service and Standard Electricity 
Market Design, Notice of Proposed Rulemaking, FERC Stats. & Regs. ¶ 32,563 (2002).  See also Remedying Undue 
Discrimination through Open Access Transmission Service and Standard Electricity Market Design, Order 
Terminating Proceeding, 112 FERC ¶ 61,073 (2005). 

80  Atlantic City Elec. Co. v. FERC, 295 F.3d 1 (D.C. Cir. 2002). 

81  Id. at 12, citing Duke Power Co. v. FERC, 401 F.2d 930, 943 (D.C. Cir. 1968 (emphasis in original). 

82  Id. 

83  In 2000, CP&L Holdings (“CP&L”) and Florida Progress Corporation (“Progress”) sought Commission 
approval of their proposed merger and addressed concerns about vertical competition by committing to participate in 
Commission-approved RTOs.  See CP&L Holdings, Inc., 92 FERC ¶ 61,023 at 61,055 (2000).  In granting its 
approval, the Commission relied on these RTO commitments and stated “we accept Applicants’ RTO commitments 
and rely on them in approving this merger.”  Id. at 61,056.  Subsequently, all efforts to develop RTOs in the 
Southeast and Florida stalled, but the Commission has never enforced the merger conditions. 
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B. The Proposed Open Access Transmission Tariff is Just and Reasonable. 

 Applicants hereby file a revised pro forma OATT that: (i) implements the RDMP; (ii) 
institutes the ITO and the Reliability Coordinator as third parties acting as tariff administrator 
and reliability coordinator for the Transmission System, respectively; (iii) maintains the same 
transmission rate levels (and rate formula) currently charged by the Midwest ISO for 
transmission service on Applicants’ system (i.e., Attachment O); and (iv) contains the same 
ancillary service rates that Applicants charge today.  

This pro forma OATT contains revisions to the OATT that is currently on file with the 
Commission.84  Applicants have red-lined the OATT against various operable documents for 
ease of comparison.85  Attached hereto as Exhibit A-1 are the red-lined portions of the OATT, as 
well as a chart which notes the various sections of the OATT, and the documents against which 
those sections have been redlined.  The chart also references the source of support for the 
reasonableness of the provisions in question.   

As described below, the OATT should be accepted for filing.  All of the rates in the new 
OATT are just and reasonable because, in each instance, such rates reflect either: (i) language 
changes and provisions which are necessary to implement the ITO and the Reliability 
Coordinator; (ii) rates that are currently on file and charged by Applicants; (iii) rates that have 
been accepted by the Commission in other dockets; or (iv) rates that have been filed by other 
public utilities in other dockets and that Applicants now propose here, subject to the outcome of 
Commission decisions in those dockets. 

The following is an overview and key highlights of Applicants’ proposed OATT. 

• The Body of the OATT follows the Commission’s pro forma OATT as closely as 
possible, and tracks the body of Applicants’ OATT which is currently on file with 

                                                 
84  On January 31, 2002, Applicants cancelled certain portions of their OATT in order to facilitate the offering 
of transmission services over the Transmission System under the Midwest ISO’s OATT.  Since Applicants would no 
longer be offering base transmission service under their own OATT, certain portions of their OATT became 
inapplicable.  The cancelled portions of the Applicants’ OATT included Schedule 7 (“Long-Term Firm and Short-
Term Firm Point-to-Point Transmission Service) and Schedule 8 (Non-Firm Point-to-Point Transmission Service).  
In addition, Applicants replaced all their Attachments (A through I) with a single Attachment A (Form of Service 
Agreement for Ancillary Services).  The remaining portions of Applicants’ OATT remained in effect, as the 
Midwest ISO has continued to rely on Applicants’ OATT as the applicable rate schedule for Applicants’ sales of 
ancillary services. 

85  Attachments E, L, and M and Schedule 9, which are original documents, have not been compared to any 
other operable documents.  In addition, Attachment O is the same Attachment O contained in the Midwest ISO 
TEMT and, therefore, requires no red-lined comparison. 
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the Commission.  Applicants have made minor modifications to the main body of 
the OATT to reflect the division of responsibilities between Applicants (referred 
to as the “Transmission Owner”), the ITO, and the Reliability Coordinator.  

• Attachments A through K: (i) were part of the Applicants’ prior OATT and have 
been merely re-filed with changes to reflect the division of responsibilities 
between the Applicants, the ITO, and the Reliability Coordinator; or (ii) reflect 
changes to the pro forma OATT required by the Commission subsequent to 
Applicants transitioning to the Midwest ISO’s OATT (e.g., LGIA/LGIP and 
SGIA/SGIP).86  One exception is Attachment C, which contains a revised and 
updated methodology for assessing Available Transmission Capability (“ATC”).  
These Attachment C revisions were based on the Attachment C contained within 
the Duke Energy Corporation OATT (i.e., the OATT that is proposed to govern 
Duke’s independent transmission coordinator proposal, which is similar to the 
Applicants’ proposal contained herein).  Because this ATC function will be 
performed by SPP, Applicants recognize that it may need to revise this 
Attachment C as appropriate to reflect the ATC calculation methodology that SPP 
deems appropriate.  Such revisions will be made upon conclusion of Applicants’ 
negotiations with SPP.   

• Attachments L and M provide for and delineate the functions of the ITO and the 
Reliability Coordinator.  Attachment L sets forth the functions of these entities in 
tariff language.  Attachment M appends to the OATT the pro forma bilateral 
agreements between Applicants and the ITO and the Reliability Coordinator.  As 
noted above, the TVA pro forma agreement and the portions of Attachment L that 
establish the role of the Reliability Coordinator are included in the OATT for 
informational purposes only.  Attachments L and M are discussed in detail below. 

• Attachment N provides for cost recovery for system expansions and transmission 
upgrades.  It defines the different kinds of transmission expansions and upgrades 
and determines the pricing for and the rights associated with Supplemental 
Upgrades.  This Attachment has been modeled after a similar Attachment 
proposed by Entergy.87 

                                                 
86  See Standardization of Small Generator Interconnection Agreements and Procedures, Order No. 2006, 111 
FERC ¶ 61,220 (2005); Standardization of Generator Interconnection Agreements and Procedures, Order No. 2003, 
FERC Stats. & Regs. ¶ 31,146 (2003), on reh‘g, Order No. 2003-A, 106 FERC ¶ 61,220 (2004), on reh’g, Order No. 
2003-B, 109 FERC ¶ 61,287 (2004), on reh’g, Order No. 2003-C, 111 FERC ¶ 61,401 (2005).  

87  On March 22, 2005, the Commission approved the Entergy transmission pricing proposal for a two-year 
experimental basis and directed Entergy to enhance and modify its proposal in a subsequent filing.  See Entergy 
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• Attachment O appends Attachment O of the Midwest ISO’s TEMT to Applicants’ 
OATT.  Applicants currently receive revenue from the Midwest ISO for 
transmission service provided by the Midwest ISO pursuant to rates charged 
under Attachment O.  Thus, Applicants propose to charge the same rates as are 
charged to customers today, and apply the same formula for rate setting which 
would be otherwise applicable.  

• Ancillary Service Schedules:  Applicants have not made any substantive revisions 
to Schedules 1 through 6.  These schedules reflect the ancillary services schedules 
that are currently on file in Applicants’ existing OATT and pursuant to which 
Applicants currently sell ancillary services.  Applicants have made only minor 
revisions to the language of Schedules 1 through 6 to reflect the division of 
responsibilities between the ITO and the Reliability Coordinator.   

• Point to Point and Network Service: Schedules 7 through 9 reference and reflect 
the formula rate set forth in the Midwest ISO’s TEMT Attachment O.  These 
schedules have also been revised to include language reflecting the RDMP and 
the inclusion of Reciprocity Firm service, as discussed above.  

• Loss Compensation Service:  Schedule 10 (Loss Compensation Service) is 
modeled after similar schedules the Commission has approved in other OATTs.88  
This Schedule 10 will only apply to transmission service arrangements entered 
into after the effective date of the revised tariff.  That is, existing transmission 
arrangements will not be subject to Applicants’ submitted Schedule 10. 

1. The ITO and the Reliability Coordinator (Attachment L) 

 Attachment L of Applicants’ OATT sets forth the division of functions, rights, and 
responsibilities of the ITO and the Reliability Coordinator.  Attachment L details how the ITO 
and Reliability Coordinator will perform their oversight of Applicants’ transmission system and 
specifies the scope of their functions, rights, and responsibilities.  In order to further explain the 
relationship between the ITO, the Reliability Coordinator, Applicants, and the other market 
participants, and the communications links and coordination points between them, Applicants 

                                                                                                                                                             
Services, Inc., 110 FERC ¶ 61,295 at P 66, 68 (2005), on clarification, 111 FERC ¶ 61,222 (2005).  On May 27, 
2005, in Docket No. ER05-1065-000, Entergy filed revisions to its tariff in compliance with the Commission’s 
orders.  Included in this May 27, 2005 filing was Entergy proposed Attachment T (Recovery of New Facilities 
Costs) on which Applicants’ Attachment N is based.  See Exhibit A for a red-lined comparison of Applicants’ 
Attachment N and Entergy proposed Attachment T. 

88  In particular, Applicants’ Schedule 10 is modeled after Duke Energy Corporation’s OATT Schedule 10. 
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have attached to this filing (see Exhibit K) a list of primary responsibilities and support functions 
for each entity and a matrix showing the interaction of such responsibilities/functions. 

 Below is a description of the major aspects of the roles and responsibilities of the ITO 
and the Reliability Coordinator as provided for under Attachment L.  These functions are also 
explained in the testimony of Mark S. Johnson, Exhibit F hereto.  

a. The ITO 

 The following discussion highlights key elements of Attachment L, including: (i) the 
ITO’s independence; (ii) the ITO’s role in taking transmission service requests and in setting 
ATC and TTC; (iii) the ITO’s oversight of generator interconnections; (iv) the ITO’s oversight 
of the stakeholder process; and (v) the ITO’s involvement in seams management.  

i. ITO Independence 

 Attachment L contains numerous provisions to ensure that the ITO will be truly 
independent from Applicants and other market participants. 

• Attachment L bars both the ITO and its employees from being affiliated with Applicants, 
any transmission customer, or any market participant.  See § 3.2. 

• Attachment L prohibits the ITO from discriminating against any transmission customer, 
and includes measures to ensure that the ITO will have no incentive to discriminate in 
favor of Applicants’ merchant generation division.  See § 3.3. 

• Attachment L makes all employees of the ITO subject to the Commission’s Order No. 
2004 Standards of Conduct and equivalent to Applicants’ transmission-function 
employees.  Moreover, Attachment L requires the ITO to develop and post certain 
policies on the Applicants’ OASIS to prevent conflicts of interest or other ethical 
concerns that could bias the ITO in favor of any market participant.  See § 3.3.1.  

• Finally, to allow the ITO to fulfill its role without any perceived or actual interference 
from Applicants, Attachment L grants the ITO access to any transmission information 
that it needs to carry out its functions, subject to the protection of any Critical Energy 
Infrastructure Information and other confidential information.  See §§ 3.5, 4.4. 
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ii. Transmission Service Requests, TTC/ATC Calculations 
and OATT/OASIS Administration by ITO 

 Under Attachment L:  

• The ITO shall administer the terms and conditions of Applicants’ OATT.  See § 4.1. 

• The ITO will calculate TTC and ATC, process all requests for transmission service, and 
administer Applicants’ OASIS site.  See § 6.6.  The Commission has determined that 
having an independent party serve these roles addresses concerns that the transmission 
owner could manipulate TTC and ATC calculations or transmission service denials.89  

• The ITO will have sole authority to accept or reject requests for transmission service on a 
non-discriminatory basis, including requests under network service and existing point-to-
point service agreements.  The ITO shall document all transmission service requests, 
whether the request was granted or denied, and the supporting data underlying the ITO’s 
ultimate decision.  See § 6. 

• In processing transmission service requests, the ITO will be responsible for: (i) 
performing any System Impact Studies required by Applicants’ OATT; (ii) providing the 
transmission customer with the Facilities Study Agreement; and (iii) coordinating, 
overseeing and finalizing Facilities Studies.  The ITO will have discretion to coordinate 
with Applicants, when it deems it necessary, to obtain information that may assist in the 
evaluation of requests for service over Applicants’ transmission or distribution facilities.  
See § 6.  

• The ITO will administer Applicants’ OASIS for purposes of processing and evaluating 
transmission service requests (“TSRs”) and ensuring the Applicants’ compliance with the 
obligation to post publicly transmission-related information.  The ITO will fulfill the 
obligations of the “Responsible Party” under 18 C.F.R. § 37.5 (2005) and post all 
information required to be posted on OASIS under 18 C.F.R. § 37.6 (2005).  For 
instance, the ITO will be responsible for maintaining queues of transmission requests and 
for calculating and posting TTC and ATC values on the OASIS.  See §§ 6.1, 6.6, and 6.8.   

• The ITO shall determine all TTC and ATC calculations in a manner consistent with the 
terms of the Applicants’ OATT and ensure that all TTC and ATC values are calculated 
on a non-discriminatory basis.  Further, ATC shall be calculated by the ITO on a control 
area-to-control area basis for Applicants’ control area interfaces.  Applicants are 

                                                 
89  See Am. Elec. Power Co., 90 FERC ¶ 61,242 at 61,789 (2000). 
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responsible for providing the ITO with all information necessary for the ITO to fulfill its 
OASIS posting and TTC/ATC calculation responsibilities.  See § 6. 

iii. Generator Interconnection Process Overseen by ITO 

 In recent years, the Commission has standardized the process by which generators may 
secure interconnections to the transmission systems of public utilities.90  While adopting these 
standardized processes in its OATT, Applicants also propose that the ITO process all 
interconnection requests. 

 Specifically, under Attachment L:  

• The ITO will have the authority to receive, evaluate, and respond to all requests for 
generator interconnection.  This will include: (i) implementing and applying Applicants’ 
generator interconnection procedures in accordance with the terms in Attachments J and 
K; (ii) queuing all interconnection requests; (iii) performing studies necessary to evaluate 
the interconnection requests; and (iv) developing transmission system modeling 
processes, software and assumptions used to evaluate interconnection requests.  See § 7.1. 

• As Transmission Owners, Applicants will continue to maintain responsibility for 
developing and filing with the Commission procedures for any Interconnection Impact 
Studies.  The ITO, however, will assume full responsibility for performing the 
Interconnection Feasibility Study and Interconnection Impact Study in accordance with 
the LGIP/SGIP procedures.  See § 7.2.   

b. The Reliability Coordinator 

 The Reliability Coordinator will perform all functions identified for Reliability 
Coordinators under NERC Version 0 Reliability Standards,91 while Applicants will retain all 
                                                 
90  See supra n. 86. 

91  NERC’s Operating Reliability Subcommittee specifies the specific NERC Version 0 Reliability Standards 
that implicate Reliability Coordinators.  These standards include: (i) TOP-001-0 (“Reliability Responsibilities and 
Authorities”); (ii) TOP-003-0 (“Planned Outage Coordination”); (iii) TOP-005-0 (“Operating Reliability 
Information”); (iv) TOP-006-0 (“Monitoring System Conditions”); (v) COM-001-0 (“Telecommunication”); (vi) 
COM-002-0 (“Communications and Coordination”); (vii) EOP-002-0 (“Capacity and Energy Emergencies”); (viii) 
EOP-004-0 (“Disturbance Reporting”); (ix) EOP-006-0 (“Reliability Coordination - System Restoration”); (x) EOP-
008-0 (“Plans for Loss of Control Center Functionality”); (xi) CIP-001-0 (“Sabotage Reporting”); (xii) PER-004-0 
(“Reliability Coordination - Staffing”); (xiii) IRO-001-0 (“Reliability Coordination - Responsibilities and 
Authorities”); (xiv) IRO-002-0 (“Reliability Coordination - Facilities”); (xv) IRO-003-0 (“Reliability Coordination - 
Wide Area View”); (xvi) IRO-004-0 (“Reliability Coordination - Operations Planning”); (xvii) IRO-005-0 
(“Reliability Coordination - Current Day Operations”); and (xviii) IRO-006-0 (“Reliability Coordination - 
Transmission Loading Relief”), available at http://www.nerc.com/~oc/ors.html. 
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remaining NERC obligations.  Applicants will retain the ability to address reliability problems 
through their role as control area operator and take action necessary to protect reliability of the 
Applicants’ Transmission System, including circumstances where such action is necessary to 
protect, prevent or manage emergency situations. 

 In addition, as set forth in Attachment L, the Reliability Coordinator will perform certain 
other functions, including: (i) transmission planning and regional coordination; (ii) approving 
Applicants’ maintenance schedules; (iii) identifying and mandating upgrades required to 
maintain reliability; (iv) non-binding recommendations relating to economic transmission system 
upgrades; and (v) administration of any seams agreements. 

i. Security Coordination 

 The Reliability Coordinator will perform its security coordinator functions in accordance 
with Good Utility Practice and shall conform to: (i) all applicable reliability criteria, policies, 
standards, rules, regulations, and other requirements of NERC and any applicable regional 
reliability council or their successors; (ii) the Transmission Owner’s specific reliability 
requirements and operating guidelines; and (iii) all applicable requirements of federal and state 
regulatory authorities.  Most importantly, as noted above, the Reliability Coordinator will 
perform all functions identified for Reliability Coordinators under NERC Version 0 Reliability 
Standards.  See Attachment L § 8.2. 

ii. Transmission Planning and Upgrades 

 The Reliability Coordinator will oversee Applicants’ transmission planning efforts to 
ensure that reliability and upgrade needs are met and that such transmission planning is 
conducted on a non-discriminatory basis.  The Reliability Coordinator will serve as Applicants’ 
Transmission Planning Authority – the same role currently being filled by the Midwest ISO.  See 
Attachment L § 13.   

 In addition, as set forth in Attachment L: 

• The Reliability Coordinator will review Applicants’ proposed maintenance schedules and 
either approve or deny such maintenance schedules based on reliability considerations.  
See § 10.1. 

• The Reliability Coordinator will review and approve Applicants’ Planning Criteria, as 
defined in Section 2.10 of Attachment L, in order to ensure that these criteria are 
sufficiently transparent and understandable.  See § 13.1.3. 

• The Reliability Coordinator will review and approve Applicants’ Base Case Model for 
the transmission system that reflects annual and seasonal power flows.  This model will 
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include all existing long-term, firm uses of the transmission system, including: (i) 
Network Integration Transmission Service; (ii) firm transmission service for Applicants’ 
Native Load; (iii) long-term point-to-point transmission service; and (iv) firm 
transmission service provided in accordance with grandfathered agreements.  The 
Reliability Coordinator will ensure that the Base Case Model is consistent with 
Applicants’ Planning Criteria.  See §§ 13.1.4, 13.4. 

• Applicants will develop an Annual Plan, which will contain all transmission upgrade 
projects on its transmission system that are necessary to satisfy the Planning Criteria and 
the Base Case Model.  This Annual Plan will be submitted to the Reliability Coordinator, 
who will perform an independent reliability assessment and evaluation of the Annual 
Plan and makes suggestions to Applicants.  After the Annual Plan has been finalized, the 
Reliability Coordinator will transfer the Annual Plan to the ITO for posting on OASIS. 
See § 13.5, 13.1.5, and 13.1.6. 

• The Reliability Coordinator will identify any instances where it does not agree with 
Applicants’ Annual Plan and provide Applicants with an opportunity to provide any 
revisions.  See §13.1.8. 

2. ITO and the Reliability Coordinator Agreements and RFP Process 
(Attachment M) 

 As part of their proposal to withdraw from the Midwest ISO and ensure a substantial 
level of independence in the operation of their transmission system, Applicants will enter into 
separate agreements with the ITO and the Reliability Coordinator, as more fully described 
below.  Pro Forma versions of these agreements are appended to the OATT as Attachment M.92  
The agreements document the commercial relationship between Applicants and the ITO and the 
Reliability Coordinator, and reflect (and will continue to reflect) the key terms provided for in 
Attachment L.  

 In the preceding months, Applicants have issued two Requests for Proposals (“RFPs”) for 
the performance of ITO and Reliability Coordinator functions.  As explained in more detail in 
the attached testimony of Mark S. Johnson, the ITO RFP was issued to seven parties on August 
22, 2005 and included a response deadline of September 8, 2005.93  The Reliability Coordinator 
RFP was sent to four entities on August 10, 2005 and included a response deadline of August 24, 

                                                 
92  As of the date of this filing, the ITO and Reliability Coordinator Agreements have not been finalized and 
executed by the parties.  Applicants will amend this application when these Agreements have been finalized and 
replace the pro forma agreements with the executed agreements. 

93  Johnson Testimony at 4. 
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2005.94  The Reliability Coordinator RFP was only issued to a select number of entities because 
those entities are the only NERC-certified reliability coordinators capable of providing the 
required reliability functions that Applicants are seeking to outsource.   

 Below, Applicants discuss the benefits of SPP acting as the ITO, and TVA acting as the 
Reliability Coordinator, and, in particular, why these entities were selected in the RFP process.  

a. SPP as the ITO 

 Applicants selected SPP as the winner of the ITO RFP.  Negotiations with SPP are 
ongoing.  Applicants will file an executed version of their agreement with SPP in this docket as a 
filing amendment when that agreement is finalized. 

  SPP was selected based on several factors.  First, Applicants believe that SPP is 
sufficiently independent and the Commission has already deemed SPP an appropriate entity for 
serving as an independent overseer of transmission.  In the Entergy ICT Order, which approved 
Entergy’s ICT proposal, the Commission specified that any entity serving as an independent 
coordinator of transmission “must be, in both perception and in reality, entirely independent” 
from the public utility.95  The Commission found that SPP, as a Commission-approved RTO that 
complies with the independence requirements of Order No. 2000, satisfies this independent 
standard.96 

 Second, although SPP is physically removed from the Applicants’ Transmission System, 
Applicants believe that physical proximity to or an interconnection with Applicants is not 
required for SPP to perform its ITO services.  Rather, ITO services can be handled remotely with 
the appropriate computer software, data, and communication links and personnel.  In fact, 
Applicants believe that SPP’s location may actually further its role as an independent overseer of 
Applicants’ system.  Since the Applicants’ Transmission System is not physically connected 
with the SPP transmission system, there is no incentive for SPP to administer Applicants’ OATT 
in a manner that creates advantages for its own footprint. 

 Third, Applicants believe that SPP is uniquely qualified to perform the required services.  
Not only is SPP sufficiently independent from market participants, but it also has the experience, 
personnel, platform, and infrastructure to perform the required functions.  SPP should be able to 
“hit the ground running” and start performing its ITO functions in a very short amount of time.  

                                                 
94  Id. 

95  Entergy ICT Order, 110 FERC at P 35. 

96  Id. 
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Moreover, while Applicants believe that SPP is the uniquely qualified to serve as ITO, 
Applicants’ note that SPP was the only Commission-approved RTO willing to offer Applicants 
unbundled ITO services (notwithstanding the fact that other RTOs have in the past offered 
unbundled Reliability Coordination and tariff administration services to certain entities – e.g., 
MAPP utilities and Duke). 

b. TVA as the Reliability Coordinator 

 On August 30, 2005, Applicants selected TVA as the Reliability Coordinator.  Applicants 
have entered into negotiations with TVA regarding a Reliability Coordinator Agreement.  The 
pro forma agreement is included as Attachment M of the OATT.  However, the agreement has 
not been finalized.  On September 27, 2005, Applicants entered into a letter of intent with TVA 
regarding the provision of reliability coordination services which is attached hereto as Exhibit J. 

 Applicants selected TVA as Reliability Coordinator based on a combination of its: (i) 
operational capabilities and experience; (ii) geographic location and interconnectivity; (iii) pre-
existing seams agreements (as discussed above); and (iv) lowest cost bid.  However, there are 
numerous other benefits in selecting TVA as Reliability Coordinator.  

 First, TVA, as a governmental entity, has many unique characteristics to ensure that it 
will remain independent from Applicants and perform its Reliability Coordinator functions in a 
non-discriminatory manner.  Unlike a for-profit, electric utility seeking to maximize profits, 
TVA is a government corporation charged with providing electric power, flood control, 
navigational control, agricultural and industrial development, and other services to a region 
including Tennessee and parts of six contiguous states. 

 Also, the Tennessee Valley Authority Act of 1933 (“TVA Act”) effectively eliminates 
any TVA incentive to discriminate against Applicants or any other market participant.  Section 
15d(a) of that Act prohibits TVA from making contracts for the sale or delivery of power that 
have the direct or indirect effect of making it a source of power supply outside a statutorily 
defined area.97  This provision is generally referred to as the “fence” and, with limited 
exceptions,98 effectively prohibits the direct or indirect marketing of TVA generated power 
outside the TVA footprint.  The fence was erected to protect utilities from having to compete 

                                                 
97  16 U.S.C. § 831n-4(a) (2000). 

98  TVA is permitted to make limited sales to certain neighboring utilities, including LG&E and KU.  This 
limited ability is important in order to ensure that TVA may effectively engage in congestion management and 
redispatch involving its generation.   
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against TVA power because of the privileges, benefits, and competitive advantages TVA 
possesses as a government corporation.99 

 Given that TVA is generally prohibited from selling power outside “the fence,” TVA has 
no incentive to use its role as Reliability Coordinator to benefit itself at the expense of another 
market participant.  Further, TVA is bound by its own Standards of Conduct, which state that it 
“shall treat all Transmission Customers, affiliated and non-affiliated, on a nondiscriminatory 
basis, and, to the extent consistent with the TVA Act and other applicable law, shall not operate 
its transmission system to preferentially benefit [TVA’s Bulk Power Trading unit].”100  Finally, 
since TVA has no stake in wholesale markets outside “the fence,” it has no ability to 
discriminate against one market participant in favor of another. 

 Second, the selection of TVA as Reliability Coordinator makes sense when one looks at 
the existing relationship between TVA and the Commonwealth of Kentucky.  TVA is already the 
Reliability Coordinator for EKPC and BREC and Applicants’ control area is embedded in 
TVA’s reliability footprint.101  Early in their participation in the Midwest ISO, Applicants were 
concerned about the Midwest ISO’s role as Reliability Coordinator given TVA’s similar role for 
EKPC and BREC.  Applicants urged the Midwest ISO to enter into seams and congestion 
management agreements with TVA to alleviate these coordination concerns between the two 
Reliability Coordinators.  TVA serving as the Reliability Coordinator for Applicants, EKPC, and 
BREC, alleviates any residual Midwest ISO-TVA coordination concerns. 

 Third, it is likely that the regional transmission grid will benefit from TVA serving as the 
Reliability Coordinator.  Under Applicants’ proposal, TVA, as Reliability Coordinator, will not 
only be performing security coordination for Applicants, but will also oversee transmission 
planning of Applicants’ system.  Such oversight will undoubtedly create synergistic 
opportunities for increasing the interface capacity between Applicants, TVA, and others within 
the TVA reliability area.  Also, by TVA overseeing the transmission planning function for 
Applicants’ footprint, there will be greater focus (of attention and resources) on the 
Applicants/TVA regional grid.  Under the Midwest ISO’s transmission planning regime, 
Kentucky’s planning interests were subject to Midwest ISO-wide planning priorities.  
Applicants’ proposal will provide better focus to the Applicants/TVA footprint and hopefully 
facilitate additional interconnects between the two systems. 

                                                 
99  Hardin v. Kentucky Utilities Co., 390 U.S. 1, 7 (1968) (“it is clear and undisputed that protection of private 
utilities from TVA competition was almost universally regarded as the primary objective of the [fence]”). 

100  See Tennessee Valley Authority Standards of Conduct for Transmission Providers, August 2005 Edition, 
<http://www.oatioasis.com/tva/tvadocs/TVA_StandardsOfConduct.pdf>. 

101  See TVA Reliability Area Maps, Exhibit I hereto. 
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 Finally, Applicants note that they are filing the pro forma reliability coordination 
agreement with TVA, as well the TVA-applicable provisions of OATT Attachment L 
(establishing, among other things, the role of the Reliability Coordinator), for informational 
purposes only.  The reliability coordination agreement and TVA, in its role as Reliability 
Coordinator, do not fall within the Commission’s jurisdiction. 

3. Recovery of New Facility Costs (Attachment N) 

 Attachment N provides cost recovery for system expansion and transmission upgrades 
and has been modeled after a similar proposal submitted by Entergy Services, Inc. in Docket No. 
ER05-1065-000 on May 27, 2005.  The cost allocation for upgrades and expansions is driven by 
the Reliability Coordinator’s Base Case Model, as discussed above.  The Base Case Model 
includes system expansions or upgrades that are necessary to meet reliability standards on 
Applicants’ transmission system.  Base case investments are eligible for recovery in transmission 
rates, as specified in Attachment N.  System expansions and upgrades not included in the Base 
Case Model are considered Supplemental Upgrades and are paid for by the requesting party.  
Under the provisions of Attachment N, the Reliability Coordinator will determine whether a 
proposed upgrade should be considered a Base Case Upgrade or a Supplemental Upgrade. 

a. Pricing of Supplemental Upgrades 

 The costs of Supplemental Upgrades that are required to grant point-to-point transmission 
service will be recoverable under the Commission’s “higher of” pricing policy.  In particular, the 
transmission customer requesting the service will be charged the higher of: (i) the applicable 
point-to-point rate recoverable over the requested term of service, factoring the cost of the 
upgrade into the rate; or (ii) the incremental cost of the upgrade plus any financial compensation 
payments due to other transmission customers as specified in Attachment N. 

 The cost of Supplemental Upgrades required to accommodate network customer service 
requests, including designation of new NITS Network Resources, will be recovered from the 
requesting network customers.  Network customers will be charged the cost of the upgrade plus 
any financial compensation payments due to other customers. 

 Similarly, the cost of Supplemental Upgrades required to accommodate requests for 
Energy Resource Interconnection Service (“ERIS”) or Network Resource Interconnection 
Service (“NRIS”) will be recovered from the Interconnection Customer.  The Interconnection 
Customer will be charged the cost of the upgrade plus any financial compensation payments due 
to other customers. 

 The cost of all other Supplemental Upgrades will be recovered from the requesting 
customer.  The requesting customer will be charged the cost of the upgrade plus any financial 
compensation payments due to other customers. 
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b. Comparability 

 The provisions of Attachment N will apply to Applicants and their affiliates, including 
requests for transmission service on behalf of Applicants’ bundled retail load, and requests for 
point-to-point transmission service into, out of, or across the Transmission System by 
Applicants’ affiliates or their wholesale merchant functions.  Any Supplemental Upgrades are 
funded by Applicants on behalf of their bundled retail load will be eligible for recovery through 
Applicants’ bundled retail rates and will not be recovered through transmission rates.  Recovery 
of the cost of Supplemental Upgrades from GFA customers will be governed by the particular 
provisions of each GFA. 

c. Rights Associated With Supplemental Upgrades 

 Under the provisions of Attachment N, when a customer uses the capacity created by a 
Supplemental Upgrade that it funded, the customer shall not be charged congestion for its use of 
that capacity.  Further, a customer who obtains transmission service by funding a Supplemental 
Upgrade will receive firm service, subject to the same curtailment priority as other firm service 
under the OATT.  In addition, a customer funding a Supplemental Upgrade will receive a 
financial payment if additional long-term point-to-point transmission service, the designation of 
a long-term network resource (i.e., the designation of a Network Resource for a period of at least 
one year), or NRIS or ERIS status is subsequently granted to another customer using the facility 
that was created or expanded by the funding customer’s Supplemental Upgrade.  A customer that 
has funded a Supplemental Upgrade in order to qualify a generating resource at the NITS, NRIS 
or ERIS level will receive an equivalent financial compensation payment if that same customer 
obtains long-term point-to-point transmission service out of the generating resource and that 
point-to-point service uses transmission capacity that was originally funded through the 
Supplemental Upgrade 

 The Reliability Coordinator will review all requests for long-term point-to-point, long-
term network resources, or NRIS or ERIS status to determine whether the granting of such 
service is dependent on previously funded Supplemental Upgrades.  If the Reliability 
Coordinator determines that the respective service does depend on previously funded 
Supplemental Upgrades, the requesting customer will be offered the service/status according to 
the terms contained within Sections 4.3.4 and 4.3.5 of Attachment N.  

4. Formula Rate (Attachment O) 

 Applicants propose to adopt the Midwest ISO’s Attachment O and make it part of their 
OATT.  Under the Midwest ISO’s Attachment O rate formula, which has been approved by the 
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Commission,102 rates for each transmission-owning member of the Midwest ISO are updated 
effective June 1 of each year, based on FERC Form No. 1 data of each transmission-owning 
Midwest ISO member for the previous calendar year. 

 The Commission should approve Applicants’ adoption of Attachment O because: (i) the 
Attachment O formula has been previously approved by the Commission; (ii) Applicants’ 
transmission rates will continue to be formulated in the same way and, therefore, will remain 
unchanged following their withdrawal from the Midwest ISO; and (iii) the Attachment O 
formula rate uses publicly available and readily ascertainable historical FERC Form 1 data. 

C. The Effect on Applicants’ (and Their Affiliates’) Market-Based Rate 
Authority. 

 Applicants and their affiliates, LEM and Western Kentucky Energy Corporation 
(“WKEC”), have all received blanket authority to sell electric capacity and energy at market-
based rates.103   Applicants first received blanket market-based rate authority from the 
Commission in 1998.104  LEM received such authority in 1994,105 and WKEC received such 
authority in 1998.106  On November 19, 2004, Applicants, LEM, and WKEC submitted to the 
Commission an updated generation market power analysis in compliance with Acadia Power 

                                                 
102  On January 15, 1998, in Docket No. ER98-1438-000, the Midwest ISO Transmission Owners filed 
Attachment O as the formula rate template under the Midwest ISO’s OATT.  On September 16, 1998, the 
Commission conditionally approved the Midwest ISO as an independent transmission system operator and instituted 
hearing procedures on several issues, including the formula rate template, which were later resolved.  See Midwest 
Indep. Transmission Sys. Operator, Inc., 87 FERC ¶ 61,189 (1999).  Since it was originally accepted, Attachment O 
has been occasionally revised.  See, e.g., Midwest Indep. Transmission Sys. Operator, Inc., 111 FERC ¶ 61,052 
(2005) (approving revisions to Attachment O following July 8, 2004 and October 28, 2004 Commission orders); 
Midwest Indep. Transmission Sys. Operator, Inc., 111 FERC ¶ 61,131 (2005) (approving a settlement involving the 
Midwest ISO Attachment O formula which derives the transmission charges for all customers in the American 
Transmission Systems Incorporated (“ATSI”) zone). 

103  Applicants, LEM, and WKEC are the only affiliates with market-based rate authority. 

104  See supra n.15. 

105  LG&E Power Mktg., Inc., 68 FERC ¶ 61,247, modified on other grounds, 69 FERC ¶ 61,153 (1994).  LEM 
was formerly known as LG&E Power Marketing Inc.  See Notice of Name Change, Docket No. ER97-3418-000, 
Jun. 24, 1997. 

106  WKE Station Two Inc., 82 FERC ¶ 61,178 (1998) (accepting for filing market-based rate tariffs of WKEC 
and WKE Station Two Inc., since cancelled).   
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Partners, LLC.107  That filing demonstrated that Applicants, LEM, and WKEC passed the 
Commission’s pivotal supplier screen in all relevant control areas but failed the market share 
screen in Applicants’ control area and the adjacent BREC control area.108 

 On May 5, 2005, the Commission issued an order which, inter alia, instituted an 
investigation under Section 206 of the Federal Power Act to determine whether Applicants, 
LEM, and WKEC may continue to charge market-based rates in these two control areas.109  With 
respect to Applicants’ market-based rate authority in their own control area, the May 5 Order 
required Applicants, LEM, and WKEC to file a revised generation market power analysis using 
the footprint of the Midwest ISO, rather than Applicants’ control area, as the relevant geographic 
market.110  Accordingly, on June 6, 2005, Applicants, LEM, and WKEC filed with the 
Commission a generation market power analysis for the Midwest ISO market, showing that 
Applicants, LEM, and WKEC pass both the pivotal supplier and market share screens in this 
market (the “June 6 MBR Filing”). 

   On February 10, 2005, the Commission issued Reporting Requirement for Changes in 
Status for Public Utilities with Market-Based Rate Authority, requiring entities with market-
based rate authority to report to the Commission, within 30 days, “any change in status that 
would reflect a departure from the characteristics the Commission relied upon in granting [an 
entity] market-based rate authority.”111  Further, this order requires entities filing such a report to 

                                                 
107  107 FERC ¶ 61,168 at P 7 (2004) (“Acadia”).  On November 4, 2004, the LG&E Parties filed in the above-
referenced dockets a request for a 10-day extension of time in order to permit them until November 19, 2004 to 
submit their joint updated market power analysis.  The Commission has not yet acted on this request. 

108  Although Applicants were members of the Midwest ISO at the time of the November 19 filing, the 
Midwest ISO’s “Day 2” markets had not yet begun operation.  Accordingly, the updated generation market power 
analysis submitted was conducted not on the Midwest ISO market, but rather, on the LG&E/KU control area market, 
among others.  See AEP Power Mktg., Inc., 107 FERC ¶ 61,018 at PP 187-88, on reh’g, 108 FERC ¶ 61,026 (2004) 
(“[A]pplicants located in ISO/RTOs with sufficient market structure and a single energy market may consider the 
geographic region under the control of the ISO/RTO as the default relevant geographic market for purposes of 
completing their analyses (e.g., PJM, ISO-NE, NYISO, and CAISO)…. The ISO/RTO-wide geographic market 
delineation would not be appropriate for Midwest ISO or SPP at this time because neither performs functions such 
as a single central commitment and dispatch.”). 

109  LG&E Energy Mktg. Inc., 111 FERC ¶ 61,153 at P 3 and Ordering Para. (E) (2005). 

110  The Commission stated that, alternatively, the LG&E Parties could explain why the LG&E/KU control area 
is the correct market for analysis and include with such explanation: (i) a Delivered Price Test analysis; (ii) proposed 
mitigation measures; or (iii) a commitment to adopt cost-based rates.  Id. P 20, 26 & Ordering Para. (I).   

111  110 FERC ¶ 61,097 at P 1 (2005) (“Changes in Status Order”). 
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state the change of status will likely result in changes to results of the Commission’s generation 
market power screens.112   

While the Changes in Status Order does not speak directly to the issue presented by 
Applicants’ withdrawal from the Midwest ISO, it is reasonable to consider Applicants’ 
withdrawal a “change in status that would reflect a departure from the characteristics the 
Commission relied upon in granting [Applicants, LEM, and WKEC] market-based rate 
authority.”113  Accordingly, absent further guidance from the Commission on this issue, 
Applicants, LEM, and WKEC commit to file a “change in status” report with the Commission 
within 30 days of Applicants’ withdrawal from the Midwest ISO. 

V. SATISFACTION OF MERGER CONDITIONS UNDER FPA SECTION 203 

A. Merger Conditions 

 As described above, Applicants have been a party, directly or indirectly, to three major 
merger transactions.  Applicants obtained prior Commission approval of each of these 
transactions under FPA Section 203 through a demonstration that each transaction was 
“consistent with the public interest.”114  In particular, Applicants demonstrated that each 
proposed transaction will have no adverse effect on competition, rates, or regulation.115  In 
reaching this determination in the KU Merger and the E.ON Merger transactions, the 
Commission relied in part on Applicant’s Midwest ISO membership as a factor mitigating any 
potential competitive concerns. 

 In particular, in approving the Applicant’s merger, the Commission stated that such 
Midwest ISO membership would help “ensure that that the merger will not adversely affect 
competition, rates or regulation.”116  In that same order, the Commission also stated that 

                                                 
112  Id. at P 75. 

113  Id. at P 1. 

114  16 U.S.C. § 824b(a) (1994 & 2000). 

115  See Inquiry Concerning the Commission’s Merger Policy Under the Federal Power Act: Policy Statement, 
Order No. 592, FERC Stats. & Regs. ¶ 31,044 at 30,111 (1996) (“Merger Policy Statement”), reconsideration 
denied, Order No. 592-A, 79 FERC ¶ 61,321 (1997); Revised Filing Requirements Under Part 33 of the 
Commission’s Regulations, Order No. 642, FERC Stats. & Regs. ¶ 31,111 at 31,874-78 (2000) (“Order No. 642”), 
on reh’g, Order No. 642-A, 94 FERC ¶ 61,289 (2001). 

116  LG&E/KU Merger Order, 82 FERC at 62,214. 
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[A]pproval of the merger is based on LG&E and KU’s continued 
participation in the Midwest ISO.  If LG&E and KU seek 
permission to withdraw from [the Midwest ISO], we will evaluate 
that request in light of its impact on competition in the KU 
destination markets, use our authority under section 203(b) of the 
FPA to address any concerns, and order further procedures as 
appropriate.117 

 Similarly, in its order approving the E.ON merger, the Commission relied in part on 
Applicants’ continued participation in the Midwest ISO through at least 2002, and another 
FERC-approved RTO thereafter.118  In particular, in its analysis of vertical competitive issues, 
the Commission found that Applicants lacked the ability to exploit their transmission assets to 
harm competition because they had transferred operational control of their transmission systems 
to the Midwest ISO, to remain members of the Midwest ISO at least until the end of 2002, and to 
be members of a Commission-approved RTO thereafter.119 

 Below, Applicants explain how the submitted proposal is consistent with the Merger 
Conditions and does not create any negative competitive or rate issues.  

B. Applicants’ Proposal Will Achieve the Same Objectives as Midwest ISO 
Membership. 

 In the context of these merger orders, Applicants’ RTO membership was not viewed by 
either Applicants or the Commission as an end unto itself.  Rather, it was viewed as a means to 
an end – a means to alleviate any residual concerns the Commission might have had with regards 
to the effect of those transactions on competition, rates, and/or regulation.  Neither Applicants 
nor the Commission ever stated that membership in the Midwest ISO – or in any RTO – was the 
only means to achieving such an end.  As indicated by the quotation above from the LG&E/KU 
Merger Order, the Commission itself contemplated that, at some point in the future, Applicants’ 
may wish to revisit RTO membership.  In her testimony, Ms. Bailey states that she originally 
supported Applicants’ RTO membership merger conditions, but that those merger conditions 
were not meant to “mandate LG&E/KU’s RTO membership indefinitely per se.”120 

                                                 
117  Id. at 62,222-23. 

118  E.ON Merger Order at 61,283. 

119  Id. 

120  Bailey Testimony at 11. 
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 Applicants’ plan for withdrawal from the Midwest ISO provides for a comparable means 
to achieving this end.  Indeed, as explained by Dr. Hieronymus in attached testimony, 
Applicants’ proposal preserves the horizontal and vertical benefits of Midwest ISO 
membership.121  This fact is particularly true when one looks in detail at what the Commission 
said about the key characteristics of ISOs and RTOs when accepting Applicants’ RTO 
representations in the LG&E/KU and E.ON mergers. 

 In the LG&E/KU Merger Order, the Commission stated that ISOs separate “the control of 
transmission from generation,”122 “reduce, if not eliminate altogether, any potential manipulation 
of the post-merger transmission system,”123 and “ensure expansion of geographic markets by 
eliminating pancaked transmission rates” and offering “transmission service at a single rate.”124  
In addition, the Commission also cited several other important ISO concepts, such as: (i) the 
establishment of an independent entity with “no economic stake in maintaining congestion 
interfaces;” (ii) the elimination of “the incentive to engage in strategic curtailments” of 
competitor generation; and (iii) the removal of all incentives to game OASIS operations.125  In 
the E.ON Merger Order, the Commission stated that LG&E/KU’s membership in the Midwest 
ISO or another RTO adequately protects competition because it removes LG&E/KU’s “ability to 
exploit their transmission assets to harm competition in wholesale energy markets.”126 

 The same benefits of an ISO or RTO membership identified in the LG&E/KU and E.ON 
merger orders are achieved through the ITO/Reliability Coordinator proposal.  In fact, each of 
the Commission’s reasons why Midwest ISO membership mitigates potential competitive 
concerns hold true for the Applicants’ proposal as well. Dr. Hieronymus concludes that the 
ITO/Reliability Coordinator proposal is “consistent with commitments made by Applicants in 
prior merger proceedings and, further, will have no significant adverse competitive effects.”127  
Also, Ms. Bailey, a former FERC Commissioner who voted on the Applicants original merger, 

                                                 
121  Hieronymus Testimony at 5, 11. 

122  LG&E/KU Merger Order, 82 FERC at 62,222. 

123  Id. 

124  Id. 

125  Id. at n.39. 

126  E.ON Merger Order, 97 FERC at 61,282. 

127  Hieronymus Testimony at 1. 
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concludes in her testimony that the ITO/Reliability Coordination model should be deemed to 
meet the Applicants’ merger conditions.128 

C. Applicants’ Withdrawal from the Midwest ISO, as Proposed Herein, Will 
Not Adversely Affect Competition, Rates, or Regulation. 

 In evaluating whether a proposed jurisdictional transaction is consistent with the public 
interest as required by FPA Section 203, the Commission evaluates whether the proposed 
transaction will have an adverse effect on competition, rates, or regulation.129  In accordance 
with Atlantic City Electric Company v. FERC, 130 no FPA Section 203 application is required for 
Applicants to withdraw from the Midwest ISO.  However, in an effort to alleviate any related 
concerns the Commission may have, Applicants demonstrate below that their withdrawal from 
the Midwest ISO will not have an adverse effect on competition, rates, or regulation. 

1. Applicants’ Withdrawal from the Midwest ISO Will Not Adversely 
Affect Competition in the Midwest ISO or LG&E/KU Markets. 

In Order No. 642, the Commission stated that its objective in analyzing a proposed 
transaction’s effect on competition is to determine whether such disposition “will result in higher 
prices or reduced output in electricity markets.”131  The Commission has held that higher prices 
and reduced output in electricity markets may occur if a FPA Section 203 applicant or applicants 
are able to exercise market power, either alone or in coordination with other firms.132  
Applicants’ exit from the Midwest ISO will have no such adverse impact on either horizontal or 
vertical competition. 

                                                 
128  Bailey Testimony at 11. 

129  See supra n.115. 

130  See Atlantic City Elec. Co. v. FERC, 329 F.3d 856 at 859 (D.C. Cir. 2003) (per curiam); Atlantic City Elec. 
Co. v. FERC, 295 F.3d 1 at 11 (D.C. Cir. 2002) (FERC exceeded its jurisdiction by directing utilities to modify their 
ISO Agreement to state that any notice of withdrawal from the ISO must receive FERC approval under Section 203 
to become effective). 

131  Order No. 642, FERC Stats. & Regs. at 31,879. 

132  Id. 



TROUTMAN SANDERS LLP 

 A T T O R N E Y S  A T  L A W  
 

The Honorable Magalie Roman Salas 
October 7, 2005 
Page 50 
 
 

  

a. Applicants’ Exit From the Midwest ISO Will Not Adversely 
Affect Horizontal Competition. 

In the Merger Policy Statement, and affirmed in Order No. 642, the Commission adopted 
a “delivered price test” as a screen in order to measure the effect of a proposed transaction on the 
ability of entities to exercise market power in generation with respect to two measures of 
capacity – Economic Capacity and Available Economic Capacity.133  Appendix A of the Merger 
Policy Statement details the analytic methodology that merger applicants must follow in their 
applications and that the Commission will use in screening the competitive impact of mergers 
(the “Competitive Analysis Screen”).134 

The Competitive Analysis Screen is intended for application to situations where two or 
more entities in the same or nearby geographic markets proposed to merger or otherwise transfer 
control of generating assets.  It is not intended as a tool for analyzing general changes in market 
concentration resulting from, for example, possible changes in the definition of the market within 
which an existing entity operates.  Thus, the Competitive Analysis Screen may be of only 
marginal use for analyzing the competitive effects of Applicants’ exit from the Midwest ISO. 

Nonetheless, Dr. Hieronymus has conducted such an analysis of market concentration in 
the Midwest ISO market and found that Applicants’ withdrawal from the Midwest ISO will not 
adversely affect market concentration in the Midwest ISO market in any material manner.135  
Indeed, in all but one of the scenarios studied, the Midwest ISO market remains, even after 
Applicants’ withdrawal, unconcentrated.136  This one scenario should not be cause for concern, 
however, as concentration in the Midwest ISO market under this scenario will not increase by 
such an amount that would, in the context of a merger application, provide the Commission 
cause for concern.137 

                                                 
133  Merger Policy Statement, FERC Stats. & Regs. at 30,130-32; Order No. 642, FERC Stats. & Regs. at 
31,871-72. 

134  Merger Policy Statement, FERC Stats. & Regs. at 30,128-37. 

135  Hieronymus Testimony at 7. 

136  Id. at 9. 

137  For analyzing Section 203 merger applications, a “screen violation” is said to occur in a Competitive 
Analysis Screen if (i) the post-transaction HHI is greater than 1,800 and the transaction-induced HHI change is 
greater than 50, or (ii) the post-transaction HHI is between 1,000 and 1,800 and the transaction-induced HHI change 
is greater than 100.  There is generally a “safe harbor” for transactions that result in a post-transaction HHI that is 
less than 1,000 notwithstanding the level of the transaction-induced HHI change.  See, e.g., Ameren Services Co., 
101 FERC ¶ 61,202 at P 30 n.15 (2002); CP&L Holdings, Inc., 92 FERC ¶ 61,023 at 61,053 n.14 (2000), reh’g 
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b. Applicants’ Exit From the Midwest ISO Will Not Adversely 
Affect Vertical Competition. 

 In Order No. 642, the Commission set forth guidelines to be used in determining whether 
a proposed merger transaction will have an adverse effect on vertical competition.138  Ordinarily, 
such concerns arise in circumstances in which the combined entity may restrict potential 
downstream competitors’ access to upstream supply markets or increase potential competitors’ 
costs.  Applicants’ proposed withdrawal from the Midwest ISO presents no such concerns.  As 
explained above, Applicants are filing an OATT that will provide non-discriminatory open 
access to their transmission lines.  This fact alone should be sufficient to alleviate any concerns 
that vertical competition may be adversely affected by a withdrawal from the Midwest ISO.139  
Regardless, Applicants’ ITO/Reliability Coordinator proposal will ensure that they are unable to 
adversely effect vertical competition following their withdrawal from the Midwest ISO. 

2. Applicants’ Withdrawal from the Midwest ISO Will Not Adversely 
Affect Rates. 

 As noted in Part IV above, Applicants’ filing is intended to have no impact on rates.  
There will be no change in transmission rates charged to Applicants’ customers.  Applicants will 
continue to offer de-pancaked transmission service, and will continue to charge Attachment O 
transmission rates and their existing ancillary service rates.  

3. Applicants’ Withdrawal from the Midwest ISO Will Not Adversely 
Affect Regulation. 

 In the context of a merger application under FPA Section 203, Order No. 642 provides 
that the Commission will evaluate the effect of a merger on regulation both at a federal and state 
level.  There are no such concerns presented by the present filing.  Applicants’ proposal will 
neither change the state/federal regulatory jurisdictional boundaries nor create a regulatory gap.  
Also, the Commission’s concern that state regulators should not be divested of authority to act on 
mergers of traditional, vertically-integrated utilities with captive retail (as well as wholesale) 

                                                                                                                                                             
denied, 94 FERC ¶ 61,096 (2001); IES Utilities, Inc., 78 FERC ¶ 61,023 at 61,093 n.12, order affirming in part and 
denying in part, Opinion No. 419, 81 FERC ¶ 61,187 (1997), reh’g denied, 82 FERC ¶ 61,089 (1998). 

138  Order No. 642, FERC Stats. & Regs. at 31,904-07. 

139  See, e.g., IES Utilities, Inc., 78 FERC ¶ 61,023 at 61,095 (1997) (“Applicants’ open access tariffs mitigate 
any transmission market power they may possess post merger.”).  See also Order No. 888, FERC Stats. & Regs. at 
31,656-57 (“In order to demonstrate the requisite absence or mitigation of transmission market power, a 
transmission-owning public utility seeking to sell at market-based rates must have on file with the Commission an 
open access transmission tariff for the provision of comparable service.”). 
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customers is not applicable here.140  Furthermore, upon Applicants’ withdrawal from the 
Midwest ISO, they will continue to be subject to the KPSC’s jurisdiction with respect to retail 
gas and electric rates, service, and operation.  Accordingly, Applicants’ withdrawal from the 
Midwest ISO will have no adverse effect on state regulation.141 

VI. EFFECT ON RELIABILITY 

 Applicants’ proposal will not have any adverse effect on reliability.  First, as explained 
above, TVA will be the NERC-certified Reliability Coordinator for the Applicants’ control area.  
As explained herein and in the testimony of Stuart L. Goza of TVA (Exhibit G hereto), TVA will 
satisfy all of NERC’s Version 0 Reliability Standards and adequately ensure the reliability of the 
Applicant’s transmission system.  TVA fulfills its Reliability Coordinator duties in a manner 
consistent with NERC Standards, industry practices and business processes.142  As a Reliability 
Coordinator, TVA has been audited by NERC and SERC and received high marks for meeting 
Reliability Coordinator requirements.143  In its role as Reliability Coordinator, TVA has 
maintained regional reliability and consistently met all SERC and NERC compliance measures.  
TVA operates two completely separate systems that perform state estimation and contingency 
analysis. 144  Both systems are independently operated and have dual-redundant computer 
systems located in and immediately available at separate TVA control centers.  Models used in 
both systems are built weekly using equivalent external area models derived from VAST 
operating cases maintained intra-monthly for configuration and facility changes within the 
region.145 
 
 Second, TVA clearly has the expertise and proven track record to serve as Applicants’ 
Reliability Coordinator.  As an Reliability Coordinator, TVA operates one of the largest and 
most reliable transmission systems in North America and is responsible for monitoring and 
ensuring the reliable operation of the bulk transmission system in an 10-state region that includes 
Tennessee, and portions of Alabama, Georgia, Illinois, Iowa, Kentucky, Mississippi, Missouri, 

                                                 
140  See Order No. 642, FERC Stats. & Regs. at 31,914-15. 

141  See Madison Gas and Elec. Co., 106 FERC ¶ 61,098, P 20 (2004); Texas-New Mexico Power Co., Southern 
New Mexico Elec. Co., 105 FERC ¶ 61,028, P 22 (2003); Ameren Energy Generating Co., Union Elec. Co., d/b/a 
AmerenUE, 103 FERC ¶ 61,128, P 60 (2003). 

142  Goza Testimony at 8. 

143  Id. 

144  Id. at 14. 

145  Id. 
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North Carolina, and Virginia.146  TVA has maintained 99.999 percent reliability over the past 
five years in delivering electricity to customers.147  During the 2005 summer, TVA surpassed its 
all-time peak demand of 29,966 MW with a peak demand of 31,703 MW on July 25, 2005 and 
demand of 31,935 MW the following day.  These demands were met with no customer 
interruptions while also handling power from other areas moving across the TVA system.  TVA 
demand exceeded 29,000 MW for eight consecutive days beginning July 20, 2005 with no 
customer interruptions.148 

 Mr. Goza lists several recent TVA accomplishments in maintaining reliability.149  For 
example, TVA has received two Examples of Excellence from NERC, has successfully 
transitioned to the NERC Functional Model framework, and has implemented the new NERC 
Reliability Standards updating all our processes and procedures to align with revised and 
emerging industry rules.150  Also, TVA has enhanced its operating system and implemented 
cyber-security monitoring.151   
 
 Third, as explained above, TVA is also uniquely suited to serve as the Reliability 
Coordinator for Applicants’ transmission system.  TVA already has an existing relationship with 
Kentucky, i.e., as Reliability Coordinator for EKPC and BREC.  As demonstrated by the TVA 
Reliability Area Maps (Exhibit I hereto), Applicants’ footprint is already embedded within 
TVA’s reliability area.  The maps demonstrate that TVA is a natural and logical choice to 
oversee reliability coordination for the Applicants’ system.   

 Fourth, TVA’s oversight and planning authority of Applicants’ transmission system will 
facilitate additional interconnects between Applicants’ system and TVA, and create opportunities 
for transmission expansion (which will in turn will increase regional reliability).  Although the 
Midwest ISO, as a NERC-certified Reliability Coordinator, would also abide by NERC Version 
0 Reliability Standards, TVA will not have to focus on such a wide geographic area and will 
instead be able to make reliability decisions that would make sense for the smaller footprint, 
which already encompasses most of Kentucky.  Essentially, it will be easier for TVA to maintain 
reliability in the smaller, less complicated footprint. 
                                                 
146  Id. at 4. 

147  Id. at 8. 

148  Id. at 3. 

149  Id. at 8-10. 

150  Id. at 8. 

151  Id. at 10. 
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VII. INFORMATION REQUIRED UNDER 18 C.F.R. PART 35 

A. Action Date and Proposed Effective Date 

 Applicants request Commission action on this filing by February 1, 2006.  This date is 
necessary to ensure that Applicants and the Midwest ISO may effectively coordinate the 
transition over to the ITO/Reliability Coordinator model prior to the 2006 summer season. 

 Applicants seek an effective date for the rates proposed herein as of the date the 
Commission accepts this submittal for filing.  Applicants request waiver, to the extent necessary, 
of the Commission’s 60-day or 120-day notice requirements (as may be applicable) in order to 
permit the rates to take effect upon the Commission’s acceptance of this submittal for filing.152 

B. Service 

 A copy of this transmittal letter and all exhibits has been served by First Class U.S. Mail 
(postage paid) on all of the affected state commissions, and on all customers affected by this 
filing, as well as the Midwest ISO.  A list of all those to whom this transmittal letter and exhibits 
has been sent is attached hereto as Exhibit O. 

C. Notice 

 A form of notice suitable for publication in the Federal Register is attached hereto as 
Exhibit P.  In addition, an electronic version of the notice is included on the enclosed diskette.   

D. Communications 

Applicants request that all notices and correspondence related to this filing be sent to the 
following individuals, and that the Secretary include these individuals on the official service list 
for these proceedings.  

                                                 
152  See 18 C.F.R. § 35.3 (2005). 
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Michael Beer 
Elizabeth L. Cocanougher 
Louisville Gas and Electric Company 
   and Kentucky Utilities Company 
220 West Main Street 
P.O. Box 32010 
Louisville, Kentucky 40232 
(502) 627-2557 
(502) 627-3367 (fax) 
Michael.Beer@lgeenergy.com 
Beth.Cocanougher@legenergy.com 

Clifford S. Sikora 
Andrea J. Chambers 
Kimber L. Shoop III 
TROUTMAN SANDERS LLP 
401 9th Street, N.W., Suite 1000 
Washington, D.C. 20004 
(202) 274-2950 
(202) 654-5659 (fax) 
clifford.sikora@troutmansanders.com 
 

 
E. Additional Matters and General Waivers 

  Per 18 C.F.R. § 35.13(b)(7), Applicants state that no expenses or costs associated with 
their proposed rates have been alleged or judged in any administrative or judicial proceedings to 
be illegal, duplicative, or unnecessary costs that are demonstrably the product of discriminatory 
employment practices. 

 Applicants respectfully request a waiver of any requirements of 18 C.F.R.§ 35.13 that 
have not been fulfilled by this filing.  The tariff sheets filed herein do not contemplate a change 
in rates other than what is necessary to effectuate Applicants’ withdrawal from the Midwest ISO.  
Furthermore, as noted throughout this filing, the proposed rates have been approved by the 
Commission as pro forma rates, or reflect rate and tariff terms accepted by the Commission in 
other proceedings. 

VIII. REQUEST FOR PRIVILEGED TREATMENT. 

Applicants respectfully request privileged treatment, in accordance with 18 C.F.R. 
§ 388.112, for certain of the workpapers of Dr. Hieronymus, as contained on one of the two 
enclosed CD-ROMs.153  Applicants have labeled this confidential CD-ROM with the words 
“Contains Privileged Information – Do Not Release.”  Applicants consider the information on 
this CD-ROM to be “commercial…information obtained from a person [that is] privileged or 
confidential.”154 

                                                 
153  Additional, public workpapers are enclosed on the other CD-ROM. 

154  See 18 C.F.R. § 388.107(d) (2005). 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

LG&E Energy LLC ) Docket No. ER06-___-000 
 ) 
Louisville Gas & Electric Company, et al. ) Docket No. EC98-2-___ 
 ) 
Louisville Gas & Electric Company, et al. ) Docket No. EC00-67-___ 
 ) 
E.ON AG, et al. ) Docket No. EC01-115-___ 
 

 
TESTIMONY OF PAUL W. THOMPSON 

 
Q. Please state your name, position and business address. 1 

A. My name is Paul W. Thompson.  I am the Senior Vice President of Energy Services for 2 

LG&E Energy LLC (“LG&E Energy”), the parent company of Louisville Gas and 3 

Electric Company (“LG&E”) and Kentucky Utilities Company (“KU”) (LG&E and KU 4 

are collectively referred to as the “Companies”).  My business address is 220 West Main 5 

Street, P.O. Box 32020, Louisville, Kentucky 40202. 6 

Q. What is the purpose of your testimony? 7 

A. I will provide a brief general overview of the Companies’ application and the evidence 8 

that supports it.  I will also present the Companies’ reasons for becoming charter 9 

members of Midwest Independent Transmission System Operator, Inc. (“MISO”), and 10 

describe the reasons that the Companies now seek to exit, as well as why the Companies’ 11 

exit will not harm MISO.  As part of this application, the Companies are filing a new 12 

Open Access Transmission Tariff.  I will provide the reason for that filing.  The 13 

Companies also presented evidence in an ongoing proceeding before the Kentucky Public 14 

Service Commission (“Kentucky PSC”) concerning the Companies’ membership in the 15 

MISO.  I will summarize that proceeding.  Finally, I will affirm the Companies’ 16 



 2

commitment to maintaining credible independence and transparency in their control areas 1 

through the use of a stakeholder process. 2 

Q. Please provide a brief overview of the Companies’ proposal set out in its application 3 

and the evidence that supports it. 4 

A. In view of the Federal Energy Regulatory Commission’s (“Commission” or “FERC”) 5 

goal of increasing confidence in the independence and transparency of the operation of 6 

the Companies’ transmission system, the proposal contained in the Companies’ 7 

application would not only effect the Companies’ exit from MISO, but would also install 8 

both an Independent Transmission Organization to administer the Companies’ new 9 

OATT and a new NERC-certified Reliability Coordinator (“RC”).  The Companies have 10 

undertaken Request for Proposals processes (“RFPs”) to identify the best candidates for 11 

these roles, and have selected the Southwest Power Pool (“SPP”) and the Tennessee 12 

Valley Authority (“TVA”) to fill the ITO and RC roles, respectively.  These separate and 13 

independent entities will assume responsibility for those transmission-related functions 14 

and will fulfill the Commission’s policy objectives.   15 

  As I and the Companies’ other witnesses show through our testimony, the 16 

Companies’ proposal addresses the market power issues that gave rise to the Companies’ 17 

existing merger conditions and is consistent with the public interest, both at the state and 18 

national levels.  In particular, the employment of an Independent Transmission 19 

Organization and a Reliability Coordinator ensures that the Companies will maintain the 20 

requisite level of independence in the operation of their transmission system and prevent 21 

any exercise of transmission market power while maintaining a high level of system 22 

reliability.  23 



 3

  Furthermore, this proposal achieves the Commission’s objectives for ensuring 1 

reliable, non-discriminatory, open access transmission service through the prudent use of 2 

sound business practices.  The Companies have used a competitive bidding process to 3 

solicit bids from independent entities wishing to serve as the Reliability Coordinator and 4 

are currently in the process of completing a competitive bid process for the Independent 5 

Transmission Organization.  The Companies’ requests for proposals were designed to 6 

solicit bids from entities that meet the Commission’s independence criteria, including 7 

existing RTOs and ISOs.  Employing a competitive bidding process has ensured that the 8 

selected Independent Transmission Organization and Reliability Coordinator will 9 

ultimately provide efficient and cost-effective service.   10 

  The Companies are currently in negotiations with SPP regarding an ITO 11 

Agreement.  To date, the ITO Agreement has not been executed, so the Companies 12 

submit a pro forma version of this agreement in Attachment M of the OATT.  Under that 13 

agreement, the Companies will remain the owners and operators of their transmission 14 

system (as they are today), and will continue to maintain ultimate responsibility for the 15 

provision of transmission service, including the sole authority to amend their OATT 16 

pursuant to Section 205 of the Federal Power Act.  However, the Independent 17 

Transmission Organization would assume responsibility for a number of core 18 

transmission functions, including OATT administration, approval of all transmission 19 

service requests, oversight of system impact studies and facilities study agreements, 20 

OASIS administration, calculation of total transfer capability and available transmission 21 

capacity, transmission scheduling, generation interconnections, and administration of a 22 

stakeholder process.  Each of the functions that will be assigned to the Independent 23 



 4

Transmission Organization meets, or exceeds, the level of responsibility that the 1 

Commission has found to facilitate competition through transmission independence. 2 

  In addition, the Companies have negotiated an agreement with TVA and 3 

coordinated with TVA to institute TVA as their North American Electric Reliability 4 

Council (“NERC”)-certified Reliability Coordinator.  This Reliability Coordinator will 5 

provide: (i) security coordination (as defined in relevant NERC Version 0 standards); (ii) 6 

transmission planning and regional coordination; and (iii) administration of any seams 7 

agreements (although this function may also be provided by the Companies). 8 

  The Companies are committed to maintaining clear independence and 9 

transparency in their control area, and believe their proposal should further these 10 

objectives. 11 

  In support of its filing, the Companies submit the testimony of several witnesses.  12 

First, Dr. William Hieronymus demonstrates that the proposal mitigates any potential 13 

market power concerns at least as adequately as the RTO membership condition to which 14 

the Companies voluntarily agreed in the LG&E-KU merger.  Dr. Hieronymus testifies 15 

that the Companies’ proposal substantively complies their previous merger commitments 16 

(Exhibit B).  Second, Ms. Vicky Bailey, a former member of the Commission, explains 17 

why approval of this filing promotes sound regulatory policy (Exhibit C).  Third, Mr. 18 

Mathew Morey, Senior Consultant, Laurits R. Christensen Associates Inc., explains how 19 

the Companies’ proposed ITO/RC is economically superior to, and hence more prudent 20 

than, the Companies’ continuing MISO membership (Exhibit D).  Fourth, Mr. Mark 21 

Johnson, Director of Transmission, LG&E Energy, LLC (“LG&E Energy”) describes the 22 

functions of the Independent Transmission Organization and Reliability Coordinator and 23 



 5

the RFP process that led to their selection (Exhibit E).  Fifth and finally, Pat O’Connor of 1 

TVA testifies as to TVA’s qualifications and ability to serve as the Companies’ reliability 2 

coordinator. 3 

Q. What were the reasons that the Companies became charter members of MISO? 4 

A. The Companies had two primary goals in helping to form and initially joining MISO as it 5 

was originally conceived: (i) to comport with emerging federal regulations, such as Order 6 

No. 888 (and subsequently Order No. 2000); and (ii) to achieve greater transmission 7 

system reliability.  At the time the Companies became charter members of MISO they 8 

believed that MISO’s structure and function would help further their functions as low-9 

cost, vertically integrated utilities because MISO’s purposes were limited to providing 10 

non-discriminatory open access transmission service over the transmission assets 11 

entrusted to its operational control, as well as receiving and distributing funds for the use 12 

of those assets as agent for the MISO Transmission Owners.  The Companies’ belief that 13 

MISO could help the Companies’ continue their low-cost provision of service to native 14 

load also made MISO participation seem prudent from a state regulatory perspective. 15 

Q. Why do the Companies now seek to exit MISO? 16 

A. The Companies seek exit from MISO because their analyses during the recent Kentucky 17 

Public Service Commission investigation concerning the Companies’ MISO membership 18 

show that, despite effectively mitigating vertical market power, MISO membership has 19 

become a less prudent and more controversial means of meeting the goals of open access 20 

transmission and otherwise complying with federal policy than would be other available 21 

alternatives recently approved by FERC. 22 
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  Two other important considerations further support the Companies’ exit from 1 

MISO.  First, the Companies can obtain equivalent reliability coordination services from 2 

other providers, as all reliability coordinators must be NERC-certified.  Moreover, the 3 

Commission has proposed that such organizations will be governed by an Electric 4 

Reliability Organization pursuant to the Commission’s new authority in Title XII, 5 

Subtitle A, Section 1211(a) of the Energy Policy Act of 2005, further ensuring 6 

equivalence of reliability coordination services.  Second, MISO’s Day 2 markets 7 

represent a significant departure from the traditional regulatory regime that Kentucky has 8 

chosen to continue implementing; a departure more beneficial and accommodating to 9 

utilities in states that have opted to unbundle services or adopt retail choice. 10 

  Kentucky is not a retail choice state, having elected to maintain its long-standing 11 

structure of vertically integrated, rate-regulated utilities like the Companies, the primary 12 

objective of which is to serve native load at the lowest reasonable cost using Companies-13 

owned and -controlled, coal-fired generation.  This venerable approach, under which the 14 

Companies historically have served approximately 99% of native load with their own 15 

low-cost generation,1 has served Kentucky well, having assured consumers access to low-16 

cost power. 17 

  For these reasons, and having carefully reviewed MISO’s evidence throughout the 18 

Kentucky PSC MISO case, the Companies determined that withdrawal from MISO 19 

would be in the Companies’ best interests, as well as the public interest, because the 20 

evidence indicated that MISO membership is no longer the most prudent means of 21 

                                                 
1  In the Matter of: Investigation into the Membership of Louisville Gas and Electric Company and Kentucky 
Utilities Company in the Midwest Independent Transmission Operator, Inc., Kentucky Public Service Commission 
Case No. 2003-00266, Supplemental Testimony of Martyn Gallus at 8, ll, 14-16 (9/29/04).  
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meeting federal regulatory open access requirements and the Companies’ merger 1 

commitments. 2 

  For these reasons, on December 28, 2004, the Companies formally notified MISO 3 

in writing of their intent to withdraw from the MISO.  Sending the notice before the end 4 

of the calendar year also served to prevent the Companies from having to pay an 5 

additional year of schedule fees.  (Article Five, Section One provides that withdrawal 6 

cannot be effective until at least one full calendar year after December 31 of the year in 7 

which a MISO member gives its notice of intent to withdraw.)  MISO has acknowledged 8 

that the Companies have given proper and effective notice and that, once the Companies 9 

receive the Commission’s and the Kentucky PSC’s permission to exit, the Companies 10 

may indeed exit MISO as early as January 1, 2006.  As of the date of this filing, the 11 

Companies are engaged in negotiations with MISO over the appropriate exit fee.  The 12 

Companies believe that an agreement will be reached on this matter relatively quickly.  13 

The Companies plan to amend this filing to update the Commission when a definitive exit 14 

agreement is reached. 15 

Q. Please describe the Kentucky Public Service Commission’s MISO-related 16 

proceedings in which the Companies have participated. 17 

A. On July 23, 2003, Kentucky Public Service Commission initiated an investigation to 18 

determine if the Companies’ continuing participation in MISO is in the public interest 19 

and asked the Companies and interveners to determine whether the Companies’ 20 

continuing participation in MISO is cost-effective. 21 

  In the first phase of the Kentucky PSC’s investigation, the Companies showed 22 

that exiting MISO in favor of obtaining reliability coordination services from another 23 
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NERC-certified reliability coordinator would be economically beneficial to the 1 

Companies and, therefore, their customers, even taking into account paying the MISO 2 

exit fee.  Nonetheless, the Companies’ analysis in this phase of the investigation also 3 

showed that, should the Companies be required to participate in an RTO for reliability 4 

purposes, MISO was more cost-effective than other RTOs under consideration at that 5 

time. 6 

  In the second phase of the investigation, which the Kentucky PSC initiated by 7 

order dated June 22, 2004, the Kentucky PSC instructed the Companies to perform 8 

further analysis that addressed the possibility of joining an RTO other than MISO, such 9 

as PJM or SPP, and the impact of MISO’s Transmission Energy Market Tariff 10 

(“TEMT”).    The Companies again conducted their analysis and determined that exiting 11 

MISO in favor of procuring the services of a NERC-certified reliability coordinator was 12 

economically preferable to continued MISO membership in Day 2, again even in view of 13 

paying a MISO exit fee.  Unlike the first phase of the Kentucky PSC investigation, 14 

however, in this phase, in which Day 2 had greater definition, the Companies’ analysis 15 

showed that MISO is no longer the most cost-effective RTO: if the Companies must be in 16 

an RTO, SPP is economically preferable to MISO (although PJM is not). 17 

Q. Should the Commission be concerned that the Companies’ exit from MISO will 18 

have a negative effect on MISO’s Day 2 markets? 19 

A. No.  The August 19, 2004 Louisville Courier-Journal quoted MISO’s President and CEO, 20 

James Torgerson, as saying that the Companies’ withdrawal from MISO would have only 21 

“a minor impact” on the Day 2 markets.  More recently, in the Kentucky PSC proceeding, 22 

MISO’s chief witness, Dr. Ronald R. McNamara, stated that MISO has no serious 23 
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concern that other MISO members will follow the Companies’ lead if the Commission 1 

and the Kentucky PSC allow the Companies to exit in accord with the Companies’ 2 

current proposal.  Thus, at least in MISO’s view, allowing the Companies to exit MISO 3 

will not materially alter or affect the ISO’s markets and operations. 4 

  Furthermore, should the Commission approve the Companies’ exit from MISO, 5 

the Commission can be assured that MISO and its remaining members will be made 6 

whole for any obligation incurred on the Companies’ behalf because the Companies will 7 

pay the exit fee appropriate for withdrawal from MISO under Article V, Section II of the 8 

MISO Transmission Owners Agreement (“TO Agreement”).  The same section also 9 

requires that the Companies hold harmless those users taking transmission service from 10 

the Companies pursuant to contracts executed prior to December 28, 2004, the date the 11 

Companies gave MISO notice of their intent to withdraw.  That same section of the 12 

MISO TO Agreement also requires the Companies and MISO to renegotiate the 13 

Companies’ construction obligations and any other obligations created by the TO 14 

Agreement, which should result in a satisfactory solution that will do MISO and its 15 

members no harm. 16 

  In addition to the requirements set out in the TO Agreement, MISO’s Chief 17 

Executive Officer, James Torgerson, and I met on September 9, 2005, to discuss the 18 

Companies’ costs of exit, including the MISO exit fee.  Mr. Torgerson and I also 19 

discussed the other topics I mentioned above, including holding users of the Companies’ 20 

transmission system harmless from costs associated with the Companies’ exit from 21 

MISO. 22 
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Q. Why are the Companies filing a new Open Access Transmission Tariff as part of 1 

this application? 2 

A. The Companies are filing a new Open Access Transmission Tariff (“OATT”), FERC 3 

Electric Tariff Volume No. 1, in order to satisfy the Commission’s standards for reliable, 4 

non-discriminatory, open access transmission service, as articulated in Order Nos. 888, 5 

889 and 2000.  Specifically, the Companies’ new OATT provides that key transmission 6 

functions will be administered by the Independent Transmission Organization. The 7 

Companies respectfully request that the Commission accept as just and reasonable this 8 

OATT and its attachments. The OATT substantially follows the Commission’s pro forma 9 

OATT.  The transmission rates are the same rates which MISO charges transmission 10 

customers today under the so-called Attachment O formula rate.  The Companies adopt 11 

that formula in this filing, therefore no rate levels will change.  In addition, all other 12 

terms and conditions included in the OATT – with the exception of Attachments L and M 13 

which implement the Independent Transmission Organization and Reliability Coordinator 14 

– are standard provisions or have been accepted for filing by the Commission in other 15 

dockets. 16 

Q. Specifically, what relief do the Companies request from the Commission? 17 

A. The Companies respectfully request that the Commission: 18 

1. Accept for filing certain rates, terms and conditions necessary for the Companies 19 

to: 20 

a. Withdraw from MISO and regain operational control of the Companies’ 21 

transmission system; 22 

b. Install a third party certified by NERC to act as reliability coordinator for 23 
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the Companies’ transmission facilities subject to the jurisdiction of the 1 

Commission;  2 

c. Install an independent third party to act as tariff administrator for the 3 

Companies’ transmission system (an “Independent Transmission 4 

Organization” or “ITO”); and 5 

2. Find under FPA Section 203 that the Companies’ withdrawal from MISO, 6 

together with the operation and administration of the Companies’ transmission 7 

system by the ITO and reliability coordinator is consistent with the Applicants’ 8 

merger conditions.  9 

Q.   Does the Company need any other regulatory approvals before its withdrawal from 10 

MISO can become fully effective? 11 

A. Yes.  The Companies ask the Commission to note that the Companies cannot withdraw 12 

from MISO, even with this Commission’s approval, unless and until the Kentucky PSC 13 

also grants the Companies permission to transfer operational control of their transmission 14 

assets from MISO to the new Reliability Coordinator.  Because the Kentucky PSC cannot 15 

act until a definite alternative to MISO is presented to it, the Companies ask the 16 

Commission to act with all possible speed in approving the Companies’ proposal, i.e., by 17 

February 1, 2006.  The Commission’s prompt action will enable the Companies to 18 

complete their regulatory and operational withdrawal from MISO by their target date, 19 

before the summer of 2006. 20 

Q. Does this conclude your testimony? 21 

A. Yes, it does. 22 
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TESTIMONY OF MATHEW J. MOREY 

 
Q. Please state your name, current position, and business address. 1 

A. My name is Mathew J. Morey.  I am Senior Consultant with Christensen Associates 2 

Energy Consulting LLC.  My business address is 409 Cambridge Road, Alexandria, 3 

Virginia.  Christensen Associates Energy Consulting’s principal business address is 4610 4 

University Avenue, Suite 700, Madison, Wisconsin. 5 

Q. Please describe your education, professional background, and qualifications. 6 

A. I received my doctorate in economics and statistics from the University of Illinois in 7 

1977, and taught economics and econometrics for nearly twenty years.  During that time, 8 

I also worked as a consultant to companies in and regulators of the telephone, natural gas, 9 

and electricity industries.  I worked as Director of Economics at the Edison Electric 10 

Institute from 1996 to 2000.  Prior to joining Christensen Associates in 2003, I worked as 11 

an independent consultant to companies in the electricity industry both in the U.S. and 12 

Canada. 13 

Q. Have you previously testified before regulatory utility commissions? 14 

A. Yes.  I have testified before state and federal regulatory agencies, as well as state 15 

legislative bodies, on a wide range of electric industry restructuring issues including 16 
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stranded costs, market power, seams elimination cost adjustment charges, utility codes of 1 

conduct, utility-affiliate transfer pricing rules, distribution standby and transmission rate 2 

design, and the costs and benefits of membership in Regional Transmission 3 

Organizations (“RTOs”).  A complete list of my appearances is contained in my résumé 4 

appended hereto. 5 

Q. Have you previously testified before the Federal Energy Regulatory Commission? 6 

A. Yes, I testified in Docket No. ER03-262-000 on various aspects of the Seams Elimination 7 

Charge/Cost Adjustment/Assignment (“SECA”) methodology and charges.  I have also 8 

testified before the Commission in Docket No. RM04-7-000 on the issues of the 9 

Commission’s interim market power screens in conjunction with applications for market-10 

based rate authority. 11 

Q. What is the purpose of your testimony? 12 

A. My testimony supports the application of Louisville Gas and Electric Company and 13 

Kentucky Utilities Company (the “Companies”) to end their membership in the Midwest 14 

Independent Transmission System Operator (“MISO”) and to instead establish an 15 

arrangement with an independent Reliability Coordinator (“RC”) and an Independent 16 

Transmission Organization (“ITO”) that will satisfy the Commission’s objectives 17 

expressed in Order Nos. 888 and 889 and the Companies’ merger commitments.  The 18 

Companies believe – as do I – that these objectives can best be satisfied through an 19 

RC/ITO arrangement rather than through membership in MISO. 20 

Q. Please summarize your findings. 21 

A. Order Nos. 888 and 889 have the goal of facilitating competition in generation services.  22 

In furtherance of this goal, they require that transmission owners offer non-discriminatory 23 
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transmission access.  RTO membership is one important avenue for implementing non-1 

discriminatory transmission access; but it is not the only possible avenue.  In particular, 2 

an RC/ITO arrangement can also satisfy the objectives of Order Nos. 888 and 889 and, in 3 

some instances, can do so at lower cost and with greater net benefits to consumers.  In the 4 

Companies’ case, the RC/ITO potentially could save its customers between $8 million 5 

and $13 million per year. 6 

The RC/ITO proposal as a means to fulfill Order No. 888 objectives is reasonable 7 

for the Companies and their customers because the benefits of membership in an RTO 8 

such as MISO – lower power procurement costs and increased off-system sales and 9 

margins – are small compared to the costs of membership.  The Companies’ RC/ITO 10 

proposal introduces a degree of flexibility into the division of functions necessary to 11 

satisfy Order No. 888 requirements and functions necessary to ensure grid reliability.  12 

The RC/ITO concept satisfies Order No. 888 requirements at lower cost than does RTO 13 

membership, leaves the Companies in control of their transmission and generation assets, 14 

maintains state regulatory authority and control over retail rates and costs, and gives the 15 

Commission a policy option that can advance Order No. 888 objectives with potentially 16 

less controversy than has attended the Commission’s pursuit of Order No. 2000 and “full-17 

service” RTOs. 18 

Q. How is your testimony organized? 19 

A. Section I summarizes the Order Nos. 888 and 889 requirements that transmission owners, 20 

including the Companies, are required to meet.  Sections II through IV explain why RTO 21 

membership is not needed to achieve the objectives of these orders, why an RC/ITO can 22 

be an appropriate alternative vehicle for achieving these objectives, and how the RC/ITO 23 
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approach offers a promising means of strengthening RTOs’ incentives for cost and 1 

quality control relative to the standard RTO approach. 2 

Section V explains that the Companies’ share of MISO’s costs have turned out to 3 

be higher than the Companies originally anticipated and higher than they have recently 4 

projected.  Section VI demonstrates that an RC/ITO can achieve Order No. 888 5 

objectives at lower cost to the Companies’ consumers than can MISO membership.  6 

Section VII describes the Companies’ plan for developing an RC/ITO arrangement in 7 

accordance with the requirements of Order Nos. 888 and 889.  Finally, Section VIII 8 

summarizes the reasons that the Commission should approve the Companies’ plan to 9 

develop an RC/ITO. 10 

I. TRANSMISSION OWNERS, INCLUDING THE COMPANIES, ARE REQUIRED 11 

TO MEET THE OBJECTIVES OF ORDER NOS. 888 AND 889 12 

Q. What are the objectives of Order Nos. 888 and 889? 13 

A. The Commission stated in Order No. 888 that its “goal is to ensure that [electricity] 14 

customers have the benefits of competitively priced generation.”1  The Commission 15 

further stated that “[n]on-discriminatory open access to transmission services is critical to 16 

the full development of competitive wholesale generation markets and the lower 17 

consumer prices achievable through such competition.”2  Thus, to achieve that goal, the 18 

Commission required transmission-owning public utilities to provide non-discriminatory 19 

(open) access to their grids and file pro forma open-access transmission tariffs that would 20 

facilitate that access. To further strengthen the non-discriminatory access provisions of 21 

                                                 
1  Order No. 888, FERC Stats. & Regs. at 31,652. 

2  Id. 
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Order No. 888, the Commission issued the companion Order No. 889 that requires public 1 

utilities to make information about transmission service and capacity availability 2 

transparent to transmission customers through the creation of Open Access Same-Time 3 

Information Systems (“OASIS”). 4 

Order No. 888 also encourages public utilities to cooperate voluntarily to form 5 

Independent System Operators (“ISOs”) that: 6 

• Operate independently of all market participants, 7 

• Provide open access to the transmission system, 8 

• Administer a single region-wide tariff that eliminates rate pancaking, 9 

• Maintain the reliability of the transmission grid, and 10 

• Control the operation of all of the transmission facilities within the region. 11 

The objective of ISO creation was to ensure that transmission service is provided on a 12 

non-discriminatory basis; that the terms, conditions, and rates for transmission service are 13 

transparent; and that barriers to trade, particularly payment of multiple transmission rates 14 

for wheeling power over long distances (“rate pancaking”), are reduced or eliminated.  15 

The ultimate objective of ISO creation was the promotion of greater competition among 16 

generators in wholesale power markets, which was expected to put downward pressure 17 

on electricity production costs and prices. Competition was thus expected to produce 18 

efficiency gains that would deliver benefits to all consumers in the form of lower overall 19 

costs of delivered power. 20 

Q. Is it important to achieve the goals of Order No. 888 in a cost effective manner? 21 

A. Yes.  Order No. 888’s goals should be achieved so as to bring the highest net benefits to 22 

consumers, which generally means that costs should be kept to a minimum.  Inevitably, 23 



   6

there will be transaction costs in implementing reforms as far reaching as those 1 

embedded in Order No. 888.  If implemented poorly, these costs can offset – and even 2 

exceed – both the short-term and long-term gross benefits of the Order. A fundamental 3 

policy objective should therefore be to find low-cost means of implementing Order No. 4 

888. 5 

II. RTO MEMBERSHIP IS NOT NEEDED TO ACHIEVE THE OBJECTIVES OF 6 

ORDER NOS. 888 AND 889 7 

Q. Is there evidence that RTO membership may not always be the most effective means 8 

of achieving the objectives of Order Nos. 888 and 889? 9 

A. Yes.  The total value of the several benefits arising from open access facilitated by an 10 

RTO with centralized control of the transmission system is not necessarily greater than 11 

the cost of creating that institution and reorganizing functional responsibilities between 12 

an RTO and public utility transmission owners.  The evidence on this point, even today in 13 

2005, is mixed.  The benefits of RTOs are more likely to exceed their costs for those 14 

ISOs that were created from the tight power pools in the Northeastern U.S. – namely ISO 15 

New England, the New York ISO, and the PJM Interconnection LLC (“PJM”) – although 16 

this is not a certainty.  In these particular cases, startup costs have been kept to reasonable 17 

levels because much of the necessary infrastructure already existed.  Even in these cases, 18 

the costs to create the institutional infrastructure to support the wide array of Order No. 19 

888 functional services that these Northeastern RTOs provide may well offset the short-20 

term gross benefits – the evidence is not clear on this point.  For ISOs that were created 21 

from scratch, however, the startup costs have been higher.  Any net benefits for 22 

consumers have a far greater probability of being lower, and are far more likely to be 23 
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negative.  Thus, for some regions, at least, the potential aggregate costs of RTO creation 1 

may well exceed the benefits, at least in the short term. 2 

Q. How are the foregoing cost considerations relevant to the Companies’ present 3 

situation? 4 

A. In Kentucky, policy makers have chosen to retain the vertically integrated utility model. 5 

They have done so because it has worked very well in an absolute and relative sense 6 

compared to what has taken place in other parts of the country.  Consumers of the 7 

Companies have paid and continue to pay some of the lowest prices for delivered power 8 

of any consumers in the country.  Figure 1 illustrates this point well by comparing 9 

average revenue for all customer classes for several Midwestern states over the period 10 

1996 to 2003.3  The Companies’ customers have paid on average less than 4.5 cents per 11 

kWh over this period, averaging 21 percent less than average revenues in Indiana, the 12 

second lowest priced Midwestern state. 13 

                                                 
3  These data are from the U.S. Energy Information Administration.  See <http://www.eia.doe.gov/cneaf/ 
electricity/esr/esr_tabs.html, average_price_state.xls> (accessed August 29, 2005). 
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Average Revenue All Customer Sectors 
Midwest States - 1996 - 2003

3.00

4.00

5.00

6.00

7.00

8.00

1996 1997 1998 1999 2000 2001 2002 2003

Year

A
ve

ra
ge

 R
ev

en
ue

 C
en

ts
 p

er
 

K
W

h

IA IL IN KY MI MN MO OH WI
 1 

Figure 1 Average Revenue - All Customers Sectors, Midwest States, 1996 - 2003 2 

When average revenues in Kentucky are compared to the rest of the U.S. over this same 3 

period, the relative success of the vertically integrated utility model in Kentucky is even 4 

more striking, as illustrated in Figure 2.  5 

Average Revenues - U.S. Total vs. Kentucky
1996 - 2003
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Figure 2 Average Revenues - U.S. Total vs. Kentucky, 1996 - 2003 7 

Q. Relative to RTO membership, is there a cheaper alternative vehicle for achieving 8 

the objectives of Order Nos. 888 and 889? 9 
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A. I believe that, for some transmission owners such as the Companies, the answer is clearly 1 

“yes.”  This cheaper alternative is embodied in the RC/ITO approach proposed by the 2 

Companies in this filing and as described below. 3 

III. AN RC/ITO CAN BE AN APPROPRIATE VEHICLE FOR ACHIEVING THE 4 

OBJECTIVES OF ORDER NOS. 888 AND 889 5 

Q. How has the institutional landscape changed since the Commission issued Order No. 6 

888? 7 

A. When the Commission issued Order No. 888 in 1996, the institutional choices for 8 

delegating responsibility for both transmission system operations and reliability 9 

coordination were narrower than they appear to be today.  In 1996, there were tight 10 

power pools in the northeastern U.S. that could readily assume responsibility for system 11 

operations, generation dispatch, and reliability coordination because they were already 12 

performing some of those functions at that time.  There were no such institutions in the 13 

rest of the country that could immediately perform Order No. 888 functions 14 

independently of the public utilities that owned and operated transmission systems and 15 

the majority of generation assets.  Today, transmission owners can satisfy Order No. 16 

888’s technical requirements by contracting out responsibility for grid operations and 17 

tariff administration functions to an existing Commission-approved RTO that assumes 18 

the role of the RC/ITO.  Alternatively, a new RC/ITO can be created to assume 19 

responsibility for performing Order No. 888 functions.  20 

Public Utilities have contracted out Reliability Coordination services for many 21 

years and continue to obtain these services through contract.  Hence, this dimension of 22 

the RC/ITO concept is not an innovation.  The Companies can enter into a contract with 23 
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one of several NERC-certified Reliability Coordinators in proximity to the Companies’ 1 

control area.  The reliability of the transmission system will be maintained and the costs 2 

of doing so can be kept to a minimum.  This is discussed in more detail by the 3 

Companies’ witness Mark S. Johnson.  The Companies have chosen TVA as their 4 

reliability coordinator through an RFP process.  In accordance with my description 5 

above, TVA currently provides reliability coordination service for public power 6 

customers in Kentucky with widely dispersed loads throughout the Companies’ service 7 

territory.  TVA is well suited to provide such service to the Companies. 8 

Q. How can an ITO satisfy Order No. 888 objectives? 9 

A. An ITO can achieve Order No. 888 objectives by assuming responsibility for a number of 10 

core transmission functions, including but not necessarily limited to: 11 

• Evaluation and approval of all transmission requests, 12 

• Calculation of Total Transfer Capacity (“TTC”) and Available Transfer Capacity 13 

(“ATC”), 14 

• Operation and maintenance of the Companies’ OASIS, 15 

• Evaluation, processing, and approval of all generation interconnection requests, 16 

and performance of all related interconnection studies, and 17 

• Coordination of transmission planning with entities in the wider region. 18 

Q. Will these assigned functions meet the level of responsibility that the Commission 19 

seeks in Order No. 888? 20 

A. Yes.  Each of the functions that will be assigned to the ITO includes or exceeds the level 21 

of responsibility that the Commission has held will facilitate competition through 22 

transmission operator independence.  As the Commission recognized in its order in 23 
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Entergy Services lnc., successful ITO proposals must “clearly and unambiguously give 1 

the [ICT] authority to grant or deny requests for transmission service [including any] 2 

feasibility studies, system impact analyses, or other studies necessary to evaluate a 3 

request for transmission service.”4  ITOs must also have “authority to independently 4 

administer [the transmission provider’s] OASIS.”5 5 

Q. Under the ITO model concept, and specifically the ITO proposed by the Companies, 6 

will customers be assured of receiving non-discriminatory access to transmission 7 

owners’ transmission systems? 8 

A. Yes.  Like the Entergy ICT concept approved by the Commission, the Companies’ ITO 9 

should ensure that the Companies’ OATT is administered in a non-discriminatory 10 

fashion.  The ITO will oversee all transmission service requests, will compute ATC and 11 

TTC (or available flowgate capacity), and will oversee generator interconnection requests 12 

and studies.  The ITO can do this as an entity that is, by design, structurally independent 13 

of all market participants.  If the ITO is one of the Commission-approved RTOs, 14 

independence is, of course, a foregone conclusion.  Such an ITO can ensure that market 15 

participants who use a transmission owner’s transmission system can continue to place 16 

great confidence in the independence and transparency of the operation of the system and 17 

in the administration of its OATT, just as they would have been able to do if the system 18 

was under the direct functional control of an RTO.  19 

                                                 
4  110 FERC ¶ 61,295 at P 67 (2005) (“Entergy Order”).  The Companies’ RC/ITO proposal splits the 
reliability coordination and independent tariff administration functions into two parts, following the NERC 
functional model.  However, I believe the same principles would apply to the Commission’s analysis of the RC/ITO 
as would apply to the Commission’s analysis of the Entergy ICT. 

5  Id. 
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Q. Can the ITO satisfy the Commission’s desire to see barriers to competition 1 

removed, such as pancaked transmission rates? 2 

A. Yes.  To comply with the Commission’s desire to see barriers to competition removed, an 3 

ITO can administer a transmission owner’s OATT in a manner that promotes the 4 

elimination of pancaked rates.  For a transmission owner in the Midwest, this would 5 

continue the policy of dispensing with the through-and-out transmission rates on intra-6 

MISO transactions, as required for MISO membership or as part of the Commission’s 7 

orders in the Seams Elimination Charge/Cost Adjustment/Assignment (“SECA”) case.6  8 

The Companies’ proposal contains a rate de-pancaking provision as part of its proposal.   9 

I believe this is an important feature which satisfies the Commission’s Order No. 888 10 

open access goal in this regard.  De-pancaking goes even further by meeting the 11 

Commission’s Order No. 2000 objectives of eliminating pancaked rates and fostering 12 

regional markets. 13 

Q. Why can an ITO be a better way for some utilities to fulfill Order No. 888 objectives 14 

than membership in a “Day 2” RTO? 15 

A. There are two main reasons for this fact.  First, under some circumstances, an ITO can 16 

achieve Order No. 888 objectives at lower cost than can RTO membership.  Second, 17 

under some circumstances, an ITO can impose on consumers a better profile of financial 18 

risks than is imposed by RTO membership.  I discuss the cost issues at length later in my 19 

testimony.  At this point, I wish to discuss the financial risk issues. 20 

                                                 
6  See Midwest Indep. Transmission Sys. Operator, Inc., 109 FERC ¶ 61,168 (2004) (“November 2004 
Order”). 



   13

Q. Please explain the financial risks that electricity consumers face and how the 1 

electricity industry can be organized to deal with these risks. 2 

A. Generation and transmission investments require significant capital outlays.  Due to the 3 

magnitude of these outlays, the investments are inherently risky.   In short, such capital 4 

intensive infrastructure investments are necessary for reliable delivery of a critical 5 

commodity (electricity), but future demand for use of the network is uncertain.  For 6 

example, there could be unexpected changes in loads and fuel prices that can 7 

substantially change the net benefits of any investment.  Traditionally, vertically 8 

integrated utilities made these investments with the understanding that cost-of-service 9 

retail rates would cover the return “of and on” capital, as well as operating costs.  For the 10 

most part, regardless of whether the investments turned out to be bad or good, their costs 11 

were recovered from consumers through long-term amortization that smoothed 12 

consumers’ rates over time.  This had the advantage of providing consumers with rate 13 

stability and certainty, and it had the further advantage of allowing least-cost integrated 14 

planning of generation and transmission investments.  On the other hand, the traditional 15 

model has sometimes had the disadvantage of providing utility management with poor 16 

cost-control incentives, thereby saddling consumers with the costs of bad utility 17 

decisions. 18 

Competition and structural unbundling of generation and transmission services 19 

have the advantages of providing generation firms with strong incentives to control costs 20 

and of making generation firms responsible for the costs of their own mistakes.  On the 21 

other hand, competition and structural unbundling have had three serious problems for 22 

which no fully satisfactory solution has been found.  First, market prices can be very 23 
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uncertain, both from one year to the next as well as from one hour to the next.  This 1 

potentially (and sometimes actually) exposes retail customers to substantial market price 2 

risk that, as a political matter, has not been sustainable.  This price risk, together with 3 

concerns over the exercise of generator market power, has resulted in the institution of 4 

price caps in RTO-administered markets that are specifically designed to prevent the 5 

market from working under conditions of generation capacity scarcity.   6 

Second, competition and structural unbundling has arguably resulted in 7 

inadequate investment in generation and transmission facilities, which exacerbates the 8 

financial risks in the wholesale market.  This is partly the result of the economic 9 

uncertainties that affect numerous capital-intensive industries; but it is also the result of 10 

continuing long-term regulatory uncertainty that is particular to the electric power 11 

industry.  The RTOs in California, New England, and PJM are bemoaning the generation 12 

inadequacies that they face in certain subregions of their territories and, so, the RTOs in 13 

California and the Northeastern U.S. have all proposed and/or implemented installed 14 

capacity requirements that use non-market, administratively determined mechanisms to 15 

guide generation investment. 16 

Third, competition and structural unbundling has made it difficult for generation 17 

and transmission to be planned jointly on a least-cost basis.  An RTO’s transmission 18 

planning function is supposed to overcome this difficulty; but the evidence thus far 19 

indicates that the system optimization that was arguably achieved under the vertically 20 

integrated utility model is at the present greatly diminished within the new model 21 

involving RTOs at the center of regional planning.  This gap between hope and reality 22 

reduces the efficiency benefits that RTOs can deliver. 23 
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Q. How can an ITO help manage financial risks while providing the benefits of 1 

competition? 2 

A. An ITO provides a mechanism for retaining the benefits of the vertically integrated utility 3 

model (rate stability and least-cost integrated planning of generation and transmission 4 

investments) while also gaining the market benefits of open access wholesale competition 5 

(and the assurance to market participants that transmission will be run by an independent 6 

party). It allows low-cost vertically integrated utilities to continue the planning and 7 

operating activities that have made them low-cost; it provides the non-discriminatory 8 

transmission access that is essential to wholesale competition; and it keeps the costs of 9 

transmission and coordination services low.  In addition, the Companies’ filing gives 10 

TVA the authority to oversee regional planning.  This makes sense from a market and 11 

reliability perspective considering TVA’s current reliability footprint in Kentucky. 12 

Q. What criteria determine a region’s or a state’s choice between the vertically 13 

integrated industry structure and the vertically unbundled structure? 14 

A. In principle, and more or less in fact, the choice should be and has been determined by 15 

how well or how badly the traditional vertically integrated industry structure has served 16 

each region and state relative to both the rest of the country and an economic ideal that 17 

can serve as a goal.  Where retail prices have been high relative to the rest of the country, 18 

as in California and the Northeast, states and regions have generally opted to experiment 19 

with more unbundled structures.  Where retail prices have been low relative to the rest of 20 

the country, as in Kentucky, states and regions have generally opted to “keep a good 21 

thing going,” and to retain largely the existing industry structure.  22 
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Q. How are the relative virtues of an RC/ITO and RTO membership dependent upon 1 

industry structure?   2 

A. In a vertically unbundled electricity industry, where there are numerous buyers and 3 

sellers at the wholesale and the retail level, it is technically necessary for an independent 4 

entity like an RTO to provide a full array of centralized services, including not only 5 

control of the transmission system but also security-constrained economic dispatch of 6 

generation.  In theory at least, it may also make economic sense for the RTO to introduce 7 

locational prices to promote more efficient use of the transmission capacity and to send 8 

signals to buyers and sellers about the locational value of generation and transmission 9 

investments.  Whether a locational pricing market model makes sense depends on 10 

whether the costs to implement and administer such a system will be lower than the gross 11 

benefits of such a system. 12 

The imposition of the new market model offers small benefits, however, for the 13 

retail consumers of a vertically integrated utility in a state that has not unbundled retail 14 

service and that has relatively low retail rates.  Indeed, such a market model exposes the 15 

utility and its customers to the kinds of risks that the vertically integrated model had 16 

already addressed successfully.  In effect, the imposition of the new industry model on 17 

the low-cost utility and its customers in a bundled retail environment forces a “virtual 18 

structural separation” of generation and wires assets, at least in terms of financial 19 

settlements, that re-introduces financial risks that were previously managed through 20 

vertical integration. 21 

Not all utilities that continue to be vertically integrated in bundled retail states 22 

need the full panoply of services that are offered – or imposed – by an RTO on its 23 
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members to satisfy Order No. 888 requirements or to provide benefits of competition 1 

among generation in the wholesale market.  As I have stated, for some public utilities – 2 

the Companies for example – the benefits to customers from full membership do not 3 

outweigh the costs.  For the customers of such utilities, a less expensive RC/ITO 4 

arrangement can provide the benefits of competition without all the costs of an RTO 5 

membership. 6 

The RC/ITO concept introduces choice among the services offered by RTOs.  It is 7 

a pro-competitive policy option for the Commission to pursue vigorously in various parts 8 

of the country where the RTO cost-benefit analysis suggests that full membership is not 9 

economically justified. 10 

IV. THE RC/ITO CONCEPT OFFERS A PROMISING MEANS OF 11 

STRENGTHENING RTOS’ INCENTIVES FOR COST AND QUALITY 12 

CONTROL 13 

Q. Does it make economic sense for existing RTOs, such as SPP or MISO, to offer to 14 

perform unbundled Order No. 888 functions for non-member utilities? 15 

A. Yes.  Existing RTOs should welcome the opportunity to unbundle their services and offer 16 

to perform Order No. 888 functions for non-member utilities.   In fact, SPP has responded 17 

to the Companies’ RFP for ITO services and will be providing such services to the 18 

Companies on an unbundled basis.  Offering to perform Order No. 888 functions to non-19 

member utilities would be one way in which an RTO could leverage economies of scale 20 

and scope in their operations.  It would enable the RTO to recover from non-member 21 

utilities a portion of the fixed costs associated with RTO startup as well as recover some 22 

variable costs, thereby reducing the share of costs borne by RTO member utilities.   23 
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Q. In introducing competition in the market for coordination services, does the 1 

RC/ITO concept advance the objectives of Order No. 888? 2 

A. Yes.  The primary objective of Order No. 888 is to increase the net benefits that 3 

electricity provides to consumers.  Competition, abetted by non-discriminatory 4 

transmission access, is the primary vehicle for achieving this objective.  The RC/ITO 5 

concept is consistent with this objective because it introduces a degree of competition 6 

among RTOs (and perhaps other entities) to provide the coordination services that are 7 

needed to satisfy Order No. 888.  The pressure of competition should help to keep the 8 

costs of obtaining these services down. 9 

Furthermore, the RC/ITO concept provides new incentives for RTOs to maintain 10 

and improve the quality of their services.  Because RC/ITO customers can only be 11 

attracted and maintained if these services are of suitable quality, RTOs will have financial 12 

incentives to achieve high quality standards.  All “consumers” of RTO services – 13 

members as well as non-members – will benefit from RTOs responding to these 14 

incentives. 15 

Entergy, Duke Power, MidAmerican and the Companies, by proposing to find and 16 

contract with RC/ITO-like entities to provide unbundled transmission and coordination 17 

services to fulfill Order No. 888 requirements, demonstrate that there is a developing 18 

market for such unbundled RTO services.  The limited duration of the contracts, which 19 

would be a natural outcome of the desire of both parties to manage risk, would introduce 20 

a degree of contestability into the market for Order No. 888 services as well. 21 

Q. In introducing competition in the market for coordination services, does the 22 

RC/ITO concept advance the objectives of other Commission proceedings? 23 
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A. Yes.  As RTO costs have mounted over the past several years, RTO members as well as 1 

the Commission have become keenly interested in finding ways for RTOs to achieve 2 

greater cost accountability.  Motivated by this rising tide of concern, the Commission 3 

issued a Notice of Inquiry (“NOI”) regarding the transparency and accountability of RTO 4 

costs.7  While the NOI explored the need for changes to accounting and financial 5 

reporting practices among RTOs and ISOs, it also highlighted the need for cost 6 

transparency and uniformity among the RTOs – not only with respect to accounting 7 

practices but also uniformity with respect to many Order No. 888 services they provide to 8 

their members.  The Commission can take a significant step toward promoting both cost 9 

accountability and uniformity in RTO practices by continuing to encourage a RC/ITO 10 

type of arrangement for non-member public utilities. 11 

V. MISO’S COSTS HAVE TURNED OUT TO BE HIGHER THAN THE 12 

COMPANIES ORIGINALLY ANTICIPATED 13 

Q. What has happened that has caused the Companies to look for new ways to fulfill 14 

Order No. 888 objectives? 15 

A. A significant factor in altering the Companies’ position on ISOs as the vehicle for 16 

achieving Order No. 888 objectives was MISO’s decision to move from performing 17 

Order No. 888 functions to performing optional Order No. 2000 functions that include 18 

administering day-ahead and real-time energy spot markets that employ centralized 19 

security-constrained economic dispatch with LMPs as the basis for financial settlements.  20 

An ISO performing Order No. 888 functions has been characterized as a “Day 1” RTO, 21 

                                                 
7  Financial Reporting and Cost Accounting, Oversight and Recovery Practices for Regional Transmission 
Organizations and Independent System Operators, Notice of Inquiry, 108 FERC ¶ 61,237 (2004). 
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while an ISO performing Order No. 2000 functions has been called a “Day 2” RTO.  A 1 

Day 2 RTO offers all of the services of the Day 1 RTO and, in addition: administers 2 

forward and real-time spot electricity markets; manages congestion through prices for use 3 

of congested transmission facilities that depend upon the differences in LMPs at resource 4 

and load locations; administers a financial transmission rights (“FTRs”) market that 5 

enables market participants to partly hedge against uncertain congestion prices; provides 6 

ancillary services (like reserves); and (perhaps) administers a generation capacity market. 7 

When the Companies examined the costs and benefits for themselves and their 8 

customers associated with the move in MISO from a Day 1 RTO to a Day 2 RTO, they 9 

estimated that there would be a net loss to their consumers in Kentucky relative to the 10 

Companies exiting MISO, and determined that pursuing a less costly arrangement that 11 

would still satisfy Order No. 888 objectives.  12 

VI. AN RC/ITO CAN ACHIEVE ORDER NO. 888 OBJECTIVES AT LOWER COST 13 

TO THE COMPANIES’ CONSUMERS THAN CAN MEMBERSHIP IN MISO 14 

Q. What would be the cost savings from the Companies obtaining Order No. 888 15 

services from an RC/ITO rather than from MISO? 16 

A. I estimate that the cost for an RC/ITO to perform Order No. 888 functions should lie in 17 

the range of $4 million to $7 million per year.  In contrast, a conservative estimate of the 18 

ultimate cost to the Companies’ customers of membership in MISO and obligatory 19 

participation in the Day 2 markets MISO administers lies between $15 million and $17 20 

million per year.  A conservative estimate of the cost savings would thus be between $8 21 

million and $13 million per year. 22 

Q. What is the basis for your estimate of the cost of the RC/ITO alternative? 23 
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A. The estimated range for the costs of obtaining Order No. 888 services through an RC/ITO 1 

is based on several data sources: the costs of unbundled RTO services as proposed by 2 

SPP; the Companies’ actual experience as members of MISO during the period when 3 

MISO operated as a Day 1 RTO; a cost-benefit analysis of the Companies’ alternatives to 4 

MISO membership; and Duke Power’s estimates of obtaining Order No. 888 services 5 

from MISO. 6 

Q. What is the cost evidence available from the Companies’ actual experience as 7 

members of MISO during the period when MISO operated as a Day 1 RTO? 8 

A. The Companies, as members of MISO from the time it began operating as a Day 1 RTO 9 

in 2002, were paying approximately $6 million per year in charges for MISO to provide 10 

what was essentially Order No. 888 functional services. 11 

Q. What is the cost evidence available from the cost-benefit analysis of the Companies’ 12 

alternatives to MISO membership? 13 

A. In June 2004, the Kentucky PSC ordered the Companies to conduct an investigation into 14 

the costs and benefits of membership in MISO compared to a set of alternatives that 15 

included membership in PJM, membership in the SPP RTO as well as an arrangement 16 

similar in character to the one envisioned in the Companies’ present proposal before the 17 

Commission.8  In that study, the estimated cost for the Companies becoming full 18 

members of the SPP RTO was $6.9 million per year for the six-year study period of 2005 19 

                                                 
8  Investigation Into the Membership of Louisville Gas and Electric Company and Kentucky Utilities 
Company in the Midwest Independent Transmission System Operator, Inc., KPSC Case No. 2003-00266, Order 
issued June 22, 2004. This investigation was supplemental to the proceeding that had been initiated by the KPSC in 
July 2003 that produced the Companies’ initial cost-benefit study and subsequent hearings.  The details of that study 
can be found in Supplemental Investigation Into the Costs and Benefits to Louisville Gas and Electric Company and 
Kentucky Utilities Company of RTO Participation Options, prepared for Louisville Gas and Electric Company and 
Kentucky Utilities Company, prepared by Christensen Associates Energy Consulting, September 29, 2004. 
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to 2010.  The SPP RTO operates as a Day 1 RTO and would thus provide the Order No. 1 

888 functional services including Reliability Coordinator service.  This figure probably 2 

overestimates the cost to the Companies of obtaining unbundled Order No. 888 services 3 

under contract with SPP, as opposed to joining it, because the Companies would not be 4 

receiving all of the services that SPP provides to its members.  5 

During the course of the Kentucky PSC-ordered investigation, the costs of 6 

separately contracting for Reliability Coordinator (“RC”) services through a non-RTO, 7 

NERC-certified RC were estimated at $500,000 per year.  The costs of such services have 8 

likely increased recently due to the recent coordination agreements reached among the 9 

several RTOs (i.e., MISO, PJM, and SPP), and between MISO and TVA, that require 10 

additional investments in advanced monitoring and communications software.  Therefore, 11 

a current reasonable estimate of the costs of RC services may be closer to $1 million per 12 

year. 13 

Q. What is the cost evidence available from Duke Power’s estimates of obtaining Order 14 

No. 888 services from MISO? 15 

A. Duke Power estimated that to obtain both RC/ITO and Independent Market Monitor 16 

(“IMM”) services from MISO would cost between $3 and $4 million per year.  This 17 

figure is considerably less than Duke Power undoubtedly would pay through Schedule 18 

10, 16, and 17 charges if it became a member of MISO, and is certainly less than what 19 

the Companies were paying MISO for Schedule 10 services alone.  The set of services 20 

Duke Power would obtain from MISO does not contain RC service.  The expected cost to 21 

Duke Power of this bundle of services is $2 to $3 million per year lower than the cost to 22 

the Companies’ customers of the Companies’ MISO Day 1 RTO membership of $6.4 23 
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million per year.  The Companies do not plan to contract for IMM services, so it is 1 

reasonable to expect that the cost of obtaining Order No. 888 services would likely not 2 

exceed $4 million per year.  If the Companies contract with another entity for Reliability 3 

Coordinator services, the total package of services might cost approximately $5 million 4 

annually. 5 

Q. What is the basis for your estimate of the costs of the Companies’ membership in 6 

MISO? 7 

A. In contrast to the costs of obtaining Order No. 888 services, the cost of the Companies’ 8 

continued obligatory participation in MISO’s Day 2 markets, in order to satisfy Order 9 

No. 888, was estimated in the Supplemental Investigation to lie between $15 million and 10 

$17 million per year.  This cost consisted of $15 million per year of Administrative 11 

Charges under MISO’s OATT Schedules 10, 16 and 17.  These were costs about which 12 

the Companies were reasonably certain.  The upper end of the cost range was based on an 13 

additional conservative estimate of $2 million per year in uplift costs (the Companies’ 14 

share of socialized RTO costs) plus an expectation of a five percent underfunding of FTR 15 

payments from MISO to the Companies.  In other words, according to the Supplemental 16 

Investigation, the Companies could fulfill the Order No. 888 requirements through an 17 

ITO and an RC for approximately $8 to $13 million per year less than if they continue as 18 

MISO members.  19 

Q. Do the Companies have actual cost estimates for the services to be provided by SPP 20 

as ITO and TVA as RC? 21 

A. No.  Negotiations with the selected RC and ITO are ongoing and rates for the services to 22 

be provided have not been settled at this time.  However, officials at the Companies 23 
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inform me that the negotiations will likely lead to rates for these services that are 1 

consistent with the projections I provide in this testimony. 2 

Q. Would the exit fee that the Companies are required to pay to leave MISO negate the 3 

savings that you predict will inure to the Companies and their customers under an 4 

RC/ITO arrangement? 5 

A. No.  While negotiations between the Companies and MISO on the exact value of the exit 6 

fee are ongoing, the exit fee is estimated to cost the Companies and their customers in the 7 

range of $28 to $38 million.  The savings of $8 to $13 million per year from moving to an 8 

RC/ITO arrangement means that the exit fee payment will be recovered roughly within 9 

three to four years.  The savings from exiting MISO and moving to an RC/ITO 10 

arrangement will exceed the exit fee by a significant margin in the longer run.  The exit 11 

fee payment ensures that the Companies have met their obligation under the MISO 12 

Transmission Owner’s agreement to hold harmless those transmission owners that remain 13 

members. 14 

VII. THE COMMISSION SHOULD APPROVE THE COMPANIES’ PLAN TO 15 

DEVELOP AN RC/ITO 16 

Q. Please summarize the reasons that the Companies’ plan merits Commission 17 

approval. 18 

A. For the Companies and their customers, the Day 2 RTO model is a relatively costly way 19 

to satisfy Order No. 888 objectives.  The Companies proposed RC/ITO model, by 20 

contrast, can achieve the level of independence necessary to satisfy Order No. 888 at 21 

lower cost, while ensuring that transmission services and rates are transparent, 22 

competition in generation is facilitated and reliability is maintained.  It enables the 23 
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Companies to exercise greater control over their assets and allows the Kentucky PSC to 1 

continue its longstanding control over the Companies’ costs that go into rates.  It reduces 2 

the financial risks that the Companies and their customers will be exposed to in the 3 

wholesale market, thereby reducing the Companies’ costs of risk management that its 4 

customers must ultimately bear. 5 

In light of the Commission’s concern over RTO governance, cost accountability, 6 

and transparency, the Companies’ RC/ITO proposal gives the Commission a policy 7 

option to introduce customer choice – the mechanism of a market – to discipline RTO 8 

management and costs.  RTOs will become more accountable when customers can “vote 9 

with their feet.”  When the RC/ITO concept involves an RTO in providing unbundled 10 

Order No. 888 services to non-RTO utilities, it introduces a much needed degree of 11 

competition among RTOs and therefore begins to discipline RTO costs.  Existing RTO 12 

members would benefit from this unbundling of services because it spreads the recovery 13 

of costs to a larger base of customers.  Furthermore, the unbundling of RTO services, for 14 

members as well as non-members, gives existing and potential RTO customers the ability 15 

to signal how much they value RTO services.  The ability to choose plays an important 16 

role in corporate governance in other industries and can do so in this sector of the electric 17 

industry as well, to the long-term benefit of all consumers.  18 

Q. Does this conclude your testimony? 19 

A. Yes. 20 
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TESTIMONY OF WILLIAM H. HIERONYMUS 
 
Q. Please state your name and business address. 1 

A. My name is William H. Hieronymus.  I am a Vice President of CRA International at their 2 

Boston office, 200 Clarendon Street, T-33, Boston, MA 02116. 3 

Q. Please summarize your qualifications. 4 

A. I am an economist who has spent the past 30 years predominantly analyzing issues 5 

related to the electric power industry.  I have testified before the Commission, and in 6 

other venues, on market power issues on a great many occasions.  My résumé is attached 7 

as Exhibit WHH-1. 8 

Q. What is the purpose of your testimony in this proceeding? 9 

A. LG&E Energy LLC (“LG&E Energy”), on behalf of its operating companies Louisville 10 

Gas and Electric Company (“LGE”) and Kentucky Utilities (“KU”) (all collectively 11 

“Applicants”), are seeking to withdraw from the Midwest ISO (“MISO”), and have asked 12 

me to opine on market power issues relating to their withdrawal proposal.  I have 13 

reviewed Applicants’ proposal and, as discussed below, find it is consistent with 14 

commitments made by Applicants’ in prior merger proceedings and, further, will have no 15 

significant adverse competitive effects. 16 



 
 

 2

Q. Please describe Applicants’ prior commitments. 1 

A. In approving the merger of LGE and KU in Docket Nos. EC98-2-000, et al., the 2 

Commission relied in part on the companies’ participation in the formation of MISO to 3 

mitigate market power concerns with regard to KU’s requirements customers.  In 4 

particular, the Commission stated: 5 

We regard LG&E and KU’s participation as parties in the 6 
Midwest ISO filings as evidence of their commitment to 7 
membership in the Midwest ISO.  Our approval of the 8 
merger is based on LG&E and KU’s continued 9 
participation in the Midwest ISO.  If LG&E and KU seek 10 
permission to withdraw from the Midwest ISO proceedings 11 
or the ISO once it is operating, we will evaluate that request 12 
in light of its impact on competition in the KU destination 13 
markets, use our authority under section 203(b) of the FPA 14 
to address any concerns, and order further procedures as 15 
appropriate.1 16 

 In approving E.ON’s indirect acquisition of LG&E Energy in 2001, the Commission also 17 

relied on Applicants’ commitments to remain part of MISO or, alternatively, to be a 18 

member of a Commission-approved RTO.  The Commission there stated:   19 

LG&E and KU have committed to transfer operational 20 
control of their transmission systems to the Midwest ISO 21 
and will remain members of the Midwest ISO at least until 22 
the end of 2002.  Furthermore, they have committed to be 23 
members of a Commission-approved RTO thereafter.  24 
Therefore, they lack the ability to exploit their transmission 25 
assets to harm competition in wholesale electricity 26 
markets.2 27 

                                                 
1  Louisville Gas & Elec. Co. and Kentucky Utilities Co., 82 FERC ¶61,308 (1998) (“LGE-KU Merger 
Order”).  It is worth noting that, at the time, only “Day 1” operations were contemplated to be part of MISO, that is, 
no “Day 2” energy market was planned. 

2  E.ON AG, 97 FERC ¶ 61,049 at 61,283 (2001) (emphasis added).  The Commission did not address the 
RTO commitment in approving the merger of LG&E Energy Corporation with Powergen plc in 2000.  Louisville 
Gas and Elec. Co., 91 FERC ¶ 61,321 (2000).   
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Thus the Commission has consistently expressed concern over the Applicant’s ability to 1 

operate transmission in a way that harms wholesale competition, particularly with respect 2 

to the KU destination markets 3 

Q. What are Applicants proposing to do now? 4 

A. As I mentioned above, LGE and KU now are seeking to withdraw from MISO.  As 5 

discussed in detail in the transmittal letter accompanying the filing and as demonstrated 6 

by the draft and executed contracts attached to the filing, as part of this withdrawal 7 

process, Applicants are proposing to engage an Independent Transmission Organization 8 

(“ITO”) and Reliability Coordinator (“RC”) to provide certain functions now performed 9 

by MISO.   10 

  The ITO proposal and elements of the RC proposal are modeled on a proposal 11 

filed by Duke Power3 that in turn is intended to conform to the Commission’s orders 12 

regarding the Entergy ITC.4  In addition, unlike the other proposals, Applicants’ 13 

proposal: 14 

• Contemplates separate unaffiliated, independent third-party providion of both RC 15 
and ITO services.  By contrast, Entergy vests both functions in the same body, 16 
and Duke retains the RC functions.  As a result, Duke’s proposal requires an 17 
independent market monitor whereas neither LG&E nor Entergy provides for one. 18 

• Includes a Planning Authority function as part of the RC responsibilities.  Both 19 
Duke and Entergy retain this function, subject to stakeholder inputs. 20 

• Has seams arrangements already in place with Tennessee Valley Authority, MISO 21 
and PJM.  Hence, there are no operational seams issues to address.  Thus, unlike 22 
Entergy and Duke, there is no pancaking for through, out or in transactions with 23 
TVA, MISO or PJM counterparties. 24 

                                                 
3  Duke Power, Docket No. ER05-1236-000, Application to Revise Open Access Transmission Tariff and 
Institute an Independent Transmission Coordinator, July 22, 2005. 

4    Entergy Servs., Inc. 110 FERC ¶ 61,295, clarified, 111 FERC ¶ 61,222 (2005); Entergy Servs., Inc. Docket 
No. ER05-1065 (May 27, 2005).   
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The purpose of my testimony is to examine whether the proposed tariff provisions, 1 

particularly the delegation of functions to the ITO and RC, adequately address the market 2 

power concerns that the Commission found in its earlier merger orders would be 3 

adequately addressed by membership in MISO. 4 

Q. Do you find that the ITO and RC adequately address the market power concerns that 5 

the Commission found in its earlier merger orders? 6 

A. Yes.  Applicants’ proposal adequately addresses the competitive concerns that were 7 

resolved by the merger commitments Applicants offered (and the Commission accepted) 8 

with respect to Applicants’ prior mergers.  Further, Applicants’ proposal will have no 9 

significant adverse competitive effects.  In all, I believe that Applicants’ proposal is 10 

comparable in all material respects to the membership in MISO as contemplated at the 11 

time of the commitments insofar as Applicants’ proposal will achieve the same 12 

competitive benefits  – albeit through different means – that the Commission sought 13 

through the merger commitments imposed on Applicants in those prior orders.5 14 

Q. In approving the LGE-KU merger, what market power concerns did the Commission 15 

find were mitigated by MISO membership? 16 

A. Although the Commission specifically identified market power as the concern that 17 

necessitated mitigation, it noted both horizontal and vertical benefits to LGE and KU’s 18 

MISO membership.  The horizontal benefit arose from market enlargement as a result of 19 

the (at that time, potential) elimination of rate pancaking.6 20 

                                                 
5  The appropriate comparison is to MISO as it was planned in 1998 and 2001, not to, for example, the now 
abandoned Standard Market Design.  For example, as of 2001, MISO had not proposed development of a “Day 2” 
market. 

6  LGE-KU Merger Order (“Second, they [ISOs] can ensure expansion of geographic markets by eliminating 
pancaked transmission rates in regions.  Through the availability of transmission service at a single rate, the number 
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 The vertical benefits noted related generally to mitigation of potential manipulation of the 1 

transmission system.7  Enumerated benefits cited by the Commission were: 2 

• Impartial transmission planning to reduce congestion, 3 

• Fair and efficient congestion management, 4 

• Removal of abuses of native load priority, 5 

• Elimination of incentives to curtail generation competitors, and 6 

• Removal of incentives to game OASIS management. 7 

Horizontal Benefits of ISO Membership 8 

Q. Please begin with the Commission’s statement of the horizontal benefit of ISO 9 

membership, namely elimination of rate pancaking.  Does Applicants’ proposal 10 

preserve this benefit? 11 

A. Yes, the expanded market access identified as an additional benefit of Applicants’ MISO 12 

membership is preserved.  Applicants’ proposal retains the benefit of de-pancaked rates.  13 

It will maintain the status quo with respect to MISO transmission rates and continue the 14 

elimination of seams such as exists today.  This will be accomplished by amending 15 

                                                                                                                                                             
of suppliers able to reach markets (such as the KU requirements customers (sic) destination market) increases, 
thereby lowering market concentration.” [non-relevant footnote omitted]). 

7  Ibid.  (“First, by separating the control of transmission from generation, they [ISOs] can reduce, if not 
eliminate altogether, any potential manipulation of the post-merger transmission system.  [Footnote: Without 
commenting on the merits of the Midwest ISO, if properly structured, an ISO, or perhaps a grid company, can 
improve the process for determining system expansion needs because that process will no longer be dominated by a 
transmission operator that also owns generation assets.  A properly structured ISO would have no economic stake in 
maintaining congested interfaces.  Moreover, an ISO could eliminate the transmission owner’s priority to use 
internal system capacity for native load.  The ISO could also eliminate the incentive to engage in strategic 
curtailments of generation owned by the transmission operator’s generation service competitors.  Also, the potential 
for gaming OASIS operations could be removed.  These benefits will promote generation entry and competition 
because the affected markets will be perceived by potential entrants as fairer as a result of the transmission system 
no longer being controlled by their generation service competitors.]”) 
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Applicants’ Open Access Transmission Tariff (“OATT”) to replicate MISO through-and-1 

out rates.8   2 

  Specifically, as explained in more detail in the transmittal letter, Applicants will 3 

provide point-to-point transmission for service through their system and between their 4 

system and points within existing MISO and PJM systems.  Applicants also propose to 5 

provide network service between points of receipt and points of delivery on their system 6 

and MISO.  These “Reciprocity Firm” services are intended to put all transmission 7 

system users on the same cost footing as if Applicants had remained in MISO.  While this 8 

provision is subject to reciprocal treatment, MISO has indicated that such treatment is 9 

agreeable.  This includes the effect of the seams agreement between MISO and PJM.  10 

Hence, the Applicants’ proposal includes no pancaking with respect to transactions 11 

involving either of these two RTOs. 12 

Q. Therefore, does the proposal to maintain de-pancaking mimic the horizontal 13 

competition benefit of MISO membership discussed by the Commission in LGE-KU 14 

merger order? 15 

A. Yes.    16 

Q. Before we turn to the vertical benefits of MISO membership relied on by the 17 

Commission in approving the mergers, have you considered the impact of LGE’s and 18 

KU’s withdrawal on market concentration?   19 

A. Yes, I have.  In most respects, actual concentration should not change since, as the 20 

Commission’s orders noted, de-pancaking was the principal deconcentrating impact of 21 

                                                 
8  As detailed in the Filing Letter, there are minor differences between the proposed tariff and the MISO 
tariff.  Most notably, for destinations outside of MISO and PJM, the LGE Energy tariff rate will be substituted for 
the MISO tariff rate. 
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membership in MISO.  However, under the Commission’s existing screens for market 1 

rate authority, there will be implications for analyzing generation market power in 2 

Applicants’ control area and the MISO footprint. 3 

Q. What is the impact of Applicants’ withdrawal on market rate authority screens for 4 

Applicants’ control area? 5 

A. Under the Commission’s current screen methodology, the default geographic region for 6 

analysis is the individual control area for non-RTO members and the RTO control area 7 

for RTO members.  Hence, upon Applicants’ withdrawal from MISO, the relevant 8 

control area shifts from the relatively unconcentrated MISO footprint to Applicants’  9 

more concentrated control area. 10 

Q. What is the potential effect of Applicants’ withdrawal from MISO on concentration 11 

within MISO? 12 

A. As I noted above, there should be little if any real effect on concentration since the actual 13 

underlying facts (no pancaking, etc.) will be little changed.  However, as market power 14 

screens are conducted for market rate authority purposes, Applicants’ withdrawal will 15 

shrink the MISO market as defined by the screens, although only slightly.  In 16 

consequence, the market shares of MISO’s largest participants will increase.  Potentially, 17 

this could increase market concentration in MISO definitionally (though not at all 18 

impacting the Applicants’ ability to transact in MISO, or MISO members’ ability to 19 

transact in Applicants’ control area). 20 
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Q. Have you analyzed the effect of Applicants’ withdrawal on market concentration in 1 

MISO? 2 

A. Yes.  I conducted an analysis of market concentration for the MISO overall, with and 3 

without Applicants as transmission-owning members.  The analysis is very conservative 4 

insofar as I exclude imports (which, if included, would reduce concentration levels).  I 5 

found that the MISO market is very unconcentrated, with or without Applicants, as 6 

measured by Economic Capacity.   7 

  MISO’s Market Monitor, similarly, found that the MISO market overall was 8 

unconcentrated,9 and also computed HHIs for various subregions within MISO.  While 9 

these historically-based subregions should not be assumed to be relevant geographic 10 

markets, nevertheless, it is worth noting that the Market Monitor determined that the 11 

ECAR subregion, which includes Applicants’ control area, also is unconcentrated.  12 

Moreover, there is considerable excess capacity in MISO.  According to the Market 13 

Monitor, the reserve margin is 26.7 percent. 14 

Q. Will Applicants’ withdrawal increase the market concentration in MISO? 15 

A. Yes, but only slightly, as shown below.10  Total MISO generation is about 115,000 MW 16 

(after accounting for outages).  Applicants’ generation in MISO is approximately 7,500 17 

MW (after outages).  Plainly, the withdrawal of one moderately large seller will not 18 

materially increase the MISO HHI.  Indeed, according to my analysis, the current MISO 19 

HHI is in the 650-800 range and the HHI without Applicants will increase by only about 20 

50 points – thus remaining unconcentrated. 21 

                                                 
9     Potomac Economics, Ltd., “2004 State of the Market Report, Midwest ISO,” June 2005. 

10  I have included in my workpapers a description of the assumptions used in the analysis. 
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Economic Capacity

Market Size HHI Market Size HHI
Market 

Size  HHI
Market Period Price
MISO S_SP1 $250 122,755 642 115,279 688 (7,476)     46
MISO S_SP2 $80 112,234 652 105,149 700 (7,085)     48
MISO S_P $60 93,304 684 87,787 733 (5,517)     49
MISO S_OP $30 77,908 780 73,315 843 (4,593)     63
MISO W_SP $85 114,179 650 106,723 698 (7,456)     48
MISO W_P $65 93,241 680 87,667 730 (5,574)     50
MISO W_OP $40 82,835 761 77,387 823 (5,448)     62
MISO SH_SP $75 83,568 652 79,207 696 (4,361)     44
MISO SH_P $55 74,317 676 69,990 724 (4,327)     48
MISO SH_OP $35 64,198 754 60,194 815 (4,004)     61

MISO, with LG&E MISO, without LG&E Change

 1 

 The modest effect on market HHIs is also reflected in the Available Economic Capacity 2 

analysis, shown below.  This analysis is more difficult, because it requires evaluating 3 

individual utility load obligations in the face of retail access in a number of states within 4 

the MISO footprint.11  The results indicate that the market is unconcentrated in all but 5 

very low-priced time periods, and even then it is barely in the moderately concentrated 6 

range.  Applicants’ withdrawal from MISO has an HHI effect of well less than 100 7 

points, with one exception.  The exception, at a shoulder price of $35/MWh, shows an 8 

HHI change of 106 and a market concentration of 1,120.12   9 

 Clearly there should be no concern based on the HHI results for either Economic 10 

Capacity or Available Economic Capacity with respect to the effect of Applicants’ 11 

withdrawal from MISO. 12 

                                                 
11  I have included a description of the analysis and assumptions in workpapers. 

12  Recall that these calculations exclude imports.  Due to the fact that the amount of Available Economic 
Capacity in MISO is much less that the amount of Economic Capacity, excluding imports has a magnified effect.  
Had imports been included, both HHI changes and market concentration would have been materially less. 
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Available Economic Capacity

Market Size HHI Market Size HHI
Market 

Size  HHI

MISO S_SP1 $250 18,137 580 17,225 595 (912)        15
MISO S_SP2 $80 17,289 579 16,249 599 (1,040)     20
MISO S_P $60 15,704 608 15,068 642 (636)        34
MISO S_OP $30 16,540 1,027 15,736 1,108 (804)        81
MISO W_SP $85 29,829 580 27,582 611 (2,247)     31
MISO W_P $65 20,399 616 19,333 656 (1,066)     40
MISO W_OP $40 20,374 881 18,912 963 (1,462)     82
MISO SH_SP $75 11,447 758 11,447 758 -          0
MISO SH_P $55 10,531 765 10,131 811 (400)        46
MISO SH_OP $35 10,982 1,014 10,162 1,120 (820)        106

MISO, with LG&E MISO, without LG&E Change

 1 

Q. Have these types of Delivered Price Test analyses been used before to analyze changes 2 

in concentration resulting in a change in geographic market definition, as is the case 3 

here? 4 

A. To the best of my knowledge, no, they have not.  These screens are designed to analyze 5 

the change in market concentration resulting from the merger or two or more entities that 6 

own or control electric generation. In such instances, the geographic market used in the 7 

analysis does not change as a result of the merger.  I am not aware of these analyses ever 8 

being used as an analytical tool for examining changes in concentration as a result of an 9 

entity leaving an RTO.  Accordingly, any screen “failures” should not be considered 10 

indicative of any problems bought about by Applicants’ withdrawal from MISO. 11 

Vertical Benefits of ISO Membership 12 

Q. What standard are you using in evaluating Applicants’ proposal with respect to 13 

vertical issues? 14 

A. Generally, I am comparing the proposal to the status quo, i.e., if Applicants were to 15 

remain in MISO.  If relevant functions delegated to the MISO are now to be delegated to 16 

the ITO and RC, then there is no reduction in competitiveness arising from substitution of 17 
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the proposed tariff provisions from the applicability of the MISO tariff.13  An alternative 1 

standard would be whether the proposal meets the criteria set forth in the Commission’s 2 

decisions on the Entergy ITC proposal.  More generally, I also compare the Applicants’ 3 

proposal to the Duke proposal pending before the Commission. 4 

Q. Please turn now to the vertical benefits of MISO membership that the Commission 5 

cited in the LGE-KU merger Order that you listed previously.  Does Applicants’ 6 

proposal provide for impartial transmission system planning to the same degree as 7 

MISO does today? 8 

A. Yes.  The Reliability Coordinator (“RC”) will have functions that closely parallel  9 

relevant functions provided by MISO.  In particular, the RC will: 10 

• Perform Reliability Coordinator functions under NERC Version 0 Reliability 11 
Standards, 12 

• Provide security coordination, 13 

• Coordinate Applicants’ transmission planning efforts with others in the TVA 14 
reliability area and with neighboring Planning Authorities, 15 

• Review (and have approval rights over) Applicants’ proposed maintenance 16 
schedules, 17 

• Review Applicants’ base case model used by the ITO for the purpose of, among 18 
other things, calculating ATCs, and 19 

• Provide an independent assessment and evaluation of Applicants’ annual plan for 20 
transmission upgrade projects. 21 

  Specifically, the RC will also review and coordinate Applicants’ planning criteria 22 

to assure that they are appropriate, transparent and consistent with regional requirements; 23 

review the transmission model used for planning purposes, and independently assess 24 

                                                 
13  In this context, it is relevant that functions that were delegated to RTOs in the Commission’s now-
abandoned Standard Market Design and in some of the Eastern RTOs were retained by Transmission Operators in 
MISO. 
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Applicants’ annual transmission plan.  On the basis of this review, the RC will propose 1 

suggested revisions.  The RC will have an affirmative obligation to have information 2 

concerning areas of disagreement posted on the ITO-administered Applicants’ OASIS. 3 

Q. The second of the stated benefits is removal of native load priority.  Would 4 

Applicants’ proposal eliminate native load priority? 5 

A. No.  However, the same is true for MISO today, as evidenced by the extensive 6 

grandfathering of physical transmission rights in MISO.  Eliminating native load priority 7 

was at one time a policy goal of the Commission.  However, that goal appears to have 8 

substantially lapsed.  Moreover, removing native load priority would, to my lay 9 

understanding, be inconsistent with the Energy Policy Act of 2005. 10 

Q. Does Applicants’ proposal remove the incentive for the transmission operator to 11 

curtail the operations of generators that compete with Applicants? 12 

A. Yes.  The ITO will be responsible for accepting and processing all requests for 13 

transmission service and for OASIS management more generally.  The RC will have 14 

authority over curtailments in the reliability area that will now include Applicants’ 15 

control area.  The RC will have full authority over all interchange schedules and 16 

transactions.  Since both the ITO and RC are fully independent of Applicants, they will 17 

have no incentive to disadvantage Applicants’ competitors.  Further, Applicants 18 

themselves will have no ability to do so.  As a factual matter there is little independent 19 

generation in Applicants’ control area that potentially competes with Applicants’ 20 

generation. Thus, the predominant competition faced by Applicants is transmission 21 

through or into the control area.  Such transmission requests will be accepted (or not) by 22 

the independent ITC and subject to TLRs called by the independent RC.   23 
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Q. Will Applicants’ proposal eliminate the incentive for manipulation of OASIS 1 

management? 2 

A. Yes.  The ITO will have full authority over all OASIS functions, including determination 3 

of ATCs and TTCs, and receipt and processing of all requests for transmission service.  It 4 

also will have full authority to process all generation interconnection requests, including 5 

the performance of system impact studies. 6 

Q. You stated also that you compared Applicants’ proposal for an ITC and RC to the 7 

Duke proposal and to the Entergy proposal as conditionally accepted by the 8 

Commission.  Are these proposals indeed similar? 9 

A. Yes.  As noted previously, the areas of dissimilarity are few and relatively minor.  10 

Generally, where they differ, Applicants’ proposal goes beyond the Duke and Entergy 11 

proposals in terms of independence of functions and improving the competitiveness of 12 

markets.  One major difference is that Applicants’ proposal maintains the de-pancaking 13 

of transmission achieved while it was a member of MISO.  The other two proposals 14 

maintain control area-level transmission rates.  Another difference is that Applicants’ 15 

proposal includes transmission planning oversight and coordination by the RC.  These 16 

functions are retained by Duke and Entergy in their proposals.  Entergy puts both RC and 17 

ITC functions in the same independent entity, which is a difference without much 18 

significance. 19 
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Q. In the Entergy Order, the Commission relied on the presumption that the SPP would 1 

be the independent entity taking up delegated transmission functions.  Have 2 

Applicants selected the entities that will be the ITC and RC? 3 

A. Yes.  The SPP will be the ITC.  Based on the Entergy order, the Commission presumably 4 

is satisfied with the competence and independence of SPP.  TVA has been selected to be 5 

the RC.  Clearly, TVA is both capable of performing these functions and fully 6 

independent.  Moreover, as the operator of a large control area adjacent to Applicants, 7 

TVA likely will be able to achieve coordination benefits that would not be achievable by 8 

others who responded to the Applicants’ RC RFP. 9 

Q. Does this complete your testimony? 10 

A. Yes, it does. 11 
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William Hieronymus has consulted extensively to managements of electricity and gas companies, 
their counsel, regulators, and policymakers.  His principal areas of concentration are the structure and 
regulation of network utilities and associated management, policy, and regulatory issues.  Dr. 
Hieronymus has spent the last seventeen years working on the restructuring and privatization of utility 
systems in the U.S. and internationally.   In this context he has assisted the managements of energy 
companies on corporate and regulatory strategy, particularly relating to asset acquisition and 
divestiture.  He has testified extensively on regulatory policy issues and on market power issues 
related to mergers and acquisitions.  In his thirty years of consulting to this sector, he also has 
performed a number of more specific functional tasks, including analyzing potential investments; 
assisting in negotiation of power contracts, tariff formation, demand forecasting, and fuels market 
forecasting.  Dr. Hieronymus has testified frequently on behalf of energy sector clients before 
regulatory bodies, federal courts, and legislative bodies in the United States the United Kingdom and 
Australia.  He has contributed to numerous projects, including the following: 

ELECTRICITY SECTOR STRUCTURE, REGULATION, AND 
RELATED MANAGEMENT AND PLANNING ISSUES 

U.S. Market Restructuring Assignments 

• Dr. Hieronymus serves as an advisor to the senior executives of electric utilities on restructuring 
and related regulatory issues, and he has worked with senior management in developing 
strategies for shaping and adapting to the emerging competitive market in electricity.  Related to 
some of these assignments, he has testified before state agencies on regulatory policies and on 
contract and asset valuation. 
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• For utilities seeking merger approval, Dr. Hieronymus has prepared and testified to market 
power analyses at FERC and before state commissions.  He also has assisted in discussions 
with the Antitrust Division of the Department of Justice and in responding to information 
requests.  The mergers on which Dr. Hieronymus has testified include both electricity mergers 
and combination mergers involving electricity and gas companies.  Among the major mergers on 
which he has testified are EEG (Exelon and PSE&G), Sempra (Enova and Pacific Enterprises), 
Xcel (New Century Energy and Northern States Power), Exelon (Commonwealth Edison and 
Philadelphia Electric), AEP  (American Electric Power and Central and Southwest), Dynegy-
Illinois Power, Con Edison-Orange and Rockland, Dominion-Consolidated Natural Gas, 
NiSource-Columbia Energy, E-on-PowerGen/LG&E and NYSEG-RG&E and Exelon-PSE&G.  He 
also submitted testimony in mergers that were terminated for unrelated reasons, including 
Entergy-Florida Power and Light, Northern States Power and Wisconsin Energy, KCP&L and 
Utilicorp and Consolidated Edison-Northeast Utilities.  Testimony on similar topics has been filed 
for a number of smaller utility mergers and for asset acquisitions.  Dr Hieronymus has also 
assisted numerous clients in the pre-merger screening of potential acquisitions and merger 
partners. 

• For utilities seeking to establish or extend market rate authority, Dr. Hieronymus has provided 
numerous analyses concerning market power in support of submissions under Sections 205 of 
the Federal Power Act. 

• For utilities and power pools engaged in restructuring activities, he has assisted in examining 
various facets of proposed reforms.  Such analysis has included features of the proposals 
affecting market efficiency and those that have potential consequences for market power.  
Where relevant, the analysis also has examined the effects of alternative reforms on the client’s 
financial performance and achievement of other objectives. 

• For generators and marketers, Dr. Hieronymus has testified extensively in the regulatory 
proceedings concerning the electricity crisis in the WECC that occurred during May 2000 and 
May 2001.  His testimony concerned, inter alia, the economics of long term contracts entered 
into during that period the behavior of market participants during the crisis period and the nexus 
between purportedly dysfunctional spot markets and forward contracts. 

• For the New England Power Pool (NEPOOL), Dr. Hieronymus examined the issue of market 
power in connection with NEPOOL’s movement to market-based pricing for energy, capacity, 
and ancillary services.  He also assisted the New England utilities in preparing their market 
power mitigation proposal.  The main results of his analysis were incorporated in NEPOOL’s 
market power filing before FERC and in ISO-New England’s market power mitigation rules. 

• For a coalition of independent generators, he provided affidavits advising FERC on changes to 
the rules under which the northeastern U.S. power pools operate. 
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• Dr. Hieronymus has contributed substantially to projects dealing with the restructuring of the 
California electricity industry.  In this context he also is a witness in California and FERC 
proceedings on the subject of market power and mitigation and more recently before FERC in 
connection with transactions related to PG&E’s bankruptcy and on the contracts signed between 
merchant generators and various buyers. 

Valuation of Utility Assets in North America 

• Dr. Hieronymus has testified in state securitization and stranded cost quantification proceedings, 
primarily in forecasting the level of market prices that should be used in assessing the future 
revenues and the operating contribution earned by the owner of utility assets in energy and 
capacity markets.  The market price analyses are tailored to the specific features of the market in 
which a utility will operate and reflect transmission-constrained trading over a wide geographic 
area.  He also has testified in rebuttal to other parties’ testimony concerning stranded costs, and 
has assisted companies in internal stranded cost and asset valuation studies. 

• He was the primary valuation witness on behalf of a western utility in an arbitration proceeding 
concerning the value of a combined cycle plant coming off lease that the utility wished to 
purchase. 

• He assisted a bidder in determining the commercial terms of plant purchase offers as well as 
assisting clients in assessing the regulatory feasibility of potential acquisitions and mergers. 

• He has testified concerning the value of terminated long term contracts in connection with 
contract defaults by bankrupt power marketers and merchant generators. 

Other U.S. Utility Engagements 

• Dr. Hieronymus has contributed to the development of several benchmarking analyses for U.S. 
utilities. These have been used in work with clients to develop regulatory proposals, set cost 
reduction targets, restructure internal operations, and assess merger savings. 

• Dr. Hieronymus was a co-developer of a market simulation package tailored to region-specific 
applications.  He and other senior personnel have conducted numerous multi-day training 
sessions using the package to help utility clients in educating management regarding the 
consequences of wholesale and retail deregulation and in developing the skills necessary to 
succeed in this environment. 

• He has made numerous presentations to U.S. utility managements regarding overseas electricity 
systems. 
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• In connection with nuclear generating plants nearing completion, he has testified in 
Pennsylvania, Louisiana, Arizona, Illinois, Missouri, New York, Texas, Arkansas, New Mexico, 
and before the Federal Energy Regulatory Commission regarding plant-in-service rate cases on 
the issues of equitable and economically efficient treatment of plant costs for tariff-setting 
purposes, regulatory treatment of new plants in other jurisdictions, the prudence of past system 
planning decisions and assumptions, performance incentives, and the life-cycle costs and 
benefits of the units.  In these and other utility regulatory proceedings, Dr. Hieronymus and his 
colleagues have provided extensive support to counsel, including preparation of interrogatories, 
cross-examination support, and assistance in writing briefs. 

• On behalf of utilities in the states of Michigan, Massachusetts, New York, Maine, Indiana, 
Pennsylvania, New Hampshire, and Illinois, he has submitted testimony in regulatory 
proceedings on the economics of completing nuclear generating plants that were then under 
construction.  His testimony has covered the likely cost of plant completion; forecasts of 
operating performance; and extensive analyses of the impacts of completion, deferral, and 
cancellation upon ratepayers and shareholders.   For the senior managements and boards of 
utilities engaged in nuclear plant construction, Dr. Hieronymus has performed a number of highly 
confidential assignments to support strategic decisions concerning the continuance of 
construction.  

• For an eastern Pennsylvania utility that suffered a nuclear plant shutdown due to NRC sanctions 
relating to plant management, he filed testimony regarding the extent to which replacement 
power cost exceeded the costs that would have occurred but for the shutdown. 

• For a major Midwestern utility, Dr. Hieronymus headed a team that assisted senior management 
in devising its strategic plans, including examination of such issues as plant refurbishment/life 
extension strategies, impacts of increased competition, and available diversification 
opportunities. 

• On behalf of two West Coast utilities, Dr. Hieronymus testified in a needs certification hearing for 
a major coal-fired generation complex concerning the economics of the facility relative to 
competing sources of power, particularly unconventional sources and demand reductions. 

• For a large western combination utility, he participated in a major 18-month effort to provide the 
client with an integrated planning and rate case management system.  

• For two Midwestern utilities, Dr. Hieronymus prepared an analysis of intervenor-proposed 
modifications to the utilities' resource plans.  He then testified on their behalf before a legislative 
committee. 
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U.K. Assignments 

• Following promulgation of the white paper that established the general framework for 
privatization of the electricity industry in the United Kingdom, Dr. Hieronymus participated 
extensively in the task forces charged with developing the new market system and regulatory 
regime.  His work on behalf of the Electricity Council and the twelve regional distribution and 
retail supply companies focused on the proposed regulatory regime, including the price cap and 
regulatory formulas, and distribution and transmission use of system tariffs.  He was an active 
participant in industry-government task forces charged with creating the legislation, regulatory 
framework, initial contracts, and rules of the pooling and settlements system.  He also assisted 
the regional companies in the valuation of initial contract offers from the generators, including 
supporting their successful refusal to contract for the proposed nuclear power plants that 
subsequently were canceled as being non-commercial. 

• During the preparation for privatization, Dr. Hieronymus assisted several individual U.K. 
electricity companies in understanding the evolving system, in developing use of system tariffs, 
and in enhancing commercial capabilities in power purchasing and contracting.  He continued to 
advise a number of clients, including regional companies, power developers, large industrial 
customers, and financial institutions on the U.K. power system for a number of years after 
privatization. 

• Dr. Hieronymus assisted four of the regional electricity companies in negotiating equity 
ownership positions and developing the power purchase contracts for a 1,825 megawatt 
combined cycle gas station.  He also assisted clients in evaluating other potential generating 
investments including cogeneration and non-conventional resources. 

• Dr. Hieronymus also has consulted on the separate reorganization and privatization of the 
Scottish electricity sector.  Part of his role in that privatization included advising the larger of the 
two Scottish companies and, through it, the Secretary of State on all phases of the restructuring 
and privatization, including the drafting of regulations, asset valuation, and company strategy. 

• He assisted one of the Regional Electricity Companies in England and Wales in the 1993 
through 1995 regulatory proceedings that reset the price caps for its retailing and distribution 
businesses.  Included in this assignment was consideration of such policy issues as incentives 
for the economic purchasing of power, the scope of price control, and the use of comparisons 
among companies as a basis for price regulation.  Dr. Hieronymus’s model for determining 
network refurbishment needs was used by the regulator in determining revenue allowances for 
capital investments. 

• He assisted one of the Regional Electricity Companies in its defense against a hostile takeover, 
including preparation of its submission to the Cabinet Minister who had the responsibility for 
determining whether the merger should be referred to the competition authority. 
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Assignments Outside the U.S. and U.K. 

• Dr. Hieronymus testified before the federal court of Australia concerning the market power 
implications of acquisition of a share of a large coal-fired generating facility by a large retail and 
distribution company. 

• Dr. Hieronymus assisted a large state-owned European electricity company in evaluating the 
impacts of the 1997 EU directive on electricity that inter alia requires retail access and 
competitive markets for generation.  The assignment included advice on the organizational 
solution to elements of the directive requiring a separate transmission system operator and the 
business need to create a competitive marketing function. 

• For the European Bank for Reconstruction and Development, he performed analyses of least-
cost power options and evaluated the return on a major investment that the Bank was 
considering for a partially completed nuclear plant in Slovakia.  Part of this assignment involved 
developing a forecast of electricity prices, both in Eastern Europe and for potential exports to the 
West. 

• For the OECD he performed a study of energy subsidies worldwide and the impact of subsidy 
elimination on the environment, particularly on greenhouse gases. 

• For the Magyar Villamos Muvek Troszt, the electricity company of Hungary, Dr. Hieronymus 
developed a contract framework to link the operations of the different entities of an electricity 
sector in the process of moving from a centralized command- and-control system to a 
decentralized, corporatized system. 

• For Iberdrola, the largest investor-owned Spanish electricity company, he assisted in 
development of their proposal for a fundamental reorganization of the electricity sector, its 
means of compensating generation and distribution companies, its regulation, and the phasing 
out of subsidies.  He also has assisted the company in evaluating generation expansion options 
and in valuing offers for imported power.  

• Dr. Hieronymus contributed extensively to a project for the Ukrainian Electricity Ministry, the goal 
of which was to reorganize the Ukrainian electricity sector and prepare it for transfer to the 
private sector and the attraction of foreign capital.  The proposed reorganization is based on 
regional electric power companies, linked by a unified central market, with market-based prices 
for electricity.  

• At the request of the Ministry of Power of the USSR, Dr. Hieronymus participated in the creation 
of a seminar on electricity restructuring and privatization.  The seminar was given for 200 invited 
Ministerial staff and senior managers for the USSR power system.  His specific role was to 
introduce the requirements and methods of privatization.  Subsequent to the breakup of the 
Soviet Union, Dr. Hieronymus continued to advise both the Russian energy and power ministry 
and the government-owned generation and transmission company on restructuring and market 
development issues. 
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• On behalf of a large continental electricity company, Dr. Hieronymus analyzed the proposed 
directives from the European Commission on gas and electricity transit (open access regimes) 
and on the internal market for electricity.  The purpose of this assignment was to forecast likely 
developments in the structure and regulation of the electricity sector in the common market and 
to assist the client in understanding their implications. 

• For the electric utility company of the Republic of Ireland, he assessed the likely economic 
benefit of building an interconnector between Eire and Wales for the sharing of reserves and the 
interchange of power. 

• For a task force representing the Treasury, electricity generating, and electricity distribution 
industries in New Zealand, Dr. Hieronymus undertook an analysis of industry structure and 
regulatory alternatives for achieving the economically efficient generation of electricity.  The 
analysis explored how the industry likely would operate under alternative regimes and their 
implications for asset valuation, electricity pricing, competition, and regulatory requirements. 

TARIFF DESIGN METHODOLOGIES  
AND POLICY ISSUES 

• Dr. Hieronymus participated in a series of studies for the National Grid Company of the United 
Kingdom and for ScottishPower on appropriate pricing methodologies for transmission, including 
incentives for efficient investment and location decisions. 

• For a U.S. utility client, he directed an analysis of time-differentiated costs based on accounting 
concepts.  The study required selection of rating periods and allocation of costs to time periods 
and within time periods to rate classes.  

• For EPRI, Dr. Hieronymus directed a study that examined the effects of time-of-day rates on the 
level and pattern of residential electricity consumption.  

• For the EPRI-NARUC Rate Design Study, he developed a methodology for designing optimum 
cost-tracking block rate structures. 

• On behalf of a group of cogenerators, Dr. Hieronymus filed testimony before the Energy Select 
Committee of the UK Parliament on the effects of prices on cogeneration development. 

• For the Edison Electric Institute (EEI), he prepared a statement of the industry's position on 
proposed federal guidelines regarding fuel adjustment clauses.  He also assisted EEI in 
responding to the U.S. Department of Energy (DOE) guidelines on cost-of-service standards. 

• For private utility clients, Dr. Hieronymus assisted in the preparation both of their comments on 
draft FERC regulations and of their compliance plans for PURPA Section l33. 
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• For a state utilities commission, Dr. Hieronymus assessed its utilities' existing automatic 
adjustment clauses to determine their compliance with PURPA and recommended modifications. 

• For DOE, he developed an analysis of automatic adjustment clauses currently employed by 
electric utilities. The focus of this analysis was on efficiency incentive effects. 

• For the commissioners of a public utility commission, Dr. Hieronymus assisted in preparation of 
briefing papers, lines of questioning, and proposed findings of fact in a generic rate design 
proceeding. 

SALES FORECASTING METHODOLOGIES  
FOR GAS AND ELECTRIC UTILITIES 

• For the White House Sub-Cabinet Task Force on the future of the electric utility industry, Dr. 
Hieronymus co-directed a major analysis of "least-cost planning studies" and "low-growth energy 
futures."  That analysis was the sole demand-side study commissioned by the task force, and it 
formed a basis for the task force's conclusions concerning the need for new facilities and the 
relative roles of new construction and customer side-of-the-meter programs in utility planning. 

• For a large eastern utility, Dr. Hieronymus developed a load forecasting model designed to 
interface with the utility's revenue forecasting system-planning functions. The model forecasts 
detailed monthly sales and seasonal peaks for a 10-year period. 

• For DOE, he directed development of an independent needs assessment model for use by state 
public utility commissions.  This major study developed the capabilities required for independent 
forecasting by state commissions and provided a forecasting model for their interim use. 

• For state regulatory commissions, Dr. Hieronymus has consulted in the development of service 
area-level forecasting models of electric utility companies. 

• For EPRI, he authored a study of electricity demand and load forecasting models.  The study 
surveyed state-of-the-art models of electricity demand and subjected the most promising models 
to empirical testing to determine their potential for use in long-term forecasting. 

• For a Midwestern electric utility, he provided consulting assistance in improving the client’s load 
forecast, and testified in defense of the revised forecasting models. 

• For an East Coast gas utility, Dr. Hieronymus testified with respect to sales forecasts and 
provided consulting assistance in improving the models used to forecast residential and 
commercial sales. 
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OTHER STUDIES PERTAINING TO  
REGULATED AND ENERGY COMPANIES 

• In a number of antitrust and regulatory matters, Dr. Hieronymus has performed analyses and 
litigation support tasks.  These cases have included Sherman Act Section 1 and 2 allegations, 
contract negotiations, generic rate hearings, ITC hearings, and a major asset valuation suit.  In a 
major antitrust case, he testified with respect to the demand for business telecommunications 
services and the impact of various practices on demand and on the market share of a new 
entrant.  For a major electrical equipment vendor, Dr. Hieronymus testified on damages with 
respect to alleged defects and associated fraud and warranty claims.  In connection with 
mergers for which he is the market power expert, Dr. Hieronymus assists clients in Hart-Scott-
Rodino investigations by the Antitrust Division of the U.S. Department of Justice and the Federal 
Trade Commission.  In an arbitration case, he testified as to changed circumstances affecting 
the equitable nature of a contract.  In a municipalization case, he testified concerning the 
reasonable expectation period for the supplier of power and transmission services to a 
municipality.  In two Surface Transportation Board proceedings, he testified on the sufficiency of 
product market competition to inhibit the exercise of market power by railroads transporting coal 
to power plants. 

• For a landholder, Dr. Hieronymus examined the feasibility and value of an energy conversion 
project that sought a long-term lease.  The analysis was used in preparing contract negotiation 
strategies. 

• For an industrial client considering development and marketing of a total energy system for 
cogeneration of electricity and low-grade heat, Dr. Hieronymus developed an estimate of the 
potential market for the system by geographic area. 

• For the U.S. Environmental Protection Agency (EPA), he was the principal investigator in a 
series of studies that forecasted future supply availability and production costs for various grades 
of steam and metallurgical coal to be consumed in process heat and utility uses. 

Dr. Hieronymus has been an invited speaker at numerous conferences on such issues as market 
power, industry restructuring, utility pricing in competitive markets, international developments in 
utility structure and regulation, risk analysis for regulated investments, price squeezes, rate design, 
forecasting customer response to innovative rates, intervener strategies in utility regulatory 
proceedings, utility deregulation, and utility-related opportunities for investment bankers.   

Prior to rejoining CRA in June 2001, Dr. Hieronymus was a Member of the Management Group at PA 
Consulting, which acquired Hagler Bailly, Inc. in October 2000.  He was a Senior Vice President of 
Hagler Bailly.  In 1998, Hagler Bailly acquired Dr. Hieronymus’s former employer, Putnam, Hayes & 
Bartlett, Inc.  He was a Managing Director at PHB.  He joined PHB in 1978.  From 1973 to 1978 he 
was a Senior Research Associate and Program Manager for Energy Market Analysis at CRA.  
Previously, he served as a project director at Systems Technology Corporation and as an economist 
while serving as a Captain in the U.S. Army. 
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TESTIMONY OF VICKY A. BAILEY 

Q. Please state your name and business address. 1 

A. My name is Vicky A. Bailey.  I am currently a partner in the Washington, D.C. office of 2 

the strategic legislative and public affairs consulting firm of Johnston & Associates, LLC.  3 

My business address is 2099 Pennsylvania Ave, NW, Suite 1000, Washington, D.C. 4 

20006. 5 

Q.  Please briefly state your educational background and qualifications to testify in this 6 

proceeding. 7 

A.  I graduated with a Bachelor of Science degree from the Krannert School of Management 8 

at Purdue University, West Lafayette, Indiana and did post-graduate work at Indiana 9 

University in Indianapolis.  For a period of six and one-half years, from June 1986 10 

through May 1993, I served as a Commissioner on the Indiana Utility Regulatory 11 

Commission, which is the state regulatory body in Indiana responsible for regulation and 12 

oversight of Indiana’s investor-owned gas, electric, water, and telecommunications 13 

utilities.  While serving on the Indiana Commission, I was active in the National 14 

Association of Regulatory Utility Commissioners (NARUC), where I was NARUC’s 15 

representative to the North American Electric Reliability Council’s board of trustees. 16 
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  On May 10, 1993, I was nominated by President Clinton to the Federal Energy 1 

Regulatory Commission (FERC), and subsequently confirmed by the U.S. Senate, for a 2 

term ending June 30, 1996.  I was re-nominated by President Clinton on June 10, 1996 3 

and confirmed by the Senate on June 26, 1996.  I continued my services as a 4 

Commissioner at FERC until February 2000. 5 

  In February 2000, I left FERC to become President of PSI Energy Inc., Indiana's 6 

largest electric supplier and the Indiana operating company of Cinergy Corp.  On June 5, 7 

2001, I was nominated by President Bush to serve as Assistant Secretary for the Office of 8 

Policy and International Affairs at the U.S. Department of Energy, a position I held until 9 

March 2004. 10 

  Following my tenure at the Department of Energy, I joined Johnston & 11 

Associates, which is a strategic public and legislative affairs consulting group formed by 12 

former Senator Bennett Johnston of Louisiana.  Currently, I work on various international 13 

and domestic energy policy, regulatory, and strategic planning issues for a diverse group 14 

of clients. 15 

Q.  What is the purpose of your testimony today? 16 

A.  The purpose of my testimony is to review the core components of the MISO-withdrawal 17 

proposal being submitted herewith by Louisville Gas and Electric Company and 18 

Kentucky Utilities, Inc. (“LG&E/KU”) against the Commission’s open, 19 

nondiscriminatory access policy goals set forth in Order Nos. 888, 889 and 2000, and 20 

explain the basis for my conclusion that the LG&E/KU proposal is consistent with and 21 

meets those goals.  Drawing on my expertise as both a former FERC Commissioner and a 22 

former state commissioner, I will explain why I believe that the LG&E/KU proposal, 23 
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developed to meet the needs of a vertically integrated utility with very low-cost power 1 

supply that operates in a non-retail choice state, is an appropriate framework to satisfy 2 

both FERC’s and Kentucky’s regulatory missions. 3 

Review of FERC Policy 4 

Q.  As a Commissioner with FERC from 1993 to 2000, did you help establish FERC 5 

policies regarding competition, open access, and reliability in the electricity 6 

industry? 7 

A.  Absolutely.  During my tenure at FERC, I worked with my colleagues to establish and 8 

implement FERC policies regarding competition, open access, and reliability in the 9 

electricity industry.  While at FERC, my work on these issues culminated, for example, in 10 

FERC’s 1996 landmark Order Nos. 888 and 889.  These directives were designed to 11 

increase competition and deregulation in the electric energy market.  A foundation for the 12 

establishment of these rules was our finding that electric utilities were vertically 13 

integrated, owning generation, transmission, and distribution facilities and selling these 14 

services as a bundled package to wholesale and retail customers in a limited geographical 15 

service area.  We expressed concern that public utilities were using their monopoly 16 

control over interstate transmission facilities to gain advantage over potential competitors 17 

for sales of energy.  Addressing these concerns, Order No. 888 mandated that the 18 

wholesale transmission of electric energy be unbundled from the sale of power and 19 

required utilities to file open access nondiscriminatory transmission service tariffs that 20 

contain standardized minimum terms and conditions applicable to the provision of 21 

nondiscriminatory wholesale transmission services.  In addition, Order No.888 provided 22 

that if state commissions order unbundling of retail transmissions, open access 23 

requirements apply to unbundled retail transmission service as well.  Order No. 889 24 
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implemented standards of conduct and informational posting procedures for service 1 

providers in furtherance of the Commission’s nondiscrimination policies. 2 

  Open access is the essence of Order Nos. 888 and 889 and as an advocate of the 3 

efficiency of free markets, I was, and am, a strong supporter of these orders.  By 4 

requiring utilities to transmit competitors' electricity on terms and conditions comparable 5 

to transmission they afford their own wholesale power sales, open access transmission 6 

increases competition from alternative power suppliers, giving consumers the benefit of a 7 

competitive market. 8 

  Although I left the Commission shortly after the issuance of Order No. 2000 and 9 

did not vote on the final rule, I worked closely with my fellow Commissioners on its 10 

development as well as the development of Commission policies that ultimately became 11 

the basis for Order No. 2000.  Order No. 2000 advanced the formation of RTOs in 12 

response concerns about engineering and economic inefficiencies in the current 13 

transmission grid and opportunities for transmission owners to discriminate to favor their 14 

own activities.  I continued to oversee competition, open access and reliability issues at 15 

FERC until my departure. 16 

Q.  What concerns, if any, did FERC have regarding the status of the electricity 17 

industry that led to the issuance of Order Nos. 888 and 889? 18 

A.  The Commission was concerned in the time leading up to the issuance of Order Nos. 888 19 

and 889 with the continuing potential for transmission owners to grant preferential 20 

treatment for transmission provided to their own or affiliated generation sources over 21 

third party sources.  Because of technological and business changes, electricity 22 

consumers could have the option to purchase power from distant locales or from sources 23 
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other than those owned or affiliated with the transmission provider –- but only if that 1 

third-party generator had the ability to obtain transmission service.  The Commission’s 2 

open access and OASIS rules were designed to promote the availability of transmission 3 

access for wholesale power transactions on a non-discriminatory basis on terms identical 4 

to those provided the transmission provider’s own generation. 5 

  Given the context of LG&E’s proposal, it is significant that the goal of lower 6 

consumer electricity prices (a result we identified as the product of robust competition) 7 

was the primary basis of Order Nos. 888 and 889.  As we stated in Order No. 888: “Non-8 

discriminatory open access to transmission services is critical to the full development of 9 

competitive wholesale generation markets and the lower consumer prices achievable 10 

through such competition.” 11 

Q.  Can you please summarize the specific provisions of Order No. 888 that were 12 

established to achieve the goal of enhanced competition and consequent lower 13 

consumer electricity prices? 14 

A.  The issuance of Order No. 888 was a watershed event for the electricity industry.  First 15 

and foremost, Order No. 888 required a transition from the traditional, closed system in 16 

which only the utility’s own power was transmitted to a utility that provided non-17 

discriminatory open access transmission services.  Specifically, our regulations required 18 

utilities to (1) take transmission services under the same tariff that applies to others; (2) 19 

state separate rates for wholesale generation, transmission, and ancillary services; and (3) 20 

rely on the same electronic information network that its transmission customers rely on to 21 

obtain information about the transmission system when buying or selling power.  Utilities 22 

subject to the rule filed open access transmission tariffs (“OATTs”) and specific plans to 23 
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address transition issues.  We also discussed in Order No. 888 the potential importance 1 

and effectiveness of regional transmission entities, such as independent system operators, 2 

but we did not develop policies dealing with these types of entities. 3 

Q.  Were these same policies embodied in Order No. 889? 4 

A.  Although Order No. 889 concentrated more on ensuring transparency and compliance 5 

with open access requirements by requiring utilities to maintain and continually update 6 

Open Access Same-Time Information Systems (“OASIS”), the same policies in Order 7 

888 underlie Order 889.  The rule also required that utilities comply with standards of 8 

conduct to prevent employees of the utility or its affiliates engaging in wholesale power 9 

marketing functions from obtaining preferential access to transmission information. 10 

Q.  What led to the issuance of Order No. 2000? 11 

A. My view is that Order No. 2000 is a continuation and enhancement of the successful 12 

competitive market reforms that the Commission embraced in Order Nos. 888 and 889.  13 

The Commission noted that the industry had, largely, successfully adapted to Order Nos. 14 

888 and 889 and that customers had clearly and substantially benefited from open access.  15 

However, having had the benefit of experience of operating under Order No. 888 for a 16 

number of years, the Commission saw that certain improvements to the competitive 17 

underpinnings of the industry could be made. 18 

  Most importantly, the Commission had growing experience with and confidence 19 

in regional entities, such as ISOs and RTOs, as a means by which the potential for undue 20 

discrimination by utilities amongst transmission customers could be minimized.  The 21 

Commission recognized that the increased reliance on non-utility generation sources 22 

(which Order Nos. 888 and 889 unabashedly encouraged) placed stresses on the 23 
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electricity grid that were essentially regional in character.  The Commission found, as 1 

Order No. 2000 put it, that because of the beneficial changes occasioned by Order Nos. 2 

888 and 889, “the transmission grid is now being used more intensively and in different 3 

ways than in the past.”  The Commission feared that, because of the rapidity of these 4 

substantial changes to grid operations, transmission construction and planning were not 5 

adapting fast enough to keep up with the stresses put on the grid. 6 

  Thus, the Commission saw a need to both carry further the competitive spirit in 7 

Order Nos. 888 and 889 and to address reliability concerns occasioned by the transition 8 

to open access to transmission. 9 

Q.  How did the Commission address these concerns in Order No. 2000? 10 

A.  By far the most significant enhancements in Order No. 2000 were the embrace of the 11 

creation of third-party regional transmission entities that could independently administer 12 

and operate transmission systems.  The Commission’s support for these sorts of regional 13 

entities grew gradually, based upon its own experience after Order No. 888, ongoing 14 

conversations with state commissions and industry stakeholders, and the extensive 15 

comment process preceding the issuance of Order No. 2000.  Regional entities could 16 

more easily address economic and engineering inefficiencies, addressing reliability 17 

concerns on a regional basis while promoting greater competition among those seeking to 18 

utilize transmission assets.  The rule set forth specific requirements for RTOs and 19 

procedures for RTO approval. 20 

RTO Membership 21 

Q.  Did FERC require utilities to become members of RTOs in Order No. 2000? 22 

A.  No, the Commission specifically rejected the idea of mandatory RTO membership for 23 

several reasons.  To this end, the Commission adopted a very flexible approach under 24 
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which utilities could voluntarily seek to join RTOs or other regional entities, if they and 1 

the Commission deemed such membership beneficial.  My colleagues stated that “[g]iven 2 

the rapidly evolving state of the electric industry, we want to allow involved participants 3 

the flexibility to develop mutually agreeable regional arrangements with respect to RTO 4 

formation and coordination.”  The Commission wanted to “act as a catalyst” in the 5 

discussions leading to RTOs, but did not believe that RTO membership was a flat 6 

prerequisite to the provision of just and reasonable, non-discriminatory transmission 7 

service.  I strongly agreed with my colleagues, and continue to believe, that RTO 8 

membership is not the only means by which effective competition and reliable 9 

transmission operations can be ensured. 10 

Q.  After the issuance of Order No. 2000, was it ever the Commission’s policy that 11 

membership in an RTO would be mandatory? 12 

A.  No, I don’t believe the Commission has ever mandated RTO membership, per se, though 13 

it has conditioned certain mergers of electric utilities on their execution of plans to join 14 

an RTO as a way to ensure that competition would not be adversely affected by the 15 

merger.  While the Commission considered the possibility of more expansive RTO 16 

participation as part of its Standard Market Design initiative, that initiative has been 17 

significantly scaled back, if not abandoned entirely. 18 

Q.  As a matter of policy, do you believe that all utilities should be compelled to become 19 

RTO members? 20 

A.  No, I do not.  Although I strongly supported Order No. 2000 and the RTO concept, I 21 

believed then and believe now that RTO membership should be voluntary; RTOs may 22 

serve to maintain reliability while lowering consumers’ costs in some cases, but not in all 23 
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cases.  I do not believe that RTO membership should be mandated for the industry, and I 1 

agree with the Commission’s current policies in this regard.  There are many ways (and 2 

perhaps some ways that the Commission has not yet contemplated) that utilities can 3 

provide the same, or greater, levels of assurance that they are permitting robust 4 

competition and ensuring reliability on their transmission systems other than by 5 

becoming members of RTOs.  Order No. 2000 acknowledges this.  Throughout my 6 

professional career, I have been a proponent of allowing innovative compliance with 7 

regulatory policies where such compliance can be shown to be consistent with, or 8 

superior to, regulators’ policies and standards.  Order Nos. 888, 889, and 2000 were steps 9 

to enhance reliability and competition in the industry while allowing sufficient flexibility 10 

for the Commission, utilities, and market participants to address issues and solutions on 11 

utility-specific bases.  This was, and is, a sound regulatory approach. 12 

Q.  Did LG&E and KU ever offer to join an RTO? 13 

A.  LG&E and KU indicated to the Commission at the time of their proposed merger their 14 

intent to become part of the Midwest ISO, and that the Commission relied on this 15 

commitment in its approval of the merger.  In addition, their Midwest ISO membership 16 

plans were referenced again as a premise for the Commission’s approval of a subsequent 17 

merger involving these utilities’ parent company.  The reliance by the Commission on 18 

RTO membership as a premise for its merger approval was consistent with the 19 

Commission's goal to foster RTO development and similar to its analysis taken in other 20 

merger cases that had come before it since the promulgation of Order No. 2000. 21 

Q.  Why did RTO commitments and conditions become customary in merger 22 

proceedings? 23 
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A.  RTO commitments became a way by which applicants could easily demonstrate their 1 

mitigation of potential market power that could result from the merger transaction.  2 

Often, applicants appeared to tender RTO commitments to receive timely Commission 3 

approval, even though the commitments went well beyond any competitive harm that 4 

may have been created by the merger.  And it is certainly true that RTOs can be an 5 

effective way to mitigate market power; however, RTO membership is not always 6 

necessary or appropriate to mitigate an increase in market power caused by a merger. 7 

LG&E/KU’s ITO/RC Proposal 8 

Q.  Have you had an opportunity to review the LG&E/KU proposal to have their 9 

systems administered by an ITO and reliability functions controlled by a Reliability 10 

Coordinator? 11 

A.  Yes, I have. 12 

Q.  In your opinion, does LG&E/KU’s proposal satisfactorily comply with Order Nos. 13 

888, 889, and 2000? 14 

A.  Yes.  Essential to my opinion are four aspects of the proposal.  First, LG&E/KU propose 15 

to terminate existing membership in the Midwest ISO and instead permit two 16 

independent entities to operate and maintain the reliability of their systems.  LG&E/KU 17 

would invest authority to manage transmission functions currently handled by Midwest 18 

ISO in an ITO, the Southwest Power Pool.  Second, the companies would grant similar 19 

authority over reliability issues and management to the chosen Reliability Coordinator, 20 

TVA.  Third, LG&E/KU have attempted to ensure the independence of these entities in a 21 

manner consistent with Order No. 2000 and other Commission precedent.  Fourth, they 22 

have also addressed continuing compliance with the open access and posting 23 

requirements of Order Nos. 888 and 889. 24 
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Q. Do you believe that the ITO/RC proposal meets the objective of LG&E/KU’s 1 

merger commitments? 2 

A.  As a former FERC commissioner who voted on LG&E’s merger with KU, I can 3 

confidently recommend that the ITO/RC should be deemed to meet the objective of the 4 

company’s merger commitments.  I supported LG&E and KU’s RTO membership 5 

merger commitment in order to mitigate any potential market power their merger might 6 

have created, not to mandate LG&E/KU’s RTO membership indefinitely per se.  That 7 

this was the Commission’s view of the merger commitment is clear from the language we 8 

used in drafting the order approving LG&E and KU’s merger: 9 

If LG&E and KU seek permission to withdraw from the 10 
Midwest ISO proceedings or the ISO once it is operating, 11 
we will evaluate that request in light of its impact on 12 
competition in the KU destination markets….1 13 

  With that background in mind, LG&E/KU's proposal provides for an independent 14 

Reliability Coordinator and an independent administrator of LG&E/KU’s transmission 15 

system and tariff.  This formulation goes well beyond the open access and competitive 16 

goals Order Nos. 888, 889, and 2000; indeed, I agree with LG&E/KU’s observation that, 17 

taken together, the functions of the Reliability Coordinator and the ITO are essentially 18 

identical to the Midwest ISO’s Commission-approved Day 1 operations.  Thus, because 19 

the Midwest ISO Day 1 proposal constituted satisfactory compliance with the merger 20 

orders, the ITO/RC proposal, which provides the same functions and independence as did 21 

the Midwest ISO in Day 1, should be satisfactory today. 22 

Q.  Why should the Commission not simply require LG&E/KU to remain in an RTO 23 

indefinitely? 24 

                                                 
1  Louisville Gas & Elec. Co., 82 FERC ¶ 61,308 (1998). 
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A.  As the language from the Commission’s LG&E and KU merger order I quoted above 1 

shows, the Commission clearly contemplated that LG&E/KU might one day withdraw 2 

from the Midwest ISO in favor of another approach to further the Commission’s policies.  3 

Thus the Commission should not place form over substance and require LG&E/KU to 4 

remain in an RTO ad infinitum because the RTO construct, although the optimal solution 5 

in certain situations, is not a panacea. 6 

Q.  In considering LG&E/KU’s proposal, what issues did you analyze that you believe 7 

the Commission should consider when evaluating LG&E/KU’s proposal? 8 

A.  In evaluating LG&E/KU’s ITO/RC proposal, I considered the following issues, which I 9 

recommend the Commission consider as well.  First and foremost, the Commission 10 

should determine whether the proposal is consistent with, and meets the regulatory goals 11 

embodied in, Order Nos. 888, 889, and 2000.  Particularly, the Commission should 12 

consider the following issues: 13 

• What is the impact on open access and the provision of nondiscriminatory 14 

transmission service by the proposal?  15 

• How does the proposal impact reliability? 16 

• What is the effect of the proposal on the efficiency of the grid and the provision of 17 

service?  This would include considerations of rate pancaking, facilitation of 18 

regional transactions, and, most importantly, the bottom line price for delivered 19 

energy to consumers. 20 

• What is the overall impact on market participants, including customers inside and 21 

outside the LG&E/KU delivery area and transmission customers in the region? 22 

Q.  Do you believe that LG&E/KU’s proposal satisfactorily addresses these issues? 23 
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A.  Yes, I do.  I understand that LG&E/KU have concluded that their continued membership 1 

in the Midwest RTO is not in the best financial interest of their customers or their own 2 

companies, and further that their companies’ departure from the Midwest ISO will not 3 

harm other market participants.  The proposal appears to be an innovative way to ensure 4 

continued compliance with the Commission’s regulations while offering equivalent or 5 

superior efficiency and reliability than continued membership in the Midwest ISO. 6 

Q.  How did you come to this conclusion? 7 

A.  There are some threshold considerations that inform my opinion and that I suggest should 8 

likewise inform the Commission’s evaluation of LG&E/KU’s proposal.  First, the 9 

Commission has specifically adopted regulations through the Order Nos. 888, 889, and 10 

2000 rulemakings with which all jurisdictional utilities must comply.  Second, as I have 11 

already discussed, it is important to remember that RTO membership is not required for 12 

any utilities, including LG&E and KU, under the Commission’s policies.  Third, FERC 13 

policy recognizes the need to accommodate regional differences and accommodation and 14 

coordination with state regulators.  The Commission has, wisely in my opinion, charted a 15 

flexible course when evaluating utilities’ compliance with Commission policy.  16 

LG&E/KU and its state regulator, the Kentucky Public Service Commission, should be 17 

accorded this flexibility.  Fourth, specifically concerning membership in the Midwest 18 

ISO, and more generally looking at RTO membership in the industry, the Commission 19 

has accepted RTO agreements that explicitly permit - and provide frameworks for - 20 

member utilities to withdraw.  The Midwest ISO agreement contains such a provision and 21 

LG&E/KU will need to meet their contractual obligations in this regard.  These exit 22 

provisions presumably mitigate or eliminate any adverse effects to an RTO of a 23 
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member’s withdrawal.  And, fifth, the Commission’s merger orders acknowledge RTO 1 

participation as part of its traditional analysis under Section 203 of the Federal Power 2 

Act.  LG&E/KU witness William Hieronymous addresses merger orders that affect 3 

LG&E and KU in this proceeding and the Commission should consider that testimony in 4 

this regard. 5 

Q.  While describing Order No. 2000, you mentioned that the independence of the 6 

transmission operator was a key consideration in the final rule.  What constitutes 7 

“independence” as that concept was articulated by the Commission in Order No. 8 

2000? 9 

A.  Independence, the first of the minimum characteristics of an RTO identified in Order No. 10 

2000, is a prerequisite for RTO status.  Independence is necessary so as to eliminate any 11 

bias or financial interest that the operator of the grid would have in transmission-related 12 

decision making.  In Order No. 2000, the Commission identified three specific aspects of 13 

independence that had to be satisfied for an entity to be a qualified RTO: (1) the entity, its 14 

employees, and its non-stakeholder directors must not have a financial interest in any 15 

market participant; (2) the entity must have a decision-making process that is independent 16 

of the utility or any market participant; and (3) the entity must have the authority to file 17 

changes to the governing tariff. 18 

  I also note that, in addition to independence, Order No. 2000 adopted certain other 19 

standards by which a prospective RTO would be judged.  These included the ideas that a 20 

regional entity would need to be of sufficient scope and configuration so as to permit it to 21 

efficiently operate the grid, it must have sufficient operational authority to manage the 22 

grid, and it must have authority and responsibility to manage short-term reliability issues.  23 
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Based on the testimony of others in this proceeding, it appears that LG&E/KU have 1 

divided these responsibilities and characteristics between the ITO and Reliability 2 

Coordinator to the same extent as these functions were managed by Midwest ISO. 3 

Q.  How will the ITO and Reliability Coordinator for the LG&E/KU systems meet the 4 

standards for independence articulated in Order No. 2000? 5 

A.  LG&E witness Mark Johnson testifies in some depth regarding the independence of both 6 

the ITO and the Reliability Coordinator.  The particular aspects of independence of the 7 

ITO and Reliability Coordinator are described in Mr. Johnson’s testimony and I will not 8 

repeat them in full here.  However, based on my review of his testimony and 9 

LG&E/KU’s proposal, it appears that many of the indicia of independence adopted by the 10 

ITO and Reliability Coordinator parallel what is currently required for RTOs.  The ITO 11 

and Reliability Coordinator will not be affiliated with stakeholders and employees of the 12 

two entities will not also be employed, controlled by, or have a financial interest in 13 

stakeholders.  Employees of the ITO and Reliability Coordinator that perform 14 

transmission functions will be treated as transmission function employees for purposes of 15 

LG&E’s and KU’s Standards of Conduct.  The two entities will independently have the 16 

ability to collect and analyze data about the LG&E/KU systems.  The ITO will administer 17 

and have authority to propose modifications to the applicable OATT.  These factors are 18 

strong evidence that the ITO and Reliability Coordinator will be truly independent of 19 

LG&E/KU control and will be able to make transmission and reliability decisions on a 20 

non-discriminatory basis.  Taken together, these factors would also seem to be consistent 21 

with the requirements of “independence” as described in Order No. 2000. 22 

Q.  Will the LG&E/KU proposal allow for continued compliance with Order No. 889? 23 
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A.  Yes.  LG&E/KU explain that SPP will be responsible for and will have full authority to 1 

meet the OASIS posting and other requirements of Order No. 889, and the pro forma ITO 2 

Agreement embodies these obligations. 3 

Q.  You have mentioned reliability as being a key consideration for the Commission in 4 

this proceeding.  Could you please expand on this point? 5 

A.  Reliability, obviously, is a key consideration in many Commission decisions.  The 6 

Commission is charged with the duty to ensure that the interstate grid is sufficiently 7 

reliable.  In this case, the Commission should address any reliability concerns both within 8 

LG&E’s and KU’s systems as well as in the larger region associated with the proposal.  9 

The Commission could content itself on this score by reviewing the functions of the 10 

Reliability Coordinator, TVA, and the competency of TVA to perform these functions. 11 

Q. Will reliability be harmed under the LG&E/KU proposal? 12 

A.  Reliability does not appear to be harmed, and may in fact be enhanced by the proposal.  13 

TVA appears to be quite competent and the functions and authority granted to the 14 

Reliability Coordinator seem commensurate to the reliability functions that the Midwest 15 

ISO has been performing. 16 

Q.  You have also mentioned efficiency of the interstate market as an issue that the 17 

Commission should consider in this proceeding.  Has LG&E/KU identified aspects 18 

of their proposal that address efficiency concerns? 19 

A.  Yes.  Specifically, LG&E/KU point to the fact that rate pancaking will not result from the 20 

proposal and that seams issues will be addressed on mutually agreeable terms with 21 

adjoining systems’ operators.  The companies propose a Rate De-Pancaking Plan that 22 

mimics transmission protocols adopted by the Midwest ISO and PJM.  The goal, as 23 
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explained by LG&E/KU, is to ensure that there are no economic seams created as a result 1 

of the proposal.  Details concerning rate de-pancaking and seams between LG&E/KU 2 

and adjoining systems are contained in the transmittal letter accompanying the 3 

companies’ filing. 4 

Q.  You have mentioned that your background as a FERC Commissioner and as a 5 

Commissioner with the Indiana commission inform your opinions about 6 

LG&E/KU’s proposal.  Overall, based on your state and federal regulatory 7 

experience, does LG&E/KU’s ITO/RC proposal strike the optimal balance between 8 

achieving federal and state policy goals? 9 

A. Yes, it does.  It is important that state commissions and FERC to work together to ensure 10 

efficient operation of the transmission grids in the nation.  Both state public utility 11 

commissions and FERC should be receptive to each other’s points of view and, where 12 

possible, accommodating.  LG&E/KU’s proposal, if implemented, would appear to lower 13 

consumers’ bills in Kentucky.  That is a very substantial consumer interest that state 14 

regulators in Kentucky, entirely understandably, may choose to promote.  And, it is an 15 

interest to which the Commission should be sensitive. 16 

 Of course, the Commission’s primary charge is to ensure efficient, reliable 17 

interstate transmission and it is not always possible to reconcile this goal with a state 18 

commission’s or consumers’ interest.  Where, however, a state’s consumers would 19 

benefit from a utility’s proposal, the FERC should attempt to strike a balance between the 20 

federal interest and the state’s.  Put another way, if the efficiency and reliability of the 21 

interstate grid or interstate market is not negatively impacted by a proposal that would 22 

assist a utility’s ultimate consumers, the Commission should apply its policies and 23 
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regulations flexibly so as to permit the proposal.  I have been on both sides of this 1 

balancing act, as both a state public utility commissioner and a FERC Commissioner.  2 

And, by and large, I believe that the Commission embraces this philosophy. 3 

 It is with this philosophy of flexibility in mind that the Commission should review 4 

LG&E/KU’s proposal. 5 

Q.  Overall, how do you assess the effect of LG&E/KU’s proposal on stakeholders? 6 

A.  From a public policy perspective, it is most helpful to look to the effect of a proposal on 7 

the various individual constituencies.  As I have explained, it appears that existing market 8 

participants in the Midwest ISO will not be harmed by LG&E/KU’s departure and that 9 

substantial benefits accrue to LG&E’s retail customers.  In this circumstance, where no 10 

one is harmed by the proposal and a large group of constituents is significantly helped, 11 

the Commission would be well-served by permitting the proposal to move forward. 12 

Q.  What is your recommendation? 13 

A.  I recommend that the Commission approve LG&E/KU’s application concerning the 14 

proposed ITO/RC construct.  The Commission’s established policy objectives contained 15 

in Orders 888, 889, and 2000 will not only be met but advanced by consideration of 16 

alternative approaches such as the ITO/RC alternative that LG&E/KU proposes.  17 

Achievement of these policy objectives can best be achieved by flexible approaches that 18 

reflect the distinctive circumstances in which particular entities find themselves.  The 19 

unique circumstances in Kentucky and FERC’s policy objectives are best met through the 20 

approval of LG&E/KU’s application. 21 

Q.  Does this conclude your testimony? 22 

A.  Yes. 23 

 





 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Exhibit F 



 

 

UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

LG&E Energy LLC ) Docket No. ER06-___-000 
 ) 
Louisville Gas & Electric Company, et al. ) Docket No. EC98-2-___ 
 ) 
Louisville Gas & Electric Company, et al. ) Docket No. EC00-67-___ 
 ) 
E.ON AG, et al. ) Docket No. EC01-115-___ 
 

 
TESTIMONY OF MARK S. JOHNSON 

 
Q. Please state your name and business address. 1 

A. My name is Mark S. Johnson.  I am currently employed as Director, Transmission for 2 

LG&E Energy Corporation.  LG&E Energy Corporation is the parent company of 3 

Louisville Gas and Electric Company (“LG&E”) and Kentucky Utilities Company 4 

(“KU”), the applicants in this proceeding.  My business address is 220 West Main Street, 5 

Louisville, KY  40202. 6 

Q.  Please briefly state your educational and professional background. 7 

A.  I have over 25 years of experience in the utility industry.  I have held senior leadership 8 

positions at LG&E Energy Corp., Tennessee Valley Authority, and Entergy.  From 9 

January, 2001 to the present, I have served as the Director, Transmission, LG&E Energy 10 

Corporation.  In this position, I am responsible for the design, engineering, planning, 11 

operations and maintenance of the enterprise’s transmission system.  From November 12 

1997 to January 2001, I was a Director, in Distribution Operations for LG&E Energy 13 

Corp.; my responsibility was to ensure the safe and reliable delivery of service to the 14 

customer.  From February 1987 to November 1997, I was employed by the Tennessee 15 

Valley Authority.  There I held a number of senior level positions in the Power 16 
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Generation, Transmission, Customer Service and Marketing.  Most notably I was the 1 

Area Vice President, Transmission, Customer Service and Marketing for three and one 2 

half years.  From January 1985 to February 1987, I was employed by Entergy at the 3 

Grand Gulf Nuclear Generation Station as the Manager, Engineering Support.  From May 4 

1980 to January 1985, I was employed by the Tennessee Valley Authority at the Watts 5 

Bar Nuclear Generating Station as the Manager, Document Control and Configuration 6 

Management.  I received my Bachelor of Science degree in Civil Engineering 7 

Technology from Murray State University in 1980. 8 

Q.  Can you expand upon your current employment duties? 9 

A. I am responsible for the oversight of functions related to transmission reliability, planning 10 

and expansion for LG&E and KU.  I oversee the development and analysis base cases for 11 

the companies footprint used today by the Midwest ISO (“MISO”) in power flow 12 

analyses and electricity models, stability analyses, Available Transfer Capability 13 

(“ATC”) calculations, and reliability criteria compliance.  My responsibilities also 14 

include the oversight review of studies and analysis for transmission service and 15 

generation interconnection requests in coordination MISO as required.  Recently, I have 16 

actively participated in the process to choose for LG&E/KU an Independent 17 

Transmission Organization (“ITO”) to perform key transmission-related functions and a 18 

Reliability Coordinator to manage reliability functions for LG&E’s and KU’s 19 

transmission systems. 20 

Q.  What is the purpose of your testimony in this proceeding? 21 

A.  The purpose of my testimony is twofold.  First, I will describe the process by which a 22 

Reliability Coordinator was chosen and an ITO will be chosen by LG&E/KU.  23 
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LG&E/KU issued requests for proposals (“RFPs”) for both an ITO and Reliability 1 

Coordinator in which specific requirements and functions for the two entities were 2 

described.  After consideration of the responses received, LG&E/KU selected the 3 

Tennessee Valley Authority (“TVA”) as their Reliability Coordinator and the Southwest 4 

Power Pool (“SPP”) as their ITO. 5 

 Second, I will explain the fundamental characteristics and functions of both the 6 

ITO and the Reliability Coordinator.  LG&E/KU are confident that both of these entities 7 

will satisfy the Federal Energy Regulatory Commission’s (“FERC”) independence 8 

requirements – they will not be affiliated with, nor take direction from LG&E/KU and 9 

will be functionally separated from all other market participants.  The ITO will conduct 10 

all transmission scheduling (including calculation of available transmission and awarding 11 

of transmission service to customers), administer the LG&E/KU OATT and OASIS, and 12 

control all generation interconnection determinations, among other functions.  The 13 

Reliability Coordinator will perform security coordination consistent with NERC 14 

guidelines, have authority to approve or deny maintenance schedules for the LG&E/KU 15 

systems, and act as the transmission planning authority for the systems (including 16 

reviewing and determining the need for expansions and upgrades, approving planning 17 

criteria, and conducting reliability assessments).  A representative of TVA is also 18 

submitting testimony in this proceeding describing our proposed Reliability 19 

Coordinator’s capabilities. 20 

 Both the ITO and Reliability Coordinator will exchange information and 21 

cooperate to ensure that both entities can perform their assigned functions.  The 22 
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application contains a matrix which highlights the functions of each entity, and 1 

communications and coordination protocols. 2 

Q.  You mentioned your involvement in the RFP process for both an ITO and a 3 

Reliability Coordinator for the LG&E/KU systems.  Can you describe this process? 4 

A.  Yes.  I was involved in all steps of the two, separate RFPs to select an ITO and a 5 

Reliability Coordinator.  I assisted in the drafting of the language of the RFPs, including 6 

the listed functions of the ITO and Reliability Coordinator.  On August 10, 2005, 7 

LG&E/KU submitted an RFP for the Reliability Coordinator’s position to MISO, TVA, 8 

SPP and PJM..  Responses to the RFP were due on August 24, 2005.  There were only 9 

two respondents to the RFP.  On August 30, 2005, LG&E/KU selected TVA as the 10 

reliability coordinator for their systems and on September 27, 2005, the parties executed 11 

a Letter of Intent.  The parties anticipate negotiating a mutually acceptable Reliability 12 

Coordination Agreement to be executed on or before April 1, 2006. 13 

 LG&E/KU’s ITO RFP was distributed on August 22, 2005.  As with the RFP for 14 

the Reliability Coordinator, LG&E/KU submitted the RFP to a number of potential 15 

entities that could provide the needed services.  The RFP were submitted to SPP, PJM, 16 

MISO, New York ISO, ISO New England, ERCOT, and the California ISO. Responses to 17 

the RFP for an ITO were due on September 8, 2005. SPP was the only respondent.  SPP 18 

and LG&E/KU are currently in negotiations on an ITO agreement.  The parties plan to 19 

also conclude negotiations on mutually acceptable terms on or before April 1, 2006. 20 

Q.  What were the reasons that LG&E/KU selected TVA to be the Reliability 21 

Coordinator for their systems? 22 
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In addition to being lowest cost respondent, TVA as a governmental entity with its own 1 

stringent Code of Conduct prohibiting favoritism in the conduct of transmission functions 2 

has a unique claim to independence from other private sector market participants.  TVA 3 

has substantial operational experience in the power industry.  In addition, TVA is 4 

prohibited by federal legislation (with some small exceptions) from marketing its power 5 

outside of the TVA footprint and, thus, will not be a power sales market participant 6 

outside of this footprint. 7 

 I would also point out that TVA already acts as the Reliability Coordinator for 8 

BREC and EKPC, systems that adjoin the LG&E/KU systems.  Once TVA becomes the 9 

Reliability Coordinator for the LG&E/KU systems, TVA will be positioned to manage 10 

reliability over a Reliability Area that encompassed most of Kentucky.  TVA’s expertise 11 

with the BREC and EKPC systems and the region were seen as substantial benefits that 12 

certainly influenced LG&E/KU’s decision to engage TVA as its Reliability Coordinator. 13 

 TVA also has in place an operational seams agreement with MISO and PJM.  14 

This is critical because were LG&E/KU to obtain reliability coordination services from 15 

an entity not party to that JOA, LG&E/KU would have to develop individualized seams 16 

agreements with each adjacent control area.  While any of the three NERC-certified 17 

Reliability Coordinators who are parties to the existing MISO-PJM-TVA JOA could fold 18 

LG&E/KU into the market(s) to non-market seams arrangement set forth in the JOA, 19 

TVA was the only one of the three to respond to the LG&E/KU RFP. 20 

 In addition to demonstrating a core competency and a contractual arrangement to 21 

handle reliability coordination issues in the region, TVA meets all of the criteria 22 
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regarding independent operation, and met all of the numerous other requirements outlined 1 

in the RFP. 2 

 Finally, as I earlier alluded to, TVA proposed to perform the functions of 3 

Reliability Coordinator at a rate that was very competitive and would offer the most 4 

economic benefit to LG&E/KU’s retail customers.   5 

LG&E/KU are confident that TVA will be an excellent Reliability Coordinator. 6 

Q.  What factors led LG&E/KU’s to select SPP as their ITO? 7 

A.  We selected SPP as the ITO essentially utilizing the same factors as we chose a 8 

Reliability Coordinator.  Namely, LG&E/KU wanted to ensure that the ITO can: (i) 9 

competently perform the functions required of it, as described in the RFP; (ii) meet all 10 

other requirements listed in the RFP, especially those related to their independence from 11 

other market participants and (iii) provide substantial value to LG&E/KU’s customers 12 

through a competitive rate for the service it provides. 13 

  While SPP was the only entity to respond with a proposal in response to the ITO 14 

RFP, the response was very reasonable when compared to, for example, the arrangement 15 

between Duke and the Midwest ISO, which generally provides for the same types of 16 

tariff administration services.  SPP is quite competent to perform the duties required of 17 

the ITO and is willing to perform all of those duties and sees provision of these 18 

unbundled services as a win-win for both LG&E/KU and SPP’s existing membership.  19 

SPP already has in place the personnel and infrastructure needed to perform the 20 

transmission function duties needed and, most importantly, has substantial experience in 21 

transmission operations.  SPP has offered to provide ITO service to LG&E/KU at a very 22 

competitive rate. 23 
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Q.  You have mentioned “independence” as a key requirement for both an ITO and a 1 

Reliability Coordinator.  What do you mean by “independence” and why is it 2 

important? 3 

A. Having an ITO and Reliability Coordinator that are independent of market participant 4 

control is a cornerstone of LG&E/KU’s proposal.  Stakeholders, and the FERC, must be 5 

able to trust that the decisions made by the ITO and Reliability Coordinator are made free 6 

of any bias or financial interest of the entity making the decision.  One of the primary 7 

ways to demonstrate that such trust is appropriate is to require that the decision making 8 

entity not be affiliated with market participants, that it be responsive to all transmission 9 

customers, and that its decision making processes be appropriately transparent.  10 

LG&E/KU believe that demonstrated independence of both the ITO and RC goes a long 11 

way in addressing many of the concerns FERC has identified in the recent NOI on 12 

revisions to Orders 888 and 889. FERC precedent includes policies and requirements that 13 

are used to determine whether entities are independent in this fashion and LG&E/KU 14 

have developed the present proposal to ensure that the ITO and Reliability Coordinator 15 

meet these requirements. 16 

Q.  How are LG&E/KU ensuring that the ITO and Reliability Coordinator are, in fact, 17 

independent? 18 

A. Both the RFPs for each entity and the agreements that the selected ITO and Reliability 19 

Coordinator must execute with LG&E/KU contain requirements that will ensure 20 

independence. 21 

Q.  What requirements will be imposed on the ITO to ensure its independence? 22 

A.  Through the requirements contained in the existing RFP and pro forma ITO Agreement, 23 
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the ITO must not be affiliated with LG&E, KU, or any market participant.  Likewise, as 1 

LG&E and KU described in the RFP, any potential ITO must strictly meet specified 2 

criteria during the RFP process, and on a going forward basis, to demonstrate its 3 

independence.  Section 2 of the pro forma ITO Agreement provides, for example, that 4 

employees and agents of the ITO shall not also be employed by LG&E or KU and shall 5 

remain outside of the control of LG&E, KU, any affiliates of the companies, or any 6 

market participant.  Employees and agents of the ITO will divest any direct security 7 

interest in LG&E or KU within six months of being assigned transmission function 8 

responsibilities.  Employees and agents of the ITO will have separate office space from 9 

LG&E/KU transmission/reliability or merchant personnel and access to ITO employee 10 

workspaces will be controlled consistent with the FERC’s Standards of Conduct 11 

regulations. 12 

 All employees of the ITO that perform ITO functions shall be treated as 13 

LG&E/KU transmission function employees for purposes of LG&E’s and KU’s 14 

Standards of Conduct, including prohibitions against information sharing with any 15 

LG&E/KU Energy or Marketing Affiliate employees.  The ITO is to function as an 16 

independent contractor, with the ability to separately collect and analyze transmission 17 

data and submit reports to governmental authorities on its own initiative.  LG&E/KU may 18 

cancel the ITO Agreement before the Initial Term only upon FERC approval, subject to 19 

specific findings made by FERC, or where one party is guilty of gross negligence, willful 20 

misconduct, or fraud.  These termination provisions further protect the ITO’s ability to 21 

perform its functions without fear of interference. 22 
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Based on SPP’s response to the ITO RFP, we are very confident that SPP is capable of 1 

administering transmission service for LG&E/KU system in an independent, non-2 

discriminatory manner.  The requirements and provisions I have discussed are designed 3 

to reinforce the ITO’s independence. 4 

Q.  Are similar requirements in place to ensure the independence of TVA as the 5 

Reliability Coordinator? 6 

A.  Absolutely.  TVA meets all of the independence requirements listed in the Reliability 7 

Coordinator RFP and the executed Reliability Coordinator Agreement.  TVA is not 8 

affiliated with any market participant.  Employees and agents of TVA will not be 9 

employed by LG&E or KU and will remain outside of the control of LG&E, KU, any 10 

affiliates of the companies, or any market participant.  Employees and agents of TVA 11 

will divest any direct security interest in LG&E or KU within six months of being 12 

assigned transmission function responsibilities.  Employees and agents of TVA will 13 

always have separate office space from LG&E/KU transmission/reliability or merchant 14 

personnel and access to TVA employee workspaces will be controlled consistent with the 15 

FERC’s Standards of Conduct regulations.  All employees of the Reliability Coordinator 16 

that perform transmission functions shall be treated as LG&E/KU transmission function 17 

employees for purposes of LG&E’s and KU’s Standards of Conduct, including 18 

prohibitions against information sharing with any LG&E/KU Energy or Marketing 19 

Affiliate employees.  TVA will be an independent contractor to LG&E/KU, with the 20 

ability to separately collect and analyze transmission data and submit reports to 21 

governmental authorities on its own initiative. 22 
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  Additionally, TVA is itself a governmental entity with separate restrictions on its 1 

affiliations with other market participants, as I discussed above.  These restrictions 2 

provide further assurances, beyond those in the Reliability Coordinator agreement, that 3 

the TVA will truly be independent from control by market participants. 4 

Q.  Put simply, what role will the ITO play in the operations of the LG&E/KU systems? 5 

A.  The ITO will be responsible for, and have the authority necessary to carry out, 6 

management of transmission service on the LG&E/KU systems.  The ITO will be the 7 

single contact for transmission customers seeking to schedule transactions on the 8 

LG&E/KU systems and will make all decisions relating to allocation of transmission 9 

service to customers.  The specific functions of the ITO are described in the ITO RFP and 10 

the pro forma ITO Agreement. 11 

Q.  What are some of the specific functions of the ITO? 12 

A.  As the relevant RFP and pro forma agreement provide, SPP will take over many of the 13 

same transmission functions currently performed for LG&E/KU by the Midwest ISO.  14 

The ITO will have complete authority, and an obligation, to administer the terms and 15 

conditions of LG&E/KU’s FERC-approved OATT.  The ITO will have the authority and 16 

obligation to administer the LG&E/KU OASIS, including the responsibility to update and 17 

post information to ensure compliance with all FERC OASIS-related regulations. 18 

 SPP also will evaluate all transmission service requests, including requests for 19 

network service and existing point-to-point service agreements.  The ITO will maintain 20 

all of the appropriate documentation associated with transmission determinations.  As 21 

with all other functions managed by the ITO, transmission requests must be evaluated on 22 

a non-discriminatory basis.  In addition, the ITO will be the clearinghouse for customers’ 23 
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questions regarding transmission and scheduling.  The ITO will act as the scheduling 1 

coordinator for all transmission transactions into, out of, or through the LG&E/KU 2 

transmission systems. 3 

 The ITO will also conduct all System Impact Studies (“SIS”) and Facilities 4 

Studies as may be required under the OATT when transmission service is requested.  The 5 

ITO has the option of coordinating with LG&E and/or the Reliability Coordinator 6 

personnel to the extent that it wishes assistance in performing such studies.  LG&E has 7 

the right to review and provide comment on studies, but the ITO has ultimate authority to 8 

determine the impact of service requests on the system and required upgrades.  The ITO 9 

will calculate ATC and TTC in accordance with the FERC-approved OATT.  ATC will 10 

be calculated on a control area basis for LG&E/KU’s control area interfaces. 11 

 With regard to generator interconnection, the ITO will process all requests by 12 

generators and will perform such studies as warranted by the OATT and the 13 

interconnection standards contained therein.  This authority includes the ability to 14 

manage the interconnection queue and establish a system model to evaluate requests for 15 

interconnection. 16 

Q.  Does this conclude your testimony at this time? 17 

A.  Yes. 18 
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TESTIMONY OF STUART L. GOZA 
 
Q.   Please state your name, business address, and current position. 1 

A. My name is Stuart L. Goza.  I am the reliability coordinator for the Tennessee Valley 2 

Authority (TVA).  My business address is 1101 Market Street, PCC 2A, Chattanooga, 3 

Tennessee  37402-2801. 4 

Q. What is your educational and work experience background? 5 

A. I am a registered Professional Engineer in the State of Tennessee.  I received a Bachelor 6 

of Science degree in Engineering (Electrical Power option) from the University of 7 

Tennessee at Chattanooga in 1982.  I also received a Master degree in Business 8 

Administration from the University of Tennessee at Chattanooga in 2000. 9 

  I have over twenty-two years of work experience in the electric utility industry.  I 10 

worked for fourteen years at Tampa Electric Company in Tampa, Florida, in various 11 

engineering and management positions in the areas of transmission planning, control area 12 

operations, generation planning, and power marketing.  At the Tennessee Valley 13 

Authority I have worked in power marketing, control area operations, and reliability 14 

coordination.  I currently have supervisory responsibility for the reliability coordination 15 

function. 16 
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Q. What is the purpose of your testimony?  1 

A. The purpose of my testimony is to provide background regarding TVA, how TVA acts as 2 

a reliability coordinator for other electric systems (including other systems in Kentucky), 3 

and how TVA proposes to provide such services to Louisville Gas and Electric Company 4 

(LG&E) and Kentucky Utilities Company (KU) (collectively, the Companies). 5 

Q. Please summarize your testimony. 6 

A. As discussed herein, TVA has the requisite experience to provide reliability coordinator 7 

services to the Companies.  Indeed, TVA provides similar services for entities in 8 

Kentucky today.  Furthermore, based on the location of the Companies’ loads, and certain 9 

operating conditions described herein, TVA is the logical entity to act as reliability 10 

coordinator for the Companies.  The Companies’ loads are dispersed within TVA’s 11 

Kentucky reliability area already, and operations and planning will be facilitated if TVA 12 

acts as reliability coordinator for them.   13 

Q.   Please provide a brief description of TVA generally. 14 

A. TVA is a corporate agency and instrumentality of the United States government created 15 

in 1933 by an act of Congress and charged with providing navigation, flood control, and 16 

agricultural and industrial development, while providing electric power to the Tennessee 17 

Valley region. 18 

  TVA is the largest public power company in the United States and operates one of 19 

the largest electric power systems in North America.  TVA is completely self financing, 20 

and meets the needs of its power and non-power operations through internally generated 21 

cash flows.  TVA raises capital for its power program primarily through public market 22 

financings.  Other “quick facts” regarding TVA are as follows. 23 
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• Nation’s largest public power system. 1 

• $7.5 billion total revenues. 2 

• 155 billion kWh total 2004 system generation. 3 

• 166 billion kWh total 2004 power sales. 4 

• 33,189 MW power system capacity (net winter dependable). 5 

• 158 power distributors, 62 directly-served industries and government agencies. 6 

• 99.999 percent transmission system reliability. 7 

• 17,000 miles of transmission lines. 8 

• 80,000 square-mile service area, covering parts of seven states. 9 

• Steward of the nation’s fifth-largest river system. 10 

• 800 miles of commercially navigable waterways. 11 

• 49 dams for integrated river management. 12 

• $338 million in tax-equivalent payments to states and counties. 13 

  The TVA transmission system is one of the largest and most reliable in North 14 

America, having maintained 99.999 percent reliability over the past five years in 15 

delivering electricity to customers.  TVA’s system is comprised of almost 17,000 miles 16 

of transmission lines, about 117,000 transmission line structures, and 1,032 individual 17 

interchange and interconnection points, occupying over 258,000 right-of-way acres.  18 

  During the 2005 summer, TVA surpassed its all-time peak demand of 29,966 MW 19 

with demand of 31,703 MW on July 25 and demand of 31,935 MW the following day.  20 

These demands were met with no customer interruptions while also handling power from 21 

other areas moving across the TVA system.  TVA demand exceeded 29,000 MW for  22 

eight consecutive days beginning July 20, 2005 with no customer interruptions. 23 
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  TVA, as a NERC Reliability Coordinator, is responsible for monitoring and 1 

ensuring the reliable operation of the bulk transmission system in an 10-state region that 2 

includes Tennessee, and portions of Alabama, Georgia, Illinois, Iowa, Kentucky, 3 

Mississippi, Missouri, North Carolina, and Virginia.   4 

Q.   Does TVA currently provide reliability coordination service ? 5 

A. Yes.  TVA Reliability Coordinator (TVA RC) is one of five Reliability Coordinators in 6 

the Southeastern Electric Reliability Council (SERC).  Created in 2001, the TVA RC 7 

office is located in Chattanooga, Tennessee.  8 

  TVA has entered into Reliability Coordination Agreements with Associated 9 

Electric Membership Cooperative (AECI), Big Rivers Electric Corp., East Kentucky 10 

Power Cooperative (EKPC), and Electric Energy, Inc.  (collectively, the Members) and is 11 

the NERC-authorized Reliability Coordinator for each.  The Members operate as 12 

Balancing Authorities and/or Transmission Operators with operations in the East Central 13 

Area Reliability (ECAR), Mid-America Interconnected Network, Inc. (MAIN), and 14 

SERC regions. 15 

  Each respective NERC region recognizes TVA as the Reliability Coordinator for 16 

the applicable Member and TVA RC complies with each applicable Region’s policies 17 

and standards.  In addition to its own service territory, TVA currently provides Reliability 18 

Services to these four other Members under separate Reliability Services Agreements.   19 

  The TVA RC oversees an area of 192,000 square miles with a population of 20 

nearly 10 million people. 21 
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Q.   Please describe how TVA is organized internally with respect to reliability 1 

coordination and transmission and generation scheduling and dispatch – i.e., 2 

regarding the split and separation of functions.  3 

A. TVA operates two geographically separated control centers, one for the Reliability 4 

Coordination functions and one for the Balancing Authority and Transmission Operator 5 

functions.  The Regional Operations Center (ROC) is the main facility for the TVA’s 6 

Reliability Coordinator and Transmission Provider and Interchange Authority functions.  7 

The System Operations Center (SOC) is the main facility for the TVA’s Balancing 8 

Authority (including generation dispatch), and Transmission Operations functions.  The 9 

SOC backs-up the ROC and the ROC backs-up the SOC. 10 

  Both facilities are in a hot standby mode at all times.  Each site utilizes the same 11 

type systems and has back-up power supplies, and fully redundant communications 12 

independent of each other.  The transfer to the back-up center would be transparent to the 13 

outside world as a phone script rolls the Reliability Coordinator’s numbers from the ROC 14 

to the SOC.  Once the Reliability Coordinator is in place at the SOC a notice would be 15 

posted on the RCIS informing everyone that TVA RC had relocated to the back-up 16 

facility. 17 

  NERC has established an Interregional Security Network (ISN) to facilitate the 18 

exchange of information needed by transmission system operators for transmission 19 

reliability purposes.  TVA will assist the Companies in establishing the necessary 20 

telecommunications and other facilities required for the transfer of data in accordance 21 

with applicable NERC and Regional Reliability Organization policies and procedures.  22 

The TVA RC will coordinate all required data and information to and from the ISN. 23 
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  The TVA RC will use information from the ISN solely to assist in the 1 

performance of its Reliability Coordinator responsibilities.  The information supplied to 2 

and received from the Companies will be kept confidential in accordance and compliance 3 

with the NERC Data Confidentiality Agreement. 4 

  The structure and administration of the TVA RC includes a Reliability 5 

Coordination Advisory Committee (RCAC), which is composed of representatives from 6 

each entity that has executed a reliability coordination agreement designating TVA as its 7 

Reliability Coordinator.  The RCAC assists the Reliability Coordinator in the 8 

development of new reliability coordination policies and operating procedures and the 9 

modification of existing reliability coordination policies and operating procedures.  In 10 

connection with these activities, RCAC members have access to the necessary data and 11 

documents maintained by the Reliability Coordinator.  12 

  In addition, TVA has established Joint Reliability Coordination Agreements with 13 

neighboring Reliability Areas, RTOs and ISOs, which provide for the exchange of 14 

transmission-related data and information and establishes various arrangements and 15 

protocols for transmission planning and congestion management to enhance the reliability 16 

of their interconnected transmission systems and to facilitate efficient market operations.  17 

The Companies would have the option to participate as part of the TVA Reliability Area 18 

(TVA RA) in these agreements, procedures and protocols. 19 

Q. How does TVA comply with standards of conduct ?  20 

A. TVA is not a public utility under Section 201(e) of the Federal Power Act and, thus, is 21 

not directly subject to the requirements of Orders No. 888, 889, 2004, and other related 22 

FERC orders.  TVA has elected, however, to comply voluntarily with these FERC orders 23 
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and the associated regulations, to the extent they are consistent with TVA’s 1 

responsibilities under the TVA Act and other applicable law.  Accordingly, TVA has 2 

functionally separated its Marketing/Energy Affiliate from its Transmission Function and 3 

is conducting its operations in accordance with the attached Standards of Conduct. 4 

  The Standards of Conduct are intended to ensure that TVA does not use its unique 5 

access to non-public information about its own transmission system to unfairly favor its 6 

own Marketing/Energy Affiliate over others. The Standards of Conduct, along with the 7 

availability of TVA’s Open Access Same-time Information System (OASIS), give 8 

potential customers access to information that will facilitate their obtaining transmission 9 

service on a non-discriminatory basis. 10 

  TVA Transmission Function Employees are located in offices in Chattanooga and 11 

in various other locations across the Tennessee Valley.  Marketing/Energy Affiliate 12 

employees are located in separate offices in Chattanooga.  The TVA SOC and ROC are 13 

staffed by Transmission Function Employees.  Admittance to these facilities is controlled 14 

through card-key access.  Marketing/Energy Affiliate employees are not permitted access 15 

to the SOC or the ROC in any way that differs from the access available to other 16 

Transmission Customers. 17 

  The Power Trading Floor, the center for TVA’s Marketing functions, is also 18 

accessible only with a card key.  Of Transmission Function Employees, only load 19 

coordination specialists and their management are permitted access to the Power Trading 20 

Floor.  This access is necessary to coordinate the power supply to meet native load needs 21 

and to ensure system reliability. 22 
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Q.  What is TVA’s record regarding provision of reliability coordination services in and 1 

outside of the Tennessee Valley ? 2 

A. TVA carries out it’s duties as Reliability Coordinator in a manner consistent with NERC 3 

Standards, industry practices and business processes.  TVA RC has been audited by 4 

NERC and SERC and received high marks for meeting Reliability Coordinator 5 

requirements.  In its role as Reliability Coordinator, TVA has maintained regional 6 

reliability and consistently met all SERC and NERC compliance measures. 7 

  Recent accomplishments by TVA as BA, TO, and as Reliability Coordinator, are 8 

described below. 9 

 Reliability and Record Loads  10 

 TVA operates one of the largest and most reliable transmission systems in North 11 

America, having maintained 99.999 percent reliability over the past five years in 12 

delivering electricity to customers.  TVA met an all-time record peak power demand on 13 

July 26, 2005, providing 100 percent of a 31,924 MW load at a temperature of 95 14 

degrees.  This included back-to-back days with loads in excess of 31,000 MW days, plus 15 

17 of the top 20 highest peak demands in the history of TVA.  TVA also managed 16 

successfully the impacts of a record-setting hurricane season – including, recently, 17 

Hurricane Katrina.  18 

 FY2005 Operating Performance 19 

 Record-level performances in NERC compliance (100%) and Interconnection Reliability 20 

Operating Limit (IROL) violations (0).  Achieved the best Load Not Served performance 21 

in TVA history. 22 
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 NERC Citations for Operating Excellence 1 

 TVA received two Examples of Excellence recognitions from NERC: Operator Training 2 

and Operating Procedure Change Management.  TVA also transitioned the organization 3 

successfully to the NERC Functional Model framework, and implemented the new 4 

NERC Reliability Standards updating all our processes and procedures to align with 5 

revised and emerging industry rules. 6 

 Regional Partnerships 7 

 TVA successfully executed the Joint Reliability Coordination agreement with PJM and 8 

MISO.  It initiated negotiations with SPP and SERC companies for new reliability 9 

agreements.  TVA is an associate member of the RTO/ISO IT Council, and a charter 10 

member of the RTO Congestion Management Council, while deploying new congestion 11 

methodologies. 12 

 Enhancement of Operating Systems 13 

 TVA completed the implementation of the AREVA State Estimation tool for the TVA 14 

Reliability Area.  It expanded Reliability Coordinator visibility through PowerWorld to 15 

include key flowgates and voltages for Reliability Area and neighboring utilities.  It also 16 

implemented a new System Operator Log (eSoms) across operating desks, and 17 

successfully developed Enterprise 2.0 with GED that included key operational 18 

functionality, including ancillary services, ability to model derates, and other TVA-19 

identified functionality. 20 
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 Wide Area Visibility 1 

 TVA is the Eastern Interconnect real-time phasor data repository, and it set up the first 2 

Super Phasor Data Concentrator; connecting 23 PMU’s from five different companies in 3 

the Eastern Interconnect. 4 

 Cyber Security 5 

 TVA implemented 7x24 security monitoring of the Reliability Control Network, which 6 

includes real-time monitoring, correlation and analysis of security events to known and 7 

unknown threats.  It also issued the ESO Cyber Security Checklist to provide best 8 

security practices and link 9 

Q.   In acting as reliability coordinator, do you believe TVA will enhance reliability for 10 

the Companies’ system? 11 

A. Yes.  The Companies’ system is heavily interconnected with the TVA RA through inter-12 

ties with BREC, EKPC and TVA itself.  Incorporating the Companies into the reliability 13 

region would be a logical extension of the TVA RC given the interconnected nature of 14 

the Companies’ system with the systems of the various members of the TVA RC.  15 

Coordinated studies with ECAR, MAIN, and the other SERC sub-regions indicate that 16 

adequate transmission transfer capability is available on all interfaces to support reliable 17 

operations. 18 

Q. Are there any particular operating circumstances which may be improved by TVA 19 

acting as reliability coordinator for the Companies? 20 

A. Yes.  In real-time, TVA, as the Reliability Coordinator for the Companies, will allow 21 

direct coordination of operational issues among the operating systems as well as 22 
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improved coordination and integration of planned maintenance activities for the BREC, 1 

EKPC, LG&E/KU, and TVA systems.  2 

Q. How does TVA engage in planning today, and how does providing the service for 3 

the Companies dovetail with what TVA is doing now?  4 

A. TVA currently models the Companies’ system and facilities in its reliability models in 5 

order to ensure reliability for the TVA RA.  Incorporating the Companies into the 6 

reliability region would be a logical extension of the TVA RA given the interconnected 7 

nature of the Companies’ system with the systems of the various members of the TVA 8 

RA.  Providing this service to the Companies will enhance reliability coordination for the 9 

TVA RC area by facilitating more frequent communications between EKPC, BREC, 10 

TVA, and the Companies, as well as improved coordination of outages. 11 

  As Planning Authority (TVA PA), TVA will ensure a long-term (one year and 12 

beyond) plan is available for adequate resources and transmission within the TVA RA.  13 

TVA will integrate and assess the plans from the Companies’ transmission planners and 14 

resource planners to ensure those plans meet the reliability standards, and develop 15 

recommended solutions to plans that do not meet those standards. As Planning Authority, 16 

TVA will coordinate transmission system planning efforts with adjoining reliability areas 17 

and in accordance with neighboring Planning Authorities.    18 

 In particular, TVA PA will be responsible for: 19 

• Developing transmission and resource (demand and capacity) system models to 20 

evaluate transmission system performance and resource adequacy; 21 



 12

• Developing and applying methodologies and tools for the analysis and simulation 1 

of the transmission systems in the assessment and development of transmission 2 

expansion plans; 3 

• The analysis of resource adequacy plans; 4 

• Collecting information required for planning purposes; 5 

• Evaluating, from a reliability standpoint, plans for customer requests for 6 

transmission service; 7 

• Reviewing TTC values (one year and beyond) as appropriate; and 8 

• Coordinating the integration of Planning Authority Area plans with neighboring 9 

Planning Authorities to provide a broad multi-regional transmission plan. 10 

 In performing these functions, TVA will: 11 

• Maintain accurate computer models of the current and future Planning Authority 12 

Area and external interconnected power system for internal bulk system planning; 13 

• Evaluate the Planning Authority bulk transmission system’s ability to deliver its 14 

member’s generation resources to native load and maintain a prioritized list of 15 

transmission capacity problems; 16 

• Perform breaker duty studies of the bulk system to ensure that all bulk system 17 

breakers are operated within their interrupting capability; 18 

• Provide data, as required, for NERC and Regional Compliance Programs and 19 

manage the steady state planning criteria and planning standards; 20 

• Study alternative plans for identified bulk system problems for technical and 21 

economic merit and recommend the best solutions; 22 
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• Maintain a chronological plan for the ten-year planning horizon of the additional 1 

bulk system facilities required to deliver generation resources to the native load; 2 

• Develop generation operational guides to maintain steady state transmission 3 

reliability; 4 

• Perform system-wide and regional dynamic and transient stability studies, 5 

reactive analyses, exciter and Power System Stabilizer (PSS) setting studies; 6 

• Support TOs with dynamic and transient stability studies, operational study 7 

checking, and assistance with operating guides; 8 

• Perform non-PSS/E special studies including transformer specification, induced 9 

voltage, electromagnetic transients (EMT), unbalanced loadflow, flicker, 10 

Mathcad/Matlab, voltage collapse, undervoltage load shedding (UVLS), and 11 

optimal power flow (OPF) analyses; 12 

• Compile and integrate system data with TVA system data, convert (if necessary) 13 

to compatible format, and transmit data to partners subject to Regional 14 

Coordination Agreements; and 15 

• Ensure that TVA maintains confidentiality of all confidential system information 16 

provided to it. 17 

Q. Please describe TVA’s participation on the “RTO Council.” 18 

A. TVA is an associate member of the RTO/ISO IT Council, and a charter member of the 19 

RTO Congestion Management Council which is developing and deploying new 20 

congestion management methodologies. 21 

Q. Please describe TVA’s use of state estimator in its reliability operations. 22 
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A. TVA operates two completely separate Advanced Network Analysis (ANA) systems that 1 

perform state estimation and contingency analysis.  Both systems are independently 2 

operated and have dual-redundant computer systems located in and immediately available 3 

at separate TVA control centers.  Models used in both systems are built weekly using 4 

equivalent external area models derived from VAST operating cases maintained intra-5 

monthly for configuration and facility changes within the region. 6 

  The ANA used by TVA Transmission Operations (TO) is a Siemens product, 7 

version TG8000, Rev 7.3.  It covers the region served over the TVA transmission system 8 

and includes parts of the neighboring utility systems adjacent to TVA that are directly 9 

impacted by or have significant influence on flows inside the TVA transmission system.  10 

Portions of the Companies’ system are included in this analysis.  The model used in the 11 

TO ANA currently has 1400 substations with 2200 buses.  It solves in real-time and runs 12 

500 contingencies every 15 minutes.  Only minor expansions of this model are planned 13 

over the next two years. 14 

  The ANA used by the TVA RC is an AREVA product, e-terraplatform 2.2 with e-15 

terrahabitat  5.4.0.  The model used in this system covers a much broader area and 16 

currently includes all of TVA, AECI, BREC, EKPC, EEI, most of LGEE, and parts of 17 

other utility systems adjacent to these areas that impact transmission system operations 18 

for these utilities.  The model size currently has 3600 substations with 5100 buses.  It 19 

solves in real-time and runs 840 contingencies every 5 minutes.  Changes are planned to 20 

include real-time phasor measurements in this model, expand the observable areas further 21 

into the neighboring systems for better wide-area coverage, and activate routine use of 22 

the real-time transient and voltage stability analysis available in this system. 23 
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Q. Overall, do you believe that TVA is a “good fit” to act as the Companies’ Reliability 1 

Coordinator ?  2 

A. Yes I do.  As noted above, TVA has the requisite experience and provides similar 3 

services for entities in Kentucky today.  Furthermore, based on the location of the 4 

Companies’ loads, and certain operating conditions, it makes logical sense for TVA to act 5 

as reliability coordinator for the Companies.  The Companies’ loads are dispersed within 6 

TVA’s Kentucky reliability area already, and operations and planning will be facilitated 7 

if TVA acts as the Companies’ reliability coordinator.   8 

Q. Does this conclude your testimony? 9 

A. Yes, it does. 10 
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1.0 PURPOSE 

1.1 The TVA Reliability Sub-region 

The TVA Reliability Sub-region (referred to as the Sub-region in the remainder of this 
document) consists of the utility entities (referred to as Members in the remainder of this 
document) listed in Appendix A.  TVA performs the reliability functions for the Sub-region 
Members and is responsible for the safety and reliability of the bulk electric system under 
the Standards and Policies set by theNorth American Electric Reliability Council (NERC).   

The TVA Regional Operations Center (ROC) is located in Chattanooga, TN.   It is the 
designated NERC Reliability Coordinator for the Members.  The ROC has been given the 
authority by the members to perform the duties and responsibilities of the NERC Reliability 
Coordinator through the Reliability Coordination Agreements.  TVA provides the services 
and personnel and maintains the facilities of the ROC.  The ROC staff includes Engineers, 
System Operators, technicians, computer programmers and other professionals. 

1.2 TVA Regional Operations Center (ROC) 

1.2.1 Mission Statement 

The mission of the ROC is to provide for the reliable operation of the Sub-region.  This is 
achieved through pro-active, coordinated regional and interregional oversight of the system 
in accordance with all SERC, ECAR, and NERC requirements. 

1.2.2 Responsibilities 

The ROC is responsible for overseeing the operation of the Sub-region’s bulk electric 
system.  This includes monitoring the status of the system to verify that operating limits and 
guides are maintained and to ensure the system is operated in a reliable state.  The ROC 
also works with the Member systems to implement emergency actions to maintain reliability.  
The emergency actions and procedures are as outlined in Section 9 of this document.    

The ROC has important roles in several aspects of Sub-region system operation.  These 
roles, along with the roles of the Sub-region Membership and Sub-region committees, are 
provided below.  The critical roles can be categorized as: 

• Providing pro-active analysis of Sub-region reliability. 

• Responding to real time reliability issues. 

• Providing after-the-fact analysis and reporting. 

• Providing NERC and Regional Standards compliance. 

These roles must be undertaken in the context of the ROC operating as a NERC Reliability 
Coordinator. 
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1.3 Pro-active Analysis of Regional Reliability 

1.3.1 ROC Role 

The ROC provides analysis of next day, next week, next month, next season, and next year 
operations.  Its major concerns are generation operating reserves and transmission system 
reliability. 

These analyses identify potential problems.  To resolve and/or mitigate these identified 
potential problems, the ROC must contact those entities (Sub-region Members and other 
regions) that can affect the potential problems, inform them of the problems ROC sees, and 
direct them to take all necessary steps to operate in a reliable state. 

The individual control area reserves are monitored. The ROC assists the Control Areas in 
arranging for assistance from neighboring areas (control areas, regions, etc.) and issues 
operating reserve deficiency alerts as appropriate 

In the transmission area, there are several functions: 

• The ROC will assemble and coordinate critical equipment outage schedules.  If 
necessary, this may include checking that each outage is addressed in an appropriate 
operating guide. Through the Sub-region Operating Committee (OC) requirement for 
appropriate operating guides and through involvement in mediation when conflicting 
outages negatively impact system reliability, outages will be coordinated and reliability 
maintained. 

• The ROC will perform reliability analysis to ensure that the system will be reliable from 
current hour through the next 13 months.  This analysis will use real-time data, the 
outage schedules, load forecasts, generation unit availabilities, interchange schedules, 
and any forced outages supplied by the Members. 

• The ROC may maintain current postings on OASIS for some Members.  Other 
Members will maintain their own OASIS postings. 

• In evaluation of future operation, the ROC will evaluate Regional and Interregional 
reliability concerns and will communicate them to the Membership.  If reliability studies 
indicate a problem, the ROC will initiate correction of the problem through the 
applicable Sub-region procedures. 

• The ROC will coordinate planning for and execution of system restoration. 

1.3.2 Members Role 

In order for the ROC to fulfill the role defined above, it is essential for all Sub-region 
Members to supply the relevant data to the ROC as required. 

When the ROC establishes that a reliability risk exists and directs the Member to take steps 
to alleviate the risk, that Member must act responsibly and quickly. 
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1.3.2 Members Role (continued) 
 

 

It is recognized that the ROC has the responsibility to identify potential problems and to 
contact whichever Members it believes are in a position to alleviate the problems.  The 
Members, through the requirements set forth in the Reliability Coordination Agreement, 
have an obligation to act to maintain reliability in the Sub-region.  Members must comply 
with directives from the ROC since they are being supplied from Regional and Interregional 
perspectives.  Similarly, since the ROC may not be aware of or be able to identify local 
problems, Sub-region Members must provide information on local problems that might 
impact regional operation, to the ROC. 

1.4 Responding to Current Reliability Issues 

1.4.1 ROC Role 

The ROC will assemble a comprehensive picture of Sub-region operation, capturing load, 
generation, flowgate flows, and topology information and estimating a first contingency 
picture of the Sub-region in real-time.  The ROC will monitor system conditions and will flag 
overloads, potential violations of Operating Security Limits (OSL) and voltages.  If an OSL is 
being violated, the ROC will inform the Member system(s) and require correction of the 
problem. 

The ROC will be communicating in real time with other regions/RTOs when necessary. 

Other real time functions include: 

A. Administer TLR or other curtailment procedures. 

B. Ensure that all NERC tags are made available to the NERC Interchange Distribution 
Calculator (IDC), and that all Members’ transactions are Tagged. 

C. Update database for SDX and RCIS. 

D. Administer operating guides for Members, as delegated. 

E. Coordinate emergency procedures 

F. Coordinate restoration procedures 

1.4.2 Members’ Role 

As noted above, it is vital that the Members provide correct, current data to the ROC. 

Control Areas will maintain their own reserves on a continuous basis, provide accurate 
information to the ROC, and notify the ROC of any deficiencies. 

1.5 Providing “After the Fact” Analysis and Reporting 

1.5.1 ROC Role 

Based on protocols approved by the Sub-region OC or its subcommittees, the ROC will 
perform several compliance data gathering and processing functions.  These include: 
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1.5.1 ROC Role (continued) 
 

 

 

• TLR reports and audits and analysis for same. 

• EEA reports and analysis for same. 

• Audit logs. 

• Standards of Conduct reporting. 

1.5.2 Member Role 

Member Control Areas will continue to provide Control Area reporting functions. 

1.6 Other Roles 

The ROC will be involved in interregional affairs including NERC business.  It will generate 
reports for a wide range of groups and regulatory bodies on behalf of the Members. 

2.0 RELIABILITY COORDINATOR OPERATING CRITERIA 

NOTE 
 

In the following, the BOLDED, CAPITALIZED sentences reflect NERC Policy requirements. 

A. MUST HAVE CLEAR SET OF RESPONSIBILITIES FOR WHEN, WHERE, AND HOW 
TO TAKE ACTION 
 
The responsibility of the ROC is to oversee the operation of the bulk transmission 
system in the Sub-region.  The ROC System Operators monitor the status of the power 
system to verify the system is within the operating limits and guides.  Emergency 
actions and responsibilities are defined in Section 9 of this document.  Through 
coordination with the transmission provider, the ROC may curtail schedules to 
eliminate an Operating Reliability Limit by using the NERC TLR procedure.  Details of 
the responsibilities are defined in the Operating Agreements (Appendix C), the 
Reliability Coordination Agreements (Appendix C), and the Operating Procedures 
documents (Appendix D). 

B. MUST HAVE KNOWLEDGE OF CURRENT AND PLANNED CRITICAL FACILITY 
STATUS 
 
Knowledge regarding the status of the Sub-region power system is made available via 
real-time and near real-time data sent to the ROC by the Sub-region Members.  Forced 
transmission and generation outages are reported to the ROC by the Sub-region 
Members via e-mail, the ppRTG web-site, and ISN data.  Knowledge of the TVA 
system is through direct SCADA. 



ESO Standard 
Processes and 

Procedures 

 
TVA Sub-Region Reliability Plan 

ESO-RA-SPP-10.200 
Rev. 0 
Page 9 of 33 

 
2.0 RELIABILITY COORDINATOR OPERATING CRITERIA (continued) 
 

 

C. MUST HAVE AUTHORITY TO ACT AND TO DIRECT ACTIONS TO BE TAKEN BY 
OTHER OPERATING AUTHORITIES WITHIN THE RELIABILITY AREA 
 
The NERC and Sub-region operating policies and procedures provide the foundation 
for which the ROC operates.  It is recognized that the TVA Reliability Coordinator has 
the responsibility to identify potential problems and to contact whichever Members it 
believes are in a position to alleviate the problems.  The Members, as stated in the 
Reliability Coordination Agreements, are required to take action as directed by the TVA 
Reliability Coordinator to maintain reliability in the Sub-region.  Members must comply 
with directives from the ROC since they are being supplied from Regional and 
Interregional perspectives.  Similarly, since the ROC may not be aware of or be able to 
identify local problems, Sub-region Members must provide information on local 
problems that might impact regional operation, to the ROC. 

D. MUST ACT IN THE INTEREST OF THE RELIABILITY OF THE OVERALL REGION / 
INTERCONNECTION BEFORE ANY OTHER ENTITY – CONTROL AREA, 
PURCHASING SELLING ENTITY, ETC. 

1. The primary responsibility of the ROC is to maintain reliability of the bulk electric 
system.  This includes analyzing and performing studies on the power system to 
detect possible loading or stability problems, and working with Member systems 
to eliminate these problems when they occur.  This is achieved by analyzing and 
evaluating near real-time flow data sent by the Member systems and external 
systems and developing power flow models that represent the current 
configuration of the power grid.  These studies help determine the status of the 
power system as a whole and the Member system individually.   

2. The ROC represents the Sub-region as the Reliability Coordinator and performs 
these functions.  The ROC and the employees within the ROC, have functional 
and physical separation from the affiliated marketers of the entities for which the 
ROC provides reliability services.  All generation/marketing information is kept 
confidential and is used by the ROC solely for power system evaluation purposes. 

E. MUST HAVE ADEQUATE STAFF AND FACILITIES 

1. ROC OPERATIONS 
 
The ROC operates on a continuous basis, 365 days a year.  The ROC operation 
department includes Electrical Engineers trained in load-flow analysis, and a staff 
of System Operators that maintain 7x24 system monitoring coverage.  
Engineering Managers and System Operators are NERC certified.  Each position 
has its own job description including the requirements and expectations of that 
position as well as training requirements and qualifications that must be met 
before one is considered for promotion.      
           
           
           
  

2. TRAINING 
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2.0 RELIABILITY COORDINATOR OPERATING CRITERIA (continued) 
 

 

In addition to the standard training program which is available to all TVA 
employees, the ROC employees may also receive specialized training from two 
different trainers and from ROC Reliability Engineering as well.  The ROC has 
developed an extensive training program which all ROC operating personnel must 
pass.  This specialized training is aimed toward helping the employee attain TVA 
specific skills and knowledge and maintain NERC certification.  Once NERC 
certification has been achieved, the employee then maintains his/her skills and 
NERC certification via continuing education. 

• Some of the specific training subjects include: 

• The Basics of Power System Operations - TVA specific skills and knowledge 

• EPRI Power Systems Operations 

• NERC Policies 

• Preparation for NERC Certification 

• Power System Emergency and Restoration 

• Operating Procedures and Guides 

• Reliability Coordinator’s Tools and Information Systems (e.g. RCIS, IDC, ISN,    
 EEA, TLR, etc.) 

• Miscellaneous Computer Skills (e.g. Windows, Excell, Word, etc.) 

In addition extensive job related electric industry experience is required.  This may 
include Hydro, Fossil, or Nuclear generation experience; or, experience in either 
bulk transmission or Control Area operations. 

In the near future, a simulator will also be available for training.  It will have 
identical consoles, displays and software tools which are used within the ROC. 

3. FACILITY/RELIABILITY 
 
The ROC facility is a state-of-the-art facility that includes a wide array of 
equipment used by the ROC Operators.  The entry and exit gates are controlled 
by computer and operate via the use of a personal employee access card.  All 
doors of the ROC building itself require card access.  Only Sub-region personnel 
who have specific authority or reason to enter the ROC have the ability to do so.  
The entire grounds, internal and external, are monitored with cameras. 
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2.0 RELIABILITY COORDINATOR OPERATING CRITERIA (continued) 
 

 

4. COMMUNICATIONS 
 
The primary data communication systems in the Sub-region are phone, e-mail 
and the ppRTG web-site.  The ppRTG web page provides an avenue by which 
documents, information and other data related to TVA and the Members can be 
shared.  This program provides password access only protection for the 
documents and information which might be considered sensitive by TVA and the 
Members.  The ROC also has dedicated voice and video conferencing capability.   

5. TOOLS 
 
The ROC receives SCADA at a four second update rate and ISN data that 
updates at least once every thirty seconds.  These data points are sent from the 
Sub-region Members via ICCP over the ISN (see Section 4.0) and are input to a 
Tele-Gyr Network Application System. 

F. MUST BE PHYSICALLY AND FUNCTIONALLY SEPARATE FROM ANY 
WHOLESALE MERCHANT.  MUST NOT PASS ON INFORMATION OR DATA TO 
ANY WHOLESALE MERCHANT FUNCTION THAT IS NOT MADE AVAILABLE 
SIMULTANEOUSLY TO ALL SUCH WHOLESALE MERCHANT FUNCTIONS 
 
The ROC and the employees within the ROC are physically and functionally separate 
from any affiliated marketing entity of any Member.  All generation/marketing 
information is kept confidential and is used by the ROC solely for power system 
evaluation purposes.  TVA has signed the NERC Data Confidentiality Agreement and 
all ROC personnel have completed the TVA Standards of Conduct training.  In addition 
all ROC personnel are subject to the NERC Reliability Coordinator Standards of 
Conduct.  In like fashion, the Members also maintain Standards of Conduct. 

3.0 RELIABILITY COORDINATOR FUNCTIONS 

A. MONITORING PARAMETERS THAT MAY HAVE SIGNIFICANT IMPACTS 
 
The ROC receives real-time and near real-time system data from the Sub-region 
Membership.  These data points are input to the Tele-Gyr SCADA system.  From this 
point, they feed into a wide array of computer applications. Critical facilities outside and 
bordering the Sub-region are also monitored.   

B. MONITORING/DETECTING PARALLEL AND LOAD SERVING FLOWS 
 
The ROC uses a number of tools to evaluate the status of the power system as well as 
determining or predicting the status in the near future.  The Sub-region Flow Gate 
Monitor is used by the ROC System Operators to look ahead at the impact of the worst 
first contingency.  The NERC Interchange Distribution Calculator (IDC) and Flow 
Impact Study Tool (FIST) are used by the ROC System Operators to look ahead at the 
impact of interregional schedules to determine the loading effect on Sub-region 
constraints. 
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3.0 RELIABILITY COORDINATOR FUNCTIONS (continued) 
 

 

C. CONFIDENTIALITY 
 
Confidentiality of all operations data that is market sensitive is maintained.  TVA is a 
signatory to the NERC Confidentiality Agreement, and all ROC staff members are 
trained in the requirements of the TVA Standards of Conduct.  The procedures the 
ROC follows when distributing TLR reports have been developed through NERC 
committees. 

D. AVAILABILITY/SHORTAGE OF OPERATING RESERVES TO MAINTAIN 
RELIABILITY 
 
The responsibility of maintaining adequate reserves lies upon the control areas within 
Sub-region.  The ROC monitors the reserves of the Members and assists the Members 
in obtaining additional capacity when reserves are deficient.  These actions may 
include declaration of Energy Emergency Alert (EEA) levels for the energy deficient 
Member. 

E. ACTUAL FLOWS VERSUS LIMITS AT KEY FACILITIES 
 
Knowledge regarding the status of the Sub-region power system is made available via 
real-time and near real-time data sent to the ROC by the Sub-region Members.  Forced 
transmission and generation outages are reported to the ROC by the Sub-region 
Members.  The ROC Operators monitor critical facilities and transmission elements per 
the defined operating guides and limits. 

F. TIME ERROR CORRECTION NOTIFICATION 
 
The ROC is the time monitor for the Sub-region.  Operating procedures and computer 
applications are in place to perform these functions.   

G. SOLAR MAGNETIC DISTURBANCES 
 
The ROC is responsible for notifying the Member Control Areas of SMD forecasts and 
will assist the CAs in their response plans. 

H. RELIABILITY ISSUES OF OTHER REGIONS 
 
The Sub-region Reliability Coordinator participates in NERC, SERC, and ECAR Hotline 
calls and communicates with other Reliability Coordinators to address Regional 
problems.  

I. SYSTEM FREQUENCY AND RESOLUTION OF SIGNIFICANT FREQUENCY 
ERRORS, DEVIATIONS, AND REAL-TIME TRENDS 
 
The ROC Operator monitors system frequency on a continuous basis.  The ROC 
Operator will share this information on the NERC Hotline and RCIS when appropriate.  
In addition, the ROC monitors system frequency in five locations (two at Sub-region 
and one at each of the other Members) throughout the Sub-region in order to identify 
system separation.   
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3.0 RELIABILITY COORDINATOR FUNCTIONS (continued) 
 

 

J. SHARING WITH OTHER RELIABILITY COORDINATORS ANY INFORMATION 
REGARDING POTENTIAL, EXPECTED, OR ACTUAL OPERATING CONDITIONS 
THAT COULD IMPACT OTHER RELIABILITY AREAS  
 
The ROC shares power system information via the ISN per section four of the Sub-
regional Reliability Plan.  All Sub-region generation and transmission information is 
transferred to NERC via System Data eXchange (SDX) data.  The ROC System 
Operator relays critical operating information to the Sub-region Membership and to the 
NERC Reliability Coordinators via the Reliability Coordinator Information System 
(RCIS).  In addition, the ROC System Operators use NERC IDC and FIST to look 
ahead in order to detect upcoming loading problems. 

K. AVAILABILITY/SHORTAGE OF INTERCONNECTED OPERATIONS SERVICES 
REQUIRED 
 
The Sub-region Reliability Coordinator will and does assist the Sub-region Control 
Areas in arranging assistance from neighboring areas.  The ROC System Operator 
uses the NERC hotline and RCIS to inform other Reliability Coordinators regarding an 
emergency condition and the need for assistance.   

L. INDIVIDUAL CONTROL AREA OR RELIABILITY AREA ACE 
 
The ROC will monitor the individual Control Area ACE and the Sub-regional ACE.  
Sub-region control area and regional performance for “disturbance criteria standards” 
surveys are performed per the policies and procedures described in Section 6. 

M. USE OF SPECIAL PROTECTION SYSTEMS 
 
 No special protection systems are used within the TVA Reliability Area.  

N. CONTROL AND RESTORATION OF ISLANDED AREAS  
 
The ROC receives multiple frequency readings from specific areas in the Sub-region 
that would be utilized during separation.  Details of Emergency and Restoration Plans 
and Procedures are contained in Appendix E. 

O. ENSURE THAT THE RELIABILITY COORDINATOR STAFF ADHERE TO THE 
DATA CONFIDENTIALITY AGREEMENT  
 
Every ROC employee is subject to the NERC Data Confidentiality Agreement and is 
trained in the TVA Standards of Conduct.  NERC Certification training and on the job 
training ensure that the employee is awae of the requirements for data confidentiality. 

Procedures have been established to address reported violations of the confidentiality 
agreement. 
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3.0 RELIABILITY COORDINATOR FUNCTIONS (continued) 
 

 

P. ASSUME THE RESPONSIBILITY FOR THE SAFE & RELIABLE OPERATION OF 
THE BULK INTERCONNECTED TRANSMISSION SYSTEM IN ACCORDANCE WITH 
NERC, REGIONAL, AND SUB-REGIONAL PRACTICES 
 
The ROC Operators monitor and operate the bulk electric power system to ensure the 
system is maintained within defined operating limits and guides.  As defined in the Sub-
region Reliability Plan, the Operators and the Members implement or direct emergency 
actions as required.  This working relationship is defined in Section 9 of this document 
while specific plans and procedures are included in Appendix E.  The NERC and Sub-
region operating policies and procedures provide the foundation upon which the ROC 
operates. 

Q. DETERMINE THE DATA REQUIREMENTS TO SUPPORT THE RELIABILITY 
COORDINATOR FUNCTION AND COORDINATE FOR THE PROVISION OF SUCH 
DATA 
 
The OC will determine the data requirements for Reliability Coordination of the Sub-
region.  Other improvements needed for the ROC, as determined by the OC, may 
involve changes mandated by NERC policy or by the Sub-region Membership.   

R. PROVIDE, OR ARRANGE PROVISIONS FOR, DATA EXCHANGE TO OTHER 
RELIABILITY COORDINATORS VIA THE INTERREGIONAL SECURITY NETWORK 
 
The ROC shares power system information via the ISN per Section 4.0 of this Sub-
region Reliability Plan. 

S. CONDUCT RELIABILITY ASSESSMENT AND MONITORING PROGRAMS TO 
ASSESS CONTINGENCY SITUATIONS 
 
The ROC performs reliability analysis to help determine possible problems or situations 
on the power system by using a PTI steady state power flow model.  The model 
contains the predicted configuration and loading for the peak hour of the Sub-region.  
Real-time first contingency analysis is performed by distribution factors applied to the 
real-time telemetry and near real-time ISN data on flow-gate flows.  The list of flow-
gates that are used for this analysis is continually updated as changes to system 
topology, generation, and load occur.  Plans call for the implementation of a real-time 
reliability analysis using the Tele-Gyr advanced applications package.   

T. THE RELIABILITY COORDINATOR WILL ENSURE EACH CONTROL AREA HAS A 
RESTORATION PLAN 

The RC and Members will ensure that each Control Area has a Restoration Plan.  
These plans will be revisited and revised periodically as changes to the system may 
dictate.  The Restoration Plan will be implemented when required as delineated in 
Section 9 of this document.  Specific plans are included in Appendix E. 
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3.0 RELIABILITY COORDINATOR FUNCTIONS (continued) 
 

 

U. RUN VOLTAGE COLLAPSE STUDIES 
 
Voltage Collapse evaluations and studies are performed by the Sub-region Control 
Areas.  The Sub-region Standing Operating Guides include voltage collapse evaluation 
data.  

V. PROVIDE OTHER COORDINATION SERVICES 
 
All important and critical information is communicated from the ROC to the NERC 
Reliability Coordinators via the RCIS.  All important and critical information attained via 
NERC Reliability Coordinators is communicated to all Sub-region Members via e-mail, 
the public power Regional Transmission Grid (ppRTG) web page or telephone. 

4.0 OPERATIONS RELIABILITY INFORMATION, INTERREGIONAL SECURITY NETWORK 
(ISN) 

Availability of Operational Reliability Information 

Each Operating Entity in the Sub-region that does not communicate with the ROC via 
SCADA is required to provide Transmission System data to the ROC at a 5-minute or faster 
update rate through the NERC Interregional Security Network (ISN).  The ROC maintains 
SCADA and ICCP systems that collect the data and distribute it to various applications.  
These systems also are used to exchange data with other Reliability Coordinators via the 
ISN.  Sub-region data exchanged over the ISN is updated at a 30 second interval, 
regardless of the timing of the incoming data.  These systems are also capable of 
exchanging data received via the ISN to Sub-region Operating Entities companies who sign 
the NERC data confidentiality agreement. 

The following is a summary of each Operating Entity’s near term plans for supplying near 
real-time power system data: 

 
Control Area 

Data Source 
TVA Transmits data via ICCP and SCADA 
AECI Transmits data via ICCP 
BREC Transmits data via ICCP 
EKPC Transmits data via ICCP 

 
IPP Control Area Data Source 

Red Hills TVA SCADA 
Batesville Generation BCA/TVA  SCADA 
Brownsville Power TVA SCADA 
Caledonia Power I  TVA SCADA 

New Albany Power I DEAM SCADA 
Gleason Power AEGL SCADA 

Duke Energy Marshall DEMK SCADA 
Duke Energy "Looper's Farm" DEMT/SOCO ICCP 
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4.0 OPERATIONS RELIABILITY INFORMATION, INTERREGIONAL SECURITY NETWORK 

(ISN) (continued) 
 

 

Decatur Energy Center  TVA SCADA 
Bolivar TVA SCADA 

 

5.0 EVALUATING SYSTEM CONDITIONS / PERFORMING RELIABILITY 
ANALYSIS / SHARING INFORMATION 

5.1 Building Sub-region Analysis Models 

5.1.1 General 

This document is intended to reflect the policies and procedures used by the ROC to 
perform reliability analysis and to ensure the bulk power system can be operated in 
anticipated normal and contingency conditions.  These policies and procedures reflect the 
implementation of the ROC mission statement, and relevant actions by Sub-region 
Committees.  If a situation occurs that is in conflict with the policies described in this 
document, the Reliability Engineers will revert back to an existing operating guide and/or 
provide conflict resolution between parties if the conflict occurs in the operation timeframe 
otherwise it will go before the appropriate Sub-region committee(s). 

This document will be updated periodically based on decisions by the Sub-region 
Committees as to what functions the ROC is to perform.  The ROC also may update this 
document on how those functions are implemented.   

The policies and procedures address the following topics: 

A. Role of the ROC Reliability Engineers  

B. Role of the ROC System Operators 

C. Role of the Members 

There is a separate section in this document for each of the above three items.  This 
document also contains appendices with specific information related to ROC Support.  
Cross-references to other sections and appendices of the document are included where 
appropriate. 

5.1.2 Introduction 

The ROC provides a current hour and next day through next 13 month operations.  The 
look-ahead must flag potential problems.  To resolve and/or mitigate potential problems, the 
ROC will assemble and coordinate critical equipment outage schedules while checking that 
each outage has an appropriate operating guide if necessary.  The ROC Reliability 
Engineers and ROC Operators will perform contingency analyses when warranted, to 
ensure the system will be reliable for current and future operations.  This function will use 
the real-time data, outage schedules, load forecasts and generation commitments and 
outages supplied by the Members.  The ROC Reliability Engineers will keep abreast of 
regional reliability and planning studies completed for the next month, next season, next 
year, and out year timeframes. 
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5.2 Role of the ROC Reliability Engineers  

The goal will be to have the Reliability Engineers trained to use the PTI software including 
Maximize Utilization of System Transmission (MUST), TLTG for Transmission Transfer 
Capability, and Power System Simulator Engineering (PSSE).  They will also be trained in 
using the Real-Time First Contingency Analysis tool (RTFCA).  This tool is based on 
distribution factors, calculated off-line and/or by NERC IDC, which are applied to real-time 
and near real-time flows on flowgates supplied by SCADA and ISN.  In the future the 
Reliability Engineers will also implement on-line Transfer Capability Evaluation (TRACE) and 
the Advanced Applications State Estimator (SE) and Real Time Contingency Analysis 
(RTCA) on the Tele-Gyr system.  The target date for Advanced Real-Time Applications is 
January 2004.  The Reliability Engineers shall have a common approach for setting up base 
cases and a common understanding of which contingency simulations need to be run on an 
as needed basis.  The Reliability Engineers shall understand the issues facing the operator 
and locate the necessary information (outage schedules, contingencies to simulate) to run 
reliability simulations.  The Reliability Engineers shall interpret the results and disseminate 
the results to the operators.   

To be compliant with NERC policies, the Sub-region has developed a web page for the 
Reliability Coordinators.  The ROC Reliability Engineers and System Operators will post the 
conditions for current day, next day, and out through 13 months. 

The ROC RELIABILITY ENGINEERS: 

• Will perform or obtain assistance from the Planning Section to perform stability studies 
involving current conditions or in emergency situations as needed. 

• Will support the OC as questions arise regarding model solution or Member-created 
operating guides. 

• Will look at all outages with emphasis on the current and next-day.  

• Can support Member companies and/or Sub-region committees in instances where an 
issue or question has arisen and/or when a constrained interface is affected.   

• Can support Member companies and/or Sub-region Committees, as time permits, to 
perform comparison studies in non-emergency situations. While this is not required, it 
may be an area where the ROC can provide additional service to the Members. 

A. STABILITY STUDIES 
 
As a transmission outage occurs, the ROC Reliability Engineers will work with the 
Transmission Operators to manage any real-time loading problems and will provide 
required studies.  For stability issues, existing operating guides will be utilized until the 
TP Planning departments perform studies to produce solutions. 

B. THERMAL STUDIES 
 
The ROC performs thermal studies on the Sub-region contingencies.  Currently, the 
ROC creates power flow models of the peak hour for the current day through 13 
months and performs contingency analyses on these models.  Real time thermal 
contingencies are being performed using the Tele-Gyr flowgate monitoring displays. 
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5.2 Role of the ROC Reliability Engineers  (continued) 
 

 

C. NEAR REAL TIME STUDY ANALYSIS 
 
Distribution factors combined with real-time SCADA and near real-time ISN data are 
used to monitor first contingency Operating Security Limits (OSL).  In the future the 
Reliability Engineers will also implement TRACE and the Advanced Applications (SE 
and RTCA) on the Tele-Gyr system.  The plan is for the System Operators to have the 
real-time tools to perform real-time Contingency Analyses. 

D. UPDATING CURRENT DAY CONTINGENCY ANALYSIS 
 
Each morning the ROC Reliability Engineers will participate in a conference with the 
Sub-region Members to discuss the current day conditions and the health of the power 
system.  This includes any changes on the system that have taken place during the 
previous hours.  The ROC Reliability Engineers will then update the current day model 
for current and next day conditions, perform contingency analysis and post this critical 
information.  If there are significant impacts to the sub-region transmission grid, that 
information will be communicated to the Transmission Providers. 

E. CREATING NEXT DAY CONTINGENCY ANALYSIS 
 
In the afternoon, the ROC Reliability Engineers will obtain all information identified in 
the study criteria section and create the model for the next day.  The contingency 
analysis will be run for evaluation of the next day. 

F. STUDY CRITERIA SECTION 
 
The ROC Reliability Engineers will perform this task according to the process defined 
in the “TTC/ATC Calculation Process.”  The on-call Reliability Engineer will make 
necessary changes to the model and re-run the studies if necessary. 

5.2.2 Role of the System Operators 

The System Operator will notify the on-call Reliability Engineer of any major unscheduled 
outages on the bulk transmission system.  The on-call Reliability Engineer will make 
necessary changes to the model and re-run the next-day studies, if necessary. 

Until real-time Stability analysis tools become available, the ROC cannot perform stability 
studies that meet the 30-minute criteria.  Therefore, stability criteria will be conservatively 
followed to maintain grid reliability.  

RELIABILITY COORDINATOR ppRTG WEB PAGE  

The Sub-region Reliability Coordinator web page includes the current Sub-region system 
conditions, TLR information, and Sub-region contingency analysis information for current 
day through 13 months.  This web page is password protected.  
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5.2.3 Role of the Member 

Members shall supply the TVA reliability Coordinator with all data required by the RC for 
reliability studies and analyses of the power system.  The results will be shared among the 
parties. Member companies also shall abide by the decisions of the Operating Committee. 
Members shall participate as required in conference calls with the RC to coordinate 
maintenance schedules and other reliability issues. 

MEMBER SYSTEM DATA USED TO PERFORM RELIABILITY ANALYSIS 

1. Generator availability  
2. Generation and Transmission Outage Schedules (Current to 13 Month) in NERC SDX 

data format. 
3. Load forecast, operating reserves, net interchange (Current to 13 Month) in NERC SDX 

data format. 
4. Transmission Maintenance schedules (10 day short term outlook) 
5. Load forecast (10 day short term outlook) 
6.  Daily conferences to capture changes to Member’s operation plans. 
7.  Scheduled Tags. 

DATA FROM BORDERING REGIONS WILL ALSO BE USED 

1. Major generation outages (>100 MW) 
2. Major transmission outages 
3. Data changes via Conference Calls. 

OTHER VITAL INFORMATION USED 

1. IPP future plans 
2. Firm transmission requests 
3. NERC System Data Exchange 
4. NERC Reliability Coordinator Information System 
5. EPRI Tag Net Program 

6.0 IMPACTS OF PARALLEL FLOWS AND UNCOORDINATED 
RESERVATION AND SCHEDULING ON TRANSMISSION RELIABILITY 

6.1 Introduction 

The ROC will participate on NERC working groups and task forces to promote Inter-
connection wide evaluation and mitigation of adverse impacts of loop flows. 

6.2 Flow-Based Tools and Procedures Developed in the Sub-region 
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6.2 Flow-Based Tools and Procedures Developed in the Sub-region (continued) 
 

 

FIST - Flow Impact Study Tool 

TVA participated as a core development task force member on the NERC Flowbased Task 
Force.  This task force developed and implemented the FIST (Flow Impact Study Tool) for 
the whole Eastern Interconnection.  TVA has acquired the FIST software license and can 
access FIST via the NERC Interchange Distribution Calculator (IDC).  The FIST tool and 
related information are helping TVA to monitor all flowgates on the Eastern Interconnection.  
Thus, to ensure that current NERC Policy requirements are achieved and that an over-
subscription of the network (resulting in repeated TLR incidences) does not routinely occur. 

On - Line TRACE - Simultaneous Transfer Evaluation Tool 

Unprecedented thermal/voltage problems have caused numerous TLRs on the Eastern 
Interconnection. Granting of transmission services based on non-simultaneous contract path 
transfer capabilities were often found as source of these grid over-subscription problems.  In 
fact, the EPRI TagNet survey revealed the North to South (10,000mw+), West to East 
(10,000mw+), South to North (8000mw+) heavy transfer levels were commonly found 
during the past few years.  TVA participated as co-chair on the Pre-season Security 
Assessment Study Team (PSAST),  and used the On-Line TRACE tool to identify potential 
constraints for each transfer pattern.  The identified constraints help system operators to 
closely monitor and provide operating procedures/remedial actions to resolve any Operating 
Security Limit Violation (OSLV).  TVA has purchased an On - Line TRACE software 
license and is implementing on line TRACE simultaneous transfer analysis in the ROC.  

PowerWorld Real Time Retriever 

TVA has implemented the PowerWorld ReTriever Real-Time Monitoring System.  This flow-
based visualization tool is designed to help system operators and reliability personnel to 
monitor and display the current state of the system and raise alarms when conditions of 
concern are detected.  Real time SCADA input is converted into easy to understand voltage 
contour and MW/MVAR flow arrows.  System Operators are then able to monitor the health 
of TVA’s transmission system with a glance.  This user friendly visualization tool allows the 
user to enable a variety of system health indicators and create an easy-to-read, visually 
appealing and easy to understand display. 
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6.2 Flow-Based Tools and Procedures Developed in the Sub-region (continued) 
 

 

IDC - Interchange Distribution Calculator 

In support of the NERC TLR congestion management methodology and policy, TVA uses 
IDC as a flow-based tool to manage congestion and thereby adhere to NERC’s TLR policy 
and procedures.  The IDC principal program components are: transaction source and sink 
input, transaction database, transmission grid PTDFs (Power Transfer Distribution Factor) 
matrix, flow-gate information output, transmission loading relief calculations, congestion 
management, reallocation and curtailment notification.  IDC is installed at each of the 
Eastern Interconnection Reliability Coordinator centers via frame relay connection or dial up. 
The Control Areas (CA) within each Reliability Area (RA) will continue to be the first line of 
defense for monitoring loading on their respective transmission systems. The NERC TLR 
procedure is initiated by a Reliability Coordinator (RC) at the RC's own request, upon the 
request of a Transmission Provider (TP) to its RC, or upon the request of a CA to its RC. 
When transmission relief is required, the RC will notify CAs within its Reliability Area of the 
required curtailments and will notify RCs outside its Reliability area of the required 
curtailments through their respective CAs. Description of the Sub-region Generation and 
Transmission System 

6.3 Description of the Sub-Region Generation and Transmission System 

Approximate Generating Capacity 
AECI –   3,400 MW  
BREC – 1,400 MW 
EKPC –   2,300 MW 
TVA –           30,000 MW 
IPPs – 6,000 MW 
Total –          43,100 MW 

  
AECI Participating Transmission Facilities  
1.  69kV includes radial lines but no distribution load stations 
2.  161kV excludes 161kV distribution subs owned by our member cooperatives 
3.  GSU transformers and auxiliary equipment are not included 
 
TVA Participating Transmission Facilities 
1. All 500KV lines and substation equipment  
2. All 345KV lines and substation equipment 
3. All 230KV lines and substation equipment 
4. All 161KV lines and substation equipment 
5. All 138KV lines and substation equipment 
6. All 115KV lines and substation equipment 
7. All 69KV lines and substation equipment 
8. All 46KV transmission facilities 
9. GSU transformers and auxiliary equipment are not included 
 
Big Rivers Participating Transmission Facilities 
1. 345 kV transmission facilities 
2. 161 kV transmission facilities 
3. 138 kV transmission facilities 
4. 69 kV transmission facilities  
5. GSU transformers and auxiliary equipment are not included 



ESO Standard 
Processes and 

Procedures 

 
TVA Sub-Region Reliability Plan 

ESO-RA-SPP-10.200 
Rev. 0 
Page 22 of 33 

 
 TVA Participating Transmission Facilities (continued) 
 

 

East Kentucky Power Corp. Participating Transmission Facilities 
1. 345 kV transmission facilities 
2. 138 kV transmission facilities 
3. 161 kV transmission facilities 
4. 69 kV  transmission facilities 
5. Includes existing radials and generation step-up transformers.   
6. Does not include any distribution substations 

6.4 Sub-region ATC Calculation Methodology 

A. FIST – FIST provides advanced informa tion on potential impacts of schedules on key 
flow-gates on the Eastern Interconnection.  Scheduling information is made available to 
Reliability Coordinators, Transmission Providers, Control Areas, and most importantly, 
Power Serving Entities.  FIST leverages from existing IDC capabilities and applies the 
same models to analyze transaction schedules that are used for Transmission Loading 
Relief procedures.  FIST examines transactional impacts for the whole Eastern 
Interconnection and provides better coordination of schedules, thus improving ATC 
coordination.  FIST shows remaining capacity on a flow-gate and distinguishes flow-
gate loading by priority (Point To Point vs. network uses) for the current hour to the 
next 36 hours.  FIST allows the market participants to proactively help reliability by 
responding to congestion conditions voluntarily 

B. Power Flow Model – Power-flow models used in this analysis are the same models that 
are built on a regional basis for use by the region and the transmission providers to 
assess transfer capability.  Since this model is being used to calculate incremental flows 
only, the power-flow model used in the impact calculation need only reflect the correct 
connectivity of the power system 

C. Transmission Outage Schedule - To reflect the correct connectivity at any given time, 
the power-flow model is modified to reflect the current transmission outage schedule.  
Transmission outage schedule data is provided to the Sub-region Center on a 
continual basis.  The outage schedule can be updated at any time. 

6.5 ATC Coordination 

Efforts are currently under way to develop common models with SETRAN in order to 
coordinate ATC calculations.  Efforts are also being made with MISO to exchange data and 
to coordinate ATC. 

Following are examples of current coordination activities. 

6.5.1 Intra-regional 

• 3:00 am Operators' Conference Call 

• SERC FTP site 

• SERC ATC Working Group 
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6.5.2 Interregional 

• NERC/MAIN Morning Conference Call 

• NERC ATC Coordination Working Group 

• MISO FTP Site 

• PSAST Study Team 

6.6 Ongoing Developments 

Advanced Applications 

Procurement and implementation of Advanced Applications is underway.  Initial 
implementation is scheduled for January 2004.  The functions to be included in this software 
are:  State Estimator, Real-Time Load Flow, Contingency Analysis, Optimal Power Flow, 
and Stability Analysis for the entire TVA Reliability Area footprint. 

Standard Market Design 

TVA is investigating SMD implementation. 

7.0 CONSTRAINED INTERFACES (FLOWGATES) 

Dynamic stability, voltage stability, steady-state voltage, as well as thermal constraints limit 
transfer capability in the Sub-region.  Flow-gates are chosen as an indicator (or proxy) of the 
limiting phenomenon.  The limiting phenomenon is translated into a TTC on these Flow-
gates.   

7.1 Intra-regional: 

TVA performs daily, weekly, and monthly load flow studies with appropriate load forecast, 
transmission and generation outages, transmission reservation and schedule transactions.  
The end result is a list of internal Sub-region constrained flow-gates for current day to 
thirteen months (Summer and Winter seasons).  Operating procedures are developed for 
the TVA Reliability footprint on these expected constrained facilities. A list of these real time 
constraints are added to the TVA TeleGyr real time monitoring pages. 

7.2 Interregional: 

TVA participates in SERC and NERC reliability study groups: 

SERC VST/VAST Study Groups coordinate with SERC members and identify winter and 
summer flow-gates. 

NERC Regional Reliability Study Groups coordinate with NERC members and identify winter 
and summer flow-gates. 
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8.0 SUB-REGION RELIABILITY MANUAL 

The Sub-region Reliability Manual is currently under development. 

The purpose of the Manual will be to acknowledge the reliability procedures at the  Sub-
region level and to provide guidance for the Sub-region Member committees and 
subcommittees.  The responsibilities and processes of the Sub-region Operating Committee 
(OC) will also be delineated within the Manual.  It will reflect that the OC and its 
subcommittees have direct responsibility for developing and maintaining the Sub-region’s 
reliability procedures and that the OC will be responsible for the Manual and its content.   

The Manual will assume the reader has an understanding of the Sub-region Operating 
Agreement and the applicable NERC Operating Policies.  .  

9.0 EMERGENCY AND RESTORATION PLANS AND PROCEDURES 

The TVA RC is responsible for coordinating the implementation of emergency and 
restoration plans and procedures among the Members.  The Members have Emergency and 
Restoration Plans and Procedures on file with the TVA RC.  The Operating Committee 
periodically reviews these documents and makes recommendations as applicable. 

Emergency communications between the RC and Member are initiated by either the TVA 
RC or the Member.  Communications to external Reliability Authorities are usually initiated 
by the TVA RC through the RCIS.  Assistance from external entities shall be coordinated 
through the TVA RC. 

Appendix E contains the Sub-Region Emergency Reference documents and the individual 
Member Emergency Procedures and Restoration Plans. 

10.0 SUB-REGION TRANSMISSION POLICIES AND PROCEDURES 

The Transmission Providers in the TVA Reliability Area operate autonomously.  Each TP 
has its own Open Access Transmission Tariff.  The Sub-region Operating Committee is 
responsible for coordinating the implementation of the policies and operating procedures.  
Each TP’s OATT is contained in Appendix F, and a list of operating procedures is contained 
in Appendix D. 

11.0 SUB-REGION COMMUNICATIONS 

The primary means of communication used by the TVA Reliability Coordinator for the  
Sub-region include: 

• Public access telephone 
• Ring-down circuits 
• Satellite phone 
• e-mail 
• NERC SDX 
• NERC IDC 
• NERC RCIS 
• NERC Hotline 
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11.0 SUB-REGION COMMUNICATIONS (continued) 
 

 

• SERC Hotline 
• SERC FTP site 
• MISO FTP site  
• ppRTG web site 

12.0 ACRONYMS 

ACE - Area Control Error 

ATC - Available Transmission Capability 

AECI - Associated Electric Coop, Inc. 

BREC - Big Rivers Electric Corp. 

ECAR - East Central Area Reliability Coordination (NERC) 

EEA - Energy Emergency Alert 

EKPC - East Kentucky Power Coop, Inc. 

EPRI - Electric Power Research Institute 

ICCP – Inter-control Center Communications Protocol 

IDC - Interchange Distribution Calculator 

IPP - Independent Power Producer 

ISN - Interregional Security Network 

MISO – Midwest Independent System Operator 

MUST  - Maximize Utilization of System Transmission 

NAERO - North American Electric Reliability Organization 

NERC - North American Electric Reliability Council 

OASIS - Open Access Same-Time Information System 

OATT - Open Access Transmissioin Tarriff 

OC - Operating Committee of the Sub-region 

ppRTG - public power Regional Transmission Grid 

PSAST – Pre-season Security Assessment Study Team 

PSSE - Power System Simulator Electrical 
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12.0 ACRONYMS (continued) 
 

 

PTI - Power Technologies, Inc 

RA - Reliability Authority 

RC - Reliability Coordinator 

RCIS - Reliability Coordinator Information System 

ROC – Regional Operations Center  

RTCA - Real Time Contingency Analysis 

RTFCA - Real-Time First Contingency Analysis 

SCADA - Supervisory Control and Data Acquisition  

SCN - Sub-region Communications Network 

SDX - System Data Exchange 

SE - State Estimator 

SERC - Southeastern Electric Reliability Council (NERC) 

SETRAN – Southeast Transmission 

SOC – System Operations Center 

TLR - Transmission Loading Relief (NERC) 

TLTG - PTI Software Used To Calculate Transmission Transfer Capability 

TRACE - Transfer Capability Evaluation 

TTC - Total Transfer Capability 

TVA - Tennessee Valley Authority 

13.0 DATA CONFIDENTIALITY AGREEMENT 

All operating entities (members) in the TVA Reliability sub-region that receive operational 
data from and through the TVA RC shall be signatories to the NERC Data Confidentiality 
Agreement, as required by the Reliability/Security Coordination Agreements signed by the 
members.  The current list of list of signatories can be found on the NERC web-site at: 

ftp://www.nerc.com/pub/sys/all_updl/oc/scs/signator.pdf 
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Appendix A 
(Page 1 of 1) 

TVA Sub-Region Members 
 

 
 

Control Areas 
TVA (Public Utility) 
AECI (Cooperative) 
BREC (Cooperative) 
EKPC (Cooperative) 

 
Independent Power Producers  Control Area 

Red Hills TVA 
Batesville Generation BCA/TVA  
Brownsville Power TVA 
Caledonia Power I  TVA 

New Albany Power I DEAM 
Gleason Power AEGL 

Duke Energy Marshall DEMK 
Duke Energy "Looper's Farm" DEMT/SOCO 

Decatur Energy Center  TVA 
Bolivar TVA 
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1. The TVA Reliability Authority will offer Reliability Coordinator services to the ECAR Control 
Areas of EKPC and BREC for a fee. 

2. The TVA Reliability Coordinator will participate in the daily morning conference calls of all 
Reliability Coordinators representing ECAR Control Areas. 

3. The TVA Reliability Coordinator will participate in the decisions to make investigations of 
incidents as part of the NERC mandatory compliance program.  These decisions are made 
during the morning Reliability Coordinator conference call. 

4. TVA will become an associate member of ECAR. 

5. TVA will participate in the effort being undertaken by ECAR to develop a data reporting 
system that will provide all Reliability Coordinators representing ECAR members and the 
ECAR Office data used for operating reports. 

6. TVA will participate in the effort to develop a hotline that can be used by all ECAR Control 
Areas and by all Reliability Coordinators representing ECAR Control Areas. 

7. TVA will perform the (1) frequency and ACE monitoring and (2) Control Area notifications 
required to administer the Inadvertent Monitoring required by the ECAR Inadvertent 
Settlement Procedure. 

8. TVA will not participate in the ECAR Automatic Reserve Sharing System, however, EKPC 
and BREC will continue to participate in the ECAR ARS. 

ECAR Inadvertent Settlement Procedure  
 

Rational 
ECAR’s Inadvertent Settlement (IS) procedure provides a mechanism for dealing with Inadvertent 
Interchange that jeopardizes the reliability of the Eastern Interconnection and would apply, initially, to 
control areas within ECAR.  The IS Tariff applies only to inadvertent interchange transactions among 
ECAR parties when the frequency of the Eastern Interconnection is low.  Previously, the control areas 
balanced inadvertent interchanges by returns- in-kind.  In other words, the control area drawing power 
from the grid could return power to the grid, even if the market rates for power during the return period 
were much lower.  The IS Tariff is intended to remedy this problem.   
 
TVA Reliability System Operator Action 
The Inadvertent Settlement Procedure is triggered when the hourly average Eastern Interconnection 
Frequency has been below 59.97 Hz for two successive hours.  The Inadvertent Settlement Procedure 
will then be in effect from the first hour of low frequency until the average Eastern Interconnection 
frequency recovers to 59.98 Hz. 
 
BREC and EKPC Control Area Operators will be notified by the TVA Reliability Coordinator when 
the 1 hour average of Frequency is below 59.97 Hz.  The message to the BREC and EKPC operators 
shall be: 

Appendix B 
(Page 1 of 2) 

ECAR Requirments 
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 “The ECAR Inadvertent may go into effect.  Frequency is low, and the average 1 hour frequency is 
xx.xx Hz”. 
  
 
BREC and EKPC Control Area Operators will be notified by the TVA Reliability Coordinator when 
the 1 hour average of Frequency recovers to 59.98 Hz.  The message to the BREC and EKPC 
operators shall be: 
“The Frequency has recovered.  The average 1 hour frequency is xx.xx Hz”. 
   
After the Fact Settlement 
After the frequency reduction ends, ECAR will collect data and use that information to establish which 
control areas were out of balance during the frequency reduction. The IS Tariff calls for the ECAR 
parties that drew power from the grid (Short Party) to  compensate the parties that made up the 
shortfall (Long Party) at the higher of incremental cost or highest sales price of the Long Party during 
the applicable hour, plus a 10% adder to promote appropriate behavior.  A $15/Mwh credit will be 
applied to the dollar amount as a proxy for returning energy off peak.   
 
Reliability is a critical function that is the responsibility of each reliability council.  ECAR has 
determined that the existing return- in-kind practice created an incentive for one control area in ECAR 
to place the reliability of the Eastern Interconnection at risk by not purchasing power at prevailing 
market rates or shedding load when it lacked sufficient resources to meet its obligations.  ECAR, on 
behalf of its members, has developed measures that should eliminate the economic incentives that 
contributed to the summer 1999 frequency crisis and reliability problems.  
 
 
 

 

Appendix B 
(Page 2 of 2) 

ECAR Requirments 
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Appendix C 
(Page 1 of 1) 

Reliability Coordination Agreements 
 

 
 
The operating entities in the TVA Reliability Sub-region that are subject to the directives of the TVA 
RC have each signed a Reliability Coordination Agreement.  These agreements contain proprietary 
information and are therefore made available only on a need to know basis.  They are on file with the 
TVA RC. 
 
The ppRTG members are under the agreement titled “Security Coordination Agreement.” 
 

The IPP members are under the agreement titled “Reliability Coordination Agreement for the 
Sub-region of the Southeastern Electric Reliability Council.” 
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Appendix D 
(Page 1 of 1) 

Operating Procedures 
 

 
The following are examples of operating procedures used in the TVA Reliability Area. These 
procedures may contain proprietary information, and therefore are made available only on a need to 
know basis.  They are on file with the TVA RC. 
 

1. Transmission Provider’s Local Procedures (TVA/Southern Interface)  
2. Transmission Order Of Curtailment  
3. Reconfiguration and Redispatch, General Process 
4. Radnor-Nolensville Line Procedure 
5. Paradise Operating Procedure 
6. Notification Procedure For Transmission Reliability Problems 
7. Entergy and AECI Reserve Sharing Agreement 
8. EEA Procedure 
9. ECAR Automatic Reserve Sharing 
10. ECAR Inadvertent Settlement Procedure 
11. Santeetlah-Robbinsville (Duke Interface) Procedure 
12. Davidson-Grassland Procedure 
13. Cumberland Interim Procedure 
14. Cumberland Procedure 
15. Operational Desk Responsibilities and Communications  
16. Bull Run – Volunteer Procedure 
17. Bullitt – Blue Lick Procedure 
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Appendix E 
(Page 1 of 1) 

Emergency and Restoration Plans and Procedures 
 

 

 
 
These plans and procedures contain system sensitive information and are therefore made available only 
on a need to know basis.  They include: 
 
TVA: 
• Black Start Procedures 
• Electrical Load Curtailment Plan 
 
AECI: 
• Emergency Operating Plan 
• Electric System Restoration Plan 
 
Big Rivers: 
• Emergency Operations and Restoration Plans 
• Emergency Operations and Restoration Procedures 
 
EKPC: 
• Black Start Procedures 
• Under Frequency Load Shedding Procedures 
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Appendix F 
(Page 1 of 1) 

Open Access Transmission Tarriffs 
 

 

 
 

1. TVA Transmission Service Guidelines 
2. AECI Open Access Transmission Tariff 
3. EKPC Open Access Transmission Tariff 
4. BREC Open Access Transmission Tariff 

 
These documents can be downloaded from the respective OASIS sites. 
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Introduction 
 

The North American Electric Reliability Council (NERC) requires every Region, 
Sub-region, or interregional coordinating group to establish a Reliability Coordinator 
to provide the reliability assessment and emergency operations coordination for the 
Balancing Authorities and Transmission Operators within the Regions and across the 
Regional boundaries. 

 
The Tennessee Valley Authority (TVA) is recognized by the Southeastern Electric 
Reliability Council (SERC) as the Reliability Coordinator for the TVA Sub-Region of 
SERC.  TVA has also entered into Reliability Coordination Agreements 
(Agreements) with other Balancing Authorities and Transmission Operators (herein 
referred to as “Members”) to perform the NERC-required Reliability Coordinator 
function for them.  The Members operate as Balancing Authorities and/or 
Transmission Operators in East Central Area Reliability Coordination Agreement 
(ECAR), Mid-America Interconnected Network, Inc. (MAIN), and SERC regions.  
The respective region recognizes TVA as the Reliability Coordinator for the 
applicable Member.  The TVA Reliability Coordinator Area consists of the 
transmission and generation facilities within the Balancing Authorities’ metered 
boundaries for the Members listed in Appendix A.  The term “Member” also includes 
TVA Balancing Authority and Transmission Operator functions.     

 
The TVA Reliability Coordinator (RC) is responsible for the TVA Reliability 
Coordinator Area bulk transmission reliability and power supply reliability.  Bulk 
transmission reliability functions include reliability analysis, loading relief 
procedures, re-dispatch of generation and ordering curtailment of transactions and/or 
load.  Power supply reliability entails monitoring Balancing Area performance and 
directing the Balancing Authorities and Transmission Operators to take actions, 
including load curtailment and increasing/decreasing generation in situations where 
an imbalance between generation and load places the system in jeopardy.  TVA RC 
reliability procedures and policies are consistent with those of NERC.  TVA 
Reliability Coordinator Area Members operate in various NERC Regions and TVA 
RC recognizes each applicable Region’s policies and standards (also see Appendix 
B). 

This document represents the Reliability Plan for the TVA Reliability Coordinator 
Area.   

The previous TVA Sub-Region Reliability Plan (dated 11/05/02) is posted at 
www.nerc.com/~filez/reliaplans.html.  Upon approval of the NERC Operating 
Committee this plan will supersede the previous plan.   

 
[Each NERC standard requirement applicable to the RC is referenced. Applicable 
TVA Standards, Processes and Procedures are also referenced.] 
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A.  Responsibilities − Authorization 
 

Each Regional Reliability Organization, subregion, or interregional coordinating 
group shall establish one or more Reliability Coordinators to continuously assess 
transmission reliability and coordinate emergency operations among the operating 
entities within the region and across the regional boundaries.  TVA RC is responsible 
for the reliable operation of the TVA RC Area.  The TVA RC Area is composed of 
the Members listed in Appendix A. [IRO-001-0, R1] 

 
TVA RC complies with a regional reliability plan approved by the NERC Operating 
Committee. [IRO-001-0, R2] 

 
TVA RC has clear decision-making authority to act and to direct actions to be taken 
by Balancing Authorities and Transmission Operators within its Reliability 
Coordinator Area to preserve the integrity and reliability of the Bulk Electric System.  
[IRO-001-0, R3]  (ESO-RA-SOP-10.204, Transmission Reliability Order of 
Curtailment)  TVA RC responsibilities and authority are clearly defined in the 
executed Reliability Coordination Agreements.  

 
TVA RC has clear, comprehensive coordination agreements with adjacent Reliability 
Coordinators to ensure that System Operating Limit or Interconnection Reliability 
Operating Limit violation mitigation requiring actions in adjacent Reliability 
Coordinator Areas are coordinated. [IRO-001-0, R7]  Appendix C lists the status of 
adjacent Reliability Coordination Agreements. 

 
TVA RC will act in the interests of reliability for the overall Reliability Coordinator 
Area and the Interconnection before the interests of any other entity. [IRO-001-0, R9] 

 
B.   Responsibilities − Delegation of Tasks 
 
TVA RC has not delegated any tasks. [IRO-001-0, R4, R5, R6] 

 
C.   Common Tasks for Next-Day and Current-Day 

Operations 
 
TVA RC assesses contingency situations as described in sections below for Current-
Day and Next-Day operations.  TVA RC monitors all Bulk Electric System facilities 
within its own Reliability Coordinator Area and adjacent Reliability Coordinator 
Areas, as necessary, to determine any potential System Operating Limit and 
Interconnection Reliability Operating Limit violations within its Reliability 
Coordinator Area, regardless of prior planned or unplanned events.  [IRO-003-0, R1]  
(ESO-RA-TP-09.200, Load Flow Studies) 
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C.   Common Tasks for Next-Day and Current-Day 
Operations (Continued) 

 
TVA RC contacts neighboring Reliability Coordinator areas when TVA RC is aware 
of an operational concern, such as declining voltages, excessive reactive flows, or an 
IROL violation, in a neighboring RC Area.  TVA and neighboring Reliability 
Coordinators coordinate any actions, including emergency assistance, required to 
mitigate the operational concern.  [IRO-003-0, R2]  (ESO-RA-SOP-10.214 Procedure 
for Hotline Calls)   

 
TVA RC performs analysis and monitoring (as described in the appropriate sections 
below) and monitors the status of all critical facilities whose failure, degradation, or 
disconnection could result in any SOL or IROL violation.  TVA RC ensures that 
other Balancing Authorities and Transmission Operators within its RC Area always 
operate under known and studied conditions and do not burden others.  TVA RC 
knows the status of all facilities that may be required to assist area restoration 
objectives.  TVA RC directs action to reposition the power system and restore area 
restoration objectives following contingency events within approved timelines.  [IRO-
003-0, R3] 

 
TVA RC issues directives in a clear, concise, and definitive manner, ensures the 
recipient of the directive repeats the information back correctly, and acknowledges 
the response as correct or repeats the original statement to resolve any 
misunderstandings.  [COM-002-0, R3]   (ESO-VP-SDP 10.003, Communications 
Protocol; and ESO-RA-SOP-10.214, Procedure for Hotline Calls) 

 
Each Transmission Operator and Balancing Authority provides the TVA RC with the 
operating data that the TVA RC requires to perform operational reliability 
assessments and to coordinate reliable operations within the TVA Reliability 
Coordinator Area. [TOP-005-0, R1] 

 
TVA RC has identified the data requirements from the list in Attachment 1-TOP-005-
0 “Electric System Reliability Data” and any additional operating information 
requirements relating to operation of the bulk power system within the TVA 
Reliability Coordinator Area. [TOP-005-0, R1.1] 

 
TVA RC, via the ISN or equivalent system, exchanges with other Reliability 
Coordinators operating data that are necessary to allow the Reliability Coordinators to 
perform operational reliability assessments and coordinate reliable operations. TVA 
RC does share with other Reliability Coordinators the types of data listed in 
Attachment 1-TOP-005-0 “Electric System Reliability Data,” unless otherwise agreed 
to. [TOP-005-0, R3] 
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D.   Next-Day Operations 
 
TVA RC conducts next-day reliability analyses for its Reliability Coordinator Area to 
ensure that the Bulk Electric System can be operated reliably in anticipated normal 
and contingency event conditions. TVA RC conducts contingency analysis studies to 
identify potential interface and other SOL and IROL violations, including overloaded 
transmission lines and transformers, voltage and stability limits, etc.  [IRO-004-0, R1] 

 
TVA RC pays particular attention to parallel flows to ensure that the TVA Reliability 
Coordinator Area does not place an unacceptable or undue Burden on adjacent 
Reliability Coordinator Areas.  [IRO-004-0, R2] 

 
TVA RC, in conjunction with other Members within its Reliability Coordinator Area, 
develops required action plans, including reconfiguration of the transmission system, 
re-dispatching of generation, reduction or curtailment of Interchange Transactions, or 
reducing load to return transmission loading to within acceptable SOLs or IROLs.  
[IRO-004-0, R3] 

 
Each Member in the TVA Reliability Coordinator Area provides information required 
for system studies, such as critical facility status, load, generation, operating reserve 
projections, and known Interchange Transactions. This information is made available 
by 1200 Central Standard Time.  [IRO-004-0, R4]  TVA RC and its Members utilize 
the NERC System Data Exchange (SDX). 

 
TVA RC shares the results of its system studies, when conditions warrant or upon 
request, with other Reliability Coordinators and with Balancing Authorities and 
Transmission Operators within the TVA Reliability Coordinator Area.  The TVA 
Reliability Coordinator makes study results available no later than 1500 Central 
Standard Time, unless circumstances warrant otherwise.  [IRO-004-0, R5] 

 
When conditions warrant, the TVA RC initiates conference calls or other appropriate 
communications to address the results of its reliability analyses.  [IRO-004-0, R6] 

 
If the results of these studies indicate potential SOL or IROL violations, the TVA RC 
issues appropriate alerts via the Reliability Coordinator Information System (RCIS) 
and directs Members in the TVA Reliability Coordinator area to take any necessary 
action the TVA RC Reliability Coordinator deems appropriate to address the potential 
SOL or IROL violation.  [IRO-004-0, R7]  TVA RC resolves any scheduling of 
potential reliability conflicts. [TOP-003-0, R4]  
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D.   Next-Day Operations (Continued) 
 
Each Member in the TVA Reliability Coordinator Area will comply with the 
directives of the TVA RC based on the next day assessments in the same manner in 
which it would comply during real time operating events.  [IRO-004-0, R8] 

 
 
E.  Current-Day Operations 
 
TVA RC monitors applicable transmission line status, real and reactive power flows, 
voltage, load-tap-changer settings, and status of rotating and static reactive resources. 
[TOP-006-0, R2] 

 
TVA RC monitors its Reliability Coordinator Area parameters, including, but not 
limited to the following: [IRO-005-0, R1] 

• Current status of Bulk Electric System elements and system loading.  [IRO-005-0, 
R1.1] 

• Current pre-contingency element conditions (voltage, thermal, or stability), including 
any applicable mitigation plans to alleviate SOL or IROL violations, including the 
plan’s viability and scope.  [IRO-005-0, R1.2] 

• Current post-contingency element conditions (voltage, thermal, or stability), 
including any applicable mitigation plans to alleviate SOL or IROL violations, 
including the plan’s viability and scope. [IRO-005-0, R1.3] 

• System real and reactive reserves (actual versus required). [IRO-005-0, R1.4] 

• Capacity and energy adequacy conditions. [IRO-005-0, R1.5] 

• Current ACE for all Balancing Authorities. [IRO-005-0, R1.6] 

• Current local or Transmission Loading Relief procedures in effect. [IRO-005-0, 
R1.7] 

• Planned generation dispatches. [IRO-005-0, R1.8] 

• Planned transmission or generation outages. [IRO-005-0, R1.9] 

• Contingency events. [IRO-005-0, R1.10] 

TVA RC has knowledge of current and planned critical facility status through 
monitoring of key facilities across the TVA RC Area via real-time and near real-time 
data sent to the TVA RC by the Members.  Planned facility status is communicated 
via teleconferences and System Data Exchange (SDX).  

TVA RC has implemented the PowerWorld ReTriever Real-Time Monitoring 
System.  This flow based visualization tool is designed to help system operators and 
reliability personnel monitor and display the current state of the system and raise 
alarms when conditions of concern are detected.  Real time SCADA input is 
converted to easy to understand voltage contour and MW/MVAR flow arrows.  TVA  
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E.  Current-Day Operations (Continued) 
 
 

RC System Operators are able to monitor the health of TVA’s RC Area transmission 
system (and neighboring areas) with a glance.  This user friendly visualization tool 
allows the user to enable a variety of health indicators and create an easy-to-read, 
visually appealing and easy to understand display for the wide area view. 

 
TVA RC utilizes power flow software to determine line outage distribution factors 
and applies these factors to critical flow gates.  The RC System Operator then 
monitors these critical facilities and their contingent elements in real time. 

 
TVA has a state estimator / contingency analysis tool as part of its Telegyr EMS.  
TVA also has a separate AREVA real-time state estimator and security analysis 
package (Advanced Network Applications).  The AREVA model has approximately 
5000 buses.  Node/breaker detail is provided for the TVA RC area.  Real-time 
contingency analysis cycles every five minutes. 

 
TVA RC does provide appropriate technical information concerning protective relays 
to their operating personnel. [TOP-006-0, R3] 

 
TVA RC does have information, including weather forecasts and past load patterns, 
available to predict the system’s near-term load pattern. [TOP-006-0, R4] 

 
TVA RC does use monitoring equipment to bring to the attention of operating 
personnel important deviations in operating conditions and to indicate, if appropriate, 
the need for corrective action. [TOP-006-0, R5]TVA’s EMS system also provides 
alarms for designated facilities, flowgates, and calculated post-contingency flows. 

 
TVA RC is aware of all Interchange Transactions that wheel through, source, or sink 
in the TVA Reliability Coordinator Area, and that Interchange Transaction 
information is available to all Reliability Coordinators in the Eastern Interconnection 
via the NERC Interchange Distribution Calculator (IDC).  [IRO-005-0, R2] 

 
As portions of the transmission system approach or exceed SOLs or IROLs, the TVA 
RC works with Members in the TVA Reliability Coordination Area to evaluate and 
assess any additional Interchange Schedules that would violate those limits. If a 
potential or actual IROL violation cannot be avoided through proactive intervention, 
the TVA RC will initiate control actions or emergency procedures to relieve the 
violation without delay, and no longer than 30 minutes. The TVA RC ensures that all 
resources, including load shedding, are available to address a potential or actual IROL 
violation.  [IRO-005-0, R3] 
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E.  Current-Day Operations (Continued) 
 

TVA RC monitors its Balancing Authorities’ parameters to ensure that the required 
amount of operating reserves is provided and available as required to meet the 
Control Performance Standard and Disturbance Control Standard requirements. If 
necessary, the TVA RC will direct the Balancing Authorities in its Reliability 
Coordinator Area to arrange for assistance from neighboring Balancing Authorities.  
The TVA RC issues Energy Emergency Alerts as needed and at the request of its 
Members. [IRO-005-0, R4] 

 
AECI participates in the SPP Reserve Sharing Pool.  BREC and EKPC participate in 
the ECAR Reserve Sharing Pool.  EEI participates in the MAIN Reserve Sharing 
Pool.  TVA Balancing Authority requirements for operating reserves are specified in 
these documents:  Contingency Reserve Requirements ESO-BA-SOP-10.303; 
Regulating Reserve Standard ESO-BA-SOP-10.306. 

 
TVA RC will identify the cause of any potential or actual SOL or IROL violations. 
The TVA RC will initiate the control action or emergency procedure to relieve the 
potential or actual IROL violation without delay, and no longer than 30 minutes.  The 
TVA RC will utilize all resources, including load shedding, to address an IROL 
violation.  [IRO-005-0, R5]  (ESO-RA-SOP-10.204 Transmission Reliability Order of 
Curtailment) 

 
TVA RC ensures its Members are aware of Geo-Magnetic Disturbance (GMD) 
forecast information and assists as needed in the development of any required 
response plans.  [IRO-005-0, R6] 

 
TVA RC participates in NERC hotline discussions, assists in the assessment of 
reliability of the overall interconnected system, and coordinates actions in anticipated 
or actual emergency situations. The TVA RC will disseminate such information 
within its Reliability Coordinator Area, as required. [IRO-005-0, R7]  (ESO-RA-
SOP-10.214 Procedure for Hotline Calls) 

 
TVA RC monitors system frequency and it’s Balancing Authorities’ performance and 
directs any necessary rebalancing to return to CPS and DCS compliance. The 
Members will utilize all resources, including firm load shedding, as directed by the 
TVA RC to relieve an emergent condition. [IRO-005-0, R8] 

 
TVA RC does monitor system frequency. [TOP-006-0, R7] 
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E.  Current-Day Operations (Continued) 
 

Frequency used in the TVA Balancing Authority’s ACE calculation is from one of 
four sources in two geographic locations within the TVA Balancing Authority.  The 
two primary feeds are true-time frequency devices, monitored in the Chattanooga area 
from the Electric Power Board (EPB), one at the Regional Operations Center (ROC) 
and the other at the System Operations Center (SOC).  The feeds will automatically 
failover, to the other, if one fails. Two additional back-up frequency devices provide 
signals to the ROC. These signals are known as Analog Back-up's (ABU), and they 
are connected at the Chickamauga Dam, which can be isolated on a back-up 
generator, and the other at Occidental (near real time metering location) in the Muscle 
Shoals area.  Frequency indication from several substations across the TVA 
Balancing Authority area is shown in TVA’s EMS. 

 
Each of the other Balancing Authorities within the Reliability Area provides a 
frequency data value which is monitored via TVA’s EMS. 

 
All Balancing Authorities’ frequency values are displayed via the RCIS.  The CERTS 
Wide-Area Real Time ACE-Frequency Monitoring System provides visualization of 
Balancing Authorities ACE. 

 
TVA is enhancing its real time monitoring capabilities with Phasor Monitoring Units 
(PMUs).  TVA is participating in the DOE/CERTS program to install PMUs 
throughout the Eastern Interconnection, and is hosting the data concentrator for that 
effort.  Since PMUs provide higher frequency information than RTUs and since the 
PMU data is accurately time tagged through GPS, the information will be used in the 
future as an augmentation of state estimator inputs as well as a separate presentation 
of system conditions.  The Real-Time Dynamics Monitoring system displays the 
PMU data (voltage, current, frequency, and angle) and is independent of the TVA 
EMS.  

 
The TVA RC coordinates with other Reliability Coordinators and its Members as 
needed to develop and implement action plans to mitigate potential or actual SOL, 
IROL, CPS, or DCS violations. The TVA RC coordinates pending generation and 
transmission maintenance outages with other Reliability Coordinators and 
Transmission Operators, Balancing Authorities, and Generator Operators as needed in 
both the real time and next-day reliability analysis timeframes.  [IRO-005-0, R9] 

 
As necessary, the TVA RC assists the Balancing Authorities in its Reliability 
Coordinator Area in arranging for assistance from neighboring Reliability 
Coordinator Areas or Balancing Authorities. [IRO-005-0, R10] 
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E.  Current-Day Operations (Continued) 
 
 

The TVA RC monitors ACE for each Balancing Authority within the TVA RC Area 
and identifies sources of large Area Control Errors that may be contributing to 
Frequency Error, Time Error, or Inadvertent Interchange and discusses corrective 
actions with appropriate Balancing Authorities. If a Frequency Error, Time Error, or 
inadvertent problem occurs outside of the TVA Reliability Coordinator Area, the 
TVA RC will initiate a NERC hotline call to discuss the Frequency Error, Time Error, 
or Inadvertent Interchange with other Reliability Coordinators. The TVA RC directs 
its Balancing Authorities to comply with CPS and DCS.  [IRO-005-0, R11] 

 
Whenever a Special Protection System that may have an inter-Balancing Authority, 
inter-Transmission Operator, or inter-Reliability Coordinator Area impact (e.g., could 
potentially affect transmission flows resulting in a SOL or IROL violation) is armed, 
the TVA RC will be aware of the impact of the operation of that Special Protection 
System on inter-area flows. The Member will immediately inform the TVA RC of the 
status of the Special Protection System including any degradation or potential failure 
to operate as expected. [IRO-005-0, R12]  There are not any Special Protection 
Systems in the TVA RC Area. 

 
TVA RC ensures that Members operate to prevent the likelihood that a disturbance, 
action, or non-action in its Reliability Coordinator Area will result in a SOL or IROL 
violation in another area of the Interconnection. In instances where there is a 
difference in derived limits, the TVA RC and Members shall always operate the Bulk 
Electric System to the most limiting parameter. [IRO-005-0, R13] 

 
TVA RC makes known to its Members within its Reliability Coordinator Area the 
SOLs or IROLs within its wide-area view.  [IRO-005-0, R14] 

 
TVA RC foreseeing a transmission problem (such as an SOL or IROL violation, loss 
of reactive reserves, etc.) within its Reliability Coordinator Area will issue an alert to 
all impacted Members in its Reliability Coordinator Area, and all impacted Reliability 
Coordinators within the Interconnection via the Reliability Coordinator Information 
System (RCIS) without delay. The receiving Reliability Coordinator will disseminate 
this information to its impacted Members. The TVA RC will notify all impacted 
Members and Reliability Coordinators when the transmission problem has been 
mitigated. [IRO-005-0, R15] 

 
TVA RC confirms reliability assessment results and determines the effects within the 
TVA Reliability Area and adjacent Reliability Coordinator Areas. The TVA RC will 
discuss options to mitigate potential or actual SOL or IROL violations and take 
actions as necessary to always act in the best interests of the Interconnection. [IRO-
005-0, R16] 
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E.  Current-Day Operations (Continued) 
 

When an IROL or SOL is exceeded, the TVA RC will evaluate the local and wide-
area impacts, both real-time and post-contingency, and determine if the actions being 
taken are appropriate and sufficient to return the system to within IROL in thirty 
minutes. If the actions being taken are not appropriate or sufficient, the TVA RC will 
direct the Members to return the system to within IROL or SOL. [IRO-005-0, R17] 
(ESO-RA-SOP-10.204 Transmission Reliability Order of Curtailment) 

 
TVA RC notifies its members of potential transmission problems by telephone.  TVA 
notifies all RCs via RCIS or NERC Hotline as appropriate.  TVA RC conducts a daily 
operational call with the Members to discuss reliability issues.  TVA RC participates 
in conference calls with adjacent RCs. 

 
Only a Reliability Coordinator is eligible to act as Interconnection Time Monitor. A 
single Reliability Coordinator in each Interconnection is designated by the NERC 
Operating Committee to serve as Interconnection Time Monitor.  TVA RC is not 
currently the designated Interconnection Time Monitor. [BAL-004-0, R1] 

 
TVA RC has the authority to request that the Interconnection Time Monitor terminate 
a Time Error Correction in progress, or a scheduled Time Error Correction that has 
not begun, for reliability considerations. [BAL-004-0, R4] 

 
TVA RC communicates start and end times for time error corrections to the 
Balancing Authorities within its RC Area by telephone.  

 
The TVA RC experiencing a potential or actual SOL or IROL violation within its 
Reliability Coordinator Area will, at its discretion, select from either a “local” 
(Regional, Interregional, or subregional) transmission loading relief procedure or an 
Interconnection-wide procedure.  The Eastern Interconnection Transmission Loading 
Relief (TLR) procedure is available for use by the TVA RC.   [IRO-006-0, R2] 

 
TVA RC will evaluate actions taken to address an IROL or SOL violation and, if the 
actions taken are not appropriate or sufficient, direct actions required to return the 
system to within limits. [TOP-007-0, R4] 

 
The TVA RC will use local transmission loading relief or congestion management 
procedures, provided the Transmission Operator experiencing the potential or actual 
SOL or IROL violation is a party to those procedures. [IRO-006-0, R3] 

 
The TVA RC may implement a local transmission loading relief or congestion 
management procedure simultaneously with an Interconnection-wide procedure.  
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E.  Current-Day Operations (Continued) 
 

However, the TVA RC will follow the curtailments as directed by the 
Interconnection-wide procedure. If the TVA RC desired to use a local procedure as a 
substitute for curtailments as directed by the Interconnection-wide procedure, then it 
would have such use approved by the NERC Operating Committee. [IRO-006-0, R4] 

 
When implemented, the TVA RC will comply with the provisions of the 
Interconnection-wide procedure including, for example, action by Reliability 
Coordinators in other Interconnections to curtail an Interchange Transaction that 
crosses an Interconnection boundary. [IRO-006-0, R5] 

 
During the implementation of relief procedures, and up to the point that emergency 
action is necessary, the TVA RC and Balancing Authorities in the TVA Reliability 
Area will comply with interchange scheduling standards INT-001 through INT-004.  
[IRO-006-0, R6] 

 
F.   Emergency Operations 
 

TVA RC and Balancing Authorities and Transmission Operators in the TVA 
Reliability Coordination Area will promptly analyze Bulk Electric System 
disturbances on its system or facilities. [EOP-004-0, R2] 

 
TVA RC, Balancing Authorities and/or Transmission Operators in the TVA 
Reliability Coordination Area experiencing a reportable incident shall provide a 
preliminary written report to the applicable region and NERC. [EOP-004-0, R3] 

 
• TVA RC and/or the affected Balancing Authorities and Transmission Operators in the 

TVA Reliability Coordination Area will submit within 24 hours of the disturbance or 
unusual occurrence either a copy of the report submitted to DOE, or, if no DOE report is 
required, a copy of the NERC Interconnection Reliability Operating Limit and 
Preliminary Disturbance Report form. Events that are not identified until some time after 
they occur shall be reported within 24 hours of being recognized. [EOP-004-0, R3.1] 

• Applicable reporting forms are provided in NERC Standards Attachments 1-EOP-004-0 
and 2-EOP-004-0. [EOP-004-0, R3.2] 

• Under certain adverse conditions, e.g., severe weather, it may not be possible to assess 
the damage caused by a disturbance and issue a written Interconnection Reliability 
Operating Limit and Preliminary Disturbance Report within 24 hours. In such cases, the 
TVA RC, Balancing Authority, and/or Transmission Operator will promptly notify 
applicable regions and NERC, and verbally provide as much information as is available 
at that time. The TVA RC and the affected Balancing Authority and Transmission 
Operator will provide timely, periodic verbal updates until adequate information is 
available to issue a written Preliminary Disturbance Report. [EOP-004-0, R3.3] 
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F.   Emergency Operations (Continued) 
 

Documented Procedures include:  ESO-CM-SPP-03.001 Reporting of Incidents, 
Threats, Disturbances, and Emergencies Within the TVA Control Area to 
Organizations External to TVA. 

 
TVA RC has procedures for the recognition of and for making their operating 
personnel aware of sabotage events on its facilities and multi-site sabotage affecting 
larger portions of the Interconnection. [CIP-001-0, R1] 

 
TVA RC has procedures for the communication of information concerning sabotage 
events to appropriate parties in the Interconnection. [CIP-001-0, R2] 

 
TVA RC provides its operating personnel with sabotage response guidelines, 
including personnel to contact, for reporting disturbances due to sabotage events. 
[CIP-001-0, R3] 

 
TVA RC has established communications contacts with local Federal Bureau of 
Investigation (FBI) officials and develops reporting procedures as appropriate to their 
circumstances. [CIP-001-0, R4]  (TPS-SPP-14.005 Threat Alert Levels and Security 
Measures; ESO-CS-SPP-12.862 Electronic Incident Response; TPS-SPP-14.006 
Bomb Threat; TPS-SPP-14.007 Reporting Suspicious People-Objects-Activities, 
ESO-CS-SPP-12.862 Electronic Incident Response) 

 
TVA RC has the responsibility and clear decision-making authority to take whatever 
actions are needed to ensure the reliability of its respective area and shall exercise 
specific authority to alleviate capacity and energy emergencies. [EOP-002-0, R1] 

 
TVA RC will direct its Members to implement their capacity and energy emergency 
plan, when required and as appropriate, to reduce risks to the interconnected system. 
[EOP-002-0, R2] 

 
TVA RC will communicate its Members’ current and future system conditions to 
neighboring areas if it experiences an operating capacity or energy emergency. [EOP-
002-0, R4] 

 
TVA RC experiencing a potential or actual Energy Emergency in its Reliability Area 
will initiate an Energy Emergency Alert as detailed in NERC Standard Attachment 1-
EOP-002-0 “Energy Emergency Alert Levels.” TVA RC will act to mitigate the 
emergency condition, including a request for emergency assistance if required. [EOP-
002-0, R9] 
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F.   Emergency Operations (Continued) 
 

When a Member expects to elevate the transmission service priority of an Interchange 
Transaction from Priority 6 (Network Integration Transmission Service from Non-
designated Resources) to Priority 7 (Network Integration Transmission Service from 
designated Network Resources) as permitted in its transmission tariff: [EOP-002-0, 
R10] 

• TVA RC will submit the report to NERC for posting on the NERC Website, noting 
the expected total MW that may have its transmission service priority changed. 
[EOP-002-0, R10.2] 

• TVA RC will use EEA 1 to forecast the change of the priority of transmission service 
of an Interchange Transaction on the system from Priority 6 to Priority 7. [EOP-002-
0, R10.3] 

• TVA RC will use EEA 2 to announce the change of the priority of transmission 
service of an Interchange Transaction on the system from Priority 6 to Priority 7. 
[EOP-002-0, R10.4] 

The TVA RC will take appropriate actions in accordance with established policies, 
procedures, authority, and expectations to relieve transmission loading.  The 
document, Transmission Reliability Order of Curtailment outlines the process used by 
TVA RC regarding actions to be taken to relieve transmission loading issues.  [IRO-
006-0, R1] (ESO-RA-SOP-10.204 Transmission Reliability Order of Curtailment) 

 
The TVA RC has a plan to continue reliability operations in the event its control 
center becomes inoperable. The contingency plan meets the following requirements: 
[EOP-008-0, R1] 

• The contingency plan shall not rely on data or voice communication from the primary 
control facility to be viable. [EOP-008-0, R1.1] 

• The plan shall include procedures and responsibilities for providing basic tie line 
control and procedures and for maintaining the status of all inter-area schedules, such 
that there is an hourly accounting of all schedules. [EOP-008-0, R1.2] 

• The contingency plan must address monitoring and control of critical transmission 
facilities, generation control, voltage control, time and frequency control, control of 
critical substation devices, and logging of significant power system events. The plan 
shall list the critical facilities. [EOP-008-0, R1.3] 

• The plan shall include procedures and responsibilities for maintaining basic voice 
communication capabilities with other areas. [EOP-008-0, R1.4] 

• The plan shall include procedures and responsibilities for conducting periodic tests, 
at least annually, to ensure viability of the plan. [EOP-008-0, R1.5] 

• The plan shall include procedures and responsibilities for providing annual training to 
ensure that operating personnel are able to implement the contingency plans. [EOP-
008-0, R1.6] 

• The plan shall be reviewed and updated annually. [EOP-008-0, R1.7] 
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F.   Emergency Operations (Continued) 
 

• Interim provisions must be included if it is expected to take more than one hour to 
implement the contingency plan for loss of primary control facility. [EOP-008-0, 
R1.8] 

TVA operates two control centers, one for the Reliability Coordination functions and 
one for the Balancing Authority and Transmission Operator functions.   The Regional 
Operations Center (ROC) is the main facility for the RC and TVA Transmission 
Provider/Interchange Authority functions.   The System Operations Center (SOC) is 
the main facility for the TVA Balancing Authority and Transmission Operations.   
The SOC backs-up the ROC and the ROC backs-up the SOC.   Both facilities are in a 
hot standby mode at all times.  For the brief time it would take the Reliability 
Coordinator to relocate to the back-up center the SOC NERC certified System 
Operators would monitor the system.   Each site utilizes the same type systems and 
has back-up power supplies, and fully redundant communications independent of 
each other.   The transfer to the back-up center would be transparent to the outside 
world as a phone script rolls the RC’s numbers from the ROC to the SOC.   Once the 
RC is in place at the SOC a notice would be posted on the RCIS informing everyone 
that TVA RC had relocated to the back-up facility. 

 
Additionally, TVA has a Reliability Engineer in both main control centers during 
normal business hours.  TVA also has dedicated staff for emergency preparedness.  

 
Documented Procedures include:  TPS-SPP-14.004 Regional Operations Center 
(ROC) Emergency Evacuation Procedure; TPS-SPP-14.003 System Operations 
Center (SOC) Emergency Evacuation Procedure.      

 

G.   System Restoration 
 

TVA RC is aware of the restoration plan of each Member in its Reliability 
Coordinator Area in accordance with NERC and regional requirements. [EOP-006-0, 
R1] 

 

TVA RC will monitor restoration progress and coordinate any needed assistance. 
[EOP-006-0, R2] 

 
TVA RC has a Reliability Coordinator Area restoration plan that provides 
coordination between individual Member restoration plans and that ensures reliability 
is maintained during system restoration events. [EOP-006-0, R3] 
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G.   System Restoration (Continued) 
 

TVA RC will serve as the primary contact for disseminating information regarding 
restoration to neighboring Reliability Coordinators and Members not immediately 
involved in restoration. [EOP-006-0, R4] 

 
TVA RC will approve, communicate, and coordinate the re-synchronizing of major 
system islands or synchronizing points so as not to cause a Burden on Members or 
adjacent Reliability Coordinator Areas. [EOP-006-0, R5] 

 
TVA RC will take actions to restore normal operations once an operating emergency 
has been mitigated in accordance with its restoration plan. [EOP-006-0, R6] 

 
The TVA RC is aware of each Members Restoration Plan and has a written copy of 
said plan in its possession.  During system restoration, TVA RC monitors restoration 
progress and acts to coordinate any needed assistance.  TVA RC serves as the 
primary contact for disseminating information regarding restoration to neighboring 
Reliability Coordinators and Members not immediately involved in restoration.  TVA 
RC assists the Members in re-establishing normal system configuration and 
coordinate communications as required. 

 
The member plans and procedures include: 

 AECI Emergency Operating Plan 
 AECI System Restoration Plan 
 
 BREC Emergency Operations/Restoration Plans 
 BREC Emergency Operating Procedures:  Transmission Emergency 
 BREC System/Service Restoration Procedures 
 
 EEI Backup Control Center 
 EEI Imminent Station Blackout 
 
 EKPC Black Start Procedures 
 EKPC Restoration Plan 
 EKPC Underfrequency Load Shed Program 
 
 TVA Black Start Plan 
 TVA Transmission Emergency Plan. 
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H.   Coordination Agreements and Data Sharing 
 

TVA, Midwest ISO, and PJM have a Joint Reliability Coordination Agreement.  
[IRO-001-0, R7] 

TVA RC and other adjacent RCs are in discussions regarding development of written 
coordination agreements. 

TVA RC determines the data requirements to support its reliability coordination tasks 
and requests such data from Members or adjacent Reliability Coordinators.  [IRO-
002-0, R2] 

TVA RC provides for data exchange with Members and Reliability Coordinators, 
Transmission Operators, and Balancing Authorities via a secure network.  [IRO-002-
0, R3] 

TVA RC Area Members and other RCs provide data (via ISN and RCIS) as requested 
to support reliability coordination. 

 
 

I.   Facility 
 

TVA performs the Reliability Coordinator function at the Regional Operations Center 
(ROC) located in Chattanooga, Tennessee.  The ROC has the necessary voice and 
data communications links to appropriate entities within its Reliability Coordination 
Area for the TVA RC to perform their responsibilities.  These communications 
facilities are staffed and available to act in addressing a real-time emergency 
condition.  [IRO-002-0, R1]   

TVA RC has multi-directional communications capabilities with its Members, and 
with neighboring Reliability Coordinators, for both voice and data exchange to meet 
reliability needs of the Interconnection.  [IRO-002-0, R4] 

TVA RC has detailed real-time monitoring capability of its Reliability Coordinator 
Area and sufficient monitoring capability of its surrounding Reliability Coordinator 
Areas to ensure that potential or actual System Operating Limit or Interconnection 
Reliability Operating Limit violations are identified.  TVA RC has monitoring 
systems that provide information that is easily understood and interpreted by the 
Reliability Coordinator’s operating personnel.  Particular emphasis is given to alarm 
management and awareness systems, automated data transfers, and synchronized 
information systems, over a redundant and highly reliable infrastructure.  [IRO-002-0, 
R5] 

TVA RC monitors Bulk Electric System elements (generators, transmission lines, 
buses, transformers, breakers, etc.) that could result in SOL or IROL violations within 
its Reliability Coordinator Area.  TVA’s Reliability Coordinator monitors both real 
and reactive power system flows, and operating reserves, and the status of Bulk  
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I.   Facility (Continued) 
 

Electric System elements that are, or could be, critical to SOLs and IROLs and 
system restoration requirements within its Reliability Coordinator Area.  [IRO-002-0, 
R6] 

TVA RC has adequate analysis tools, including state estimation, pre-and post-
contingency analysis capabilities (thermal, stability, and voltage), and wide-area 
overview displays.  TVA RC has detailed monitoring capability of the TVA 
Reliability Area and sufficient monitoring capability of the surrounding Reliability 
Areas to ensure potential reliability violations are identified.  TVA RC continuously 
monitors key transmission facilities in its area in conjunction with the Members 
monitoring of local facilities and issues.  TVA RC receives SCADA information at a 
four second per scan update rate and ISN data that updates at least every thirty 
seconds.  [IRO-002-0, R7]   

 
TVA RC ensures that SOL and IROL monitoring and derivations continue if the main 
monitoring system is unavailable.  TVA’s Reliability Coordinator has provisions for 
backup facilities that shall be exercised if the main monitoring system is unavailable.  
Communication facilities at the ROC and the back-up control facility (System 
Operations Center) have built in redundancy and independence from each other.  
[IRO-002-, R8] 

 
Documented Procedures include:  ESO-CS-SPP-12.870 Continuity of Operations 
(COOP); ESO-CS-SPP-12.871 Disaster Recovery; ESO-IA-SOP-10.402 Loss of 
SCADA and/or EMS; ESO-BA-SOP-10.313 Backup SOC (BOC) Activation; ESO- 
BA-SOP-10.316 Backup Network Operations Center (NOC) Activation; ESO-BA-
SOP-10.317 Backup Reliability Center (BRC) Activation; TPS-SPP-14.001 ROC 
Facility Access Control; TPS-SPP-14.001 SOC Facility Access Control; TPS-SPP-
14.003 SOC Emergency Evacuation Procedure; TPS-SPP-14.004 ROC Emergency 
Evacuation Procedure; TPS-SPP-18.001 SOC Fire Prevention and Response; TPS-
SPP-18.002 ROC Fire Prevention and Response; ESO-VP-SDP-18.003 Rev. 
0000Self-Contained Breathing Apparatus - Inspection and Use; ESO-VP-SPP-14.001 
System Operations Support (SOS) Emergency Evacuation Procedure; TPS-SPP-14.0 
TPS Emergency Preparedness and Response Program 

 
TVA RC controls its Reliability Coordinator analysis tools, including approvals for 
planned maintenance.  TVA’s Reliability Coordinator has procedures in place to 
mitigate the effects of analysis tool outages.  [IRO-002-0, R9]  

 
Documented Procedures include:  ESO-CS-SPP-12.800 Operations and Configuration 
Management; ESO-CS-SPP-12.810 Change Management; ESO-CS-SPP-12.821 
SCADA/EMS Change Management 
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I.   Facility (Continued) 
 

TVA RC and Members have adequate and reliable telecommunications facilities for 
the exchange of Interconnection and operating information:  [COM-001-0, R1] 

• Internally. [COM-001-0, R1.1] 

• Between TVA RC and Members. [COM-001-0, R1.2] 

• With other Reliability Coordinators, Transmission Operators, and Balancing 
Authorities as necessary to maintain reliability. [COM-001-0, R1.3] 

• Where applicable, these facilities are redundant and diversely routed. [COM-001-0, 
R1.4] 

TVA RC manage, alarm, test and/or actively monitor vital telecommunications 
facilities. Special attention is given to emergency telecommunications facilities and 
equipment not used for routine communications. [COM-001-0, R2] 

 
TVA RC and Members provide a means to coordinate telecommunications among 
their respective areas. This coordination includes the ability to investigate and 
recommend solutions to telecommunications problems within the area and with other 
areas. [COM-001-0, R3] 

 
TVA RC and Members use English as the language for all communications between 
and among operating personnel responsible for the real-time generation control and 
operation of the interconnected Bulk Electric System.  Members may use an alternate 
language for internal operations. [COM-001-0, R4] 

 
TVA RC has written operating instructions and procedures to enable continued 
operation of the system during the loss of telecommunications facilities. [COM-001-
0, R5] 

 
TVA RC, as a NERCNet User Organization, adheres to the requirements in 
Attachment 1-COM-001-0, “NERCNet Security Policy.” [COM-001-0, R6]  

  

J.   Staffing 
 

TVA RC staff all operating positions that meet both of the following criteria with 
personnel that are NERC certified for the applicable functions: [Standard PER-003-0, 
R1] 

• Positions that have the primary responsibility, either directly or through 
communications with others, for the real-time operation of the interconnected Bulk 
Electric System. [Standard PER-003-0, R1.1] 
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J.   Staffing (Continued) 
 

• Positions directly responsible for complying with NERC standards. [Standard PER-
003-0, R1.2] 

The TVA Regional Operations Center is staffed with adequately trained and NERC-
certified Reliability Coordinator operators, 24 hours per day, seven days per week. 
[Standard PER-004-0, R1] (ESO-VP-SDP-17.003 Shift Turnover Process) (ESO-VP-
SDP-17.002 Guidelines for ESO Employees Entering and Exiting Employment) 

 
TVA RC operating personnel each complete a minimum of 40 hours per year of 
training and drills using realistic simulations of system emergencies, in addition to 
other training required to maintain qualified operating personnel. [Standard PER-004-
0, R2] (ESO-CS-SPP-12.880 Training) (ESO-VP-SDP-17.001 Electric System 
Operations System Operator Training Process) 

 
Reliability Coordinator operating personnel have a comprehensive understanding of 
the Reliability Coordinator Area and interactions with neighboring Reliability 
Coordinator Areas. [Standard PER-004-0, R3] 

 
Reliability Coordinator operating personnel have an extensive understanding of the 
Balancing Authorities and Transmission Operators within the TVA Reliability 
Coordinator Area, including the operating staff, operating practices and procedures, 
restoration priorities and objectives, outage plans, equipment capabilities, and 
operational restrictions. [Standard PER-004-0, R4] 

 
Reliability Coordinator operating personnel do place particular attention on SOLs and 
IROLs and inter-tie facility limits. The TVA RC ensures protocols are in place to 
allow Reliability Coordinator operating personnel to have the best available 
information at all times. [Standard PER-004-0, R5] (Authority Documents:  1.0 VP 
System Operator Authority & 1.02 EVP System Operator Authority) 

 
TVA’s Electric System Operations (ESO) System Operator Training Process 
(document ESO-VP-SDP-17.001) describes the process by which System Operations 
personnel are trained to perform their duties, both at entry level and in continuing 
training status. TVA also uses the ESO Operator Training Program Manual to 
establish training and documentation requirements for System Operators in the form 
of position specific curricula, NERC certification Guidelines, On-the-Job 
qualification Guides, and Technical Qualification Training Checklists. The Technical 
Qualification Training Checklists contain competencies for the Reliability 
Coordinator System Operator position and the Specialist, Analysis and Operations 
position.  An analysis of each operator position was conducted by Subject Matter 
Experts (SME), Management, and training representatives to develop the checklists. 
These checklists provide a way to identify, track, status, and document completion of 
required initial training for any new System Operator. 
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J.   Staffing (Continued) 
 

TVA uses several means to provide initial and continuing training opportunities for 
System Operators.  TVA Employee Technical Training and Organizational 
Effectiveness (ETT&OE) provides much of the corporate and non-technical courses 
such as Standards of Conduct, Fitness for Duty, Ethics and Employee Conducts and 
Disciplinary Guidelines.  Information Technology (IT) Education provides training 
on computer based applications such as Word, Excel, Access Database, etc.  
ETT&OE supports the development/procurement of technical training for System 
Operators such as the L&K Computer Based Training series on Transmission System 
Operations and the SOS training for NERC certification exam preparation.  Each 
System Operator is required to complete Eighty (80) hours of continuing training per 
year.  Continuing training is designed to keep System Operators knowledgeable of 
NERC Standards, operating policies, tools and equipment, and management 
expectations.  Drills on emergency procedures and simulated exercises are included in 
continuing training activities. 

 
TVA also uses a rigorous On-the-Job training process where new hires are required to 
work with several different TVA NERC certified Reliability Coordinators.  By 
rotating with different Reliability Coordinators the employee is exposed to different 
ideas and thought processes of those currently holding shift. Only with the input from 
skilled RCs who have worked with the trainee, completion of the Technical 
Qualification Training Checklist, and the successful completion of NERC 
certification, can the supervisor assess the employee's readiness to operate 
unsupervised.  These reports are then retained for documentation. 

 
TVA RC is independent of the merchant function. RC does not pass information or 
data to any wholesale merchant function or retail merchant function (either internal or 
external) that is not made available simultaneously to all such wholesale merchant 
functions.  An officer of TVA signed the NERC Reliability Coordinators Standards of 
Conduct on October 13, 2000 and this information is posted at 
www.nerc.com/~filez/sc-soc/signers.html.  TVA’s Reliability Coordinator staff has 
completed training on TVA’s Standards of Conduct.  Refresher training on TVA’s 
Standards of Conduct is required every year.  Training records are maintained. 

 
(TVA Document:  “Tennessee Valley Authority Standards Of Conduct for 
Transmission Providers, August 2005.) 
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Appendix A 
 
Members: 
 

Associated Electric Cooperative, Inc. (AECI)  

 
Big Rivers Electric Corporation (BREC) 

 
East Kentucky Power Cooperative (EKPC) 

 
Electric Energy, Inc. (EEI) 

 
Tennessee Valley Authority (TVA) 

 
 
 
 
Reliability Coordination Agreements  
 

“Security Coordination Agreement” executed by four parties:  AECI (10/1/01), 
BREC (9/17/01), EKPC (9/13/01), TVA (9/11/01) 
 
“Reliability Coordination Agreement” executed by TVA and EEI (06/28/04) 
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Appendix B 
 

ECAR Inadvertent Settlement Procedure 
 

Rational 
ECAR’s Inadvertent Settlement (IS) procedure provides a mechanism for dealing with 
Inadvertent Interchange that jeopardizes the reliability of the Eastern Interconnection and 
would apply, initially, to control areas within ECAR.  The IS Tariff applies only to 
inadvertent interchange transactions among ECAR parties when the frequency of the Eastern 
Interconnection is low.  Previously, the control areas balanced inadvertent interchanges by 
returns-in-kind.  In other words, the control area drawing power from the grid could return 
power to the grid, even if the market rates for power during the return period were much 
lower.  The IS Tariff is intended to remedy this problem.   
 
TVA Reliability Coordinator System Operator Action 
The Inadvertent Settlement Procedure is triggered when the hourly average Eastern 
Interconnection Frequency has been below 59.97 Hz for two successive hours.  The 
Inadvertent Settlement Procedure will then be in effect from the first hour of low frequency 
until the average Eastern Interconnection frequency recovers to 59.98 Hz. 
 
BREC and EKPC Control Area Operators will be notified by the TVA Reliability 
Coordinator when the 1 hour average of Frequency is below 59.97 Hz.  The message to the 
BREC and EKPC operators shall be: 
 
 “The ECAR Inadvertent may go into effect.  Frequency is low, and the average 1 hour 
frequency is xx.xx Hz”. 
  
BREC and EKPC Control Area Operators will be notified by the TVA Reliability 
Coordinator when the 1 hour average of Frequency recovers to 59.98 Hz.  The message to 
the BREC and EKPC operators shall be: 
“The Frequency has recovered.  The average 1 hour frequency is xx.xx Hz.” 
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Appendix C 
 
 

Adjacent RC Agreements 
 
MISO, PJM, TVA Congestion Management Process.  April 2005 
 
Joint Reliability Coordination Agreement Between MISO, PJM, and TVA.  April 22, 
2005 
 
VACAR, TVA – under development 
 
Southern Company, TVA – under development 
 
Entergy, TVA – under development 
 
Southwest Power Pool, TVA – under development 



PRIMARY RESPONSIBILITIES AND SUPPORT FUNCTIONS FOR OPERATING AND OVERSEEING 
TRANSMISSION OWNER’S TRANSMISSION SYSTEM UNDER THE ITO/RELIABILITY 

COORDINATOR MODEL1 
 

RELIABILITY COORDINATOR 
 
 A. Primary Responsibilities 
 

• The Reliability Coordinator shall enforce operational reliability requirements as the 
NERC-certified Reliability Coordinator. 

 
• The Reliability Coordinator shall implement applicable NERC and regional reliability 

criteria initiatives, such as maintaining a connection to NERC’s Interregional Security 
Network (“ISN”), day-ahead load-flow analysis, transmission loading relief procedures, 
and information exchange. 

 
• The Reliability Coordinator shall develop and coordinate with the Reliability 

Coordination Advisory Committee new operating procedures and guidelines and 
revisions to existing operating procedures and guidelines under this Agreement. 

 
• The Reliability Coordinator shall develop and maintain system models and tools needed 

to perform analysis needed to develop operational plans. 
 
• The Reliability Coordinator shall coordinate with neighboring Reliability Coordinators 

and other operating entities as appropriate to ensure regional reliability. 
 
• The Reliability Coordinator shall coordinate transmission loading relief and voltage 

correction actions with Transmission Owner and with other Reliability Coordinators. 
 
• The Reliability Coordinator shall identify Coordinated Flowgates and determination of 

flowgates requiring Reciprocal Coordination (twice annually).  
 
• The Reliability Coordinator shall compile reservation set based on Freeze Date; compile 

designated resources based on Freeze Date; calculate Historic Firm Flow Values and 
Ratios for all coordinated flowgates on both Transmission Owner’s system and adjoining 
systems (Bi-annual). 

 
• The Reliability Coordinator shall develop Reciprocal Coordination Agreements that 

establish how each Operating Entity will consider its own Flowgate or constraint usage as 
well as the usage of other Operating Entities when it determines the amount of Flowgate 
or constraint capacity remaining.  This process will include both operating horizon 
determination as well as forward looking capacity allocation. 

 

                                                 
1  This list of primary responsibilities and support functions is designed to compliment Attachment L of the 
OATT and does not replace or negate any provision contained therein. 



• The Reliability Coordinator shall implement AFC Process -- determine AFC attribute 
requirements; obtain NNL Impact Data; implement Allocation Calculation Process; 
implement ASTFC Process; implement AFC Calculation Process; implement CMP 
business rules for AFC vs. ASTFC. 

 
• The Reliability Coordinator shall provide the Transmission Owner and ITO with data 

necessary to analyze requests for new Transmission service. 
 
• The Reliability Coordinator shall monitor, analyze, and coordinate the reliability of the 

Transmission Owner’s facilities and interfaces with other Balancing Authorities, 
Transmission Operators, and other Reliability Coordinators. 

 
• The Reliability Coordinator shall ensure a long-term (one year and beyond) plan is 

available for adequate resources and transmission within the Area; integrate and assess 
the plans from the Transmission Planners and Resource Planners within the Reliability 
Area to ensure those plans meet the reliability standards; and coordinate the development 
of recommended solutions to plans that do not meet those standards. 

 
• The Reliability Coordinator shall integrate transmission and resource (demand and 

capacity) system models from the Relaibility Area operating entities to evaluate 
transmission system performance and resource adequacy. 

 
• The Reliability Coordinator shall apply methodologies and tools to assess and analyze the 

transmission systems expansion plans and the resource adequacy plans. 
 
• The Reliability Coordinator shall collect all information and data required for modeling 

and evaluation purposes. 
 
• The Reliability Coordinator shall monitor all reliability-related parameters within the 

Reliability Authority Area, including generation dispatch and transmission maintenance 
plans and perform analyses of planned transmission and generation outages and the 
coordination of such outages with NERC, the ITO, the Transmission Owner, and other 
Reliability Coordinators. 

 
• The Reliability Coordinator shall direct revisions to transmission maintenance plans as 

required and as permitted by agreements. 
 
• The Reliability Coordinator shall request revisions to generation maintenance plans as 

required and as permitted by agreements. 
 
• The Reliability Coordinator shall develop Interconnection Reliability Operating Limits 

(to protect from instability and cascading outages). 
 
• The Reliability Coordinator shall perform the reliability analysis (actual and contingency) 

for the Reliability Authority Area. 
 



• The Reliability Coordinator shall approve or deny bilateral schedules from the reliability 
perspective. 

 
• The Reliability Coordinator shall assist in the determination of Interconnected Operations 

Services requirements for balancing generation and load, and transmission reliability 
(e.g., reactive requirements, location of operating reserves). 

 
• The Reliability Coordinator shall identify, communicate, and direct actions to relieve 

reliability threats and limit violations in the Reliability Authority Area. 
 
• The Reliability Coordinator shall direct implementation of emergency procedures. 
 
• The Reliability Coordinator shall direct and coordinate System Restoration. 
 
• The Reliability Coordinator shall perform analyses to develop an evaluation of the 

expected next-day transmission system operations and the overall system conditions with 
information provided by the Transmission Owner. 

 
• The Reliability Coordinator shall assess, develop and document resource and 

transmission expansion plans by: 
 

o Integrating and verifying that the respective resource and transmission expansion 
plans for the Planning Authority Area meet reliability standards. 

 
o Identifying and reporting on potential transmission system and resource adequacy 

deficiencies, and provide alternate resource and transmission expansion plans that 
mitigate these deficiencies. 

 
• The Reliability Coordinator shall approve Interchange Transactions from ramping ability 

perspective. 
 

• The Reliability Coordinator shall provide telemetry of transmission system information. 
 

• The Reliability Coordinator shall notify others of any planned transmission changes that 
may impact their facilities. 

 
 B. Support Functions 
 

• The Reliability Coordinator shall review the Transmission Owner’s development and 
maintenance of transmission and resource (demand and capacity) system models to 
evaluate transmission system performance and resource adequacy. 

 
• The Reliability Coordinator shall review the Transmission Owner’s methodologies and 

tools for: (i) the analysis and simulation of the transmission systems in the assessment 
and development of transmission expansion plans; and (ii) the analysis and development 
of resource adequacy plans. 



 
• The Reliability Coordinator shall review the ITO’s plans for evaluating responses to 

long-term (generally one year and beyond) transmission service requests  
 
• The Reliability Coordinator shall review the ITO’s and Transmission Owner’s evaluation 

of transmission facility plans required to integrate new (end-use customer, generation, 
and transmission) facilities into the interconnected bulk electric systems. 

 
• The Reliability Coordinator shall review the ITO’s analyses and reports as required on 

the long-term resource and transmission plans for the Planning Authority Area. 
 
• The Reliability Coordinator shall review the Transmission Owner’s monitoring of 

transmission expansion plan and resource plan implementation. 
 
• The Reliability Coordinator shall review the Transmission Owner’s coordination of 

project implementation that requires transmission outages that can impact reliability and 
firm transactions. 

 
• The Reliability Coordinator shall review the ITO’s evaluation of the impact of revised 

transmission and generator in-service dates on resource and transmission adequacy. 
 

• The Reliability Coordinator shall review the ITO’s formulation of operational plans 
(generation commitment, outages, etc) for reliability assessment. 

 
• The Reliability Coordinator shall review the Transmission Owner’s determination of the 

need for Interconnected Operations Services. 
 
• The Reliability Coordinator shall review the Transmission Owner’s deployment of 

Interconnected Operations Services. 
 
• The Reliability Coordinator shall review the Transmission Owner’s implementation of 

emergency procedures. 
 

• The Reliability Coordinator shall review the Transmission Owner’s role in maintaining 
reliability of the transmission area in accordance with Reliability Standards. 

 
• The Reliability Coordinator shall review the Transmission Owner’s maintenance 

schedules (dates and times). 
 
• The Reliability Coordinator shall review the Transmission Owner’s defined voltage 

profiles. 
 
• The Reliability Coordinator shall review the Transmission Owner’s definitions of 

operating limits, development of contingency plans, and oversight of operations of the 
transmission facilities. 

 



• The Reliability Coordinator shall review the Transmission Owner’s development of a 
long-term (generally one year and beyond) plan for the reliability (adequacy) of the 
interconnected bulk electric transmission systems within a portion of the Planning 
Authority Area. 

 
• The Reliability Coordinator shall review the Transmission Owner’s maintenance of 

transmission system models (steady-state, dynamics, and short circuit) and application of 
appropriate tools for the development of transmission plans. 

 
• The Reliability Coordinator shall review the Transmission Owner’s development of 

transmission plans to ensure that such plans are within defined voltage and stability limits 
and within appropriate facility thermal ratings. 

 
• The Reliability Coordinator shall review the Transmission Owner’s definitions of system 

protection and control needs and requirements, including special protection systems 
(remedial action schemes), that are needed to meet reliability standards. 

 
• The Reliability Coordinator shall review the ITO’s evaluation of and plan for 

transmission service and interconnection requests beyond one year. 
 
• The Reliability Coordinator shall review the Transmission Owner’s development of and 

report on transmission expansion plans for assessment and compliance with reliability 
standards. 

 
• The Reliability Coordinator shall coordinate with the Transmission Owner to define, 

collect and develop information needed for planning purposes, including: (i) transmission 
facility characteristics and ratings; (ii) demand and energy end-use customer forecasts, 
capacity resources, and demand response programs; (iii) generator unit performance 
characteristics and capabilities; and (iv) long-term capacity purchases and sales. 

 
• The Reliability Coordinator shall assist the ITO in reviewing and determining TTC 

values (generally one year and beyond) as appropriate. 
 
• The Reliability Coordinator shall coordinate with the Transmission Owner to ensure that 

Transmission Owner has control over the following combinations within a Balancing 
Authority Area: (i) Load and Generation (an isolated system); (ii) Load and Scheduled 
Interchange; (iii) Generation and Scheduled Interchange; and (iv) Generation, Load, and 
Scheduled Interchange. 

 
• The Reliability Coordinator shall assist the Transmission Owner in calculating Area 

Control Error within the Balancing Authority Area. 
 
• The Reliability Coordinator shall assist the Transmission Owner in reviewing generation 

commitments, dispatch, and load forecasts. 
 



• The Reliability Coordinator shall assist the Transmission Owner in implementing 
interchange schedules. 

 
• The Reliability Coordinator shall assist the Transmission Owner in monitoring and 

reporting control performance and disturbance recovery. 
 
• The Reliability Coordinator shall assist the Transmission Owner and the ITO in providing 

balancing and energy accounting (including hourly checkout of Interchange Schedules 
and Actual Interchange), and administering Inadvertent energy paybacks. 

 
• The Reliability Coordinator shall assist the ITO in determining valid, balanced, 

Interchange Schedules (validation of sources and sinks, transmission arrangements, 
interconnected operations services, etc.). 

 
• The Reliability Coordinator shall assist the ITO in verifying ramping capability of the 

source and sink Balancing Authority Areas for requested Interchange Schedules. 
 
• The Reliability Coordinator shall assist the ITO in collecting and disseminating 

Interchange Transaction approvals, changes, and denials. 
 
• The Reliability Coordinator shall assist the ITO in authorizing implementation of 

Interchange Transactions. 
 
• The Reliability Coordinator shall assist in entering Interchange Transaction information 

into Reliability Assessment Systems (e.g., the Interchange Distribution Calculator in the 
Eastern Interconnection). 

 
• The Reliability Coordinator shall assist the Transmission Owner in defining and 

collecting transmission information and transmission facility characteristics and ratings. 
 

• The Reliability Coordinator shall assist the Transmission Owner in monitoring and 
reporting, as appropriate, on transmission expansion plan implementation. 

 
• The Reliability Coordinator shall assist the ITO in processing transmission service 

requests. 
 
• The Reliability Coordinator shall provide support to the ITO in approving or denying 

transmission service requests. 
 
• The Reliability Coordinator shall provide support to the ITO in approving Interchange 

Transactions from a transmission service arrangement perspective. 
 
• The Reliability Coordinator shall assist the ITO in determining and posting available 

transfer capability (ATC) values. 
 
 



ITO 
 
 A. Primary Responsibilities 
 

• The ITO shall evaluate plans for customer requests for transmission service. 
 

o The ITO shall evaluate responses to long-term (generally one year and beyond) 
transmission service requests. 

 
o The ITO shall review transmission facility plans required to integrate new (end-

use customer, generation, and transmission) facilities into the interconnected bulk 
electric systems. 

 
• The ITO shall review and determine TTC values as appropriate. 
 
• The ITO shall provide analyses and reports as required on the long-term resource and 

transmission plans for the Planning Authority Area. 
 
• The ITO shall evaluate the impact of revised transmission and generator in-service dates 

on resource and transmission adequacy. 
 
• The ITO shall formulate an operational plan (generation commitment, outages, etc) for 

reliability assessment. 
 
• The ITO shall provide balancing and energy accounting (including hourly checkout of 

Interchange Schedules and Actual Interchange), and administer Inadvertent energy 
paybacks. 

 
• The ITO shall determine valid, balanced, Interchange Schedules (validation of sources 

and sinks, transmission arrangements, interconnected operations services, etc.). 
 
• The ITO shall verify ramping capability of the source and sink Balancing Authority 

Areas for requested Interchange Schedules. 
 
• The ITO shall collect and disseminate Interchange Transaction approvals, changes, and 

denials. 
 
• The ITO shall authorize implementation of Interchange Transactions. 
 
• The ITO shall maintain record of individual Interchange Transactions. 
 
• The ITO shall evaluate and plan for transmission service and interconnection requests 

beyond one year. 
 
• The ITO shall receive transmission service requests and process each request for service 

according to the requirements of the tariff. 



 
• The ITO shall maintain commercial interface for receiving and confirming requests for 

transmission service according to the requirements of the tariff (e.g., OASIS). 
 
• The ITO shall approve or deny transmission service requests. 
 
• The ITO shall approve Interchange Transactions from transmission service arrangement 

perspective. 
 
• The ITO shall determine and post available transfer capability (ATC) values. 

 
 B. Support Functions 
 

• The ITO shall assist the Reliability Coordinator in directing revisions to transmission 
maintenance plans as required and as permitted by agreements. 

 
• The ITO shall assist the Reliability Coordinator in requesting revisions to generation 

maintenance plans as required and as permitted by agreements. 
 
• The ITO shall assist the Reliability Coordinator in approving or deny bilateral schedules 

from the reliability perspective. 
 
• The ITO shall assist the Transmission Owner in defining, collecting, and developing 

demand and energy end-use customer forecasts, capacity resources, and demand response 
programs. 

 
• The ITO shall assist the Transmission Owner in defining, collecting, and developing 

Long-term capacity purchases and sales. 
 
• The ITO shall assist the Reliability Coordinator in assessing, developing, and 

documenting resource and transmission expansion plans. 
 

o The ITO shall assist the Reliability Coordinator in integrating and verifying that 
the respective plans for the Planning Authority Area meet reliability standards. 

 
o The ITO shall assist the Reliability Coordinator in identifying and reporting on 

potential transmission system and resource adequacy deficiencies, and providing 
alternate plans that mitigate these deficiencies. 

 
• The ITO shall assist the Transmission Owner in monitoring transmission expansion plan 

and resource plan implementation. 
 
• The ITO shall assist the Transmission Owner in coordinating project implementation that 

requires transmission outages that can impact reliability and firm transactions. 
 



• The ITO shall coordinate with the Transmission Owner to ensure that Transmission 
Owner has control over the following combinations within a Balancing Authority Area: 
(i) Load and Generation (an isolated system); (ii) Load and Scheduled Interchange; (iii) 
Generation and Scheduled Interchange; and (iv) Generation, Load, and Scheduled 
Interchange. 

 
• The ITO shall assist the Transmission Owner in calculating Area Control Error within the 

Balancing Authority Area. 
 
• The ITO shall assist the Transmission Owner in reviewing generation commitments, 

dispatch, and load forecasts. 
 
• The ITO shall assist the Transmission Owner in implementing interchange schedules. 
 
• The ITO shall assist the Transmission Owner in monitoring and reporting control 

performance and disturbance recovery. 
 
• The ITO shall assist in the development and review of Transmission Owner’s 

maintenance schedules (dates and times). 
 
• The ITO shall assist the Reliability Coordinator in notifying others of any planned 

transmission changes that may impact their facilities. 
 
• The ITO shall assist the Transmission Owner in monitoring and reporting, as appropriate, 

on transmission expansion plan implementation. 
 
• The ITO shall assist the Transmission Owner in allocating transmission losses (MWs or 

funds) among Balancing Authority Areas. 
 

TRANSMISSION OWNER 
 
 A. Primary Responsibilities 
 

• The Transmission Owner shall develop and maintain transmission and resource (demand 
and capacity) system models to evaluate transmission system performance and resource 
adequacy. 

 
• The Transmission Owner shall maintain and apply methodologies and tools for the 

analysis and simulation of the transmission systems in the assessment and development 
of transmission expansion plans and the analysis and development of resource adequacy 
plans. 

 
• The Transmission Owner shall define and collect or develop information required for 

planning purposes, including: (i) transmission facility characteristics and ratings; (ii) 
demand and energy end-use customer forecasts, capacity resources, and demand response 



programs; (iii) generator unit performance characteristics and capabilities; and (iv) long-
term capacity purchases and sales. 

 
• The Transmission Owner shall review transmission facility plans required to integrate 

new (end-use customer, generation, and transmission) facilities into the interconnected 
bulk electric systems. 

 
• The Transmission Owner shall monitor transmission expansion plan and resource plan 

implementation. 
 
• The Transmission Owner shall coordinate project implementation that requires 

transmission outages that can impact reliability and firm transactions. 
 
• The Transmission Owner must have control the following combinations within a 

Balancing Authority Area: (i) load and generation (an isolated system); (ii) load and 
Scheduled Interchange; (iii) generation and Scheduled Interchange; and (iv) generation, 
load, and Scheduled Interchange. 

 
• The Transmission Owner shall calculate Area Control Error within the Balancing 

Authority Area. 
 
• The Transmission Owner shall review generation commitments, dispatch, and load 

forecasts. 
 
• The Transmission Owner shall implement interchange schedules by entering those 

schedules into an energy management system. 
 
• The Transmission Owner shall provide frequency response. 
 
• The Transmission Owner shall monitor and report control performance and disturbance 

recovery. 
 
• The Transmission Owner shall provide balancing and energy accounting (including 

hourly checkout of Interchange Schedules and Actual Interchange), and administer 
Inadvertent energy paybacks. 

 
• The Transmission Owner shall determine needs for Interconnected Operations Services. 
 
• The Transmission Owner shall deploy Interconnected Operations Services. 
 
• The Transmission Owner shall implement emergency procedures. 
 
• The Transmission Owner shall maintain reliability of the transmission area in accordance 

with Reliability Standards. 
 



• The Transmission Owner shall provide detailed maintenance schedules (dates and times) 
to the Reliability Coordinator for review. 

 
• The Transmission Owner shall maintain defined voltage profiles. 
 
• The Transmission Owner shall define operating limits, develop contingency plans, and 

monitor operations of the transmission facilities. 
 
• The Transmission Owner shall provide telemetry of transmission system information. 
 
• The Transmission Owner shall develop a long-term (generally one year and beyond) plan 

for the reliability (adequacy) of the interconnected bulk electric transmission systems 
within a portion of the Planning Authority Area. 

 
• The Transmission Owner shall maintain transmission system models (steady-state, 

dynamics, and short circuit) and apply appropriate tools for the development of 
transmission plans. 

 
• The Transmission Owner shall define and collect transmission information and 

transmission facility characteristics and ratings. 
 
• The Transmission Owner shall develop transmission plans within defined voltage and 

stability limits and within appropriate facility thermal ratings. 
 
• The Transmission Owner shall define system protection and control needs and 

requirements, including special protection systems (remedial action schemes), to meet 
reliability standards. 

 
• The Transmission Owner shall develop and report, as appropriate, on its transmission 

expansion plan for assessment and compliance with reliability standards. 
 
• The Transmission Owner shall monitor and report, as appropriate, on its transmission 

expansion plan implementation. 
 
• The Transmission Owner shall allocate transmission losses (MWs or funds) among 

Balancing Authority Areas. 
 
 B. Support Functions 
 

• The Transmission Owner shall cooperate with the Reliability Coordinator in its 
enforcement operational reliability requirements. 

 
• The Transmission Owner shall cooperate with the Reliability Coordinator in its 

monitoring of all reliability-related parameters within the Reliability Authority Area, 
including generation dispatch and transmission maintenance plans. 

 



• The Transmission Owner shall comply with the Reliability Coordinator’s revisions to 
transmission maintenance plans as required and as permitted by agreements. 

 
• The Transmission Owner shall consider the Reliability Coordinator’s requests for 

revisions to generation maintenance plans as required and as permitted by agreements. 
 
• The Transmission Owner shall assist the Reliability Coordinator in developing 

Interconnection Reliability Operating Limits (to protect from instability and cascading 
outages). 

 
• The Transmission Owner shall assist the Reliability Coordinator in performing reliability 

analyses (actual and contingency) for the Reliability Authority Area. 
 
• The Transmission Owner shall comply with the Reliability Coordinator’s approval or 

denial of bilateral schedules from the reliability perspective. 
 
• The Transmission Owner shall assist in determining Interconnected Operations Services 

requirements for balancing generation and load, and transmission reliability (e.g., reactive 
requirements, location of operating reserves). 

 
• The Transmission Owner shall comply with the Reliability Coordinator’s directives for 

relieving reliability threats and limiting violations in the Reliability Authority Area. 
 
 
• The Transmission Owner shall comply with the Reliability Coordinator’s directives for 

implementing emergency procedures. 
 
• The Transmission Owner shall comply with the Reliability Coordinator’s directives 

regarding System Restoration. 
 
• The Transmission Owner shall assist the ITO in its evaluation of responses to long-term 

(generally one year and beyond) transmission service requests. 
 
• The Transmission Owner shall assist the ITO in its review and determination of TTC 

values as appropriate. 
 
• The Transmission Owner shall assist the Reliability Coordinator in assessing, developing, 

and documenting resource and transmission expansion plans. 
 

o The Transmission Owner shall assist the Reliability Coordinator in integrating 
and verifying that the respective plans for the Planning Authority Area meet 
reliability standards. 

 
o The Transmission Owner shall assist the Reliability Coordinator in identifying 

and reporting on potential transmission system and resource adequacy 
deficiencies, and providing alternate plans that mitigate these deficiencies. 



 
• The Transmission Owner shall assist the ITO in preparing analyses and reports as 

required on the long-term resource and transmission plans for the Planning Authority 
Area. 

 
• The Transmission Owner shall assist the ITO in evaluating the impact of revised 

transmission and generator in-service dates on resource and transmission adequacy. 
 
• The Transmission Owner shall assist the ITO in formulating an operational plan 

(generation commitment, outages, etc) for reliability assessment. 
 
• The Transmission Owner shall assist the ITO in determining valid, balanced, Interchange 

Schedules (validation of sources and sinks, transmission arrangements, interconnected 
operations services, etc.). 

 
• The Transmission Owner shall assist the ITO in verifying ramping capability of the 

source and sink Balancing Authority Areas for requested Interchange Schedules. 
 
• The Transmission Owner shall assist the ITO in collecting and disseminating Interchange 

Transaction approvals, changes, and denials. 
 
• The Transmission Owner shall assist the ITO in authorizing implementation of 

Interchange Transactions. 
 
• The Transmission Owner shall assist in entering Interchange Transaction information into 

Reliability Assessment Systems (e.g., the Interchange Distribution Calculator in the 
Eastern Interconnection). 

 
• The Transmission Owner shall assist the Reliability Coordinator in notifying others of 

any planned transmission changes that may impact their facilities. 
 
• The Transmission Owner shall assist the Reliability Coordinator in evaluating and 

planning for transmission service and interconnection requests beyond one year. 
 
• The Transmission Owner shall assist the ITO in processing transmission service requests. 
 
• The Transmission Owner shall assist the ITO in maintaining a commercial interface for 

receiving and confirming requests for transmission service according to the requirements 
of the tariff (e.g., OASIS). 

 
• The Transmission Owner shall assist the ITO in the process of approving or denying 

transmission service requests. 
 
• The Transmission Owner shall assist the ITO in the process of approving Interchange 

Transactions from transmission service arrangement perspective. 
 



• The Transmission Owner shall assist the ITO in determining and posting available 
transfer capability (ATC) values. 

 



LG Functional Accountabilities

Legend:                                                                                      
Lead Responsibility - L                                                                
Review and Approval - A                                                             
Coordination - C LG&E RC/TVA ITO

RC/TVA 
Coordination 
With Other 

TOs/RCs/RRC
s

Function – Operating Reliability
Tasks

1. Enforce operational reliability requirements C L
2. Monitor all reliability-related parameters within the Reliability Authority Area, 
including generation dispatch and transmission maintenance plans C L
3. Direct revisions to transmission maintenance plans as required and as permitted by 
agreements C L C Yes
4. Request revisiCns tC generatiCn maintenance plans as required and as permitted by 
agreements C L C Yes
5. Develop Interconnection Reliability Operating Limits (to protect from instability and 
cascading outages). C L
6. Perform reliability analysis (actual and contingency) for the Reliability Authority 
Area C L Yes
7. Approve or deny bilateral schedules from the reliability perspective C L C Yes
8. Assist in determining Interconnected Operations Services requirements for balancing 
generation and load, and transmission reliability (e.g., reactive requirements, location of 
operating reserves). C L
9. Identify, communicate, and direct actions to relieve reliability threats and limit 
violations in the Reliability Authority Area C L Yes
10. Direct implementation of emergency procedures C L Yes
11. Direct and coordinate System Restoration C L Yes

Function – Planning Reliability
Tasks

1. Develop and maintain transmission and resource (demand and capacity) system 
models to evaluate transmission system performance and resource adequacy. L A Yes
2. Maintain and apply methodologies and tools for the analysis and simulation of the 
transmission systems in the assessment and development of transmission expansion 
plans and the analysis and development of resource adequacy plans. L A

3. Define and collect or develop information required for planning purposes, including:
         a. Transmission facility characteristics and ratings, L C Yes
         b. Demand and energy end-use customer forecasts, capacity resources, and demand 
response programs, L C C Yes
         c. Generator unit performance characteristics and capabilities, and L C Yes
         d. Long-term capacity purchases and sales. L C C

4. Evaluate plans for customer requests for transmission service.
         a. Evaluate responses to long-term (generally one year and beyond) transmission 
service requests. C A L Yes

         b. Review transmission facility plans required to integrate new (end-use customer, 
generation, and transmission) facilities into the interconnected bulk electric systems. L A L

5. Review and determine TTC values (generally one year and beyond) as appropriate. C C L
6. Assess, develop, and document resource and transmission expansion plans.
       a.  Integrate and verify that the respective plans for the Planning Authority Area 
meet reliability standards. C L C Yes
       b.  Identify and report on potential transmission system and resource adequacy 
deficiencies, and provide alternate plans that mitigate these deficiencies. C L C
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LG Functional Accountabilities

Legend:                                                                                      
Lead Responsibility - L                                                                
Review and Approval - A                                                             
Coordination - C LG&E RC/TVA ITO

RC/TVA 
Coordination 
With Other 

TOs/RCs/RRC
s

7. Provide analyses and reports as required on the long-term resource and transmission 
plans for the Planning Authority Area. C A L Yes
8.      Monitor transmission expansion plan and resource plan implementation. L A C
9.      Coordinate project implementation requiring transmission outages that can impact 
reliability and firm transactions. L A C Yes
10.  Evaluate the impact of revised transmission and generator in-service dates on 
resource and transmission adequacy. C A L Yes

Function – Balancing
Tasks

1. Must have control of any of the following combinations within a Balancing Authority 
Area:

a. Load and Generation (an isolated system) L C C
b. Load and Scheduled Interchange L C C
c. Generation and Scheduled Interchange L C C
d. Generation, Load, and Scheduled Interchange L C C

2. Calculate Area Control Error within the Balancing Authority Area. L C C
3. Review generation commitments, dispatch, and load forecasts. L C C Yes
4. Formulate an operational plan (generation commitment, outages, etc) for reliability 
assessment C A L Yes
5. Approve Interchange Transactions from ramping ability perspective L Yes
6. Implement interchange schedules by entering those schedules into an energy 
management system L C C
7. Provide frequency response L
8. Monitor and report control performance and disturbance recovery L C C Yes

9. Provide balancing and energy accounting (including hourly checkout of Interchange 
Schedules and Actual Interchange), and administer Inadvertent energy paybacks L C L
10. Determine needs for Interconnected Operations Services L A Yes
11. Deploy Interconnected Operations Services. L A Yes
12. Implement emergency procedures L A Yes

Function – Transmission Operations
Tasks

1. Maintain reliability of the transmission area in accordance with Reliability Standards. L A Yes
2. Provide detailed maintenance schedules (dates and times) L A C Yes
3. Maintain defined voltage profiles. L A
4. Define operating limits, develop contingency plans, and monitor operations of the 
transmission facilities. L A Yes
5. Provide telemetry of transmission system information L L

Function – Interchange
Tasks
1. Determine valid, balanced, Interchange Schedules (validation of sources and sinks, 
transmission arrangements, interconnected operations services, etc.). C C L Yes
2. Verify ramping capability of the source and sink Balancing Authority Areas for 
requested Interchange Schedules C C L Yes
3. Collect and disseminate Interchange Transaction approvals, changes, and denials C C L Yes
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LG Functional Accountabilities

Legend:                                                                                      
Lead Responsibility - L                                                                
Review and Approval - A                                                             
Coordination - C LG&E RC/TVA ITO

RC/TVA 
Coordination 
With Other 

TOs/RCs/RRC
s

4. Authorize implementation of Interchange Transactions C C L Yes
5. Enter Interchange Transaction information into Reliability Assessment Systems (e.g., 
the Interchange Distribution Calculator in the Eastern Interconnection) C C ? Yes
6. Maintain record of individual Interchange Transactions L

Function – Transmission Planning
Tasks
Develops a long-term (generally one year and beyond) plan for the reliability (adequacy) 
of the interconnected bulk electric transmission systems within a portion of the Planning 
Authority Area. L A Yes
1. Maintain transmission system models (steady-state, dynamics, and short circuit) and 
apply appropriate tools for the development of transmission plans. L A Yes
2. Define and collect transmission information and transmission facility characteristics 
and ratings. L C Yes
3. Develop plans within defined voltage and stability limits and within appropriate facility 
thermal ratings. L A Yes
4. Define system protection and control needs and requirements, including special 
protection systems (remedial action schemes), to meet reliability standards. L A
5. Determine TTC values as appropriate. C C L

6. Notify others of any planned transmission changes that may impact their facilities. C L C Yes
7. Evaluate and plan for transmission service and interconnection requests beyond one 
year. C A L Yes
8. Develop and report, as appropriate, on its transmission expansion plan for assessment 
and compliance with reliability standards. L A Yes

9. Monitor and report, as appropriate, on its transmission expansion plan implementation. L C C Yes

Function – Transmission Service
Tasks
1. Receive transmission service requests and process each request for service according to 
the requirements of the tariff. C C L
      a. Maintain commercial interface for receiving and confirming requests for 
transmission service according to the requirements of the tariff (e.g., OASIS). C L Yes
2. Approve or deny transmission service requests C C L Yes

3. Approve Interchange Transactions from transmission service arrangement perspective C C L Yes
4. Determine and post available transfer capability (ATC) values. C C L
5. Allocate transmission losses (MWs or funds) among Balancing Authority Areas. L C

10/6/2005, Matrix of Responsibilities.xls
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 

LG&E Energy LLC ) Docket No. ER06-___-000 
 ) 
Louisville Gas & Electric Company, et al. ) Docket No. EC98-2-___ 
 ) 
Louisville Gas & Electric Company, et al. ) Docket No. EC00-67-___ 
 ) 
E.ON AG, et al. ) Docket No. EC01-115-___ 

 
NOTICE OF FILING 

(                 ) 
 
 Take notice that on October 7, 2005, LG&E Energy LLC, together with and on behalf of 
its public utility operating company subsidiaries Louisville Gas and Electric Company 
(“LG&E”) and Kentucky Utilities Company (“KU”) (collectively, “Applicants”), filed an 
application with the Commission seeking acceptance of certain rates, terms, and conditions 
necessary for them to: (i) withdraw from the Midwest Independent Transmission System 
Operator, Inc. and regain operational control of their respective transmission systems; (ii) install 
a third party to act as reliability coordinator for their transmission facilities; and (iii) install an 
independent third party to act as tariff administrator for their transmission system.  Further, 
Applicants request a Commission finding that their withdrawal from the Midwest ISO (together 
with the operation and administration of their Transmission System by the Independent 
Transmission Organization and Reliability Coordinator) satisfies certain merger conditions 
previously proposed by Applicants and approved by the Commission.  

Any person desiring to intervene or to protest this filing must file in accordance with 
Rules 211 and 214 of the Commission’s Rules of Practice and Procedure (18 CFR 385.211 and 
385.214).  Protests will be considered by the Commission in determining the appropriate action 
to be taken, but will not serve to make protestants parties to the proceeding.  Any person wishing 
to become a party must file a notice of intervention or motion to intervene, as appropriate.  Such 
notices, motions, or protests must be filed on or before the comment date.  Anyone filing a 
motion to intervene or protest must serve a copy of that document on the Applicant.  On or 
before the comment date, it is not necessary to serve motions to intervene or protests on persons 
other than the Applicant.   

 
The Commission encourages electronic submission of protests and interventions in lieu 

of paper using the “eFiling” link at http://www.ferc.gov.  Persons unable to file electronically 
should submit an original and 14 copies of the protest or intervention to the Federal Energy 
Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426. 

 
This filing is accessible on-line at http://www.ferc.gov, using the “eLibrary” link and is 

available for review in the Commission’s Public Reference Room in Washington, D.C.    There 
is an “eSubscription” link on the web site that enables subscribers to receive email notification 
when a document is added to a subscribed docket(s).  For assistance with any FERC Online 



service, please email FERCOnlineSupport@ferc.gov, or call (866) 208-3676 (toll free).  For 
TTY, call (202) 502-8659. 
 
Comment Date: 5:00 pm Eastern Time on (insert date). 
 

Magalie R. Salas 
Secretary 

 




