
A T T O R N E Y S  

KENT~JCKY 1 OHIO INDIANA 1 TENNESSEE . WEST VIRGINIA 

Mark David Goss 

MGOSS@FBTLAW.COM 
(859) 244-3232 

April 8,2010 

Via Hand-Delivery 

Mr. Jeffrey Derouen 
Executive Director 
Kentucky Public Service Commission 
2 1 1 Sower Boulevard 
P.O. Box 615 
Frankfort, KY 40602-061 5 

Re: Application of Big Rivers Electric Corporatioil for Approval to Transfer 
Functional Control of Its Trarisrnissiori System to Midwest 
Independent Transmission System Operator, Inc. 
PSC Case No. 2010-00043 

Dear Mr. Derouen: 

Enclosed please find herewith an original and nine (9) copies of Midwest Independent 
Transmission System Operator, Inc.’s Responses to KIUC’s First Set of Data Requests to be 
filed in the above-referenced matter. Please return a file stamped copy to rne for rny file. 

Please note from the original that is filed that several of the Response Exhibits contain 
charts and data summaries which are in color. Because of a copier machine problem, we were 
unable to provide color copies for some of the exhibits in all of the Response packages and they 
are instead, in black arid white. Should Commission Staff desire to see the color version of these 
Exhibits, please let me know and I will be happy to forward same electronically. I will not do 
this unless requested by you as I do not warit to fill your e-mail inbox with unwanted files. 

Enclosures 

cc: Parties of Record 

Mark David Goss 

LEXLibrary L,R09470 0573666 421 8 3 2 ~ 1  
250 West Main Street, Suite 2800 Lexington, Kentucky 40507-1749 (859) 231-0000 * (859) 231-001 1 fax www.frostbrowntadd corn 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLJCATION OF BIG RIVERS ELECTRIC ) 
CORPORATION FOR APPROVAL TO ) 
TRANSFER FUNCTIONAL CONTROL OF ITS ) CASE NO. 2010-00043 

TRANSMISSION SYSTEM OPERATOR, INC. 1 
TRANSMISSION SYSTEM TO MIDWEST INDEPENDENT ) 

RESPONSES OF MIDWEST I S 0  TO FIRST SET OF DATA REQUESTS 
OF KENTUCKY INDUSTRIAL UTILITY CUSTOMERS, INC. (KIUC) 

APRIL 7,2010 



VERIFICATION 

I, Clair J. Moeller, Vice-president of Midwest Independent Transmission System 
Operator, Inc. verify, state, and affirm that I prepared or supervised the preparation of the data 
request responses filed with this Verification for which I am listed as a witness, and that those 
responses are true and accurate to the best of my knowledge, information, and belief formed after 
a reasonable inquiry. 

Clair J. Moeller \ 

STATE OF MINNESOTA 1 
COUNTY OF RAMSEY ) 

SUBSCRIBED AND SWORN TO before me by Clair J. Moeller on this 5"' day of April, 
2010. 

v \ m -  

LORI MADDOX 
Notary Public-Minnesota 

Notary Public 
My Commission Expires za 12 3 1, 2.0 / 5" 



VERIFICATION 

I, David Zwergel, Senior Director, Regional Operations of Midwest Independent 
Transmission System Operator, Inc. verify, state, and affirm that I prepared or supervised the 
preparation of the data request responses filed with this Verification for wliich I am listed as a 
witness, and that those responses are true arid accurate to the best of my laowledge, information, 
and belief formed after a reasonable inquiry. 

STATE OF INDIANA ) 
COUNTY OF HAMILTON 

SUBSCRIBED AND SWORN TO before me by David Zwergel on this 6th day of April, 
2010. 

w 
Dorothy M. f8hute ( 
Notary Public 
My Commission Expires 5- S - 40 I 7 

DOROWY N, SHUE 
Notav Publk, State of Indiana 

My County of Residence: Hendricks 
Mv C?TmisL;ion Expires May 8. ZOF 7 



VERIFICATION 

I, Richard Doying, Vice-president of Midwest Independent Transmission System 
Operator, Inc. verify, state, aiid affirm that I prepared or supervised the preparation of the data 
request responses filed with this Verification for which I am listed as a witness, and that those 
responses are true aiid accurate to the best of my knowledge, information, and belief formed after 
a reasonable inquiry. 

,w3-==7 -7 
Richard Doying’ 

STATE OF INDIANA 1 
COUNTY OF HAMILTON ) 

STJRSCRIRED AND SWORN TO before me by Richard Doyiiig on this 5th day of 
April, 201 0. 

Ngtary Public 
My Commission Expires 8 f -d ch --/S- 
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MIDWEST ISO’S 
RESPONSE TO KIIJC’S 

MARCH 26,20 10 FIRST DATA REQUEST 

April 7,2010 
PSC CASE NO. 20 10-00043 

Item KIUC MISO 1-1) Please reference page 11 of your direct testimony. Please 

explain how the diversity of resources of MISO, as stated and alleged, will enable Big 

Rivers to redirce its energy costs. Do we irnderstand your testintony to mean that Big 

Rivers will inciir no transniission charges associated with its potential participation in 

MISO? 

Response) The diversity of resources within the Midwest IS0  footprint provides Big 

Rivers the opportunity to optimize the use of its generation units with the rest of the units 

in the market. When tlie market price is lower than Big Rivers’ cost of production, it can 

purchase energy from the market and save money. When the market price is higher than 

Big Rivers’ cost of production, it can serve its needs from its own units and sell excess 

energy into the market at a profit. This is possible, because there are no additional 

transmission charges to export or iinport energy from the Big Rivers zone to or from 

another Midwest IS0  zone. Big Rivers load will pay a single zonal rate, regardless of 

whicli resource actually provides the energy, and those revenues will be distributed to Big 

Rivers as tlie Transmission Owner, pursuant to the requirements of the Transmission 

Owners Agreement. The Big Rivers zonal transmission rate would be based on the 

current transmission charge already approved by the Kentucky PSC. 

Witness) Clair J. Moeller 

Item K.IUC MISO 1 - 1 
Page 1 of 31 
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MIDWEST 1~07s 
RESPONSE TO KIUC’S 

MARCH 26,20 10 FIRST DATA REQUEST 

April 7,2010 
PSC CASE NO. 2010-00043 

Item KlUC MISO 1-2) Please reference the top of page 1.3 of your testimony, 

which mentions the Value Proposition. Please provide Documents and Studies 

associated with the determination of the Value Proposition, as prepared by MISO. 

Response) All of the underlying documents demonstrating the calculations can be 

found on the Midwest IS0  web site in electronic format, as indicated in my testimony. 

Copies of those documents are attached. 

Witness) Clair J. Moeller 

Item KIUC MISO 1-2 
Page 2 of 3 1 



TTACHMENT 1 



2009 Value Proposition 
Direct Load Control (DLC) and 

lnterruptibles Benefit 

2010 98 865 0 69% 0 22% 0 67% 665 $532 ($371 (54) 554 
2011 101 353 091% 0 20% 0 71% 720 $576 544 $4 559 
2012 101 867 0 91% 0 20% 071% 725 $560 $4 SO 559 
2013 102235 0 86% 0 25% 0 60% 618 $494 6861 ($91 550 
2014 102937 0 69% 0 22% 0 67% 689 $551 556 $6 556 
2015 103760 0 69% 0 23% 0 86% 683 $547 (54) ( S O )  556 
2016 104656 0 91% 021% 0 70% 728 $562 536 54 559 
2017 105575 091% 021% 0 70% 734 $567 $5 $1 560 
2018 106466 0 90% 021% 0 69% 739 $591 54 $0 560 

2010 96665 0 69% -0 22% 0 67% 665 5665 15461 (S5) $68 
2011 101.353 0 91% -0 20% 0 71% 720 $720 555 56 $73 
2012 101.667 0 91% .o 20% 071% 725 5725 55 $1 $74 
2013 102.235 0 66% -0 25% 0 60% 616 5616 (5107) (Sll) 563 
2014 102.937 0 69% -0 22% 0 67% 669 5689 $71 57 $70 
2015 103760 0 89% -0 23% 0 66% 663 5663 ($51 ($11 $59 
2016 104,656 0 91% -0 21% 0 70% 726 $728 545 $5 574 
2017 105.575 0 91% -0 21% 0 70% 734 5734 $6 $1 $75 
2018 106.466 0.90% .0.21% 0.69% 739 5739 55 SO 575 

The Direct Load CanVol-lnlenuplible beneril is a quanlificallon ol 
value fotVls enlire Midwesl IS0  roolpnnl and does 
not calculale Ihe value o i  an individual slats or member 

Attachment 1 of item KlUC MISO 1-2 
Page 1 of 2 

Page 1 Of 2 
12l312009 5:24 P M  



2009 Value Proposition 
Direct Load Control (DLC) and 

lnterruptibles Benefit 

11) 2009-2018 Projected Peak Demand based on Midwest I S 0  2009 Summer A~se~smenl Net lnlernal Demand Forecast 
12) 2 9%. EIA 2009 Annual Energy Oulloak Page 39. Table A Z O  Macroeconomic Indicators Annual Grawlh 2007-2030 (percenl) Molesi i le  P"ce Index (1982-1 00) Fuel and Power 

131 Discounl Rale based on an indicalive weighled average cos1 01 capilal lor major ulility companies in h e  MidweSI 
141 High and Low Capilal Casts based on an indicallve capital cos1 values published by major industry participvnla 
15) The Bratlle Group Repoil "Foslering Economic Response m the Midwest EO". page 63 (Maximum Achievable Polential) and pvge 70 (Realetic Achievable Polenual) 
16) Avoided cost bene61 annualized using an esumated revenue requirement far the capital cos1 only (20 year i151el life and 9 5% weighted average COEI 01 cspllal) 

The Diiecl Load CanQol.lnlenuplible bene61 IS a quantification of 
value for vlc entire MidweSI IS0 loalp6nI and does 
nal calculate Ihs value o i  an individual 51818 or member 

Attachment 1 of Item KlUC MIS0 1-2 
P a g e  2 of 2 

Page 2 Of 2 
121312009 5.24 PM 



ATTACHMENT 2 



2009 Value Proposition 
Dynamic Pricing Benefit 

2009 Peak Demand Forecast (MW) 

Capital Costs (S/MW) - Low Estimate 

98,559 111 
Annual Inflation Rate 2 90% [Z] 
Discount Rate 9 50% [3J 

800,000 [4j 

Capital Costs (S/MW) - High Estimate 1,000,000 [41 

2010 96.665 0 05% 011% 0 15% 152 5121 576 58 512 
2011 101 353 0 13% 021% 0 34% 345 5276 5155 516 526 
2012 101.867 0 23% 0 34% 0 57% 582 5466 5190 519 547 
2013 102.235 0 35% 0 50% 0 85% 866 5693 5227 523 570 
2014 102.937 0 47% 0 69% 1 17% 1.202 5962 5269 527 596 
2015 103.760 0 62% 0 92% 153% 1.590 51.272 5311 532 5129 
2016 104.656 0 77% 117% 194% 2.033 51.626 5354 536 5165 
2017 105.575 0 94% 145% 2 40% 2.531 52 024 5396 540 5206 
2016 106.466 1.02% 1.54% 2.55% 2,720 52.176 5151 515 5221 

2009 98,559 0 04% 0 10% 0 07% 67 567 567 57 57 
2010 98.865 011% 0 27% 0 19% 169 5169 5122 512 519 
2011 101.353 0 33% 0 52% 0 43% 431 5431 5242 525 544 
2012 101.867 0 56% 0 84% 0 71% 726 5726 5297 530 574 
2013 102.235 0 67% 125% 106% 1063 51.083 5355 536 5110 

2015 103.760 154% 2 29% 192% 1.986 51.988 5465 549 5202 
2014 102.937 1 19% 173% 1 46% 1.503 51.503 5420 543 5153 

2016 104.656 192% 2 93% 2 43% 2 541 52.541 5553 556 5258 
2017 105.575 2 34% 3 65% 3 00% 3 163 53.163 5622 563 5322 
2016 106,466 2.54% 3.85% 3.19% 3.400 53,400 5236 524 5346 

The Dynamic Pricing benefit is a quvnlificalion of 
value for h a  enlire Midwest I S 0  foolpnnl and doer 
not calculale Ihe value of an individual slale or mernbei 

Attachment 2 of Item KIUC MISO 1-2 
Page 1 of 2 

Page 1 Of 2 
121312009 5:21 PM 



2009 Value Proposition 
Dynamic Pricing Benefit 

[lj 2009.2018 Prqecled Peak Demand based on Midwest I S 0  2009 Summer Asswsmenl Net lnteinal Damand Forecast 

[Zl 2 8%. EIA 2009 Annual Energy Oullook Page 39, Table A20 Macroeconom~c Mcalors Annual Growth 2007-2030 (percent) Wholesvle Price Index (1982-1 00) Fuel and Power 
[3] Discount Rats based on an indicalive weighled average w51 of capi l l  for major ulilliy companies in lhs Midwest 
[4] High and Low Capital Coats based on an indicalivs c.%pllal cost vdue5 published by major industiy panidpants 
[5] Tho Bratlle Group Report"Fostefing Economic Response in b o  Midwesl 60'. page 63 (Maximum Achievable Paiential) and pago 70 (Realcslic Achievable Poienllal) 

[GI The T o l l  % o f  Sy518m Peak was multiplied by 50% 10 active ai a high esUmale 

I71 Avoided cost benefit annualized using an eslimaied revenue requirement far the capi l l  cost Only (30 year asset life and 9 5% Weighled average cost of capital) 

The Dynamic Pricing benefit is B quantification of 
value (01. Ihe entire Midwest IS0 foolprint and does 
no1 calculale lhe value of an individual sIie or member 

Attachment 2 of Item KllJC MISO 1-2 
Page 2 of 2 

Page 2 Of 2 
12/3/2009 5:21 PM 



ATTACHMENT 3 



2009 Value Proposition 
Dispatch of Energy Benefit Lnerginng lhe tfeartland 

I $210 I $222 I $257 I $1,613 I 

Anniial Infiation Rate 2 90% [I] 
Discount Rate 9.50% [2] 

2009 $210 $264 
2010 $216 $272 
2011 $222 $280 
2012 $229 $288 
2013 $235 $296 
2014 $242 $305 
2015 $249 $313 
2016 $256 $323 

2017 $264 $332 
2018 $272 $342 

The Dispatch of Energy benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member 

Attachment 3 of Item KlUC MISO 1-2 
Page 1 of 2 

Page 1 of 2 
12/3/2009 4:56 PM 



Midwest 
Cnetginng the tleacland 

2009 Value Proposition 
Dispatch of Energy Benefit 

[I] 2.9% ~ EIA 2009 Annual Energy Outlook Page 39, Table A20 Macroeconomic Indicators Annual Growth 2007-2030 (percent) Wholesale Price Index (1982-1 00) 
Fuel and Power 
[2] Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 
[3] The ICF study examined market performance from June 2005 to August 2006 To account for market maturity, our analysis only considered data for 2006 and 
annualized the results January-August results were annualized assuming that benefits would accrue at the same rate from September through December 

- Dispatch Benefits (in 2006 Dollars) 

Jan - Aug, 2006 
Annualized 
2o06 Total 

Actual 133 
Estimated 167 

200 
251 

Dispatch Benefits (Adjusted to reflect 2009 dollars-See 
Note # I )  

Jan. Aug, 2006 ~~~~!~~~ 
Actual 140 
Estimated 176 

210 
264 

2007 
2008 
2009 

3 1% 
10 2% 
-7 4% 

Note # 1  - Inflation Rate from Actual PPI from Bureau of Labor Statistics based on Electric Power Generation industry Actual PPI for 2009 is thru August 2009 only 
Actual PPI thru August 2009 was assumed to be indicative of the Actual PPI for the entire 2009 year 

The Dispatch of Energy benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 3 of Item KlUC MISO 1-2 

P a g e  2 of 2 

Page 2 of 2 
12/3/2009 4:56 PM 



ATTACHMENT 4 



2009 Value Proposition 
Footprint Diversity Benefit 

2009 98.559 2 71% 2,671 $2.137 52.137 S217 5217 
2010 98,865 2 71% 2,679 $2,143 $7 $1 $218 
201 1 101,353 271% 2,747 $2,197 $54 $5 $223 
2012 101,867 271% 2,761 $2,208 $11 $1 $225 
2013 102,235 2 71% 2,771 $2,216 $8 $1 $225 
2014 102,937 2 71% 2,790 $2,232 $15 $2 $227 
2015 103,760 271% 2,812 $2,250 $18 $2 $229 
2016 104,658 271% 2,836 $2,269 $19 $2 $231 
2017 105,575 271% 2,861 $2,289 $20 $2 $233 
2018 106.468 271% 2,885 $2.308 $19 $2 $235 

2010 98.865 271% 2,679 $2,679 $8 $1 
201 1 101,353 271% 2,747 $2,747 $67 $7 
2012 101,867 271% 2,761 $2,761 $14 $1 
2013 102,235 271% 2,771 $2,771 s10 $1 
2014 102,937 271% 2,790 $2,790 $19 $2 
2015 103,760 2 71% 2.812 $2,812 $22 $2 
2016 104,658 2 71% 2,836 $2,636 $24 $2 
2017 105,575 271% 2,861 $2,861 $25 $3 

$2 -- 2018 106.468 271% 2,885 $2.885 $24 

The Footprint Diversity benefit is a quantification of 
value for the entire Midwest I S 0  footprint and does 
not calculate the value of an individual state or member 

Attachment 4 of Item KIUC MISO 1-2 
Page 1 of 2 

Page 1 of 2 
12/3/2009 5:16 PM 



Energinng the Ileaeland 

2009 Value Proposition 
Footprint Diversity Benefit 

. -  
[I] 2009-2018 Prgected Pea6 Demand oased on Midaest IS0 2009 Summer Assessment Net Internal Demano Forecast 
[2] 15 4% and 12 69% planning reserve margins based on Midwest ISOs Module E requirements 
[3] Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 
[4] High and Low Capital Costs based on an indicative capital cost values published by major industry participants 
[5] 2 71% is the difference between 15 4% planning reserve margin without Midwest I S 0  and 12 69% planning reserve margin with Midwest IS0 
[6] Avoided cost benefit annualized using an estimated revenue requirement for the capital cost only (30 year asset life and 9 5% weighted average cost of capital) 

The Footprint Diversity benefit is a quantification of 
value for the entire Midwest IS0  footprint and does 
not calculate the value of an individual state or member 

Attachment 4 of Item KlUC MISO 1-2 
Page 2 of 2 

Page 2 of 2 
12/3/2009 5:16 PM 



ATTACHMENT 5 



2009 Value Proposition 
Generator Availability Improvement Benefit I neigirmg the llearlland 

2009 Peak Demand Forecast (MW) 98,559 [1] 
Discount Rate 9.50% [z] 
Capital Costs ($/MW) - Low Estimate 800,000 [31 
Capital Costs ($/MW) - High Estimate 1,000,000 [3] 

Availability Improvement 3.1% [4] 

2009 
201 0 
201 1 
2012 
2013 
2014 
2015 
2016 

98,559 
98.865 

101,353 
101,867 
102,235 
102,937 
103,760 
104,658 

3 10% 
3 10% 
3 10% 
3 10% 
3 10% 
3 10% 
3 10% 
3 10% 

3,055 
3,065 
3,142 
3.158 
3,169 
3,191 
3,217 
3,244 

$2.444 
$2.452 
$2,514 
$2,526 
$2,535 
$2,553 
$2,573 
$2,596 

$2.444 
$8 

$62 
$13 
$9 

$17 
$20 
$22 

$249 
$ 1  
$6 
$1 
$1 
$2 
$2 
$2 

$249 
$249 
$256 
$257 
$258 
$260 
$262 
$264 

2017 105,575 3 10% 3,273 $2,618 $23 $2 $266 
2018 106.468 3 10% 3,301 - $2,640 $22 $2 $268 

2010 98,865 3 10% 3,065 $3,065 $9 $1 $312 
201 1 101,353 3 10% 3,142 $3,142 $77 $8 $319 
2012 101,867 3 10% 3,158 $3,158 $16 $2 $321 
2013 102,235 3 10% 3,169 $3,169 $11 $1 $322 
2014 102,937 3 10% 3,191 $3,191 $22 $2 $324 
2015 103,760 3 10% 3,217 $3,217 $26 $3 $327 
2016 104,658 3 10% 3,244 $3,244 $28 $3 $330 
2017 105,575 3 10% 3,273 $3,273 $28 $3 $333 
2018 106.468 3.10% 3,301 $3,301 $28 $3 $336 - -- 

The Generator Availability Improvement benefit is a quantification of 
value for the enlire Midwest IS0 footprint and does 
not calculate the value of an individual slate or member 

Attachment 5 of Item KlUC MISO 1-2 
Page 1 of 2 

Page 1 of 2 
12/3/2009 519 PM 



Midwest 
Cnergiirng the Ileattland 

2009 Value Proposition 
Generator Availability Improvement Benefit 

[I] 2009-2018 Projected Peak Demand based on Midwest IS0 2009 Summer Assessment Net Internal Demand Forecasl 
[Z]  Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 
19 High and Low Capital Costs based on an indicative capital cost values published by major industry pariicipants 
[4] Generator Availability Data System (GADS)- 2000 to 2008 
[5] Avoided cost benefit annualized using an estimated revenue requirement for the capital cost only (30 year asset life and 9 5% weighted average cost of capital) 

The Generator Availability Improvement benefit is a quantification of 
value for the entire Midwest IS0  footprint and does 
not calculate the value of an individual state or member 

Attachment 5 of Item KlUC MISO 1-2 
P a g e  2 of 2 

Page 2 of 2 
12/3/2009 5 1 9  PM 



ATTACHMENT 6 



Improve ia 

Note: This document does not intend to provide a detailed step-by-step approach to calculating the 
benefit, but serves to provide a high-level overview of the benefit calculation. 

1. Original disturbance data is from 2000 to 2007 and was provided directly by NERC. The data contains 
more detailed information than the public version available on NERC’s website. The public version can 
be found at: http://www.nerc.com/pa~e.php?cid=5166. See modified NERC database called “NERC 
Database-Midwest IS0 2009 Value Proposition.pdf’ in the benefit calculation detail section. 

2. Each disturbance was analyzed to identify/calculate the following attributes: 
a. Identified if disturbance occurred in a RTO region vs. a non-RTO region based on the provided 

“Associated Utilities” and “Region ID” data in the NERC database. See the classifications in the 
“In RTO Region?” field of the “NERC Database-Midwest IS0 2009 Value Proposition.pdf’ file. 

b. Calculated the length of the disturbance based on the provided “Disturbance Start Date & Time” 
and “Restoration Time” data provided in the NERC database. See the results in the ‘‘Disturbance 
Duration (Hours)” field of the “NERC Database-Midwest IS0 2009 Value Proposition.pdf’ file. 
The “Restoration Time” field was not provided in order to limit the size of the “NERC Database- 
Midwest IS0 2009 Value Proposition.pdf’ file. 

c. “Disturbance Duration (Hours)” and “Disturbance Size (MW)” data of the “NERC Database- 
Midwest IS0 2009 Value Proposition.pdf’ file was supplemented with Energy Information 
Administration (EIA) disturbance data using the following rules: 

.- 

i. If a NERC disturbance had values for “Disturbance Duration (Hours)” and “Disturbance 
Size (MW)”, the NERC data was used even if there was a difference with the ETA 
disturbance data (Le. if a NERC disturbance had 10 disturbance duration hours and a 
corresponding EIA disturbance had 12 disturbance duration hours, NERC’s disturbance 
data was used). 

ii. If a NERC disturbance had N/As for one or more of “Disturbance Duration (Hours)” and 
“Disturbance Size”, the EIA disturbance data was used (i.e. if a NERC disturbance has 
N/A for “Disturbance Duration (Hours)” and a corresponding EIA disturbance had 12 
disturbance duration hours, EIA’s disturbance data was used). 

iii. If EIA had a disturbance that wasn’t included in the NERC database, it was not added to 
the NERC data as the disturbance description provided by EIA is insufficient to 
determine whether it is a transmission or a distribution level event. 

iv. If EIA disturbance data provided a range, the lowest value was used. 
d. In the “NERC Database-Midwest IS0 2009 Value Proposition.pdf’ file, disturbances were 

grouped together where applicable for benefit calculation purposes to form events. For example, 
if a weather event affected multiple utilities, those individual disturbances reflecting that specific 
weather event would be combined to form a unique event. Please note that the provided “NERC 
Database-Midwest IS0 2009 Value Proposition.pdf’ file includes ALL individual disturbances 
that were provided to the Midwest ISO. 

Attachment 6 of Itern KlUC MISO 1-2 
Page 1 of 3 



2009 
improve efii 

3. Disturbances were excluded from the “NERC Database-Midwest IS0 2009 Value Proposition.pdf’ file 
using various data filters. 

a. The “Primary Filter” field excludes disturbances (as shown by a “N”) under the following 
circumstances: 

1. 

.. 
11. 

111. 
... 

iv . 

V. 

“Disturbance Duration (Hours)” was incomplete so a disturbance duration could not be 
calculated 
“Disturbance size (MW)” was not available 
The “Disturbance Type” field had one of the following attributes: Voltage Reduction 
(VR), Demand Reduction (DR), Public Appeal (PA), Operating Security Limit (OSL), or 
N/A. 
The “Disturbance Type” field was marked Customer Interruption (INT) AND the 
“Disturbance Cause” field had one of the following attributes: Energy Emergency Alert 
(EEA), Fuel Supply Problems, or Vandalism. 
The “Disturbance Type” field was marked Unusual Occurrence (UO) AND the 
“Disturbance Cause” had one of the following attributes: Cyber Failure, Vandalism, Fuel 
Supply Problems, Suspicious Surveillance Activities, or EMS Computer Failure. 

b. The “Secondary Filter” field excludes disturbances (as shown by an “N”) based on a carefbl 
review of the “Event Description’’ provided by NERC. 

c. The “Threshold Filter” field excludes events when the number of “Customers Interrupted” 
equaled or exceeded 1,000,000 and/or durations equaled or exceeded one week (168 hours) as it 
was assumed those characteristics fit the profile of a distribution-level event. 

4. “MWh Interrupted” of the “NERC Database-Midwest IS0 2009 Value Proposition.pdf’ file was 
calculated for each disturbance/event by performing the following calculation: “Disturbance Duration 
(Hours)” X “Disturbance Size (MW)” X load loss profile of 0.67. 

i. Non-RTO region = 832,768 MWh 
ii. RTO region = 422,056 MWh 

a. The sum of “MWh Interrupted” for each region is as follows: 

b. These values were then divided by 8 (Le. the number of years in the NERC database) to arrive at 
an average MWh per year: 

i. Non-RTO region = 104,096 MWh 
ii. RTO region = 52,757 MWh 

5. Energy Information Administration, EIA-826 Database for 2008 was used to calculate the MWh Load 
Served for the RTO, Non-RTO, and Midwest IS0 region. EIA-826 database can be found at: 
htt.r,//www.eia.doe.aov/cneaf/electrici~/paae/eia826.html. Each utility in ETA-826 was classified as a 
utility located in an RTO or non-RTO region. If the utility was in an RTO region, it was classified as a 
Midwest IS0 region or non-Midwest IS0 region. The sum of MWh Load Served for each region for 
2008 is as follows: 

a. Non-RTO region = 1,482,493,088 MWh 
b. RTO region = 2,253,220,087 MWh 
c. Midwest IS0 region = 647,538,321 MWh 

Attachment 6 of Item KlUC MISO 1-2 
Page 2 of 3 



2009 Value roposition 

6. The following is the Transmission System Availability Index (TSAI) calculation: 
Sum of MWh Load lnterruoted 
Sum of MWh Load Interrupted 

Sum of MWh Load Served 
~ 

1 - 
4. k 

a. Non-RTO TSAI = 99.992979% 
b. RTO TSAI = 99.997659% 

7. The difference between the Non-RTO and RTO region TSAI was calculated (0.004680%) and 
multiplied by the Midwest TSO Load Served (647,538,321 MWh) and the economic cost of outage 
($12,999) to arrive at the improved reliability benefit (only high estimate shown). 

a. Difference in TSAI (0.004680%) X Midwest IS0 load (647,538,321 MWh) X Economic Cost of 
Outage ($12,999 per MWh) = Total Improved Reliability high estimate benefit ($393,925,654) 
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2009 Value Proposition 
Improved Reliability Benefit 

IDiscount Rate 9.50% 121 I 

I 2009 52,757 2,253,220,087 99 997659% 104,096 1,482,493,088 99 992979% 0 004680% 647,538,321 $8.666 $12.999 $263 5394 I 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 
2018 

52,757 
52,757 
52,757 
52,757 
52,757 
52,757 
52,757 
52,757 
52,757 
-_I__ 

2.253.220.087 
2,253,220,087 
2,253,220,087 
2,253,220,087 
2,253,220,087 
2,253,220,087 
2,253,220,087 
2,253,220,087 
2,253220,087 

99 997659% 
99 997659% 
99 997659% 
99 997659% 
99 997659% 
99 997659% 
99 997659% 
99 997659% 
99.997659% 

104,096 
104,096 
104,096 
104,096 
104,096 
104,096 
104,096 
104,096 
104,096 

1,482,493,088 
1,482.493.088 
1,482.493.088 
1,482,493,088 
1,482,493,088 
1,482,493,088 
1,482,493,088 
1,482,493,088 
1,482,493,088 

99 992979% 
99 992979% 
99 992979% 
99 992979% 
99 992979% 
99 992979% 
99 992979% 
99 992979% 
99.992979% 

0 004680% 
0 004680% 
0 004680% 
0 004680% 
0 004680% 
0 004680% 
0 004680% 
0 004680% 
0.004680% 

647,538.321 
647,538.321 
647,538.321 
647,538.321 
647,538,321 
647,538,321 
647,538,321 
647,538,321 
647.538.321 

$8,918 
$9,176 
$9,442 
$9,716 
$9,998 

$10,288 
$10.586 
$10,893 
$1 1,209 

$13,376 
$13,764 
$14,163 
$14,574 
$14,997 
$15,432 
$15,879 
$16,340 
$16.813 

$270 
$278 
$286 
$294 
$303 
$312 
$321 
$330 
$340 

$405 
$417 
$429 
$442 
$454 
$468 
$481 
$495 
$510 

The Improved Reliability benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 7 of Item KlUC MISO 1-2 
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2009 Value Proposition 
Improved Reliability Benefit . -  

[I] 2 9% - EIA 2009 Annual Energy Outlook Page 39, Table AZO Macroeconomic Indicators Annual Growth 2007-2030 (percent). Wholesale Price Index (1982-1 00) Fuel and Power 
[ Z ]  Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 

[3] RTOINon-RTO Load Interrupted is the sum of the "MWh Interrupted" column in the NERC Database for those disturbances that occurred in a RTO/Non-RTO region divided by 8 (i e the number of years 
in the NERC Database) 
1.21 RTO/Non-RTO Load Served was derived from EIA Database 826 for 2008 by summing all MWh sales attributable to RTO/Non-RTOs in the United States 
[5] Midwest IS0 Load Served was derived from EIA Database 826 for 2008 by summing all MWh sales attributable to Midwest IS0 in the United States 
[6] ICF, "The Economic Cost of the Blackout" The ICF paper defined a cost of outage range to be 80 to 120 times the retail price of electricity This range is supported by survey-based studies that 
estimate an electric consumer's (i e residential, commercial, industrial, and others) willingness-to-pay to avoid such outages The retail price was adjusted to 2009 dollars using Actual CPI from the Bureau 
of Labor Statistics 

The Improved Reliability benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 7 of Item KlUC MISO 1-2 
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Since the equity market lows of March 9, 2009, the S&P 500 Index returned 
66.8% through February 28, 2010. Over the last two years, investors 
experienced some of the most dramatic swings in global equity market 
history. These movements were largely the result of the standard greed/fear 
bubble scenario that has played out since the first tulip bulb was traded with 
the corresponding credit crises fueling the fire. Now that the markets have 
busted and boomed again, we are left with an equity market that has largely 
been driven by macro factors for a sustained period of time and appears to be 
fairly valued globally. A better environment for opportunistic active 
managers generally follows periods such as these. We also believe the classic 
long-biased hedged equity fund provides the best structure for active 
managers to add value. FEG has recommended a strategic allocation to 
hedged equity for some time. Given market conditions today, we believe this 
Struchire also presents an attractive tactical opportunity. In this focus topic, 
we discuss the structural benefits of hedged equity and its placement and role 
in a portfolio. We then examine the historical benefits hedged equity 
provides a portfolio, and lastly evaluate why we recommend a tactical 
overweight now. 

Equity 

Hedged equity (also known as long/short hedge funds) is the name we are 
using to describe the long standing hedge fund strategy of investing in 
equities both long arid short arid with some amount of leverage. There are an 
infinite number of approaches to this strategy, and as with anything, making 
generalities is dangerous. There is a fairly typical philosophy that hedged 
equity investment managers we recommend follow, including: 

* 
* 
* 

A focus on risk-adjusted returns 
Long-bias - most managers are typically O-6O% net long 
Moderate use of leverage - most managers are typically 80-180°% gross 
invested 
Fundamental bias - focus on company research and analysis 
Hedge fund structure - the hedge fund structure allows for the most 
opportunistic investing 

* 
* 

One of the most prominent reasons for the emergence of the hedged equity 
structure is the strong performance over the last 20 years. This has drawn 
investors to the strategy and resulted in the proliferation in the number of 
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managers. We believe a key factor that allowed hedged equity to outperform the traditional benchmarks is the lack of 
constraints placed on them by investors, consultants, and regulators relative to the traditional investment managers. 
Traditional managers are typicaUy constrained to long-only investments and by a benchmark that is constructed to 
capture a style or market capitalization category. Additionally, traditional managers must maintain daily liquidity, and 
have limits on leverage, the inability to short overvalued stoclrs, and the types of securities that are allowed. These 
constraints are structural mandates of the mutual fund industry that rose to prominence in the 1980s, as well as imposed 
constraints that have been placed on investment managers by the broader investment community. We will refer to the 
constrained mandate from this point forward as “long-only” in reference to what is likely the most significant constraint 
of this model. Long-only investment managers control the majority of investment capital and this has provided the 
opportunity for strategies that are less constrained to shine. This commentairy is not a critique of long-only investing, as 
this strategy rightfully continues to account for the majority of capital invested. Standardization and acceptance of an 
idea, however, creates opportunities for the alternative. 

The removal of constraints on equity managers has proven over time to provide talented investors a platform to 
generate risk-adjusted returns far in excess of long-only equity indices. This excess performance can be attributed to 
better “talent” and “tools.” There has been a distinct trend over the last decade of talented investment professionals 
crossing over to the hedge fund industry from the tradtional investment strategies. Some of the allure is due to the 
compensation that a “2% 8: 20%’’ model can afford, while others are attracted by the intellectual freedom of 
unconstrained investing. There is also a distinct difference in the tools available to talented investment managers. By 
loosening the constraints, hedged equity managers can make more sigruficant bets wMe actively managing the unwanted 
risks of the portfolio. Over a full market cycle, there is no reason to believe talented managers with better tools should 
not outperform their more constrained brethren. A recent academic paper was published that supports this belief and 
concludes lighter regulation (i.e., more flexibility) and better alignment of interests are the reason for the 
outperformance of hedge funds.’ In fact, since 1990 the I-1FR.I Equity Hedge Index outperformed the S&P 500 Index 
and the MSCI AC World Index on both an absolute and risk-adjusted basis, as seen below. 

HFRl Equity Hedge Index 14 1 % 9 2% 0.95 (30.6%) 

S&P 500 Index 8.0% 15.0% 0 26 (50.9%) 0 44 0.71 0 50 

MSCI AC World Index 5.9% 15.7% 0.13 (54 6%) 0.42 0.71 0 51 

Source: Hedge Fund Research, Lipper 

The construction of the HFRI (and other hedge fund) indices have ceitdn weaknesses, but we believe the magnitude of the outperformance and lower volatility 
offset these constiuction issues 

Role 

FEG does not believe hedge funds are an asset class, but rather, merely a structure to access and invest in different asset 
categories. We prefer to group managers by the underlying risk exposure. These four broad categories are Global 
Equities, Global Fixed Income and Credit, Real Assets, and Diversifying Strategies. 
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Asset Cateaories 
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Risk Premia 
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Role 
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. .  

Hedge fund managers can be utilized to access all asset categories. Specifically, hedged equity managers fall under the 
Global Equity categoiry, as the underlying risk exposure is equities. 

The primary role of hedged equity managers remains total return, as we expect returns similar to equity markets over a 
full market cycle. FEG espects that hedged equity managers, however, will have a lower beta than a traditional long- 
only equity manager due to the additional tools available to them. The inclusion of hedged equity should provide 
valuable diversification benefits to the equity portion of an investor's portfolio. As shown on the previous page, the 
beta for the HFFU Equity Hedge Index to the broader markets is approximately half of what we would expect from a 
long-only equity manager. Determining the size of the allocation depends on an investor's liquidity needs, acceptance 
of tracking error, and experience and comfort with alternative strategies. 

Portfolio Benefits 

Growth Of $1.000 January 1990 - December 2009 

$2.000 
$0 ~ 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

HFRl Equity Hedge -S&P500 -MSCI World 

Source Hedge Equity Research, Lipper 
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The following graph shows the growth of $1,000 for the HFRJ Equity Hedge Index compared to the S B P  500 Index 
and the MSCI World Index since 1990. The graph illustrates the compounded growth of an investment in hedged 
equity far outpaced that of the long-only indexes. 

Annualized Return 
January 1990 - December 2009 

9 5% 

9 0% 

8 5% 

8 0% 

7 5% 

7 0% 

9 1% 

Annualized Standard Deviation 
January 1990 - December 2009 

9 5% 

9 0% 

8 5% 

8 0% 

7 5% 

7 0% 

Portfolio 111 Portfolio II Portfolio I Portfolio II Portfolio 111 Portfolio I 

Portfolio I Portfolio I I  Portfolio 111 

S&P500 Index 

B EarcCapAgg Bond Index 

Fd HFRl Equity Hedge Index 

Source: Hedged Equity Research, Lipper 
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In examining historical portfolio simulations, re-allocating a portion of the long-only equity allocation to hedged equity 
would have resulted in significantly improved risk-adjusted returns. Each incremental addition of hedged equity 
increased the historical return and decreased the historical risk, as measured by standard deviation. 
We believe the analysis is compehg,  however, in talcing a cautious approach we want to male sure the results are 
robust and not overly end-point sensitive. Therefore, we analyzed the returns to hedged equity versus the S&P 500 
Index on a rolling three and five-year basis. Over 205 trailing three-year periods between 1990 and 2009, the HFRI 
Equity Hedge Index outperformed the S&P 500 Index 72% of the time. Over 18 1 trailing five-year periods between 
1990 and 2009, the HFRI Equity Hedge Index outperformed the S&P 500 Index 81% of the time. On a risli-adjusted 
basis, as measured by the Sharpe Ratio, the HFRI Equity Hedge Index outperformed the S&P 500 Index 10Ou/o of the 
time on both a rolling three and five-year basis. This leads 11s to conclude that the strong risk reduction and return 
enhancement properties shown above are fairly robiist and not endpoint sensitive. 

Risks of Hedged Equity 

We have focused on the benefits of investing in hedged equity, however, we must also acknowledge the risks. With no 
constraints, a hedged equity manager has the a b d q  to utilize more tools in the construction of the portfolio. Those 
tools require a more sophisticated sliill set in both portfolio and operational management than is required of long-only 
managers. 
additional 
t h e  
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S e D t e m b e r 

2008 is a perfect example. Without the ability to sell fmancial stocks short, hedged equity managers lost an extremely 
valuable tool, and as a result, may have had more risk in their portfolio than intended. The use of leverage can also 
increase the risk of hedged equity if not managed appropriately. Finally, liquidity is a concern for investors in any hedge 
fund structure. Although hedged equity is typically more liquid than other hedge fund strategies, hedged equity 
managers stdl have the ability to impose withdrawal restrictions on investors. This may result in limited liquidity when it 
is needed most. 

Investors must be aware of the magnification of existing risks and introduction of new risks when investing in hedged 
equity strategies. Providing die investment manager with more tools means there must be more sophisticated and 
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Markets are Surprised by Fed’s Action 

The Federal Reserve increased the discount rate by a quarter percentage point 
to 0.75% on February 18d1 to encourage banks to use the private market as a 
main source of funds. This increase does not necessarily have a direct effect 
on the Federal Funds rate, which determines the rate banks charge each other - 
for overnight loans. In a normal market environment, however, the discount ristina 
rate is typically one percentage point above the Fed Funds target rate, which 
currently is between 0-0.25%. The timing of this action was somewhat 
unexpected by the market, and can be viewed as a step forward in broadly 
raising interest rates, although the Fed firmly stated that the federal funds rate 
will stay at “exceptionally low levels for an extended period.”’ 

Research Analyst 

Gross domestic product estimates for the fourth quarter of 2009 were revised 
upward to 5.9% from 5.7%, due primarily to positive contributions from 
private inventory investment, exports, personal consumption expenditures, 
and nonresidential fixed investment.’ Additionally, the consumer price index 
(CPI), which measures a representative basket of goods and services, 
increased by 0.2% in January. The energy index within the CPT rose, namely 
due to an increase in the gasoline, fuel oil, and natural gas indexes, which 
were slightly offset by a decline in the electricity index.3 

ousing inventory Climbs 

The housing market continued to face headwinds as sales of single-family 
homes fell in January to a seasonally adjusted annual rate of .309,000. This is a 
decrease of 11.2% from December 2009, and represents a new record low 
since the government began traclung this data in 1963.4 Consequently, the 
housing supply edged up to 9.1 months of inventory in January compared to 
8 months of inventory in December. Home prices continued to decline as 
the median sales price for new homes was $203,500, approximately 2.5% 
below year-over-year levels.5 Distressed homes sales represented a sizable 
portion of transaction activity in January, at approximately 38%, creating a 
downward influence on the median home price.6 Falling prices and slow 
transaction activity is further hampered by the approximately one-quarter of 
mortgages in the 1J.S. that are underwater (where homeowners owe more 
than their home is worth.)’ This scenario creates cbfficultly in selling a house 
or refinancing a loan and continues to weigh on the market. 

Personal Savings Rate Falls amid Pessimistic Sentiment 

The Index of Consumer Sentiment was largely unchanged in February at 73.6, 
slightly down from 74.4 in ,January.s The current tough job market and the 
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bleak outlook for income gains continued to present challenges to consumer spending, as consumer buying plans waned 
amid an uncertain future. Personal income edged up slightly by 0.1% in January; however, disposable personal income 
fell by 0.4% due to an increase in federal nonwithheld income taxes. While consumers remain concerned about future 
job prospects, savings rate trends did not support this pessimistic sentiment, as personal savings fell from 4.2% in 
December to 3.3% in January.9 

Gongloff, Mark, Tom L.auricella, and Min Zeng T h  IF‘o//~J/reet]o/wo/ O///rne “Fed Surprises Markets With an Increase in Bank Rate ” 20 February 2010. 
Bureau of Economic Analysis “Gross Domestic Product: Fourth Quarter 2009 (Second Estimate) Information available from http://wnvw.bea gov 26 
Febivary 2010. 
Bureau of Labor Statistics ‘Consumer Price Index -January 2010 ” Information available from h t t p : / / ~ ~ \ ~ . b l s . g o v  19 February 2010. 
Murray, Sam “New Home Sales Plunge to Record Lorn.” The Wd Street Journal Online 25 Februaly 2010. 
U S .  Department of Housing and Urban Development “New Residential Sales in January 2010 ” Infoimation available from http://wmv census gov/ 
newhomesales 24 Februz 2010 
The Wd Street Journill Onhne “Existing-Home Sales Down in January but Higher than a Year ago; Prices Steady” Information available from http:// 
wvw.\vsj.com. 26 February 2010 
Nutting, Res. “1 1 3 million homeowners underwater on mortgage ” Information accessed from http://www.markehvatch.com. 23 Februaiy 2010. 
Curtin, Richard “Improvement in Consumer Confidence Ends ” Information available from http://www reuters co~n/university:nicbigan 26 Februaly 2010 
U.S Department of Commerce “Personill Income and Outlays: January 2010 ” Information available from http://www.bea.gov. 1 March 2010. 

”. 
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1J.S. equities posted gains in February, with the Russell 3000 Index returning 
3.4% during the month. Mid capitalization stocks outpaced small and large 
cap stocks, as the Russell Mid Cap Index posted a 5.0% return, while the 
Russell 2000 Index and Russell 1000 Index posted slightly lower returns of 
4.5% and 3.3%, respectively. There was little discrepancy between the 
Performance of value stocks and growth stocks within all market - 
capitalizations. The Russell 3000 Growth Index returned 3.5% versus 3.3% 
for the Russell 3000 Value Index. Over the tradmg one-year period, mid cap 
stocks substantially outperformed large and small cap stocks. Performance 
for the Russell indices in February and the trailing one year is shown in the 

~~~~~~~h ~~~l~~~ 

chart below. 

Russell Indices Performance 

80% 

60% 56 0% 55 3% 

40% 

20% 

0% 

February Trailing 

71 0% 

One Year 

64 0% 

Russell 3000 Index Russell 1000 Index Russell Mid Cap Index Russell 2000 Index 

Source: www russeli corn 

The global recession severely impacted retailers, as consumer spending fell 
precipitously in 2009, but showed signs of improvement to start 2010. While 
U.S. consumer spending is not forecasted to increase substantially in the near 
term due to high unemployment rates, retailers reported higher sales in 
February following strong results in January. The increase is largely a result 
of consumers returning to more normal spending habits versus the frugality 
exhibited during the recession. Improved inventory management also 
positively impacted r e t d  sales, as companies maintained higher prices rather 
than cutting prices to reduce inventory levels.' Many retailers began to stock 
up for spring and summer sales after improved sales early in 2010. 
Additionally, companies were able to expand their inventories without 
significantly increasing costs as a result of cheaper materials.' Retailers still 
face the risk of poor consiimer demand, however, which could have a 
significant negative impact on earnings should inventories increase without 
corresponding sales. 

Within the S&P 500 Index, consumer discretionary stocks had the largest 
positive impact on performance during the month. Retail sales were higher 
despite looming unemployment and weak consumer confidence, w l c h  led to 
the strong performance of the consumer dscretionary sector. The industrials 
sector also benefited from positive data in manufacturing activity, as 
measured by The Institute for Supply Management, which reached a five-year 
high. Technology stoclrs, namely semiconductor companies, benefited from 
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higher sales amid a cyclical rebound. Additionally, higher commodity prices led to positive returns in the materials 
sector. Conversely, the health care sector was essentially flat in February. The sector was negatively impacted by poor 
fourth quarter earnings and p d a n c e  from some of the largest health care companies, including Pfizer. Continued 
wealrness in the refining industry had a negative impact on the energy sector within the S&P 500 Index, with Exxon 
Mobil, Chevron, and Conoco Phillips detracting from performance.3 

1 

* 
J ‘World Markets Review.” Crrpr/d G//ordim Tr//st Co//pmy (February 2010) 

Holmes, Elizabeth and Rachel nodes. “Retail Crocuses in the Snow.” The lVa// S/ree/jo//r/to/Om/rtte 5 March 2010 
Jannarone, John. “Retailers Get Bullish on Stocks ” The IVX S/iee/jo//rNN/ONINIe. 9 March 2010. 
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(All returns in U S dollars unless othe:mise indicated) 

International equity market returns were relatively flat in February, after 
posting large monthly moves throughout most of the past year. International 
developed markets declined 0.7% for the month, as measured in 1J.S. dollars 
by the MSCI EAFE Index. The sterling and the euro weakened against the 
1J.S. dollar and detracted from returns for US. investors, with the index 
providng positive returns of 0.5% in local currencies. Emerging market 
equities posted a slight gain of 0.4% when measured in US. 
dollars. Emerging market currencies generally strengthened against the U.S. 
dollar, aiding returns for 1J.S. investors, as local currency returns were - 
0.2%. International small cap stocks were the weakest segment of 
international markets, falling 1.4%. The MSCI All Country World ex-1J.S. 
Index, which includes both developed and emerging markets, was flat for the 
month. Performance of the MSCI Indices is shown in the following chart.’ 

MSCl indices Performance 
Returns in US. dollars 

100% 91 6% 
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60% 54 6% 
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MSCl EAFE index MSCl Emerging MSCl All Country MSCl EAFE Small 

February One Year 
Markets Index World ex-U S Cap index 

Source MSCl 

Central banks around the globe held monetary policy steady, with the 
exception of the United States’ change to the discount rate. The Bank of 
England, European Central Bank, and Bank of Japan did not change target 
interest rates, and the Bank of Australia paused from recent rate increases to 
assess the impact on the economy. The US. dollar fell approximately 2.0% 
against the yen and several emerging market currencies, but strengthened 
2.0°/0 against the euro and 5.0% against the pound sterling.2 

Developed Markets 

European equity returns were negative in February with declines of 3.6% in 
the euro zone and 1.5% in the 1J.K Concerns surrounding the sovereign 
debt of Greece created a volatile envirorment in the region. Markets 
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improved after a plan was announced to support Greece and the European Union worked to contain the debt crises to 
avoid a contagion spreading to the other “PIIGS” countries of Portugal, Ireland, Italy, and Spain. Germany, France, 
and other euro zone countries planned to back the debt of Greece while Greece contributed to finding a resolution with 
efforts to reduce government spending. Greece’s austerity measures led citizens to protest and strike, with some 
demonstrations marred by violence.3 Stocks in the other “PIIGS” countries followed Greek equity declines, falling 
approximately 6% in Portugal, Italy, and Spain, while Ireland was down approximately 4’/0. The TJK was one of the 
stronger equity markets, but weakness in the pound sterling offset the positive returns for US.  investors. The solid 
returns were driven primarily by industrials and financials, which reported improved earnings. The euro zone economy 
remained delicate, as economic growth improved only 0.1% from the last quarter. Turmoil in the region weighed on the 
relatively healthier economies of France and Germany, whose equities were down 2.3% and 2.29’0, respectively.4 

Japanese equity returns were positive (+l.lYo) for US. investors, attributable primarily to yen strength. Toyota 
dominated headlines in the auto industry with recalls impacting millions of vehicles and raising questions around the 
quality and safety of the historically highly regarded company, sending shares down approximately 3O/o in February and 
11% for 2010. Vl”nile profitability improved at other Japanese automakers, the issues surrounding Toyota impacted 
these stocks as well. Energy stocks (+7.10/0) and utility stocks (+4.8O/0) provided some of the strongest returns in Japan 
amid continued growth in Japanese GDP. In Hong Kong, equities climbed ?.9%, as the real estate market showed no 
signs of cooling. Singapore equities were up almost lYo, with the government’s upward revision to their economic 
growth forecast amid a better than expected GDP measure for the fourth quarter. Australian equities rose 2.6%, led by 
the consumer staples sector (+8.4%) and health care sector (+7.4%). Materials stocks BHP Billiton and Rio Tinto 
announced strong profits, with the materials sector returning 3.7%.j 

Emerging Markets 

Emerging market equities were essentially flat, posting a return of 0.4% in February, although country retiuns were 
heavily dispersed. In Latin America, Brazil gained 4.5%, bolstered by strong performance in consumer discretionaiy 
and materials stocks. Energy giant, Petrobras stood to benefit from proposed legislation that would grant the company 
increased access to the nation’s oil reserves for additional government stock ownership. Chile was devastated by a large 
earthquake that destroyed infrastructure and disrupted production, leaving equity markets down 1 Yo for the month. 
Financials in Mexico posted double-digit returns, leading Mexican equities up 4.3’/0.~ 

In Asia, Chinese stocks rose 2.2%, as fears surrounding tightening from elevated lending levels declined despite an 
additional SO basis point increase in the bank reserve requirement to 16.5%” Korean stocks fell slightly, down O.8%, led 
by declines in technology stocks that suffered from potential weak consumer demand. Indian stocks rose 1.4% with the 
government’s budget plan to cmb the deficit. In Europe, Turkish equities declined over 9% amid the detainment of 
approximately 50 military officers in an apparent coup that highlighted the disparity between Islamic influences and the 
military’s role as guardian of the country’s secidar ~ a d i t i o n s . ~  Russian equities fell 6.3’/0, as Gazprom declined with the 
completion of plans to build a $10 billion pipeline that will circumvent the IJlrraine.8 

1 

2 Bloomberg L 1’ 
3 

4-6 

7 

All performance data from http://www rnscibarra corn MSCJ Barra Accessed on 9 February 2010 

SeLastian Moffett and Costas Paris, “Nationwide Strike Paralyzes Greece.” Wall Street Journal, 25 Febiuary 2010 
‘World Markets lieview.” Capital Guardian Trust C,oinpany. (February 2010) 
Marc Chnp ion ,  “Turkey Charges 1 1  More in Coup Plot.” Wall Street Journal, 26 February 2010 
“World Markets Review.” Capital Guardian Trust Company. (February 2010) 
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Broad Market Overview 

The Barclays Capital Aggregate Bond Index (BCAG) gained 0.4% in 
February. Within the BCAG, only the smaller sectors, such as investment 
grade commercial mortgage-backed securities, which comprise 3% of the 
benchmark, outperformed, with gains of 1.9% on the month. Asset-backed 
securities comprise less than 1% of the benchmark, but gained 0.5%. These 
two securitized sectors benefited from strong demand due primarily to the 
success of both the Term Asset Backed Securities Lending Facility (TALF) 
and the Treasury’s Public Private Investment Program (PPIP), which targeted 
these sectors with inexpensive government sponsored leverage. Within the 
larger areas of the BCAG, Treasuries and investment grade corporate bonds 
performed in-line with the index, while agency mortgage-backed securities 
underperformed, gaining 0.2%. 

@din 
Vice President 

Securitized Sectors Outperform (ex-Mortgages) 

Securitized sectors benefited from increased demand, as government- 
sponsored programs have supported these markets, placing a technical bid 
underneath the bonds. As a result, some traditional fixed income and hedge 
fund managers increased their exposures to these areas of the markets, further 
extending prices and decreasing yield spreads. The TALF program, which 
provides low-cost loans to securitized bond buyers, helped spur $ 178 bihon 
of issuance in 2009 and $4.8 billion in the first two months of 2010,’ but is 
set to expire in March 2010 for securitized bonds (ex-commercial mortgage 
backed securities, which ends in June 2010). This program has been effective 
supporting these markets as private investors left these areas in 2008. While 
spreads could widen for new issuance in these markets after the conclusion of 
the program, private investors have returned to the market with a better sense 
of the risk level inherent in these securities, suggesting minimal impact on 
new issuance. 

Agency mortgage-backed securities underperformed the broad market, up 
0.2% as option-adjusted spreads widened by 12 basis points (0.12O/0) in 
February. Option-adjusted spreads of 0.28% remain well below the historical 
average of 0.639’0, and have been below this average for most of 2009 and 
2010, as the Federal Reserve agency mortgage purchasing program nears its 
completion. While earlier indications suggested the end of this buying 
program could have a material impact on option-adjusted spreads, the 
removal of purchasing limits on “wards of the State” Freddie Mac and Fannie 
Mae, will allow buying to continue, which should keep spreads near current 
levels for some time. 
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Barclays US MBS Option-Adjusted Spreads (Over Treasuries) 
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Corporate Bond Sector Returns Mixed 

Within investment grade corporate bonds, returns were mixed, with industrials gaining O.S%, utdities rehiring 0.4% 
and financials increasing 0.2n/n. The performance differential between intermediate and longer-dated bonds was 
relatively muted among industrials and utilities companies. Within financials, however, the performance was divergent, 
with intermediate financials gaining 0.3% and longer-dated financials declining 0.4%. The move in longer-dated 
financials was significantly different that comparable Treasuries, suggesting investors have become more concerned 
about the longer-term prospects for financial institutions. IJnimplemented but anticipated financial reforms have the 
potential to lead to lower earnings for large financial institutions, possibly giving investors incentive to look for other 
areas to place their long-term investments. 

High Yield Bonds and Bank Loans Underperform 

High yield bonds and bank: loans gained 0.2% and 0.3%, respectively in February. A shift in favor of higher quality 
securities led to better performance for investment grade corporate bonds and higher rated high yield bonds and loans 
relative to lower quality issuers. Within the high yield bond market, BB-rated bonds gained 0.5% while B-rated and 
CCC-rated bonds declined by 0.2% and 0.4%, respectively. An increase in supply with a modest down-tick in demand 
was a net negative driver of returns for high yield in February. High yield bond funds saw outflows for the first time 
since March 2009, although new issuance remained robust. 

Treasuries Rally on “Flight-to-Quality” Concerns 

U.S. Treasuries rallied in February due primarily to “flight-to-quality” concerns with Greece’s debt challenges, which 
casted a negative light on other areas of the European IJnion as well. The result was stronger Treasury prices and a 
strengthening US. dollar, suggesting that the traditional “flight-to-quality” trade remains in tact despite lingering 
challenges of the credit crises and ensuing rhetoric about the U.S. dollar as reserve currency. TIPS lost ground in 
February, declining 1.2%, as inflation concerns waned. 
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1 All data in the index from Bloomberg, L P 
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Domestic 

Real estate investment tiusts (REITs), as measured by the NAREIT Equity 
Index, outperformed the broad equity market in February, gaining 5.3% 
versus an increase of 3.19'0 for the S&P 500 Index.' All major property 
sectors posted positive returns for the month, as REITs benefitted from 
stabilized balance sheets after raising new equity capital in 2009, which gave 
them the ability to deleverage considerably. Conversely, piivate real estate 
markets continue to work through issues related to massive debt 
restructurings and further write-downs of asset values. 

Vice President 

Contributing to REITs' outperformance was the reinstatement of cash 
dividends. Companies that recapitalized began trying to put new cash to 
work, as illustrated by the current bidding war for General Growth Properties 
(GGP). In February, the bankrupt owner of more than 200 malls in the TJS. 
received an unsolicited bid by Simon Properties (a $10 billion offer for 1009'0 
ownership of GGP, with 97 billion retiring d existing unsecured debt and 93 
billion paid to GGP shareholders) and a competing bid from Brookfield 
Asset Management.2 Brookfield offered $2.6 billion to breakup the company 
into two separate entities, the 180 good performing assets to remain GGP 
and 19 distressed assets to be held under a newly formed opportunistically 
focused company.3 Ongoing ba~ilrruptcy court proceedings will influence the 
outcome of General Growth. Elsewhere, progress in tlie CMBS market 
remained slow, as dealers had difficulty sourcing and closing suitable 
mortgages.4 A glimmer of hope for a CMBS revival was seen in February, 
however, as Deutsche Bank announced plans to package its 941.5 million loan 
made to Keystone Property Group.5 The deal would mark the first multi- 
borrower CMBS offering in nearly two years and is expected to close 
sometime in the second quarter.6 A renewed CMBS market would be an 
important factor for property owners and developers needing to refmance 
mounting debt in the coming years. 

The top performing property sector within the NAREIT Equity Index for 
February was the retail sector (+9.8%), which benefitted from a renewed 
sense that American consumer sentiment is improving. Supporting r e t d  was 
the recent decline in the 1J.S. personal savings rate, showing signs that 
consumers were becoming open to spend more and save less, contrary to 
previous post-recession assumptions.7 The apartment (i-8.49'0) and lodging/ 
resorts (+6.2O/0) sectors also outperformed. Apartments were driven in part 
by capital flow, with investment volume up 182% from a year ago even as 
office and retail property volumes fell 33% and 439'0, respectively, on the 
same basis.8 In contrast, the industrial sector (+ 1.9'/0) underperformed on a 
relative basis for the month, as did the mixed use (+1.09'0), diversified 
(+1.6O/0), and self storage sectors (+2.2%). As of the end of February, the 
average 1J.S. REIT dividend yield was 4.29'0, compared to the yield on 10-year 
Treasuries of approximately 3.6%. 
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NAREIT Equity Index 
Sector Returns - February 201 0 

12% 

10% 

8% 

6% 

4 %  

2% 

0% 

3.7% 3.6% 

8 4% 

5.3% 

9.8% 

1 0% 

1 

Source: NAREIT 

international 
(All returns stated on a 1J.S.-dollar basis) 

International real estate securities underperformed domestic REITs in February, with the S8cP Developed Property Ex- 
1J.S. Index declining 0.2%, versus a gain of 5.3% for 1J.S. REITs.9 Within the international markets there was notable 
segmentation in real estate performance in Europe versus Asia. Property stocks in Europe ex-1J.K. (-2.2%) were shaken 
again this month by Greece's mounting fiscal troubles and massive budget deficit, as spillover caused many investors to 
re-examine the euro-zone as a whole. Sovereign yields rose in several other countries (most notably Portugal, Italy and 
Spain), where similar fiscal issues have raised concerns.10 Germany and France, however, as well as other solvent EU 
countries, committed to help guarantee Greece's loans with final details to be worked out in the coming weeks.11 The 
euro fell 2% versus the lJ.S. dollar in February, which further detracted from returns for 1J.S. investors. The stability of 
the euro remains contingent on stricter ECB enforcement of sovereign debt levels and less acceptance of countries 
maneuvering around the fiscal constraints mandated by the euro-zone's monetary authority. 

The Asia-Pacific region (+l.SYo) outperformed the international index, led by strength in investments in China and 
Hong Kong. Around the region, easy credit and abundant liquidity fueled concerns that prices may be rising to 
unsustainable levels. In China (+.3.3'/0), net new loans increased through the first quarter (growing by over $200 million 
from the end of 2009) and caused the People's Bank of China to continue to temper lending.12 Speculators in Shanghai 
maintained demand for properties, causing prices to rise by over 150% since 2001 and allowing some luxury-apartments 
to command $2,300 per square foot, a $400 premium to Manhattan's average in late 2009.13 The Hong Kong property 
sector (+3.2O) remained buoyant amid strong results in a government-sponsored land auction, raising concerns that an 
asset bubble might be brewing there as well. 

in form a ti on@fe y . coni Page 16 0 2010 Fund Evaluation Group, LLC 



Research Review 

I 

i 

4 

5 

6 

7 

8 

J 

I 0  

I /  

12 

13 

S&P Developed Property Index 
Returns - February2010 
2 0% 

1 5 %  

Asia-Pacific Europe Europe E x 4  K World-Ex- U S 

Source: S&P 

All performance data from ww\v nareit com and www.sp-indexdata com 
Kary, Tiffany. “General Growth Biased Towards Blookfield Proposal, Creditors Say”. Bloomberg. March 3,2010. 
Hudson, Kris Clr IvIcCraclren, Jeffrey ‘Westfield Weighs Bid for General Growth”. The Wall Street Journd. February 25,2010 
CB Richard Ellis Investors “U S Capital Watch - March 2009” 
Wei, Lingling “In Pennsylvania, Hope for CMBS”. The Wd1 Street Journd February 10,2010 
Ibid 
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The broad hedge fund indices of the HFRI Fund Weighted and HFRI Fund 
of Funds Composite gained 0.5% and 0.1%, respectively, during February. 
This performance was mixed when compared to the traditional, long-only 
indices of the S8cP 500, 3.19’0, and Barclays Capital Bond Aggregate, 0.40/0. 
The hedge fund index returns were slightly negative for the first two months 
of the year with the Fund Weighted Composite down 0.2% and the Fund of 
Funds Composite down 0.3%. This performance compared favorably to 
equity indices, with the S8cP 500 down O.6%, but lagged the Barclays Capital 
Bond Aggregate, up 1.9%. 

The health of the hedge fund industry continues to improve. In a recent 
report, hedge fund adviser Hennessee Group estimated hedge funds realized 
new asset growth of 37% in 2009. That 37% represented an estimated 9448 
billion of new capital inflows, the largest amount in the history of hedge 
funds. Charles Gradante, co-founder of Hennessee Group, was quoted, 
“New assets are coming from the traditional long-only side; in part due to the 
horrendous losses in 2008 coupled with an improved comfort level with 
hedge funds for those institutions with 10 or more years experience in hedge 
funds.” A separate hedge fund database provider, Eurekahedge, also 
provided encouraging news for the industry as they projected a 14% increase 
in hedge fund assets in 2010. 

Another. proxy of hedge fund industry health has been the increase in hedge 
fund launches. After peelring in 2007 with 10,096 hedge funds, the industry 
declined to 9,050 at the end of 2009. Since then, hedge fund openings 
increased substantively as Alex Ehrlich, Head of Prime Brokerage at IJBS, 
commented, “The number of launches we are seeing are five times stronger 
than what we saw last year. We are seeing very, very strong hedge fund 
formation.” 

There were also a few recent regulatory items worth noting. One such issue 
was an amended short sale rule by the Securities Exchange Commission. 
Rule 201 implements a so-called “circuit breaker” when securities are 
experiencing an intra-day 10% price decline. If a stock falls below the 10% 
trigger, an “alternative uptick rule” would be in effect allowing short sales 
only when the stock trades at a price above the current national best bid. 
This would prevent short-sellers from conceivably driving the price down by 
piling on sell orders. A second regulatory matter was the draft submission of 
the “Volker rule” by President Obama’s administration to Congress. The 
Vollrer Rule, named after former Federal Reserve Paul Volker, would include 
several prohibitive measures against investment banks includng a ban of 
proprietary trading, prohibition of sponsoring or ability to invest in hedge 
funds or private equity funds, limitation of prime brokerage relationships, an 
increase of capital requirements, and potential caps of market share. 
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Directional 

The broad HFRI Equity Hedge (Total) Index returned 0.6% in February and -0.6% year-to-date. Managers who were 
quick to increase their risk appetite during the “V” shaped recovery the first few quarters of 2009 continued to display 
tempered optimism. Most anticipate company specific fundamentals will again drive valuations with healthy companies 
being rewarded and lower quality names penalized. This “reversion to dispersion” should create an ideal environment 
for fundamental stock pickers. 

A recent Credit Suisse prime brokerage update highlighted the uncertainty in the equity markets. Credit Suisse found 
that in the portfolios of their hedged equity managers, the ratio of long positions to short positions decreased materially 
from 53Y0 at the end of the year to 44% at the end of January. This derisliing was even more pronounced in Emerging 
Market regions, as the ratio dropped from 157% to 69%. Leverage for Credit Suisse hedged equity managers remained 
steady since the second quarter of 2009, increasing marginally from 2.0s to 2 . 1 ~ .  

W e  hedge funds remained wary of equities during February, tactical trading/global macro managers were constructive 
in asset classes such as commodities, currencies, and rates. The HFRI Macro (Total) Index gained 0.So/o during the 
month. Credit default swaps (CDS) on the sovereign debt of Greece and the euro were popular trades during the 
month. Legendary hedge fund manager George Soros commented the euro, “may not sui~ive.’’ He went on to say the 
“makeshift assistance may be enough for Greece,” but was skeptical of the long-term strength of the euro as it faced 
future headwinds in other PIIGS countries (Portugal, Italy, Ireland, and Spain). When compared to the US.  dollar, the 
euro lost nearly 2% during the month. 

London based hedge fund, GLG Partners, has talien a contrarian view of Greece and the euro to many of their peers. 
Portfolio manager, Karim Abdel-Motaal, said, “We don’t believe it (Greece) is as large a problem as the market is 
maliing it out to be. We are certainly not short in the face of what we believe is very likely a German-led bailout. Nor 
are we particularly enamored with spreads for us to be long, expecting some big rally. So we’re sort of indifferent on 
Greece.” Abdel-Motaal also commented, “I’m bullish on the euro. Within the constellation of currencies that are ... 
performing an ‘ugliness’ contest -- the dollar, sterling, the euro, and the Japanese yen -- by which I mean central banks 
printing money, the euro is in a better place than most.” 

Managers also benefitted from short positioning and CDS trades on the British pound as concerns over budget deficits 
and upcoming Parliamentary elections were a detriment to the pound. The pound fell nearly So% when compared to the 
1J.S. dollar in February. 

Commodities were also a driver to tactical trading performance during the month. The price of oil increased 9.3% to 
$80 per barrel, driving the energy-heavy Goldman Sachs Commodity Index up 6.4%. In general, tactical traders 
performed better than longer-term, thematic traders. Sugar was a headwind for several systematic-trend following 
programs, as many were long the commodity. The price of sugar fell approximately 18% during the month arid was 
down 10%0 in the last week alone. This precipitous drop was preceded by a steep 4Oo/o swell in the price in under two 
months. In addition, the price of cocoa continued to fall under the pressure of heavy investor outflows. Despite some 
of these obstacles, managers within the HFRI Macro: Systematic Diversified Index gained 1 .O% in February. 

Short biased equity managers realized strong gains in Januairy as markets fell, but suffered difficult performance as equity 
markets sharply bounced off their lows. These managers were some of the poorest performers in the industry during 
the month, second only to Russian/Eastern European focused equity managers. The Equity Hedge Short-Bias Index 
fell 3.2% in February and is now down 0.7% for 2010. 

Hedge funds with developed equity exposure generally outperformed their Emerging Markets counterparts. The HFRI 
Emerging Markets (Total) Index return was down 0.7’/0 in February, bringing year-to-date performance to -1 A%. 
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Performance within Emerging Market regions was mixed, however, as Latin America realized gains, 1 .O%, while Asia ex 
:Japan gave up 0.2’/0, and Russia/Eastern Europe, the weakest index tracked by HFRI, fell 4.Oo/o. 

Statistical arbitrage strategies (technical managers who rely on complex computer algorithms to determine high 
frequency trading) benefitted from an uptick in volatility in February. While volatdity, as measured by the VIX, 
appeared to be subdued (down 20.8% month-over-month), the VIX opened the month at 24.6, spiked to 26.5 during 
the height of the Greek debt crises the first week of February, and eventually closed the month at 19.5. The HFRI 
Equity Hedge Quantitative Directional Index was the best performing strategy during the month, up 2.0%. 

Absolute Return 

The HFRI Relative Value (Total) built upon a strong January gaining an additional 0.2% in February. The index is now 
up 1.8% for 2010. Multi-strategy was particularly strong, returning 0.5% during the month. Multi-strategy managers 
have been the strongest performers year-to-date returning 2.8%. After effectively riding the creht beta wave of 2009, 
multi-strategy managers began monetizing gains and trimmed credit exposure for areas such as distressed/restructuring 
and catalyst driven event. 

The broad HFRI Event Driven (Total) Index (-0.1Yo) fell slightly in February. Within the broad index, the sub- 
component of the HFRI Event Driven Distressed/Restructuring Index returned 0.40/0 during February. Distressed/ 
Restructuring managers were some of the strongest performers year-to-date and were up 2.2%. One of the 
explanations of positive performance within the group has been the sustained rally of mall operator General Growth 
Properties. Simon Properties, a rival of General Growth Properties, made an offer to acquire the firm in early February 
for $10 billion. General Growth rejected that bid calling it “not sufficient” anticipating a possible bidding war from 
other real estate firms including Vornado Realty Trust and Brookfield Properties. Hedge funds with substantial 
positions in General Growth include Bill Ackmans’ Pershing Square and Whitney Tilson’s T2 Partners. Other post- 
reorganization equities that have been key contributors to hedge fund performance include the small/middle market 
lender, CIT Group, and advertising company, SuperMedia. 

In our last Research Review, we discussed the default of the sprawling Manhattan apartment complex of Stuyvesant 
Town and Peter Cooper Villages. BlaclrRock Realty and Tishrnan Speyer Properties purchased the complex four years 
ago at $5.4 billion, but were unable to restructure a wall of maturing debt. They agreed to turn the properties over to 
lenders. The iconic Manhattan properties would no doubt pique the interest of distressed oriented hedge funds and in 
the latter part of February, David Tepper’s Appaloosa Management acquired a si,gficant portion, $750 million, of the 
complex’s mortgages. Appaloosa sought to take control of the properties, f h g  a motion to intervene in US.  District 
Court against the real estate finance and investment management company, CW Capital Management. Appaloosa 
claims CW Capital Management, the servicer of a sizable portion of the CMBS debt on Stuyvesant Town, is acting 
“irrationally and imprudently” and could cost debt holders hundreds of rnillions of dollars if they foreclose on the 
properties, as opposed to filing bankruptcy. 

The HFRI Event Driven Merger Arbitrage Index gained 0.5% in February, despite relatively muted levels of M&A 
activity. Larger deal announcements in February included First Energy, the country’s fifth largest public power 
company, purchasing Allegheny Energy for $4.7 billion and the unsolicited bid of Argas by Ax Products & Chemicals, 
the gas, materials, and equipment provider. The $60.00 per share hosule bid was a 78% premium to the close prior to 
the announcement and was 18% above the Airgas’ 52 week high. Argas’ Board of Directors formally rejected the bid 
on February 22. 
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Indices: 

Russell Investments rank 1J.S. common stocks from largest to smdlest market capitahzauon at each annual reconstihltion period 
(May 31). The primary Russell Indices are defined as follows: 1) the top 3,000 stocks become the Russell 3000 Index, 2) the 
largest 1,000 stocks become the Russell 1000 Index, 7) the smallest 800 stocks in the Russell 1000 Index become the Russell 
Wdcap index, 4) the nest 2,000 stocks become the Russell 2000 Index, 5) the smallest 1,000 in the Russell 2000 Index plus the 
next smallest 1,000 comprise the Russell Microcap Index. 

S&P 500 Index consists of 500 stocks chosen for market size, hquidity, and industry group representation, among other factors 
by die S&P Index Committee, which is a team of analysts and economists at Standard and Poor's. The S&P 500 is a market-value 
weighted index, which means each stock's weight in the indes is proportionate to its market value and is designed to be a leading 
indicator of US. equities, and meant to reflect the risk/return characteristics of the large-cap universe. 

Morgan Stanley Capital International - MSCI - A series of indices constructed by Morgan Stanley to help institutional investors 
benchmark their returns. There are a wide range of indices created by Morgan Stanley covering a multitude of developed and 
emerging economies and economic sectors. 

Barclays Capital Fixed Income Indices - an index family comprised of the Barclays Capital Aggregate Index, Government/ 
Corporate Bond Index, Mortgage-Backed Securities Index, and Asset-Backed Securities Index, Municipal Index, High-Yield 
Index, and others designed to represent the broad fixed income markets and sectors within constraints of maturity and minimum 
outstanding par value. 

The FTSE NAREIT Composite Index (NAREIT Index) includes only those companies that meet minimum size, hquidity and 
free float criteria as set forth by FTSE and is meant as a broad representation of publicly traded REIT securities in the U S .  
Relevant real estate activities are defined as die ownership, disposure, and development of income-producing real estate. 

The HFRI Monthly Indices (E-IFRI) are equally weighted performance indexes, compiled by Hedge Fund Research Inc., and are 
used by numerous hedge fund managers as a benchmark for their own hedge funds. T h e  HFRI are broken down into 37 
different categories by strategy, including the HFRI Fund Weighted Composite, which accounts for over 2,000 funds listed on 
the internal HFR Database The HFRI Fund of Funds Composite Index is an equal weighted, net of fee, index composed of 
approximately 800 fund of funds which report to HFR. See .Ivww.liedgefundresearch.com for mole information on indes 
construction. 

This report was prepared by Fund Evaluation Group, LLC (FEG) - an investment adviser registered under the Investment 
Advisers Act of 1940, as amended - providing non-discretionary and d~scretionary investment advice to its clients on an 
individual basis. 

The information herein was obtained from various sources. FEG does not guarantee the accuracy or completeness of such 
information provided by third parties. The information in this report is given as of the date indicated and believed to be 
reliable. FEG assumes no obligation to update this information, or to advise on further developments relating to it. 

Index performance results do not represent any managed portfolio returns. An investoi cannot invest diiectly in a presented 
index, as an investment vehicle replicating an index would be iequired. An index does not charge management fees or brokerage 
expenses, and no such fees or expenses were deducted from the performance shown. 

Neither the information nor any opinion expressed in this report constitutes an offer, or an invitation to make an offer, to buy or 
sell any securities. FEG, its affiliates, directors, officers, employees, employee benefit programs and client accounts may have a 
long position in any securities of issuers discussed in this report. 

Any return expectations provided are not intended as, and must not be regarded as, a representation, warranty or predication that 
the investment will achieve any particular rate of return over any particular time period or that investors will not incur losses 

Past performance is not indicative of future results. 

This report is prepared for general circulation and information only. It does not address specific investment objectives, or the 
financial situation and the particular needs of any person. 

informatioii@feey.com Page 22 0 2010 Fund Evaluation Group,  LLC 
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B A in Economics, University of Kentucky 

James W. Angelica 

Keith M. Berlin 

Christian S. Busken 
Vice President - Reai Assets 
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B A in International Relations, Brigham Young IJniversity 
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M B A in Business i\dministration. Xavier University Gregory M. Dowling, CFA, CAIA 
B S B A in Business ~\dministration. Universitv of Cincinnati 

Susan Mahan Fasig, CFA Managing Principal / Director of  Alternative Investments 
B I\ in Economics, DePauw Univcrsity 

Brian Hooper Research i\nalyst--Domestic and International Equities 
B S in Economics and Finance, University of  Dayton 

Gregory D. Houser, CFA 
Vice President-Global Equities and Fisecl Income 
M.B A. in Finance, Katz Gnduate  School of Business, University of Pittsburgh 
B S in Finance and General Business, Miami University 

Research Analjst-Real A 
B B I\ in Finance, U n i o e r q  of Cincinnau 

J. Alan Lenahan, CFA, CAIA Managing Principal / Director of Fledged Strategies 
B S I3 I\ in Finance and Marketing, Xavier Universiq 

-. 
Research Analyst-Hedged Strategies 
M B I\ candidate, Xavier University 
B S B A in Finance, University of Cincinnati 
C A M  Promam level I1 candidate 

David L. Mason 

Chief Investment Officer 
Ph  D in Finance, University of  North Texas 
h1.B I\ in Real Estate, Eastern Kentucky University 
B S in Business Education, Eastern Kentucky University 

Managing Principal 
tvl I3 A in Finance, The  Ohio  State University 
B S. in Stadstics and Economics, University of Akron 

Will McIntosh, Ph.D. 

Christopher M. Meyer, CFA 

Michael J. O'Connor Research Analysi-Generalist 
B B A in Finance, University of  Cincinnati 

Michael J. Oyster, CFA Managing Principal 
B B I\ in Finance, University of  Cincinnati 

Thomas S. Porter 
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M B A University of Michiann 
B A DePauw University 

Jason A. Raiti Research Analyst--Hedged Strategies 
B A in Economics, Dartmouth Collogo 
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Managing Principal / Chief Portfolio Strategist - F E G / ~ \ , f , , t i , ~ ~ ~ P o ~ ~ f ; o s  
M B A in Finance, Miami University 
B B A in Finance, University of  C.incinnati 

Research Analyst-Domestic Value Equity 
M B A in Business Administration, Xavier University 
B S in Finance, Miami University 
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Nathan C .  Werner, CFA 
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M B A in Finance, Indiana University 
B I\ in Economics, DePauw University 

Research Analyst-Hedged Strategies 
M F E in Financial Economics, Ohio  University 
B B I\ in Finance, University of  Cincinnati 
CFA Program level I candidate 
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ATTACHMENT 9 



I neiginng the llcanlend 

2009 Value Proposition 
LBA Unloaded Capacity Benefit 

Annual Inflation Rate 2.90% 111 
Discount Rate 9.50% 12.1 

A E C D E 

2009 Average Spinning Production Costs 
Savings per MW 
High €slimate 161 

Benefit Benefit 
Low High 

Estimate Estimate 

Unloaded 
Reduction 

IMW) 

Production Costs 
Savings per MW 
Low Estimate 161 

lncraaso in Offered 

2006 to 2009 131 
Year Economy Max (MW) from Reserves 2009 Average Regu'ation 

(MW) 141 
(MW) 151 

2009 1,933 429 873 

2010 1,933 429 873 

201 1 1,933 429 873 

2012 1,933 429 873 

2013 1,933 429 873 

2014 1,933 429 873 

2015 1,933 429 873 

2016 1,933 429 873 

2017 1,933 429 873 

2018 1.933 429 873 

631 $0 240701 $0 254588 $152 $161 

631 $0 247681 $0 261971 $156 $165 

631 $0 254864 $0 269568 $161 $170 

631 $0 262255 $0 277385 $165 $175 

631 $0 269861 $0 285429 $170 $180 

631 $0 277687 $0 293707 $175 $185 

63 1 $0 285739 $0 302224 $180 $191 

63 1 $0 302553 $0 320008 $191 $202 

63 1 $0 31 1327 $0 329288 $196 $208 

631 $0 294026 $0 310989 $185 $196 

The LBA Unloaded Capacity benefit is a quantification of 
value for the entire Midwest I S 0  footprint and does 
not calculate the value of an individual state or member 

Attachment 9 of Item KlUC MISO 1-2 
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Cnergiiinp lhe tlcafiland 

2009 Value Proposition 
LBA Unloaded Capacity Benefit 

[ I ]  2 9% - EIA 2009 Annual Energy Outlook Page 39, Table A20 Macroeconomic lndicaton Annual Growth 2007-2030 (percent) Wholesale Price Index (1982-1 00) Fuel and Power 

[Z]  Discount Rate based on an indicative weighted average cost of capital for malor utility companies in the Midwest 

[3] Increase in offered economy max represents increase in available generation for baseload units only 

[4] Post-ASM Regulation (MW) from Midwest IS0 Monthly Operations Report. August 2009 

Jan-09 534 

Feb-OS 463 

Mar-09 438 

Apr-OS 420 

May-09 392 

Jun-OS 398 

Jul-09 396 

Aug-09 394 

Post-ASM Average 429 

[5] Post-ASM Spinning Reserves (MW) from Midwest I S 0  Monthly Operations Report, August 2009 

Jan-09 939 

Feb-09 907 

Mar-09 888 

Apr-09 857 

May-09 829 

Jun-09 849 

Jul-09 853 

Aug-09 862 
PosbASM Average 873 

[6] Production Cost Savings per MW 

Production Cost Savings 
per MW ($ in Mils ) - Low 

Production Cost Savings 
per MW ($ in Mils ) - High Year 

2008 N/A $0 260000 $0 275000 

2009 7 4% $0 240701 $0 254588 

Inflation Rate 

Note H I  - Inflation Rate from Actual PPI from Bureau of Labor Statistics based on Electric Power Generation industry Actual PPI for 2009 is thru August 2009 only Actual PPI thru August 2009 was assumed to 
be indicative of the Actual PPI for the entire 2009 year 

Note H2 - Production Cost Savings per MW based on Midwest I S 0  production cost modeling performed in 2008 

Note H3 - Beyond 2009, Production Cost Savings per MW was adjusted by the annual inflation rate of 2 9% 

The LEA Un oaded C.ipac,ry oenefi l6 a qmnl fcauon of 
salue for the enlirc M awest I S 0  footprinl an0 does 
not ca CL ate the vaLe of an na Y dual slate or member 
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ATTACHMENT 10 



Midwest IS0 Issues Value Proposition for 2009 
Study shows that Midwest IS0 provides $700-$900M in 

annual economic benefits to its region 

FOR IMMEDIATE RELEASE 
December 4,2009 

MEDIA CONTACT 
Midwest I S 0  Media: 317-432-4507 

Carmel, IN - Midwest Independent Transmission System Operator Inc. (Midwest ISO) has revised its 
Value Proposition. The revised study calculates the value provided through improved grid reliability and 
increased efficiencies in the use of generation resources enabled by the Midwest IS0 market operations. 
For 2009, these efforts provide the Midwest IS0  region with net benefits of between $700 and $900 
million. Over the next ten vears, the reaion will receive between $5.5 and $7.1 billion in benefits on a net 
present value basis. 

The study also identified additional potential annual benefits of between $525 and $660 million from the 
deferral of generation investment. However, these benefits are dependent on either future load growth 
from the recovering economy or generation loss from factors such as increasing environmental 
restrictions and aging infrastructure. 

“We have updated the Midwest IS0 Value Proposition to demonstrate the progress we’ve made in 
providing economic benefits through increased efficiency and improved operations,” said John Bear, 
President and CEO of the Midwest ISO. “This year, our region saved hundreds of millions of dollars as a 
result of increased reliability provided through our transparent wholesale energy market.” 

In addition to quantitative benefits, the Midwest IS0  has demonstrated as part of its Value Proposition 
significant qualitative benefits that wholesale market participants receive. These include benefits for price 
transparency, planning coordination, regulatory compliance and wholesale platforms that integrate larger 
quantities of renewable energies like wind and solar with the smart grid 

“The improvements associated with the Value Proposition indicate that we are making progress toward 
increasing the performance of our market,” said Bear. “The Midwest ISO’s energy market provides the 
Midwest IS0 with a wholesale smart grid - a platform on which we will continue to build and provide 
va I II e. ” 

The full 2009 Value Proposition is available online at www.midwestmarket.org. 

About the Midwest IS0 
Midwest IS0 ensures reliable operation of, and equal access to miles of interconnected, high-voltage power lines in 
13 U S .  states and the Canadian province of Manitoba. The Midwest IS0 manages one of the world’s largest energy 
markets, clearing nearly $41 billion in energy transactions annually. The Midwest IS0 was approved as the nation’s 
first regional transmission organization (RTO) in 2001. The non-profit 501 (C)(4) organization is governed by an 
independent Board of Directors, and is headquartered in Carmel, Indiana, with operations centers in Carmel and St. 
Paul, Minnesota. Membership in the organization is voluntary. For more information, visit www.midwestmarket.org. 

Attachment 10 of item KlUC MISO 1-2 
Page 1 of 1 
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2009 Value Proposition 
MISO Unloaded Capacity Benefit tnergmng the IfeartlarPd 

$58 $362 

$64 $400 

Annual Inflation Rate 2.90% [I] 
Discount Rate 9.50% [2] 

Production Costs Production Costs 

2009 692 338 354 $0 133066 $0 147073 $47 $52 
2010 692 338 354 $0 136925 $0 151338 $48 $54 

201 1 692 338 354 $0 140896 $0 155727 $50 $55 

2012 692 338 354 $0 144982 $0 160243 $51 $57 
2013 692 338 354 $0 149186 $0 164890 $53 $58 
2014 692 338 354 $0 153513 $0 169672 $54 $60 
2015 692 338 354 $0 157964 $0 174592 $56 $62 

2016 692 338 354 $0 162545 $0 179655 $58 $64 

2017 692 338 354 $0 167259 $0 184865 $59 $65 

2018 692 338 354 $0 1721 10 $0 190227 $6 1 $67 

The MISO Unloaded Capacity benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member 

Attachment 12 of Item KlUC MISO 1-2 
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Midwest 
Cnergimg the lleartland 

2009 Value Proposition 
MISO Unloaded Capacity 6enefit 

[ I ]  2 9% - EIA 2009 Annual Energy Outlook Page 39, Table A20 Macroeconomic Indicators Annual Growth 2007-2030 (percent) Wholesale Pnce Index (1982-1 00) 
Fuel and Power 
121 Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 
[3] Pre-ASM Midwest IS0 Unloaded Capacity (MW) 

Nov-07 
Oct-07 

Sep-07 
Aug-07 
Jul-07 

Jun-07 
May07 
Apr-07 
Mar-07 
Feb-07 
Jan-07 
Dec-06 

600 Midwest IS0  Monthly Operations Report, November 2008 
700 Midwest IS0 Monthly Operations Report, October 2008 
300 Midwest IS0 Monthly Operations Report, September 2008 
300 Midwest IS0 Monthly Operations Report, August 2008 
600 Midwest IS0 Monthly Operations Report, July 2008 

1000 Midwest IS0  Monthly Operations Report, June 2008 
300 Midwest IS0  Monthly Operations Report, May 2008 
500 Midwest IS0  Monthly Operations Report, Apnl 2008 
500 Midwest IS0 Monthly Operations Report, March 2008 
700 Midwest IS0 Monthly Operations Report, February 2008 

1100 Midwest IS0 Monthly Operations Report, January 2008 
1700 Midwest IS0 Monthly Operations Report, December 2007 

Pre-ASM Average 692 

141 Post-ASM Midwest IS0 Operating Unloaded Capacity (MW) from Mldwest IS0 Monthly Operations Report, September 2009 
Jan-09 600 
Feb-09 530 
Mar-09 640 
Apr-09 200 
May09 140 
Jun-09 200 
Jul-09 390 

Aug-09 210 
Sep-09 130 

Post-ASM Average 338 

[5] Production Cost Savings per MW 

Production Cost Savings 
per MW ($ in Mils.) -Low 

Production Cost Savings 
per MW ($ in Mils.) - High Year 

2008 N/A $0 143735 $0 158865 
2009 -7 4% $0 133066 $0 147073 

Inflation Rate 

Note #l - Inflation Rate from Actual PPI from Bureau of Labor Statistics based on Electric Power Generation industry Actual PPI for 2009 is thru August 2009 only 
Actual PPI thru August 2009 was assumed to be indicative of the Actual PPI for the entire 2009 year 
Note #2 - Production Cost Savings per MW based on Midwest I S 0  production cost modeling performed in 2008 
Note #3 - Beyond 2009, Production Cost Savings per MW was adjusted by the annual inflation rate of 2 9% 

The MISO Unloaded Capacity benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 12 of Item KlUC MISO 1-2 

Page 2 of 2 
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ATTACHMENT 13 



Midwest 
Energtang !he bleartlend 

2009 Value Proposition 
Regulation Benefit 

$184 $1 94 $224 $1,409 

$194 $206 $237 $1,491 

Post-ASM Average Production Costs Production Costs 

2009 1.188 426 762 $0 240701 $0 254588 $184 $194 
2010 1,188 426 762 $0 247681 $0 261971 $189 $200 
201 1 1,188 426 762 $0 254864 $0 269568 $194 $206 
2012 1,188 426 762 $0 262255 $0 277385 $200 $21 1 
2013 1,188 426 762 $0 269861 $0 285429 $206 $218 
2014 1,188 426 762 $0 277687 $0 293707 $212 $224 
2015 1,188 426 762 $0 285739 $0 302224 $218 $230 
2016 1,188 426 762 $0 294026 $0 310989 5224 $237 
2017 1,188 426 762 $0 302553 $0 320008 $231 $244 
2018 1,188 426 762 $0 311327 $0 329288 $237 $251 

The Regulation benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 13 of Item KIUC MISO 1-2 

Page 1 of 2 
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Midwest 
Lnergimg the Heartland 

2009 Value Proposition 
Regulation Benefit 

[I] 2.9% - EIA 2009 Annual Energy Outlook Page 39, Table A20 Macroeconomic Indicators Annual Growth 2007-2030 (percent). Wholesale Price Index (1982-1 00) 
Fuel and Power 
[2] Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 
[3] Average Regulation Up (MW) less Average Regulation Up (MW) attributable to Louisville Gas and Electric 

2.500 I 
Note Original regulation data was providedfor each hour Adaily 
average was calculated using the hourly data 2005 did not have data for  
the entire year since the market did no t  start until 4/1/2005 

2,000 

1,500 

1,000 

500 

0 1  I 

-Regulation Up - Daily Average I_ Annual Average - Total Average 

[4] Post-ASM Regulation (MW) from Midwest IS0 Monthly Operations Report, September 2009 
Jan-09 534 
Feb-09 463 
Mar-09 438 
Apr-09 420 

May-09 392 
Jun-09 398 
Jut-09 396 

Aug-09 394 
Sep-09 395 

Post-ASM Average 426 

[5] Production Cost Savings per MW 

Production Cost Savings 
per MW ($ in Mils.) ~ Low 

Production Cost Savings 
per M,! ($ in Mils.) - High Year 

N/A $0 260000 $0 275000 2008 

2009 -7 4% $0 24070 1 $0 254588 

Note # I  - Inflation Rate from Actual PPI from Bureau of Labor Statistics based on Electric Power Generation industry Actual PPI for 2009 is thru AlJguSt 2009 only 
Actual PPI thru August 2009 was assumed to be indicative of the Actual PPI for the entire 2009 year. 
Note #2 - Production Cost Savings per MW based on Midwest IS0 production cost modeling performed in 2008 
Note #3 - Beyond 2009, Production Cost Savings per MW was adjusted by the annual inflation rate of 2 9% 

Inflation Rate 

The Regulation benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 13 of Item KlUC MISO 1-2 
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ATTACHMENT 14 



2009 Value Proposition 
Spinning Reserves Benefit 

Annual Inflation Rate 2.90% [ I ]  
9.50% [21 Discount Rate _.- 

2009 1,193 876 317 $0 240701 $0 254588 $76 $8 1 
2010 1,193 876 317 $0 247681 $0 261971 $78 $83 
201 1 1,193 876 317 $0 254864 $0 269568 $8 1 $85 
2012 1,193 876 317 $0 262255 $0 277385 $83 $88 
2013 1,193 876 317 $0 269861 $0 285429 $85 $90 
2014 1,193 876 317 $0 277687 $0 293707 $88 $93 
2015 1,193 876 317 $0 285739 $0 302224 $91 $96 
2016 1,193 876 317 $0 294026 $0 310989 $93 $99 

2017 1,193 876 317 $0 302553 $0 320008 $96 $101 
2018 1,193 876 317 $0 31 1327 $0 329288 $99 $104 

The Spinning Reserves benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member Attachment 14 of Item KlUC MISO 1-2 

Page 1 of 2 
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Midwest 2009 Value Proposition 
Spinning Reserves Benefit Cnetgizrng the Ileafiland 

[I] 2 9% - EIA 2009 Annual Energy Outlook Page 39, Table A20 Macroeconomic Indicators Annual Growth 2007-2030 (percent) Wholesale Pnce Index (1982-1 00) 
Fuel and Power 
[2] Discount Rate based on an indicative weighted average cost of capital for major utility companies in the Midwest 
[3] 1,193 MW - Pre-ASM Spinning Reserves (based on reserve requirement of 2,652 MW multiplied by 45%) 
[4] Post-ASM Spinning Reserves (MW) from Midwest IS0  Monthly Operations Report, September 2009 

Jan-09 9386 
Feb-09 9074 
Mar-09 887 6 

Apr-09 857 3 
May-09 8288 
Jun-09 8490 
Jul-09 852 8 

Aug-09 8622 
Sep-09 9025 

Post-ASM Average 676.2 

[5] Production Cost Savings per MW 

Production Cost Savings 
per MW ($ in Mils ) - Low 

Production Cost Savings 
per MW ($ in Mils ) - High Year 

2008 N/A $0 260000 $0 275000 
2009 -7 4% $0240701 $0 254588 

Note # 1  I Inflation Rate from Actual PPI from Bureau of Labor Statistics based on Electric Power Generation industry Actual PPI for 2009 is thni August 2009 only 
Actual PPI thru August 2009 was assumed to be indicative of the Actual PPI for the entire 2009 year 
Note #2 - Production Cost Savings per MW based on Midwest I S 0  production cost modeling performed in 2008 
Note #3 - Beyond 2009, Production Cost Savings per MW was adjusted by the annual inflation rate of 2 9% 

Inflation Rate 

The Spinning Reserves benefit is a quantification of 
value for the entire Midwest IS0 footprint and does 
not calculate the value of an individual state or member 
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1 

2 

3 

4 

MIDWEST ISO’S 
REWONSE TO KIUC’S 

MARCH 26,201 0 FIRST DATA REQUEST 

April 7,20 10 
PSC CASE NO. 20 10-00043 

Itern KIUC MISO 1-3) Please reference lines 3 - 9 of page 15 of your direct 

5 

6 

testintorzy. 

analysis procedures reside within or under your authority and purview? 

Please explairz how MIS0 operations that employ SCUC and SCED 

8 I/ 
9 

10 Response) The unit commitment process involving SCUC and the economic dispatch 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Item KIUC MISO 1-3 
Page 3 of 31 

using SCED are not my responsibility. The underlying capabilities of the transmission 

system, outage scheduling, and planning criteria that make SCUC and SCED possible, 

are my responsibility, There is, by necessity, close coordination between my group’s 

function and that of real-time operations, and market operations requiring significant 

knowledge transfer to enable SCUC and SCED to function as designed. In addition, as 

indicated in my testimony, I have career experience in control room operations, and I ani 

familiar with unit dispatch and unit commitment requirements. 

Witness) Clair J. Moeller 





4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

16 

17 

18 

19 

20 

21 

22 

23 

24 

MIDWEST ISO’S 
RESPONSE TO KIUC’S 

MARCH 26,2010 FIRST DATA REQUEST 

April 7’20 10 
PSC CASE NO. 20 10-0004.3 

Item KIUC MISO 1-4) Please reference lines 1 - 4 of page 16 of your direct 

testimorty. Have you, your staff; or MISO conducted studies wlticlt demoitstrate tltat 

coitgestioiz costs experienced Itistorically by Rig Rivers will be above congestion costs 

f o r  Big Rivers) followiitg its potential participation in MISO? If the answer is Yes, 

please provide Docirnzeiits and Stirdies, including workpapers, wltere this resirlt is 

obtained, For suclz statentertt by yoir to be accurate, woirld it not require a backcast 

study of the relevalit historical period, wltere Big Rivers’ operations are siniulated 

wider the condition titat Big Rivers is participating in MISO? If the answer is No, 

please explain how suclt a resiclt would otlterwise be obtained. 

experienced historically by Big Rivers will be above congestion costs (for Rig Rivers) 

following its potential participation in MISO. But other studies performed by MISO and 

other entities sliow that congestion management through centralized Security Constrained 

TJnit Commitment and Economic Dispatch can lower the production cost compared to the 

traditional TLR approach. Tliis benefit comes from two aspects: re-dispatch is more 

efficient than the TL,R, and the transmission system can be more efficiently utilized (a 

higher transmission line rating can be reached in an energy market than with traditional 

TL,R) . 

Item KIUC MISO 1-4 
Page 4 of 3 1 





4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

MIDWEST ISO’S 
RESPONSE TO KIUC’S 

MARCH 26,20 10 FIRST DATA REQUEST 

April 7,2010 
PSC CASE NO. 201 0-00043 

Item KIUC MISO 1-5) Please state wlietlier the FERC or any state regulatory 

coniniission has ever accepted or adopted tlie nietliodology presented on pages 22-23 of 

your direct testiniony: Naniely, tliat a proportion of MISO’s Value Proposition, wliere 

tlie ratio of tlie entity’s peak deniand to MISO systeni peak demand is used to 

deterniine likely rzet beriefits that a prospective MIS0 participant nzay realize i f  it 

joined MISO. If your response is Yes, please identify the proceeding, tlie regulatory 

authority that conclircted sucli proceeding, tlie docket type and izunzber of the 

proceeding, and the date of tlie resulting regulatory Order. Also provide a copy of tlie 

respective Order. 

Response) 

ratio of the total Value Proposition benefits, has not been submitted for adoption or 

acceptance in any state or federal proceeding. However, in 2007, witness Richard 

Doying submitted rebuttal testimony in Missouri PSC Case No. EO-2008-0046 regarding 

the share of projected Value Proposition indicative benefits that could be gained by 

Aquila joining the Midwest ISO. That testimony used the ratio of peak demand 

approach. The testimony and a copy of the commission order (issued October 9, 2008) 

are included with this response. 

No. The method used to estimate Big Rivers’ potential benefits, using a 

Witness) Clair J. Moeller 

Item KIUC MISO 1-5 
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Exhibit No.; 
Issue: Range of benefits for Aquila as a 

member participant in Midwest I S 0  
Witness: Richard Doying 
Sponsoring Party: Midwest Independent Transmission 

System Operator, Inc. 
Case No.: Case No. EO-2008-0046 

Case No. EO-2008-0046 

MIDWEST INDEPENDENT TRANSMISSION SYSTEM OPERATOR, INC. 

REBUTTAL, TESTIMONY 

OF 

RICHARD DOYING 

Cannel, Indiana 
November, 2007 
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BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOTJRI 

In the Matter of the Application of ) 
Aquila, Inc., d/b/a Aquila 1 
Networks - MPS and Aquila 1 

Certain Transmission Assets ) 
to the Midwest Independent 1 

Networks - L&P for Authority to ) 
Transfer Operational Control of ) 

Transmission System Operator, Inc. ) 

Case No. EO-2008-0046 

AFFIDAVIT OF RICHARD DOYING 

STATE OF INDIANA 1 

COUNTY OF HAMILTON ) 
) ss. 

1. My name is Richard Doying. I am presently Vice President of Market Operations 

for Midwest Independent Transmission System Operator, Inc., intervener in the 

above-referenced matter 

2. Attached hereto and made a part hereof for all purposes is my rebuttal 

testimony. 

3. I hereby swear and affirm that my answers contained in the attached testimony 

to the questions therein propounded are true and correct to the best of my personal knowledge, 

information and belief. 

Richard Doy6g ' 
Subscribed and sworn before me this 24* day of November, 2007. 

- 
Notary PubdZc f o r h e  County, Indiana 

Wq My Commission expires: 

l3OmwYMmr 
NOTAR' *!JBLfC syd, @- 

eSlubKP Lhdridtb 
Attachment 1 of Ite €l@m May 8.2009 
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2 Q. 

3 A. 

4 

5 Q. 

6 A. 
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8 Q. 
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10 A. 

11 

12 

13 

14 

15 

16 

17 
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19 

20 

21 Q. 

22 A. 

23 

24 

I. INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Richard Doying. My business address is 701 City Center Drive, Carmel, 

Indiana, 46032. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I ain employed by the Midwest Independent Transmission System Operator, Inc. 

(“Midwest ISO”) as the Vice President - Market Operations. 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPERIENCE. 

I received my Bachelor of Arts iri Geography from the University of California, Los 

Angeles in 1991 and iny Master of Arts of Public Affairs in Policy Analysis, Energy and 

Environmental Policy fro111 the University of Minnesota in 1993. Starting in 1993, I was 

an Associate with ICF Resources Incorporated, becoming a Senior Associate in 1995. In 

1997, I was made the Project Manager for ICF Resources Incorporated. In 1997, I 

became a manager in the Market Assessment division of PG&E National Energy Group, 

where I was also made Director of the same division iri 1999. In 2001, I was named the 

Director of the Strategy and New Initiatives division of the PG&E National Energy 

Group. In December 2003, I became the Director of Market Development and Analysis 

with the Midwest ISO, and in September 2006, I became the Vice President of Market 

Operations. 

WHAT ARE YOUR JOB RESPONSIBILITIES AT THE MIDWEST ISO? 

As Vice President of Market Operations, I am responsible for the operations of the 

Day-Ahead Energy Market, Financial Transinission Rights Market, Real-Time Energy 

Market Pricing, Tariff and Market Settlements, Customer Management, and Market 

Attachment 1 of Item KIUC MIS0 1-5 
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2 

3 

4 

5 

6 

7 

8 

9 

I O  

11 

12 

13 

14 

1.5 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Development and Analysis. I also manage the Midwest ISO’s stakeholder efforts related 

to market issues. 

HAVE YOU SPONSORED ANY OTHER TESTIMONY BEFORE 

REGULATORY COMMISSIONS? 

Q. 

A. I have testified before a number of regulatory corntnissions and state legislative bodies. 

In addition, I have also submitted written testimony before the Federal Energy 

Regulatory Commission in Docket No. ER04-691-000 concerning the Midwest ISO’s 

Open Access Transmission and Energy Markets Tariff (“EM,”), which provides for the 

iinplementation of the Midwest ISO’s Centralized Security Constrained Economic 

Dispatch supported by Day- Ahead and Real-Time Energy Markets and Congestion 

Management Provisions based on L,ocational Marginal Pricing and Financial 

Transmission Rights within the Midwest IS0 Region. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

The limited testimony of Aquila witness Mr. Dennis Ode11 presents a necessary but 

incomplete picture of the benefits available to Aquila from full participation in the 

Q. 

A. 

Midwest ISO. The production cost study conducted by CRA International (“ Aquila 

Study”) is not designed to and therefore does not take into account the full range of 

benefits that would be available to Aquila from joining the Midwest ISO. Accordingly, 

the purpose of my testimony is to provide the Public Service Commission of the State of 

Missouri (“Coinrnission”) a more complete picture and record on all benefits for an entity 

such as Aquila becoming a transmission-owning member and fully participating in the 

Midwest ISO. In particular, I will discuss the broader value proposition that comes from 

full participation in the Midwest ISO. The details of these benefits will be discussed in 

Part I11 of this testimony. 

Attachment 1 of Item KlUC MISO 1-5 
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1 Q. 

2 A. 

DO YOU ADDRESS THE SUBSTANCE OF THE AQUILA STUDY? 

No. I do not. Witness Joliannes Pfeifeiiberger does so hi his testimony. 

3 

4 

5 Q. 

6 

7 A. 

8 

9 

11. MIDWEST I S 0  OPERATIONAL BACKGROUND 

PLEASE DESCRIBE THE MIDWEST ISO’S OPERATIONAL 

CHARACTERISTICS. 

The Midwest ISO’s operational area or “footprint” consists of 15 states and tlie province 

of Manitoba, Canada. This area covers 920,000 square miles of territory, and 93,600 

miles of transmission lines. The Midwest IS0  performs its Energy Markets Tariff and 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

related responsibilities over this broad region through control rooms located in Carmel, 

Indiana, and Saint Paul, Minnesota. 

The Federal Energy Regulatory Commission, or “FERC,” approved the 

establislmerit of the Midwest IS0 as an “ISO” - i.e., an Independent System Operator - 

in 1998 in the mid-western part of tlie United States. Then in 2001, FERC ruled that our 

company also met the requirements for being an “RTO’ - Le., a Regional Transmission 

Organization. Broadly speaking, ISOs and RTOs are independent entities that have 

hnctional control over tlie operation of transmission facilities of multiple transmission 

owners under a common tariff. 

An IS0 administers a common tariff that applies to all transmission services 

provided on the transmission facilities placed under the ISO’s control. [FERC developed 

a template for such a coinmon tariff - called an “Open Access Transmission Tariff,” or 

“OATT.”] The coinmori tariff ensures that the same set of rules applies to all 

transmission customers, and also avoids the “pancaking” of rates that occurs when power 

goes through transmission facilities governed by multiple tariffs eacli of which may 

Attachment 1 of Item KIUC MISO 1-5 
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8 

9 

10 

11 

12 

13 

14 

1s 

16 

17 

18 

19 

20 

21 

22 

23 

impose separate charges and terms of service. Subsequently, to krther improve the 

accessibility and reliability of transmission system operations, FERC also promoted 

system operation across broad regions by an ISO. Finally, to assure non-discriminatory 

pricing for transmission services, FERC required ISOs to adopt market-based approaches 

to congestion management and schedule imbalance services. 

Q. HOW DOES THE MIDWEST I S 0  OPERATE AND UTILIZE THE 

TRANSMISSION ASSETS ONCE A IJTILJTY TRANSFERS FUNCTIONAL 

CONTROL,? 

System operations under the Midwest ISO’s Open Access Traiisinission and Energy A. 

Markets Tariff (“Energy Markets Tariff”) includes balancing of generation supply to 

assure demand is satisfied in a dependable and efficient manner and managing 

transmission congestion that arises due to physical limitations of the transmission system. 

These services are provided by the Midwest IS0  through a coordinated competitive 

market for electric energy. The Midwest I S 0  energy market operates by matching offers 

to sell energy with bids to buy energy through a process that determines market clearing 

quantities and prices while assuring total demand (“load”) is satisfied at the lowest 

possible cost while honoring the physical limitations of the transmission used to deliver 

energy from generation to load. 

Q. PLEASE BRIEFLY EXPLAIN THE ENERGY MARKETS THAT THE 

MIDWEST I S 0  OPERATES. 

The Midwest ISO’s energy markets currently operate over two tbnefi-ames. First is a 

“Day-Ahead” market, through which market participants can pre-schedule the 

transactions they plan to engage in on the following operating day. Second is a 

A. 

Attachment 1 of Item KlUC MISO 1-5 
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10 

11 

12 

13 Q. 

14 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 

" Real-Time" market, where market participants can buy or sell energy to meet conditions 

during the operating day that may differ from those anticipated in the Day-Ahead market. 

The Midwest I S 0  is currently focusing efforts to further reduce supply cost and 

improve reliability by seeking to consolidate certain functions currently performed by 

twenty-four (24) separate Balancing Authorities or Control Area Operators. To that end, 

the Midwest I S 0  is presently working to implement an Ancillary Services Markets, or 

" ASM," designed to facilitate the management of Operating Reserves. In addition the 

Midwest IS0  is pursuing: 1) mechanisms to encourage more flexible demand 

participation, 2) further coordination of transmission planning, and 3) implementation of 

new mechanisms to assure longer-term adequacy of regional supply resources. These 

eiilianceinents will provide additional tangible benefits in terms of lower energy cost and 

improved reliability throughout the Midwest IS0  region. 

WHAT OTHER FUNCTIONS ARE PERFORMED BY THE MIDWEST I S 0  

UNDER ITS ENERGY MARKETS TARIFF THAT MAY BE IMPORTANT 

WHEN CONSIDERING BENEFITS OF MIDWEST I S 0  PARTICIPATION? 

Another important category of RTO membership benefits is associated with transmission 

expansion planning. Midwest IS0  is the NERC Planning Authority for its member 

footprint, and perform regional planning in accordance with FERC Planning Principles 

delineated in Order 890. These planning principles provide inechanisins to ensure that 

the regional planning process is open, transparent, coordinated, includes both reliability 

and econornic planning considerations, and includes mechanisms for equitable cost 

sharing of expansion costs. The Midwest I S 0  regional plannirig process integrates the 

local planning processes of its member companies into a coordinated regional 

transmission plan and identifies additional expansions. The regional plan has as its 

Attachment 1 of Item KlUC MIS0 1-5 
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6 

7 Q- 

8 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 A. 

24 

objective the provision of an efficient and reliable transrnissioii system that delivers 

reliable power supply to coimected load customers, expands trading opportunities, better 

integrates the grid, alleviates congestion, provides access to diverse energy resources, and 

enables state and federal energy policy objectives to be met. Regional plans are produced 

no less fi-equently than biennially, and are publicly available on the Midwest IS0  web 

site. 

HAVE YOIJ BEEN ABLE TO QUANTIFY THE BENEFITS OF 

PARTICIPATION IN THE MIDWEST ISO? 

Many of the benefits of regionally coordinated transmission system operations and 

planning are widely recognized within the industry. Also generally recognized is the 

inherent difficulty in tracking and measuring each of these recognized and accepted 

benefits. This is due in no small part to the fact that many of the benefits cannot be 

measured directly given that the benefits are relative to what would have occurred but for 

the RTO arid its operations. There is no means to directly measure what would have 

occurred if the RTO did riot exist. The Midwest IS0  has nonetheless undertaken an 

effort to measure, where possible, and report on these significant RTO benefits. These 

efforts have recently culminated in a Midwest I S 0  value proposition report that focuses 

on the benefits that accrue to the region as a result of the Midwest ISO’s operations. The 

benefits described in that report will be discussed below in Part I11 of my testimony. 

111. MIDWEST IS0 VALUE PROPOSITION 

WHY IS THE MIDWEST I S 0  FILING TESTIMONY IN THIS MATTER? 

My testimony augments and supplements the testimony of Witness Pfeifenberger who is 

responding directIy to the conclusions presented by Aquila about the Aquila Study. As 

Attachment 1 of Item KlUC MISO 1-5 
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1 

2 

3 

4 

5 

6 

7 

8 

9 Q* 

noted earlier, the type of study performed by CRA for Aquila is a necessary but 

insufficient analysis of the benefits of RTO participation. Accordingly, I will discuss the 

broader value proposition that comes froin full participation in the Midwest ISO. From 

the outset, I recognize and submit that many of the benefits I will touch upon are easy to 

describe but may be difficult to quantify with precision. This cannot and should not, 

however, be a basis to leave an incomplete record regarding the value and benefits of 

participation in the Midwest IS0  under consideration by the Comnission in the course of 

this important review process. 

CAN YOU DESCRIBE THE FULL RANGE OF BENEFITS THAT WOULD BE 

10 

11 A. 

12 

13 

14 

15 

16 

17 

I8 

19 

20 

21 

22 

23 

24 

AVAILABLE TO AQUILA AS A MEMBER OF THE MIDWEST ISO? 

Aquila would accrue significant direct and indirect benefits froin participation as a 

transmission-owning rneinber of the Midwest IS0  - benefits that carmot be fully captured 

by production cost studies such as the Aquila Study. These benefits can be grouped 

under the following three general categories: (1) improved reliability; (2) improved 

efficiency; and (3) improved opportunities for development of generation and 

transmission infrastructure. I am aware that some of the benefits under the second 

category are or may be partially addressed by the CRA-Aquila production cost study, but 

there are others that may not be fully covered that I will touch upon. Due to the 

complexities inherent with the Aquila Study arid the different, broader scope of the 

Midwest IS0 value proposition compilation that I ain presenting in my testimony, a 

direct comparison or analysis to determine overlap cannot and should not be made. 

Instead, I submit this description in order to provide a full and complete picture of all the 

relevant benefits of Midwest IS0  membership and full participation. I therefore will 

discuss each of the above general three categories, in turn. 
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Q. CAN YOU QUANTIFY THE DISCRETE AND DIRECT BENEFITS FOR 

AQUILA IJNDER THESE THREE GENERAL CATEGORIES OF BENEFITS? 

A. M i l e  the Midwest IS0 has not performed any specific studies attempting to quantify the 

benefits that can be attributed just to Aquila should it join the Midwest ISO, the Midwest 

IS0  has evaluated the numerous benefits that accrue to all members and participants in its 

markets. These same benefits would accrue to Aquila as a transmission-owning member 

and full participant in the Midwest ISO. Aquila represents approximately 1.7%’ of the 

load and generation within the Midwest IS0 footprint. It is reasonable to assume that 

Aquila would realize benefits in a roughly proportionate share arid I therefore utilize that 

load ratio share to develop the ranges of numbers presented below as an approxination of 

the magnitude of the potential benefits for Aquila’s participation hi the Midwest ISO. It 

should be noted that this estimate is conservative in that the total benefits would increase 

with the addition of Aquila as a full participating member of the Midwest ISO, thereby 

increasing the benefits realized by Aquila. 

Q, WHAT IMPROVED RELIABILITY BENEFITS WOIJL,D AQIJILA RECEIVE 

FROM JOINING THE MIDWEST ISO? 

A. The reliability benefits fall into three categories: (a) improved reliability as compared to 

stand-alone operations; (b) enhanced seains management; and (c) regulatory compliance. 

The frst category, improved reliability relative to stand-alone operations, has been 

quantified. Spanning 15 states and the Canadian province of Manitoba, the Midwest IS0 

leverages its broad regional view to identify potential impacts of transmission or 

generation issues on the entire Midwest IS0  power system as well as on bordering 

This amount was calculated using Aquila’s prqjected 2008 peak load of 1,942 MW (as presented in the 
CRA-Aquila Study) versus the 2008 Midwest IS0 forecast peak load of 110,869 MW. 

I 
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regions. This analysis looks at more than 7,500 “what if’ scenarios every five minutes to 

identify the quickest, most effective way to manage potential issues, while also ensuring 

the continued operation of the wholesale bulk electric system. A quick response requires 

accurate information. The Midwest IS0  processes system condition information every 

four seconds, resulting in appropriate signals being sent to generation owners in a timely 

maimer. Using inore than 240,000 points of information, the Midwest IS0  examines the 

state of the system every 90 seconds, allowing for greater visibility into system 

conditions, increased ability to quickly identify the most effective response, and better 

coordination of needed system maintenance. The reliability benefits resulting from the 

above were quantified by evaluating the reduced size, duration, cost and probability of 

transmission outages under regional rather than stand-alone transmission systems 

operations. Those benefits were estimated to be between $230 and $340 inillioii per year. 

Midwest IS0  Annual Benefit: Improved Reliabilitv’ 

Market-wide Improved Reliabilitv Benefit Aauila Potential 

$4.0 to $5.9 million $230 to $340 million 

Q. WHAT IMPROVED EFFICIENCY BENEFITS WOULD AQUILA REALIZE BY 

JOINING THE MIDWEST ISO? 

These benefits can likewise be separated into categories reflectbig a more efficient 

dispatch of energy as compared to stand-alone operations, reduction in the quantity of 

required contingency reserves arid more efficient use of generation to provide operating 

A. 

7 Figures reflect annual benefits reflected in 2007 U.S. dollars, including both current and achieved benefits 
and projected hture benefits. 
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13 

reserves. As noted above, I recognize that there is overlap with the Aquila Study for 

these particular items, but I present this information as additional points of reference 

since these benefits would specifically relate to Aquila’s f i l l  participation in the Midwest 

ISO. The concept of the benefits of coordinated market operations is simple; the more 

options available to meet a need, the more competitive the pricing and the more efficient 

delivery of the firial product car1 become. The Midwest I S 0  broad regional competitive 

wholesale market allows the Midwest I S 0  to match the most cost effective and reliable 

source of generation with power needs over an extensive area, consequently reducing the 

amount of generation supply required to serve the region’s needs. The annual benefits 

associated with all three of the categories of efficiency-related benefits identified above 

have been estimated at between $450 and $600 million for the Midwest IS0  region as a 

whole. The individual components are shown in the table below. 

14 

15 

16 

17 

18 

19 

Midwest I S 0  Annual Benefit: Improved Efficiencies3 

Market-wide Improved Efficiencies Benefit 

Dispatch of energy: $200 to $250 million 

Contingency reserves: $1 35 to $145 inillion 

Dispatch of reserves: $1 15 to $205 inillion 

Aquila Potential 

$3.4 to $4.3 million 

$2.3 to $2.5 inillion 

$2.0 to $3.5 million 

20 

2 1 Q. WHAT IMPROVED LONG-TERM INVESTMENT PLANNING BENEFITS 

22 WOULD AQUILA REALIZE BY JOINING THE MIDWEST ISO? 

Figures reflect annual benefits reflected in 2007 U.S. dollars, including both current and achieved benefits 
and prqjected fbture benefits. 

3 
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A. One of the benefits of participation in a large regional system is more efficient use of the 

existing infrastructure, both generation and transmission. Similar to the savings 

associated with pooling of contingency reserves, pooling of planning reserves over a 

larger region reduces the level necessary to assure reliable service in fkture periods. In 

the Midwest I S 0  region, this is estimated to result in annual savings of $135 to $150 

million. 

Midwest I S 0  Annual Benefit: Investment4 

Market-wide Improved Efficiencies Benefit 

Planning reserves: $13.5 to $ I50 million 

Aquila Potential 

$2.3 to $2.6 million 

Q. WHAT IS THE ACCUMULATED TOTAL FROM THE ABOVE GENERAL 

CATEGORIES OF BENEFITS THAT YOU DESCRIBE? 

A. The following shows the suiivned total of the value benefits described above: 

Midwest I S 0  Annual Benefit bv Total Value Benefit’ 

Gross Annual Market-wide Benefit6 

$805 to $1,100 million 

Aquila Potential7 

$13.9 to $18.9 million 

Figures reflect annual benefits reflected in 2007 U.S. dollars, including both current and achieved benefits 
and projected hture benefits. 
Figures reflect annual benefits reflected in 2007 U S .  dollars, including both current and achieved benefits 
and prqjected hture benefits. 
The Gross Benefits sum to slightly less than the individual components due to rounding and do not reflect 
the Midwest I S 0  operational and other cost components, which total approxirnately $250 rnillion. 
The Aquila portion, if netted with its prorated portion of Midwest IS0 operational costs (see Footnote 7 ) ,  
would be fixed at approximately $4.3 inillion less regardless of where in this range it fell. 

4 

5 

6 

7 
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23 

24 

Q. IN YOUR OPINION, Is  THE COMMISSION’S RECORD BASED SOLELY ON 

THE AQIJILA STIJDY COMPLETE IF IT DOES NOT INCLUDE ALL OF 

THESE BENEFITS? 

A. No, in my view it is not. I recognize that the study presented by Aquila was not intended 

to address and quantify each of these benefits, but rather, as Witness Pfeifenberger tiotes 

and corrects, it was designed to capture only the production cost savings. My testimony 

is intended to highlight and raise for consideration the full range of benefits recognized 

within tlie industry of full participation in the Midwest IS0  beyond tlie limited items 

noted in the Aquila Study and discussed by Witnesses Pfeifenberger and Aquila Witness 

Dennis Odell. 

Q. A m ,  THERE ADDITIONAL QUALITATIVE BENEFITS THAT THE 

COMMISSION SHOULD ALSO CONSIDER IN ITS ANALYSIS FOR A 

COMPANY SUCH AS AQIJILA JOINING THE MIDWEST ISO? 

Yes. In addition to the benefits discussed above, there are also a significant number of 

more difficult to quantify benefits that participants, including Aquila, derive from tlie 

existence arid operation of the Midwest ISO. Failure to include these benefits in an 

evaluation will therefore understate the total benefits of participation in the Midwest ISO. 

For example, price signals that are provided by the Midwest ISO’s Day-Ahead and Real- 

Time Markets provide a level of transparency that simply was not available prior to its 

inception. This greater level of transparency: 

A. 

0 allows users or participants to efficiently respond to market conditions and 

adjust cotisuinption levels, 

0 enables platforms for demand participation in the form of price-responsive 

demand response programs, and 
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e supports investment analysis for kture generation and transmission 

infrastructure developinent . 

Another important but more difficult to quantify benefit is associated with coordinated 

regional transmission planning. In an independent environment, the process of building a 

new generator or expanding transmission can begin with the confidence that price signals 

being provided are true indicators of where needs exist. This trust flows through the 

planning process as ai1 independent organization analyzes proposals and determines if the 

recoinmendations are in the best interest of the region. The Midwest KO’s big picture 

view and knowledge of the region affords the ability to more readily identify the 

strengths of proposed enhancements to the high voltage transinission system. This view, 

coupled with the Midwest ISO’s independent nature, provides a level of confidence that 

support for projects is done with an eye toward supporting reliability and a strong market. 

On the reliability side, the Midwest IS0  planning process strives to implement 

enhancements in a manner that allows energy to flow through the system in an effective, 

efficient, arid reliable manner. On the business side, the planning process supports efforts 

to access low cost supplies while also reducing congestion on the system, making it 

easier to transfer energy between the buyer and seller. Since the Midwest I S 0  began 

regional planning, nearly $1 billion in improvement projects have been completed. These 

improvements include more than 460 miles of new trarisinissioii lines and upgrading 

ahnost 2,400 miles of transmission lines. 

DOES THIS CONCLUDE YOUR TESTIMONY? Q. 

A. Yes, this concludes my testimony. 
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REGULATORY LAW JUDGE: 
Judge 

Morris L. Woodruff, Deputy Chief Regulatory Law 

REPORT AND ORDER 

Syllabus: This order denies Aquila, Inc.’s application for authority to transfer 

operational control of certain transmission assets to the Midwest Independent Transmission 

System Operator, Inc. 

FINDINGS OF FACT 

The Missouri Public Service Commission, having considered all the competent and 

substantial evidence upon the whole record, makes the following findings of fact. The 

positions and arguments of all of the parties have been considered by the Commission in 

making this decision. Failure to specifically address a piece of evidence, position, or 

argument of any party does not indicate that the Commission has failed to consider 

relevant evidence, but indicates rather that the omitted material was not dispositive of this 

decision. 

Procedural History 

On August 20,2007, Aquila, Inc., d/b/a Aquila Networks-MPS and Aquila Networks- 

L&P filed an application requesting authority to transfer operational control of certain 
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transmission assets to the Midwest Independent Transmission System Operator, Inc. 

(Midwest ISO). On August 28, the Commission directed that notice of the filing of Aquila’s 

application be sent to all parties to Aquila’s last rate case. That order also established an 

intervention deadline of September 17. 

Dogwood Energy, LLC; Kansas City Power & Light Company; Southwest Power 

Pool, Inc.; Union Electric Company, d/b/a AmerenUE; and Midwest IS0 filed timely 

applications to intervene. The Commission granted their requests to intervene on 

September 28. Subsequently, on October 30, the City of Independence, Missouri filed an 

application to intervene out of time. The Commission granted that application on 

November 13. 

The Commission established a procedural schedule that required the parties to 

prefile direct, rebuttal, and surrebuttal testimony. An evidentiary hearing was held on April 

14 and 15, 2008. The parties filed post-hearing briefs on May 29. 

Independent System Operators and Regional Transmission Organizations 

1. Aquila’s application seeks authority to become a full member of Midwest ISO. 

That corporation is both an Independent System Operator (KO) and a Regional 

Transmission Organization (RTO). lSOs and RTOs are independent entities that have 

functional control over the operation of transmission facilities of multiple transmission 

owners under a common tariff. Midwest ISO, like other lSOs and RTOs, was established 

under the auspices of the Federal Energy Regulatory Commission (FERC).’ Midwest 

’ Daying Rebuttal, Ex. 4, Page 4, Lines 12-18. 
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ISO’s operational area serves fifteen states and the Canadian province of Manitoba, and is 

located generally north and east of Missouri.* 

2. Midwest IS0 administers a common tariff, called an Open Access 

Transmission Tariff, that applies to all transmission services provided on the transmission 

facilities placed under the ISO’s control by member electric companies. The common tariff 

applies the same rules to all transmission customers and avoids the “pancaking” of rates 

that occurs when power flows through transmission facilities operated by multiple entities 

and governed by multiple tariffs3 

3. An RTO provides wholesale transmission service on a regional basis. Such 

service meets two needs for transmission customers. First, it ensures the long-term 

deliverability of electricity from designated resources to load. In other words, the RTO 

provides a path by which electricity can be reliably transmitted from a generating facility to 

the customers that need that electricity. Second, the RTO facilitates short-term 

deliverability of electricity for economic transactions. That means, the RTO provides the 

transmission service required to deliver surplus electricity from lower-cost resources as a 

substitute for electricity from a higher-cost resource. That allows for the development of an 

electricity market in which those transactions can O C C U ~ . ~  

4. Midwest IS0 is not the only RTO capable of providing transmission services 

to Aquila. The FERC authorized Southwest Power Pool, lnc. to operate as a RTO 

beginning in October 2004.5 Southwest Power Pool also provides independent reliability 

coordination and tariff administration through a FERC approved Open Access Transmission 

* Doying Rebuttal, Ex. 4, Page 4, Lines 7-8. 
Doying Rebuttal, Ex. 4, Pages 4-5, Lines 19-24, 1. 
Proctor Rebuttal, Ex. 12, Page 6, Lines 1-24. 4 
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Tariff.' Southwest Power Pool has fifty members serving more than four million customers 

in all or parts of eight southwestern states.' 

5. Aquila is already a member of Southwest Power Pool. Its predecessor 

companies, Missouri Public Service Company and St. Joseph Light and Power joined that 

organization in 1951 and 1958, respectively.' Aquila currently contracts with Southwest 

Power Pool for certain services. Specifically, Aquila receives tariff administration, OASIS 

administration, available transmission capacity and total transmission capacity calculations, 

scheduling agent, and regional transmission planning from Southwest Power P00l.~ Aquila 

does not, however, participate in Southwest Power Pool's EIS market.'" 

6. Aquila now pays Southwest Power Pool between $2 and $3 million per year 

for its membership in that organization." If the Commission approves Aquila's application 

and it joins Midwest ISO, Aquila will have to terminate its relationship with Southwest Power 

Po01.l~ In doing so, Aquila would incur approximately $4 million in termination costs.13 

7. Aquila also has a contractual relationship with Midwest ISO, currently 

receiving security coordination service from that 0rgani~ation.l~ If instead of joining 

Monroe Surrebuttal, Ex. 9, Page 4, Lines 11-13. 
Monroe Surrebuttal, Ex. 9, Page 7, Lines 18-19. 
Monroe Surrebuttal, Ex. 9, Page 7, Lines 13-1 4. A map showing the service areas of Southwest 

Monroe Surrebuttal, Ex. 9, Page 2, Lines 17-1 8. 
Odell Direct, Ex. 1, Page 6, Lines 10-12. A brief description of these services can be found at 

6 

Power Pool and Midwest IS0 can be found at Janssen Rebuttal, Ex. 15, Schedule RJ-3. 

Transcript, Pages 98-1 00. 
l o  Monroe Surrebuttal, Ex. 9, Page 5, Lines 14-1 5. 

Transcript, Page 101, Lines 11-21. 
l 2  Transcript, Page 11 0, Lines 23-25. 
'3 Transcript, Page 1 1 1, Lines 1-1 4. 
I 4  Odell Direct, Ex. 1, Page 6, Lines 8-10. 
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Midwest ISO, Aquila chose to fully participate in Southwest Power Pool, it would have to 

end its relationship with Midwest ISO.I5 

Aquila's Commitment to Apply for Membership in Midwest IS0 

8. In 1999, Aquila, then known as UtiliCorp, agreed to merge with St. Joseph 

Light & Power Company. That proposed merger required the approval of both this 

Commission and FERC. In its order approving the merger, FERC required the merged 

company to file a plan to join an RTO. At the time, Midwest IS0 was the only FERC- 

approved RTO in the area, so Aquila entered into an agreement to join Midwest IS0 on 

July 16, 2001 . 16  

9. In 2001, Aquila applied to both FERC and this Commission for approval to 

transfer operational control of its transmission system to Midwest ISO. FERC approved 

that transfer, but Aquila withdrew its application before this Commission on January 2, 

2OO2.I7 Aquila withdrew its application because AmerenUE, upon which Aquila is 

dependent for its physical connection to the Midwest IS0 control area, had withdrawn from 

Midwest ISO, leaving Aquila with no physical connection to the RT0.I' 

10. In anticipation of turning operational control of its transmission system over to 

Midwest ISO, Aquila transferred security coordination responsibilities from Southwest 

Power Pool to Midwest ISO. As previously indicated, Midwest IS0 continues to provide 

that service to Aquila on a contractual basis.lg 

l 5  Transcript, Page 1 11, Lines 18-24. 

" Odell Direct, Ex. 1 , Pages 3-4, Lines 11-20, 1-4. 
Odell Direct, Ex. 1, Page 3, Lines 3-9. 

Odell Direct, Ex. 1, Page 4, Lines 5-9. 
Odell Direct, Ex. 1, Page 4, Lines 12-15. 
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11. On December 20, 2002, Aquila made a filing with FERC challenging the 

reasonableness of certain administrative costs that Midwest IS0 proposed to assess 

against Aquila.20 Aquila and Midwest IS0 settled that dispute, and one of the provisions of 

the settlement agreement required Aquila to once again apply to transfer operational 

control of its transmission facilities to Midwest IS0 and diligently pursue approval of that 

application. 

12. Aquila complied with that requirement of the settlement agreement by filing a 

second application with this Commission on June 20, 2003, again seeking authority to 

transfer control of its transmission facilities to Midwest ISO. After a number of delays, the 

Commission dismissed that application, without prejudice, to be refiled when additional 

system cost information became available.21 On August 20, 2007, Aquila refiled its 

application, causing this case to open. 

13. In its testimony, Aquila confirmed that it filed the application currently before 

the Commission to satisfy its obligation under the 2003 FERC settlement with Midwest 

At the hearing, Aquila’s witness, Dennis Odell, indicated Aquila’s concern that it 

would be required to pay financial penalties to Midwest IS0 if it breached its contractual 

obligation to again apply for membership in Midwest iS0.23 When asked at the hearing 

whether Aquila would have applied for membership in Midwest IS0 in the absence of its 

obligation under the 2003 settlement, Odell replied that he did not know.24 

2o Odell Direct, Ex. 1, Page 4, Lines 15-17. 
Odell Direct, Ex. 1, Page 5, Lines 1-7. See also, In the Matter of Aquila, Inc. d/b/a Aquila 

Networks - MPS and Aquila Networks - L&P% Application to Join the Midwest Independent 
Transmission System Operator, Inc., Order Closing Case, Case No. EO-2003-0566, May 12,2005. 
22 Odell Direct, Ex. 1, Page 6, Lines 17-20. 

24 Transcript, Pages 114-1 15, Lines 18-25, 1-2. 
Transcript, Page 95, Lines 5-16. 23 
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The CRA International Study 

14. As part of its application, Aquila submitted the results of a cost-benefit 

analysis performed by CRA International. CRA is an independent consulting firm hired by 

Aquila to analyze the costs and benefits of Aquila’s various options for joining, or not 

joining, an RT0.25 After consulting with a stakeholder group that included Midwest ISO, 

Southwest Power Pool, Staff, and Public Counsel,26 Aquila instructed CRA to consider 

three scenarios: membership in Midwest ISO; membership in Southwest Power Pool; and a 

move to a stand-alone status in which Aquila would perform transmission and reliability 

related functions on its own.27 CRA completed the study on March 28, 2007, and Aquila 

submitted a copy of the study as part of its application, and as an attachment to Dennis 

Odell’s direct testimony.28 

15. To conduct its study, CRA ran a detailed economic dispatch and production 

cost model that simulates the operation of the electric power system. The model, known as 

GE MAPS, determines the security-constrained commitment and hourly dispatch of each 

modeled generating unit, the loading of each element in the transmission system, and the 

locational marginal price (LMP) for each generator and load area.29 Membership in an 

RTO reduces impediments to Aquila’s purchases and sales of energy and capacity to other 

RTO members, yielding “trade benefits” to Aquila. Those “trade benefits” are offset by 

additional administrative charges Aquila would incur by being a member of an RT0.30 

25 Odell Direct, Ex. I, Page 7, Lines 1-3. 
Transcript, Page 121, Lines 7-21. 

” Odell Direct, Ex. 1, Page 7, Lines 3-5. 
28 Odell Direct, Ex. 1, Schedule DO-3. 
29 Qdell Direct, Ex. 1, Schedule DO-3, Page 2. 
30 Odell Direct, Ex. 1, Schedule DO-3, Page 2. 

26 
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16. The study concluded that over the ten-year study period, the net benefit to 

Aquila of joining Midwest IS0 was $21.1 million, compared to moving to a stand-alone 

status. However, the study also concluded that the net benefit to Aquila of joining 

Southwest Power Pool’s RTO over the same period amounted to $86.9 million, again 

compared to a stand-alone  statu^.^' 

17. Given the greater net benefits shown by the study to result from Aquila’s 

membership in the Southwest Power Pool RTO, several parties, including Southwest 

Power Pool, urge the Commission to reject Aquila’s application to join Midwest IS0 so that 

the company can instead apply to join Southwest Power Pool’s RTO. Aquila, using an 

argument the Commission will address in detail in the conclusions of law section of this 

Report and Order, contends the Commission should not consider the Southwest Power 

Pool alternative in ruling on its application to join Midwest ISO. In addition, Midwest IS0 

and the City of Independence challenge the factual basis of the CRA study’s conclusion 

that the net financial benefits Aquila would attain from joining Southwest Power Pool’s RTO 

would significantly exceed the net benefits of joining Midwest ISO. 

18. A large part of the challenge to the accuracy of the CRA study’s analysis of 

the Aquila in Southwest Power Pool alternative is centered on the study’s assumption that 

Southwest Power Pool and Midwest IS0 will operate similar markets over the long-term 

time frame used in the In fact, Midwest IS0 currently operates both a real-time 

market and a day-ahead market, while Southwest Power Pool operates only a real-time 

market.33 Southwest Power Pool is currently evaluating whether a day-ahead market 

31 Odell Direct, Ex. 1, Schedule DO-3, Page 4, Table 1. 
32 Odell Direct, Ex. 1, Schedule DO-3, Page 8. 
33 Transcript, Page 151, Lines 11-14. 
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would be cost effective and the earliest it could implement such a market would be between 

the end of 2010 and ZO12.34 The existence of additional markets can result in increased 

trade benefits for A q ~ i l a . ~ ~  As a result, the study’s assumption of similar markets could 

overstate the benefits to Aquila of membership in Southwest Power Pool, at least in the 

s h o rt-ru n . 

19. That is not, however, a serious flaw in the study. When evaluating a 

company’s request to join an RTO it is appropriate to consider the long-run costs and 

benefits of that membership, not short-term variations. In the long run, it is appropriate to 

assume Southwest Power Pool will implement these additional markets if doing so proves 

cost bene f i~ ia l .~~  To account for the short-term variation, the CRA study assumed not only 

that Midwest IS0 and Southwest Power Pool offered similar markets; it also assumed that 

the two companies charged their members identical administrative charges to operate 

those markets. While additional markets tend to increase trade benefits, the additional 

markets also increase administrative charges, resulting in a rough balance at least in the 

short-term . 

20. Midwest IS0 engaged the services of an economic consultant, Johannes P. 

Pfeifenberger38, to further evaluate the CRA study. Pfeifenberger concluded the CRA 

study tends to overstate the benefits Aquila would achieve from joining Southwest Power 

Pool instead of Midwest ISO. In large part, Pfeifenberger’s criticism of the results of the 

34 Monroe Surrebuttal, Ex. 9, Page 17, Lines 14-21. 

36 Proctor Rebuttal, Ex. 12, Page 25, Lines 15-16. 

38 Pfeifenberger is a Principal and Director of The Brattle Group, an economic consulting firm. He 
has an M.A. in Economics and Finance from Brandeis University and an M.S. in Electrical 
Engineering with a specialization in Power Engineering and Energy Economics from the University 

Transcript, Page 288, Lines 12-1 4. 

Transcript, Page 11 0, Lines 13-22. 

35 

37 
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CRA study is centered on the model’s dispatch of the Dogwood combined-cycle merchant 

generating plant, which is located in Aquila’s service territory.3g 

21, Pfeifenberger contends the CRA study greatly over-commits the Dogwood 

plant in the “Aquila Stand Alone” and the “Aquila in Midwest ISO” simulation scenarios, but 

not in the “Aquila in Southwest Power Pool” scenario. This over-commitment of the 

Dogwood plant is uneconomic, indicating greater costs for Aquila in those scenarios. 

According to Pfeifenberger, the presence of these greater costs unrealistically indicates 

greater benefits to Aquila from joining Southwest Power Pool since those uneconomic 

costs are not included in the “Aquila in Southwest Power Pool” ~cenario.~’ 

22. However, as Staffs witness, Dr. Michael Proctor explains, the heavy 

commitment of the Dogwood plant in the Aquila in Midwest IS0 scenario reflects a real 

problem, not a problem with the modeling. Because of limited transmission between 

Midwest IS0 and the resulting high levels of congestion, energy imports from the Midwest 

IS0 generation pool were not available for unit commitment and consequently, the 

Dogwood plant had to be committed more to meet Aquila’s load.41 Thus, the model is 

demonstrating a real drawback to Aquila’s proposed membership in Midwest ISO. It simply 

does not have adequate transmission links with the rest of Midwest ISO. 

Aquila’s Limited Interconnection with Midwest IS0 

23. Aquila is linked to Midwest IS0 by just two tie line connections with 

AmerenUE, which is a member of Midwest ISO. Those two tie lines have a summed MVA 

of Technology, Vienna, Austria. Pfeifenberger Rebuttal, Ex. 5, Page 1. 
39 The Dogwood Plant was formerly known as the Aries Plant and is sometimes referred to as such 
in the testimony. 
40 Pfeifenberger Rebuttal, Ex. 5, Pages 8-9, Lines 20-23, 1-7. 

Proctor Cross Surrebuttal, Ex. 13, Page 12, Lines 12-1 5. 41 
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capacity42 of 1,207. In contrast, Aquila is linked to Southwest Power Pool by 14 tie lines 

with a summed MVA capacity of 5,915.43 Thus, the megawatt import capability from 

Southwest Power Pool into Aquila is much higher than from Midwest IS0 into A q ~ i l a . ~ ~  

This greater interconnection with Southwest Power Pool allows Aquila to displace 

expensive generation in its own control area with less expensive purchased power from the 

Southwest Power Pool control area, resulting in cost savings for A q ~ i l a . ~ ~  

AmerenUE’s Decision to Remain in Midwest IS0  

24. As indicated, Aquila’s two tie lines connecting it to Midwest IS0 connect 

through AmerenUE. During the course of this case, AmerenUE was considering whether it 

would choose to remain a member of Midwest ISO. If AmerenUE withdrew from Midwest 

ISO, Aquila would no longer have any direct transmission connection to Midwest IS0 and it 

would be difficult for it to continue to participate in Midwest However, while this case 

was awaiting decision, the Commission approved a stipulation and agreement that will 

allow AmerenUE to remain in Midwest IS0 at least through 201 1 .47 

The Merger with KCPL 

25. One other development that occurred during the course of this case will have 

a definite impact on the possible benefits to Aquila from joining Midwest ISO. On July 1 , 

42 MVA stands for mega volt amperes, a measure of the transmission capacity of a power line. 
Janssen Rebuttal, Ex. 15, Page 12, Footnote 8. 
43 Proctor Rebuttal, Ex. 12, Page 29, Table 1. 
44 Proctor Rebuttal, Ex. 12, Page 30, Lines 19-21. 
45 Odell Direct, Ex. 1, Schedule DO-3, Page 5. 
46 Transcript, Page 107, Pages 1 1-25. 
47 In the Matter of the Application of Union Electric Company for Authority to Continue the Transfer 
of Functional Control of its Transmission System to the Midwest Independent Transmission System 
Operator, Inc., Case No. EO-2008-01 34, Order Approving Stipulation and Agreement, issued 
September 9, 2008. 
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2008, in Case No. EM-2007-0374, the Commission approved the acquisition of Aquila by 

Great Plains Energy Incorporated, the parent company of Kansas City Power & Light 

Company (KCPL).48 KCPL is currently a member of Southwest Power In 

approving the merger, the Commission recognized that the merged entity controlling both 

KCPL and Aquila would realize significant synergy benefits from operating both companies 

in the same RTO? Those merger synergies could be lost if Aquila joined Midwest IS0 

while KCPL remained a member of Southwest Power Pool. 

CONCLUSIONS OF LAW 

The Missouri Public Service Commission has reached the following conclusions of 

law: 

1. Aquila, lnc., is an “Electrical Corporation” and “Public Utility”, as those terms 

are defined at Subsections 386.020 (1 5) and (42), RSMo Supp. 2007. As such, it is subject 

to regulation by this Commission. 

2. Section 393.190.1, RSMo 2000 requires a regulated electric utility, such as 

Aquila, to obtain permission from the Commission before transferring control of any part of 

its transmission system. Specifically, the relevant portion of that section states: 

No gas corporation, electrical corporation, water corporation or sewer 
corporation shall hereafter sell, assign, lease, transfer, mortgage or otherwise 
dispose of or encumber the whole or any part of its franchise, works or 
system, necessary or useful in the performance of its duties to the public, nor 
by any means, direct or indirect, merge or consolidate such works or system, 
or franchises, or any part thereof, with any other corporation, person or public 

48 In the Matter of the Joint Application of Great Plains Energy Incorporated, Kansas City Power & 
Light Company, and Aquila, Inc., for Approval of the Merger of Aquila, Inc., with a Subsidiary of 
Great Plains Energy Incwrporated and for Other Related Relief, Case No. EM-2007-0374, Report 
and Order, issued July 1, 2008. 
49 Transcript, Page 106, Lines 16-1 7. 

Id. at Pages 196-197. 
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utility, without having first secured from the commission an order authorizing 
it so to do. 

3. The statute does not establish a specific standard for the Commission to use 

in deciding whether to authorize an electric utility to transfer control of its transmission 

system. However, that controlling standard was established by the Missouri Supreme 

Court in a 1934 decision. 

4. In its decision in State ex re/. City of St. Louis v. Public Service 

Comrnissi~n,~’ the Missouri Supreme Court held that in deciding to approve a proposed 

transfer of stock in a Missouri utility, the Commission did not need to find that the proposed 

transaction would benefit the public interest. Instead, the court quoted the Supreme Court 

of Maryland in holding: 

To prevent injury to the public, in the clashing of private interest with the 
public good in the operation of public utilities, is one of the most important 
functions of Public Service Commissions. It is not their province to insist that 
the public shall be benefited, as a condition to change of ownership, but their 
duty is to see that no such change shall be made as would work to the public 
detriment. ‘In the public interest,’ in such cases, can reasonably mean no 
more than ‘not detrimental to the public’ (emphasis added).52 

Thus, before it can approve Aquila’s proposal to transfer control of its transmission system 

to Midwest ISO, the Commission must determine that the proposed transfer would not be 

detrimental to the public interest. 

5. The Commission has also incorporated the “not detrimental to the public” 

standard into its own rules. Commission Rule 4 CSR 240-3.1 10(1)(D) requires an electric 

utility seeking authority to sell, assign, lease or transfer assets to state “the reasons the 

proposed sale of the assets is not detrimental to the public interest.” 

51 73 S.W.2d 393 (Mo bane 1934) 
52 Id. at 459-460. (Quoting, Electric Public Utilities Co. v. Public Service Commission, 154 Md 445, 
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6. Clearly, “not detrimental to the public interest” is the standard by which this 

Commission must weigh Aquila proposal to transfer control of its transmission system to 

Midwest ISO. 

7. In deciding whether a proposed transaction is “not detrimental to the public 

interest”, the Commission must consider and decide all the necessary and essential 

issues.53 

8. One necessary and essential issue the Commission must consider is the lost 

opportunity cost associated with allowing Aquila to join Midwest IS0 instead of Southwest 

Power Pool. 

9. When alternatives with economic impacts are presented, an evaluation of the 

detriments of a particular alternative to the public interest must include consideration of the 

opportunity cost of not pursuing any available alternatives. There do not appear to be any 

Missouri state court cases directly announcing this principle, but it is a well-established 

aspect of Federal administrative law.54 

I O .  Missouri’s Western District Court of Appeals has recently held that the 

Commission is not limited to narrowly considering the possible benefits of a presented 

alternative when other alternatives are also important. In Environmental Utilities, LLC v. 

Public Service C o m r n i s s i ~ n , ~ ~  the court upheld the Commission’s rejection of a proposed 

sale of a part of the sewer system of a troubled utility, because, while there were benefits to 

those customers who would be served by the purchaser, the benefits of the sale of the 

140 A. 840, 844, (Md. 1928). 
53 Stafe ex re/. AG Processing, Inc. v. Public Service Commission, 120 S.W.3d 732 (Mo. banc 
2003). 
54 For example see, Victor Broadcasting v. FCC, 722 F2d 756 (DC Cir. 1983). 
55 21 9 S.W.3d 256 (Mo. App. W.D. 2007). 
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entire system would be greater, and would be lost if the incomplete transaction were 

allowed to proceed. 

11. Obviously, if Aquila transfers its transmission system to Midwest IS0 and 

joins that RTO, it cannot join Southwest Power Pool’s RTO. Foregoing greater financial 

benefits that could be obtained from joining Southwest Power Pool to instead accept lesser 

financial benefits from joining Midwest IS0 is a potential detriment to the public that the 

Commission must consider. 

DECISION 

Based on the facts as it has found them, and its conclusions of law, the Commission 

has reached the following decision. 

Aquila’s proposal to transfer operational control of its transmission assets to Midwest 

IS0 would cause a detriment to the public interest and on that basis, Aquila’s application 

will be denied. 

The detriment to the public interest occurs, in part, because Aquila’s plan to join 

Midwest IS0 would preclude it from joining Southwest Power Pool. As established by the 

independent and credible cost benefit analysis performed by CRA International, the net 

benefit to Aquila of joining Midwest IS0 would be approximately $65 million less over ten 

years than the net benefit it could obtain by joining Southwest Power Pool. 

Midwest IS0 and the City of Independence challenged the conclusions of that study, 

Midwest IS0 currently offers a more fully but their arguments are not persuasive. 

developed day-ahead energy market to its member utilities than does Southwest Power 

Pool. However, Aquila’s decision to join an RTO is a long-term decision, so it is appropriate 
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to place greater emphasis on the long-term results of that decision. Over the long-term, 

Southwest Power Pool’s markets are likely to catch-up with those offered by Midwest ISO, 

and the CRA International study appropriately accounts for those differences in the short- 

term. 

Midwest ISO’s other criticism of the CRA International Study focuses on the model’s 

allegedly unrealistic dispatch of the Dogwood plant in the “Aquila in Midwest ISO” scenario. 

However, rather than highlighting a problem with the study’s model, this criticism points out 

a real life problem with Aquila’s proposal to join Midwest ISO. Aquila’s existing 

transmission connections to the rest of Midwest ISO, through its interconnections with 

AmerenUE, simply are not as extensive as its connections to Southwest Power Pool. The 

additional transmission congestion over those limited connections that would result if Aquila 

joined Midwest IS0 is an additional detriment to the public. 

Finally, the public, specifically, Aquila’s ratepayers, will suffer one more detriment if 

Aquila is allowed to join Midwest ISO, thereby excluding it from membership in Southwest 

Power Pool. Many of the financial benefits ratepayers are likely to see from the recent 

acquisition of Aquila by the parent corporation of KCPL are predicated on Aquila and KCPL 

being members of the same RTO. KCPL is already a member of Southwest Power Pool so 

if Aquila is allowed to join Midwest ISO, many of those financial benefits will be lost. 

Nevertheless, Aquila has asked for permission to join Midwest ISO. Under other 

circumstances, the Commission might be inclined to defer to the business judgment of 

Aquila if there were a good reason to do so. However, it is clear that the only reason Aquila 

has applied to join Midwest IS0  instead of Southwest Power Pool is its obligation to do so 

under a six-year-old agreement with Midwest IS0 in a case before FERC. This 
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Commission is not bound by that agreement, and its existence is not a sufficient reason to 

defer to Aquila’s judgment. The Commission will not allow the existence of that agreement 

to harm Aquila’s Missouri ratepayers by allowing Aquila to enter into a less than optimal 

agreement with Midwest ISO. 

The CRA International cost-benefit study shows that Aquila, and thereby its 

ratepayers, will benefit if Aquila joins an RTO. However, Midwest IS0 is not the 

appropriate RTO for Aquila to join. The question of whether Aquila should join Southwest 

Power Pool is not properly before the Commission in this case, so the Commission will not 

now order Aquila to apply to join that RTO. However, Aquila has now satisfied its 

contractual obligation by applying for authority to transfer operational control of its 

transmission facilities to Midwest IS0 and diligently pursuing approval of that application. 

The Commission has rejected that application on its merits. Aquila is now free to apply to 

the Commission for authority to join whichever RTO best meets its needs. 

IT IS ORDERED THAT: 

1. Aquila, lnc.’s Application for Authority to Transfer Operational Control of Certain 

Transmission Assets to the Midwest Independent Transmission System Operator, Inc. is 

rejected. 
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2. This Report and Order shall become effective on October 19, 2008. 

BY THE COMMISSION 

Colleen M. Dale 
Secretary 

( S E A L )  

Murray, Clayton, Jarrett, Gunn, CC., concur; 
Davis, Chm., concurs with separate concurring opinion attached; 
and certify compliance with the 
provisions of Section 536.080, RSMo. 

Dated at Jefferson City, Missouri, 
on this gth day of October, 2008. 
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I------ 1 

BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF MISSOURI - 1  
In the Matter of the Application of Aquila, Inc., ) 
d/b/a Aquila Networks - MPS and Aquila ) 
Networks - L&P for Authority to Transfer ) 
Operational Control of Certain Transmission ) 
Assets to the Midwest Independent ) 
Transmission System Operator, Inc. ) 

Case No. EO-2008-0046 

CONCURRING OPINION OF CHAIRMAN JEFF DAVIS 

I respectfully concur with the decision of the majority in this case and their rationale. 

However, I wish to supplement their reasoning with my own additional line of reasoning. 

At best, regional transmission authorities (RTOs) were in their infancy at the time the 

Federal Energy Regulatory Commission (FERC) issued its original order in 2000.1 FERC 

required Aquila to propose to transfer operational control of its transmission facilities no 

later than December 15, 2001 ,2 Although Southwest Power Pool (SPP) was performing 

various RTO functions at that time, MISO was the only FERC-approved RTO in the area, 

as such, Aquila applied to join MIS0.3 Much has happened since then and this commission 

does a great job of setting those facts out in painstaking detail. 

Requiring a utility to join an RTO is one thing, requiring a utility to join one specific 

RTO, even if it’s the only one in existence in a given area, when the regulatory environment 

See UtilicorD United lnc., and St. Joseph Liqht & Power Co., 92 FERC P 61228, 61233 (2000), where 
FERC acknowledged there were “likely to be significant changes in the structure and configuration of the 
regional transmission entities in the area.” 
- Id. at 61234. 
Odell Direct, Ex. 1, Page 3, Lines 3-9. Note: Southwest Power Pool (SPP) did not become an RTO until 

2004. 
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is in a state of flux, is another. This is especially true when you consider the following 

factors: the lack of interconnectivity between Aquila and MISO which should have been as 

apparent to FERC then as it is to us now; many of those functions were already being 

performed by another organization, SPP; and, at the time, Aquila management decisions 

were driven more by a sense of political expediency to curry favor with FERC to obtain 

merger approval rather than thoughtful analysis. For these reasons, the condition requiring 

Aquila to seek membership in an organization before the RTO market was settled should 

have been void against public policy and this question should not even be before this 

commission. 

In conclusion, Aquila, FERC, MISO and the City of Independence could have all 

exercised better discretion in this matter and I would urge the following thoughts for future 

consideration : 

(1) FERC should have allowed more time for other RTOs to develop instead of just 

requiring Aquila to join one. It’s just another example of FERC firing the gun 

without aiming in an effort to get something done; 

(2) MISO should be less focused on empire building and more focused on taking 

care of the numerous issues they face in trying to serve a vast territory that 

already stretches from Pennsylvania to Montana and from Manitoba, Canada to 

Southeast Missouri; 

(3) The City of Independence should carefully reconsider their position that MISO 

membership is more beneficial to their constituents than another RTO. Taking 

into account everything in the record in this case, everything I have learned as a 

member of this commission and through my participation as a member of the 

2 
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Organization of MISO States (OMS) and the Regional State Committee (RSC) 

for SPP, it is my position that MISO membership for Aquila could be, in fact, an 

economic detriment to Independence and the other municipal utilities in the 

Aquila footprint; and 

(4) With regard to RTOs, bigger does not always mean better in terms of better 

quality or lower costs. In theory, more members in MISO should lead to lower 

transaction costs across the footprint but I have yet to see those benefits 

materialize. Moreover, it costs more to maintain a far-flung system. A larger 

footprint contains more stakeholders whose diverse views make it increasingly 

difficult to reach agreement on important policy issues. Small utilities like Aquila 

and the transmission-dependent municipal utilities (TDUs) located inside Aquila’s 

footprint are disadvantaged in terms of their ability to even monitor MISO activity 

on a going forward basis much less lobby for changes to the system. 

Accordingly, for all of the aforementioned reasons, I concur with the decision of the 

majority to reject Aquila’s application to transfer operational control of certain transmission 

assets to MISO in this case, 

U t e d  at Jefferson City, Missouri, 
on this gth day of October, 2008. 
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MIDWEST ISO’S 
RESPONSE TO KIUC’S 

MARCH 26,20 10 FIRST DATA REQUEST 

April 7,2010 
PSC CASE NO. 2010-00043 

Item KIUC MISO 1-6) Refer to page 22, lines 16-18 of your direct testimony. 

Has MISO ever conducted a rnenzber-specific benefit study of any entity for the 

Diirpose of quantifying the amourit of costs and benefits, measured in dollars, that 

would be realized by aiz eritity as a result of its menzbersliip in MISO? If your response 

is Yes, please provide Dociinzerzts arzd Studies, including workpapers, of each Study: 

(a) Please ideiitifi the study and provide an electronic and hard copy of 

siich Study, with all formulas intact; and, 

(b) Please include in your response whether the ratio of peak load of the 

specific iizenzber to aggregate peak load of all MISO participants was 

utilized to determine the share of overall MISO beizefis to members, 

realized by a specific entity from its participation iii MISO as a nzenzber. 

Response) Yes. In 2003, j the L,G&E withdrawal case before this cominissio Case 

No. 2003-00266, the Midwest I S 0  presented testimony regarding its opinion of the 

economic benefits LG&E would forego by leaving the Midwest ISO. That testimony was 

prepared before the Midwest IS0  energy market had been established, the ancillary 

services market had begun, and the Value Proposition had been developed. The 

inethodology used, arid conclusions reached, by the witness Ronald McNainara would be 

irrelevant to analyzing the economic benefits of meinbership today. 
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MIDWEST ISO’S 
ESPONSE TO KIUC’S 

MARCH 26,20 10 FIRST DATA E Q U E S T  

April 7, 2010 
PSC CASE NO. 20 10-00043 

(a) Pursuant to the Midwest IS0  document retention policy, no underlying spreadsheets 

31- other work papers fi-om that study remain in the company files (Dr. McNamara left the 

Midwest IS0  in 2006). The original testimony and supporting exhibits should be 

available in the files of the Kentucky Public Service Commission. 

(b) No, a ratio of peak load was not the methodology used by Dr. McNamara, because the 

Value Proposition had not been developed at that time. See also Midwest IS0  Response 

to KITJCl-Q.l-5, in which the ratio of peak demand method was used to project a portion 

of total Value Proposition benefits. As stated in my original testimony on page 22, lines 

16-18, the Midwest IS0  in its present configuration does not attempt to quantify specific 

benefits to specific members (or potential members) because we do not fully understand 

those entities’ economics. We have, since the development of the Value Proposition, 

provided testimony indicating where value may be found, and continue to believe that the 

Value Proposition is indicative of where and how much value might be available 

Witness) Clair J. Moeller 
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MIDWEST ISO’S 
RESPONSE TO KIUC’S 

MARCH 26,20 10 FIRST DATA REQUEST 

April 7 ,  20 10 
PSC CASE NO. 2010-00043 

Item KIUC MISO 1-7) Please 

explain and describe the ongoing financial obligation of a MISO participant to 

contiizue to fund, after it has withdrawn from the organization, (a) the cost of MTEP or 

(b) other MISO costs. 

Refer to page 34-35 of your direct testimoizy. 

Response) 

allocation of projects approved during the party’s membership. The amount owed would 

be that defined under the tariff at the time the projects were approved. All other Midwest 

IS0  costs that are allocated to the exiting member would be included in the exit fee. Exit 

fee estimates were provided in previously submitted testimony. 

The exiting party would maintain responsibility for its share of the 

Witness) Clair J. Moeller 
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[tern KIUC MISO 1-8) 

?sue of ‘@andjatlzesing ” tlze follo wing Big Rivers wlzolesale coiitsacts: 

Please psovide all Documents and Studies selating to tlze 

(a) Kenergy Cosp; 

(b) Jaclcsoii Piirclzase Meade County; 

(e) Kenergy Cosp., for tlze benefit of Alcan Primary Psodcicts Cosposation; 

and, 

(d) Keizesgy Cosp., for tlze benefit of KIUC Aliinzinicnz of Kentucky General 

Pastit essliip. 

Please include in your sesponse tlie rationale supporting the grandfathesing 

ietesniinatioii in eaclz case. 

Response) The only “Documents and Studies” relating to grandfathering of Big 

Rivers’ wholesale contracts are the Midwest IS0 Tariff, relevant FERC orders, and a 

ineinoranduin of counsel. The Midwest IS0  claims attoniey-client privilege for the 

:nemorandurn of counsel, but the following proposed treatment of the contracts in 

Juestion is based upon tlie teiins of the Tariff and the relevant orders of the FERC, which 

orders are attached to this response: 

Kenergy Coi-p-“Wholesale Power Contract” dated June 1 1, 1962, between Big 

Rivers and Green River Electric Corporation, as amended and “Wholesale Power 

Contract” dated June 11, 1962, between Big Rivers and Henderson-Union, as 

amended were deemed to be eligible for Option A or Option C GFA status because 

they were entered into (with the predecessors in interest of Kenergy) prior to 

September 16, 1998, as set forth in the definition of “Grandfathered Agreement” and 

in Section 38.8.3 of the Midwest IS0 Tariff. 
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9 

10 

(b) Jackson Purchase-“Wholesale Power Agreement” dated October 14, 1977, between 
Big Rivers and Jackson Purchase Rural Electric Cooperative Corporation, as 

5 I /  

(c) Meade County-“Wholesale Power Contract” dated June 1 I ,  1962, between Big 

6 

7 

amended was deemed to be eligible for Option A or Option C GFA status because it 

was entered into prior to September 16, 1998, as set forth in the definition of 

8 1 1  “Grandfathered Agreement” and in Section 38.8.3 of the Midwest IS0  Tariff. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Rivers and Meade County Rural Electric Cooperative Corporation, as amended was 

deemed to be eligible for Option A or Option C GFA status because it was entered 

into prior to September 16, 1998, as set forth in the definition of “Grandfathered 

Agreement” and in Section 38.8.3 of the Midwest IS0  Tariff. 

(d) Kenergy Corp., for the benefit of Alcan Primary Products Corporation-This 
agreement is not eligible for GFA treatment because it was entered into after 

September 16, 1998, as set forth in the definition of “Grandfathered Agreement” in 

the Midwest IS0  Tariff. 
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(e) Kenergy Coi-p., for the benefit of Century Aluminum of Kentucky General 

Partnership--This agreement is not eligible for GFA treatment because it was entered 

into after September 16, 1998, as set forth in the definition of “Grandfathered 

Agreement” in the Midwest IS0  Tariff. 

A contract between a Transmission Owner and its affiliates or cooperative members is 

not eligible for Carved Out GFA status for new members, following a December 15, 

2009 order of the FERC. For each of the contracts that qualify for GFA treatment, 

Section 38.8.3 provides Option A or Option C treatment, as described in Section 38.8.3, 

or coilversion to OATT service under the Midwest IS0  tariff. Note that the GFA status, 

or lack of it, does not affect the energy supply price or obligation of an agreement, but 

rather the contract obligation that deals with the transmission of that energy. 

Witness) Clair J. Moeller 
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UNITED STATES OF AMERICA 

FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: Pat Wood, 111, Chairman; 
Nora Mead Brownell, Joseph T. Kellilier 
and Suedeen G. K.elly. 

Midwest Independent Transinissiori 
System Operator, Inc. 

Docket Nos. ER04-69 1-000 
ER04- 106-002 

Public Utilities With Grandfathered Docket No. EL,04-104-000 
Agreements in the Midwest IS0 Region 

ORDER ADDRESSING TREATMENT OF GRANDFATHERED AGREEMENTS 
IN THE MIDWEST IS0  ENERGY MARKETS, AND ESTABLISHING HEARING 

AND SETTLEMENT JUDGE PROCEDURES 

(Issued Septeinber 16, 2004) 
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1. 
(Midwest ISO) filed a proposed Open Access Transmission and Energy Markets Tariff 
(TEMT) pursuant to section 205 of the Federal Power Act (FPA).’ The proposed TEMT 
contains the terms and conditions necessary to implement a market-based congestion 
management program and energy spot markets, including a Day-Ahead Energy Market 
and a Real-Time Energy Market (collectively, Energy Markets), with locational marginal 
pricing (L,MP) and Financial Transiiiission Rights (FTRs) for hedging congestion costs. 
In its application, the Midwest IS0 estimated that up to 40,000 MW of transmission 
service capacity (approximately 40 percent of total Midwest IS0 load) is provided under 
an estimated 300 grandfatliered agreements (GFAs) currently effective in the Midwest 
I S 0  region.’ The Midwest IS0 argued that allowing GFA-holders scheduling rights 
similar to their current practice would require a physical reservation, or “carve-out,” of 
transmission capacity in tlie Day-Ahead Energy Market and until the scheduling deadline 
prior to real-time dispatch. It stated that this carve-out would impair the reliability of the 
operation of its markets and would impose additional financial costs on parties to non- 
GFA transactions. Therefore, the Midwest I S 0  proposed to require GFA parties to 
schedule and settle their GFA transactions under the Midwest ISO’s Energy and FTR 
Markets through one of tliree  option^.^ 

On March 3 1, 2004, the Midwest Independent Transmission System Operator, Inc. 

16 U.S.C. $ 824d (2000). 

’ See Midwest ISO’s March 3 1,2004 TEMT filing at 9- 10 (March 3 1 Filing). 

As discussed more fully below, Option A of the TEMT requires the GFA 
Responsible Entity to nominate and hold FTRs in order to transact under GFAs. The 
Midwest I S 0  assesses congestion charges and the cost of losses for all transactions under 
tlie GFA. Option B provides that the GFA Responsible Entity will not nominate or 
receive FTRs. The Midwest IS0 will charge the GFA Responsible Entity the cost of 
congestion for all transactions pursuant to tlie GFA, but, if the GFA Scheduling Entity 
submits tlie bilateral transaction schedule a day ahead, the Midwest I S 0  will credit back 
to the GFA Responsible Entity the costs of congestion resulting from day-ahead 

(continued) 
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2. 
proposed TEMT and, among other things, initiated, under section 206 of the FPA,4 a 
three-step process to address the treatment of transinission service provided under the 
GFAs in the Midwest IS0 Energy and FTR Markets and offered an option for GFA 
parties to ~ e t t l e . ~  Further, the Commission set the date for implementation of the Energy 
Markets at March 1, 2005.6 

On May 26,2004, the Coinmission issued an order on the Midwest ISO’s 

3. 
treated in the Midwest IS0 Energy and FTR Markets. We have analyzed the contract 
inforination resulting from the fact-finding investigation of GFA contract terms in Steps 1 
and 2 of the process and have divided the GFAs into several categories with differing 
consequences for their treatment in the Midwest ISO’s Energy and FTR Markets, based 
either on their election to settle, actions by the presiding judges in the hearing held in 
Step 2, or our determinations in this order. 

The purpose of this order, Step 3 of the process, is to address how GFAs will be 

4. 
40,000 MW of transmission service (40 percent of total Midwest IS0 load) is provided 
under the GFAs, the results of the fact finding investigation conducted in Steps 1 and 2 
indicate that only approximately 25,000 MW of transmission service (23 percent of total 
Midwest IS0 load) is provided under 229 GFAs that will remain in effect an March 1, 
2005, when the Midwest IS0 corninences operation of its Energy Markets. Of this 
25,000 MW of transmission service, by our actions in this order, approximately 9,700 
MW (9 percent of total MIS0 load) will participate in the Midwest IS0’s Energy 
Markets as a result of GFA parties’ voluntary election of one of the Midwest EO’S three 
options proposed for scheduling and financially settling GFA transactions or by 
voluntarily converting their service to the TEMT. Another approximately 5,000 MW 

As discussed below, while the Midwest I S 0  had initially estimated that up to 

schedules that the GFA Responsible Entity clears in the day-ahead market. The Midwest 
IS0 will also charge the GFA Responsible Entity the cost of losses for all transactioiis 
under the GFA, then, if the GFA Scheduling Entity has timely submitted a conforming 
schedule for the GFA, credit back to the GFA Responsible Entity the difference between 
marginal losses and system losses at the GFA source and sink points. Option C requires 
the GFA Responsible Entity to pay the costs of congestion for all GFA transactions. 

16 1J.S.C. 5 824e (2000). 

Midwest Independent Transmission System Operator, Inc., 107 FERC 7 6 1,19 1 
(2004) (Procedural Order). 

ti Id. at P 3. 
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(4.5 percent of total MIS0 load), representing those GFAs for wliich unilateral 
modification is subject to the just and reasonable standard of review, will also participate 
in the Midwest IS0’s markets pursuant to the requirements of this order. This leaves 
only approximately 10,385 MW (9.6 percent of total Midwest I S 0  load) that the 
Coinmission finds can be “carved-out” and therefore not participate in the Midwest ISO’s 
Energy and FTR Markets, representing transmission service provided under: ( 1) those 
GFAs for which the parties have explicitly provided that unilateral modification is subject 
to the Mobile-Sierra7 public interest standard of review; (2) those GFAs that are silent 
with respect to the standard of review; and (3) those GFAs providing for transmission 
service by an entity that is not a public utility. 

5 .  
Markets with this carve-out of GFAs given the relatively small amount of transmission 
service (less than 10 percent of total Midwest IS0  load) involved. Moreover, we find 
that, even with this carve-out, the Midwest ISO’s Energy and FTR Markets will be more 
reliable and efficient overall than the market currently in place in the region. 

We find that the Midwest I S 0  will be able to reliably operate its Energy and FTR 

6. 
Schedule 17, Energy Market Service, to transactions taking place under GFAs. 
Specifically, we find that Schedule 16 charges should apply to GFA transactions to the 
extent that those transactions are subject to the Midwest I S 0  Energy Markets and GFA 
parties have nominated FTRs for those transactions or otherwise receive a hedge in the 
Day-Ahead Energy Markets for such transactions. GFA transactions would not otherwise 
be subject to Schedule 16 charges. With respect to Schedule 17 charges, we find that 
those charges sliould apply to all GFA transactions on the same basis that they apply to 
non-GFA transactions. For GFAs subject to the Midwest I S 0  Energy Markets, the 
Schedule 16 and 17 charges will be tlie responsibility of the GFA Responsible Entity. 
For carved-out GFAs, Schedule 17 charges will be the responsibility of the Transmission 
Owner or Independent Transmission Company (ITC) Participant taking service under the 
Midwest IS0  Tariff to ineet its transmission service obligations under the GFA. 

Finally, we decide upon the applicability of Schedule 16, FTR Service, and 

7. 
with the benefit of a comprehensive approach to GFAs and a clear definition of their 
relationship to tlie new Energy Markets. Today’s order benefits customers by taking 
measures necessary to ensure that tile GFA parties and other market participants are 
treated fairly and reasonably upon the start of the Midwest 1S0’s Energy Markets on 
March 1, 2005. We also expect that this order will provide parties to the GFAs and the 

Our action here will ensure that tlie Midwest ISO’s Energy Markets start on time 

See United Gas Pipe Line Company v. Mobile Gas Service Corp., 350 U.S. 332 I 

(I 956) (Mobile); FPC v. Sierra Pacific Power Company, 350 U S .  348 (1956) (Sierra). 
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Midwest I S 0  with the framework they need to begin tlie FTR allocation process on 
schedule, thereby meeting a deadline critical to an on-time start to tlie Energy Markets. 

8. This order first addresses the issue of the impacts of GFAs on the reliability and 
economic efficiency of the Midwest I S 0  Energy Markets, followed by a discussion of the 
GFA sub-categories and their treatment, and then it addresses our determinations on the 
conversion options and the treatment of carved-out GFAs before and after the transition 
period. The order finishes by addressing the Midwest ISO's May 26,2004 compliance 
filing proposing revisions to Attachment P (List of GFAs). 

I. Background 

9. 
foiiiiation of tlie Midwest IS0.8 Tlie Formation Order also conditionally accepted for 
filing an open access transmission tariff (OATT) for tlie Midwest I S 0  (Midwest I S 0  
Tariff), and an Agreement of Transmission Facilities Owners to Organize the Midwest 
Transmission System Operator, Inc. (Midwest I S 0  Agreement), and established hearing 
procedures. In addition, tlie Coininission granted conditional approval for ten public 
utilities to transfer operational control of their jurisdictional transmission facilities to the 
Midwest ISO, and deferred placement under the Midwest I S 0  Tariff of transmission 
service for the Transmission Owners' bundled retail load arid service provided under 
wholesale bilateral GFAs for six years.' 

By order issued September 16, 1998, the Conmission conditionally approved tlie 

10. Subsequently, in an order on initial decision resulting from the hearing, tlie 
Coininission found that the Midwest IS0  must be the sole provider of transmission 
service over its system and required that Transmission Owners and ITC Participants take 
service under the Midwest IS0  Tariff to serve their bundled retail load and meet their 
obligation under the GFAs." 

* Midwest Independent Transmission System Operator, Inc., et al., 84 FERC 
7 6 1,23 1 (Formation Order), order on reconsideration, 85 FERC fi 6 1,250, order on 
reh'g, 85 FERC fi 61,372 (1998). 

' Formation Order at 62,167,62,169-70. See also Midwest I S 0  Agreement at 
Appendix C.1I.A. 1 .f. 

Midwest Independent Transmission System Operator, Inc., et al., Opinion No. 10 

453, 97 FERC 7 61,033 at 61,170-71 (2001), order on reh'g, OpinionNo. 453-A, 98 
FERC 7 61,141 (2002), order on r e ~ n a ~ ~ d ,  102 FERC 761,192 (2003), reh 'g denied, 
104 FERC fi 6 1 ,0 12 (2003), aff'd sub noin. Midwest I S 0  Transmission Owners, et al. v. 

(continued) 
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1 1. 
to become a Regional Transmission Organization (RTO j satisfied the requirements of 
Order No. 2000," and thus granted the Midwest IS0 RTO status.'2 The Coininission 
also determined that the Midwest ISO's proposal for congestion management was a 
reasonable initial approach to inanaging congestion that satisfied the requirements of 
Order No. 2000 for Day 1 operation of an RTO, but directed it to develop a market-based 
approacli to inanage congestion to satisfy the requirements for Day 2 operations under 
Order No. 2000. 

On December 20,200 1 , the Coininission found that the Midwest ISO's proposal 

12. Subsequently, the Midwest IS0 filed a petition for declaratory order - the 
culmination of over a year of stakeholder  discussion^'^ - that sought the Coininission's 
endorseinerit of the general approach represented in three proposed market rules (Market 
Rules). The Market Rules proposed in the filing would provide for: (1 ) a security- 
constrained, centralized bid-based scheduling and dispatch system (i. e. , day-ahead and 
real-time market rules); (2) FTRs for hedging congestion costs; and (3) market settlement 
rules. The Coininissiori approved the general direction of the Midwest ISO's proposals, 
reserving judgment on some issues and providing guidance on ~ t l i e r s . ' ~  The Coininission 
affirmed many of its conclusions 011 reliearing." 

13. On July 25, 2003, the Midwest IS0  filed a proposed TEMT pursuant to section 
205 of the FPA (July 25 Filing). Like the March 3 1 Filing, the July 25 Filing included 

-~ 

FERC, 373 F.3d 1361 (D.C. Cir. 2004). 

Regional Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809 (Jan. 11 

6,2000), FERC Stats. & Regs. 7 3 1,089 (2000), order on reh g, Order No. 2000-A, 65 
Fed. Reg. 12,088 (Feb. 25,2000), FERC Stats. & Regs. 7 31,092 (2000), a f d ,  Public 
Utility District No. 1 of Snohoinish County, Washington v. FERC, 272 F.3d 607 (D.C. 
Cir. 2001). 

Midwest Independent Transinission System Operator, Inc., 97 FERC 7 6 1,326 12 

(200 1) (RTO Order), reh g denied, 103 FERC 7 6 1 , 169 (2003). 

l3 See Doying testimony at 4. 

Midwest Independent Traiisrriissiori System Operator, Inc., 102 FERC 7 6 1 , 196 14 

(2003) (Declaratory Order). 

Midwest Independelit Transinission System Operator, Iric., 103 FERC 7 6 1,2 10 15 

(2003). 
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t e r m  and conditions necessary to implement a Day-Ahead Energy Market, Real-Time 
Energy Market, and FTRs. The July 25 Filing met with numerous protests, many of 
wliicli alleged that tlie filing was incomplete and premature. Following a stakeholder 
vote, tlie Midwest I S 0  filed a motion to witlidraw the proposed TEMT, but it requested 
“any and all guidance tlie Coinmission can give tlie Midwest IS0  and its stakeholders on 
the matters presented iii the July 2St” Filing.yy16 

14. 
Filing and provided, on an advisory basis, guidance on a number of issues raised in that 
filing.17 The Coininission stated in the TEMT I Order that it expected its guidance to 
better enable the Midwest I S 0  to prepare and file a complete version of the TEMT or a 
similar proposal. The Coininission insti-ucted the Midwest I S 0  to include five elements 
in its revised Energy Markets filing: (1) a pro jbrma System Support Resource 
Agreement; (2) a iiiargiiial loss crediting mechanism; (3) a inethodology for initial FTR 
allocations; (4) creditworthiness provisions; and (5) niarltet mitigation measures. 

15. 
raising an issue that will be important to tlie operation of the proposed Energy Markets. 
Tlie Midwest IS0 stated in its transmittal letter, and through the testimony of two 
witnesses, that it would be unable to operate its Energy Markets without integrating an 
estimated 300 pre-OATT GFAs that are currently effective in the Midwest IS0 region. It 
also concluded that up to 40,000 megawatts of transmission service - about 40 percent of 
total load in tlie region” - is likely to be associated witli tlie GFAs.I9 The Midwest I S 0  

The Coiiiinission granted the Midwest ISO’s motion to withdraw tlie July 25 

Tlie Midwest I S 0  filed a revised TEMT on March 3 1,2004 (March 3 1 Filing), 

l 6  Motion to Withdraw Without Prejudice the July 2.5 Energy Markets Tariff Filing 
at 5, Docket No. ER03-1118-000 (Oct. 17,2003). 

l 7  Midwest Independent Transmission System Operator, Inc., 105 FERC 1 61,145 
(2003) (TEMT I Order), reh g dismissed, 105 FERC 1 61,272 (2003). 

The Midwest I S 0  stated that, after reviewing all of the contracts listed in 18 

Attachment P of the OATT, the specific details of tlie contracts, such as usage, 
scheduling requirements and megawatt quantity or capacity, were not readily apparent on 
tlie face of some of the contracts. The Midwest I S 0  added, however, that about half the 
contracts had a specific megawatt value associated with them, and that in tlie aggregate 
those contracts accounted for approxiinately 20,000 megawatts of capacity. The Midwest 
I S 0  projected that tlie remaining half of tlie GFAs were likely to be associated with a 
similar number of megawatts. 

l 9  The Midwest ISO’s analysis assumed a peak capacity of 97,000 megawatts. See 

(continued) 
Dr. Ronald D. McNainara, Vice President of Regulatory Affairs and Chief Economist of 
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argued that allowing holders of GFAs scheduling rights similar to their current practice 
would require a physical reservation, or carve-out, of transmission capacity in the Day- 
Ahead Energy Market and until the scheduling deadline prior to real-time dispatch. It 
stated that this “cannot be accomplished without negatively impacting the Midwest ISO’s 
ability to reliably operate the Energy Markets and without placing excessive financial 
burden on other Market Participants.”20 

16. 
Commission explained that “the development of the Midwest IS0  as an RTO has reached 
a point at which the Cominission inust examine the potential conflict between our desire 
to preserve the GFAs and our instructions that the Midwest I S 0  should develop a market- 
based system of congestion manageinent.’y21 The Commission identified a need for 
fui-ther information about the GFAs and a desire to better understand how the GFAs and 
the proposed Energy Markets would affect one another. Accordingly, the Commission 
initiated an investigation, under section 206 of the FPA, of the GFAs “to decide whether 
GFA operations can be coordinated with energy market operations, whether and to what 
extent the [Transmission Owners] should bear the costs of taking service to fulfill the 
existing contracts and whether and to what extent the GFAs should be 

The Procedural Order gave an initial response to the threshold GFA issue. The 

17. 
their contracts in Stage 1 of the investigation, and established trial-type hearing 
procedures, before administrative law judges (presiding judges) - Stage 2 of the 
investigation - to elicit the GFA information from those parties who were not able to 
agree in Stage 1. The Commission also offered GFA holders an opportunity to settle 
their GFAs by voluntarily accepting the GFA treatment that the Midwest I S 0  proposed in 
the TEMT. 

As described below, the Commission ordered GFA parties to file interpretations of 

the Midwest ISO, testimony at 84 11.5. 

2o March 3 1 Filing at 9. 

Procedural Order at P 65. See also Declaratory Order at P 29-32,64 (“We 
continue to believe that customers under existing contracts, both real or implicit, should 
continue to receive the same level and quality of service under a standard market 
design.”); Declaratory Order Rehearing at P 27-3 1; cf. TEMT I Order at P 22 
(encouraging the Midwest IS0  to resubmit its Energy Markets proposal). 

22 Procedural Order at P 67. 
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18. 
2004, with the presiding judges’ oral presentation to the Coinmission of the results of the 
hearing they held to elicit GFA information that was outstanding after Stage 1 and the 
issuance of their written Findings of Fact.23 As outlined in the Procedural Order (and 
below), the instant order considers all the evidence developed in Stages 1 and 2 of the 
section 206 investigation to decide how GFAs should be treated in the Midwest ISO’s 
Energy Markets .24 

Stage 2 of the Commission’s investigation of the GFAs concluded on July 28, 

19. 
Midwest IS0’s proposal.25 The Coinmission accepted and suspended the proposed 
TEMT and permitted it to become effective March 1, 2005, subject to conditions and 
further orders on CFAs and Schedules 16 and 17 of the Midwest I S 0  Tariff.26 The 
Coinmission also accepted certain tariff sheets to be effective on August 6, 2004, subject 
to conditions and fLii-ther order 011 GFAs. In order to address tlie Midwest 1SO’s unique 
features, such as the fact that it does iiot have prior experience operating as a single 
power pool and has only a shoi-t period of experience operating under a single reliability 
framework, the Coininission ordered the Midwest IS0  to implement additional 
safeguards to ensure additional confidence-building protections for wholesale customers 
during startup and transition to fully-functioning Day 2 Energy Markets in 2005. 

Finally, on August 6,2004, the Coininission issued an order approving the 

23 Midwest Independent Transmission System Operator, Inc., 108 FERC 7 63,O 13 
(2004) (Findings of Fact). 

24 ~ d .  at P 78. 

25 Midwest Independent Transmission System Operator, Inc., 108 FERC 7 6 1,163 
(2004) (TEMT I1 Order). 

26 Schedule 16 provides for a deferral of costs related to the development and 
iinpleinentation of the system and processes required to administer FTRs and the 
recovery of those deferred costs and the costs related to the ongoing administration of 
FTRs. Schedule 17 provides for a deferral of start-up costs related to the establishment of 
energy markets and recovery of such deferred costs and the ongoing costs of providing 
Energy Markets Service once the markets are operational. 
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11. Discussion 

A. Procedural Matters 

20. 
the Midwest ISO’s proposed TEMT. The corninents relevant to this stage of the 
proceeding are listed in Appendix A to this order. First, parties filed interventions, 
comments, and protests responding to the Midwest ISO’s March 3 1 Filing on or before 
May 7,2004 (May Comments). Second, on or before June 25,2004, parties filed 
comments in response to paragraph 74 of the Procedural Order regarding the effects of 
GFAs in the Midwest ISO’s Energy Markets (June Comments). Third, on or before July 
16, 2004, parties filed comments responding to the June Comments (Reply Comments). 
Fourth, on or before July 16, 2004, parties filed comments responding to the Midwest 
ISO’s and its Independent Market Monitor’s (IMM), Potoinac Econoinics, economic and 
reliability analysis (Analysis Comments).27 Finally, parties filed briefs on exceptions to 
the presiding judges’ Findings of Fact on August 17, 2004.28 

Parties filed nuinerous comments in multiple stages in this proceeding regarding 

B. Economic and Reliability Analysis 

2 1. 
settled, we directed the Midwest I S 0  to provide evidence on three related issues, by 
June 25, 2004, concerning the reliability and economic benefits of the Midwest ISO’s 
congestion management system with GFAs included in the market.29 First, the 
Coininission directed the Midwest I S 0  and its IMM, Potoinac Econoinics, to submit 
evidence of the historical reliability impact of North American Electric Reliability 

To assist the Corninissioii in determining whether to modify GFAs that were not 

27 As discussed below, the Procedural Order instructed the Midwest I S 0  and its 
IMM to file economic and reliability analysis of GFAs in the market by June 25, 2004. 
Procedural Order at P 72-73. 

28 On August 20, 2004, Consumers filed a brief opposing Detroit Edison’s 
exceptions. Per the Procedural Order, which stated that “[blriefs opposing exceptions 
will not be allowed,” we will not accept Coiisurners’ brief opposing exceptions. See 
Procedural Order at P 76. In addition, on September 7, 2004, Detroit Edison filed a 
motion to reject Consumers’ brief opposing exceptions and, in the alternative, a response 
to Consumers’ brief. In light of our rejection of Consumers’ brief opposing exceptions, 
we will also reject Detroit Edison’s response. 

29 Id. at P 72. 
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Council (NERC) Transmission Line-Loading Relief (TLR)"' procedures in the 
Midwest IS0  region. Second, the Commission directed the Midwest IS0  to subinit 
evidence that examines in detail how a carve-out of the GFAs would impede the 
reliability of the proposed Day 2 Energy  market^.^' Third, the Coinmission directed the 
Midwest IS0 to file information on the economic impacts of TLRs in its region and the 
quantifiable benefits of the proposed congestion management system, focusing on how a 
carve-out of the GFAs would impede these costs savings.32 Parties were given an 
opportunity to coininent on the Midwest IS0's analysis.33 

22. The Coinmission also sought comments from all affected parties on: (1) whetlier 
keeping the GFAs separate from the market would negatively impact reliability; (2) the 
extent to which accoIiiiiiodatirig GFAs would shift costs to third parties; and (3) whether 
keeping the GFAs separate from the market would result in undue discrimination. Parties 
were given an opportunity to subinit reply c ~ i n i n e n t s . ~ ~  

30 According to NERC TL,R procedures, in the event that curtailments are required 
to reduce power flows on constrained flowgates below operation security limits, the 
transmission operator cuts all transactions that impact the constrained flowgate by inore 
than the five percent threshold in order of the relevant service priorities. Within each 
service priority, transactions with impacts above the S percent threshold are curtailed on a 
pro-rata basis. The nature of power systems is such that operators cannot curtail only the 
portion of the power flow from each transaction that affects the constrained flowgate; 
rather, the entire transaction must be curtailed. 

3' Procedural Order at 72. 

32 Id. at P 73. Tlie Coinmission directed the Midwest IS0  to include all 
workpapers and assumptions supporting its quantification of the economic benefits of the 
proposed congestion inanageinent system as it applied to the GFAs. 

33 By notice issued June 18, 2004, the Coinmission allowed initial comments to be 
filed on July 16,2004. 

34 By notice issued June 18, 2004, the Coinmission allowed reply comments 
regarding the three issues enumerated above to be filed on July 16,2004. 
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1. Midwest I S 0  and IMM Data and Analysis 

23. On June 25, 2004, the Midwest IS0 submitted testimony in its Compliance 
Filing3’ to the Coinmission on the reliability and economic impacts of the Midwest ISO’s 
congestion management system with and without accommodation of GFAs in their 
current form and the IMM submitted an analysis of TLR procedures. The Midwest IS0  
estimated a $713. I million annual benefit from congestion management, or $586. I 
million net of energy market costs. 

24. In its Compliance Filing, the Midwest IS0 explains that, of the contracts it 
reviewed, approximately half had a specific megawatt value associated with the contract. 
These contracts in the aggregate accounted for approximately 20,000 MW of capacity.36 
Based on this analysis, the Midwest IS0 estimates a total of 40,000 MW associated with 
all of the GFAs, as noted in the Procedural Order.37 With respect to reliability impacts, 
the Midwest IS0 makes several points predicated upon the estimated 40,000 MW cutout. 
First, according to Dr. McNamara, a physical carve-out froin the actual dispatch is not 
possible. He asserts that it is physically iinpossible to ignore or treat separately the 
electrical energy associated with GFAs (or any other bilateral contract) when arranging 
dispatch and coordinating real-time power flows. 

25, 
tiinelines in the TEMT for GFAs impacts reliability. To the extent that the GFAs allow 
for inore flexibility in the scheduling than is allowed in the TEMT, the Midwest IS0 will 
have to estimate the generation and load from the GFAs in order to commit sufficient 
units to ensure reliability. Without direct GFA scheduling data, these estimates will 
invariably be less accurate than the information the GFA parties themselves would be 
capable of providing under the TEMT. 

Second, Dr. McNainara explains that allowing a carve-out from the scheduling 

26. 
constrained econoinic dispatch (SCED) will improve reliability in the Midwest IS0  
footprint. Changing from local control area dispatch in conjunction with TLR procedures 
to regionalized 5-minute dispatch will lead to inore precise inanagemerit of transmission 

Third, Dr. McNainara states that the introduction of a regional security- 

35 Midwest IS0 June 2.5, 2004 Compliance Filing at 2. Analysis of Suininary 
Results addressed in the testimony of Dr. Ronald D. McNainara, Vice President of 
Regulatory Affairs and Chief Economist. 

See McNarnara testimony at 6 1.  36 

37 Procedural Order at P 16. 
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constraints and will improve the reliability of the network. A carve-out for GFAs 
would undermine both reliability and economic benefits by removing incentives for GFA 
parties to schedule efficiently and participate in a regional SCED. 

27, To provide background, Dr. McNainara explains that, under current operations, 
the Midwest ISO, in its role as Reliability Coordinator, does not dispatch generation. The 
existing method for inanaging congestion relies on reserving and scheduling estimated 
Available Flowgate Capacity (AFC) and, when not all scheduled service requests can be 
physically accommodated, curtailing transmission service under TLR procedures - in 
essence, physically rationing transmission capacity based on priorities related to firmness 
and length of service with economic redispatch of intra-control area transactions being 
performed by each of inany sinal1 control areas. Like other physical rationing 
mechanisms, according to Dr. McNamara, the current approach contains inherent 
inefficiencies due to under-utilization of assets and the inability to optimize asset 
utilization based on prices and econoinic value.38 

28. Current system operations, states Dr. McNamara, will be replaced with a process 
in which much of system operations and the all-important function of generation dispatch 
and related reliability functions will be performed or coordinated at the regional level by 
the Midwest I S 0  under the TEMT. According to Dr. McNainara, the Midwest I S 0  is 
now functioning as Reliability Coordinator for its footprint and has already assumed 
some regional coordination fuiictions associated with reliability, which include operating 
the Midwest I S 0  Open-Access Same-Time Iriforination System (OASIS) and processing 
requests for transmission reservations, scheduling inter-control area transactions, and 
inanaging use of the TL,R curtailiiieiit process for coiigestion that is not inanaged by local 
area dispatches. However, asserts Dr. McNainara, some of these current responsibilities 
will change somewhat under the proposed TEMT, wherein the Midwest IS0 will assume 
resporisibility for operating a regional SCED (which will replace TLRs) to relieve 
c ~ n g e s t i o n . ~ ~  

29. 
relieve congestion and concludes that a SCED system will be a substantial iinproveinent 
in the overall reliability of the grid. However, for this iinproveinent to occur, Dr. 
McNainara explains that the security-constrained economic dispatch must be coordinated 

Dr. McNarnara analyzes the effect of replacing TL,Rs with a regional SCED to 

38 See McNainara testimony at 48. 

39 Id. at 5 and 6. 
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at the regional level, not the local control area level, to capture the fact that loop flows 
are a broad regional phenomenon, not just a local issue.40 

30. Dr. McNainara states that reliance on TL,Rs for congestion management inherently 
leaves transmission capacity under-utilized because the TLR approach relies on imprecise 
flow estimates and cannot accurately reflect system interactions. Further, explains Dr. 
McNainara, the Reliability Coordinator calling the TLRs cannot know how long each of 
the scheduling pai-ties will take to iinplernent the requested curtailments. The amount of 
congestion relief achievable froin the TLR approach, according to Dr. McNainara, is 
therefore imprecise arid somewhat unpredictable. He states that the Regional Reliability 
Coordinator that calls the TLR cannot accurately predict how much relief the constrained 
grid will realize through each TLR curtailment, and therefore may curtail too inany or too 
few transactions in each TLR event. 

3 1. 
transactions. When a transaction is curtailed, the affected control areas must then 
redispatch generation, curtail load or reconfigure their systeins to comply and maintain 
balance. Each of these actions, according to Dr. McNamara, takes time and occurs within 
constantly changing levels and patterns of load, generation and power flows. 

Moreover, he explains, TLRs are issued to curtail specific transinission 

32. 
reliance on TLRs for congestion management makes it inore difficult to maintain power 
flows within operating security limits. Actual or post-contingency power flows violated 
security liinits at some point in 556 of the 926 TLR events studied. The total time spent 
in violation of the security limits equaled 2,163 out of the total of 10,820 hours or 20 
percent of the duration of the 926 TL,Rs studied. While most of the excursions above the 
security limits were for limited periods and within the emergency liinits of the affected 
transi-nission facilities, the fact that they occurred at all reflects the inherent difficulty in 
relying on TL,Rs to protect system reliability. 41 

The Midwest ISO’s analysis of TLR events in its region during 2003 found that 

33. The IMM also analyzed the impact of TLRs, and agreed with the Midwest IS0  
that there are significant uncertainties in the TL,R process. The IMM states these 
uncertainties can affect reliability and the system operators’ ability to fully utilize the 
system. Because of these uncertainties, conservative assumptions must be used to 

Id. at 8-10. 

Id. at 44-45. 

40 

41 
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schedule transmission service and operate the system. Even operating the system in a 
conservative manner, explains the IMM, there are still periods when the flows exceed the 
operating limits because the TLRs invoked do not provide the full amount of relief 
anticipated for the transmission constraint. According to the IMM, the central dispatch 
that occurs in an L,MP inarltet increases the RTO’s control over network flows. When 
flows do approach the limit, the L,MP market will quickly and effectively redispatch 
generation to prevent the flows froin exceeding the limit. It is the opinion of the IMM 
that tlie uncertainties and imprecision that are inherent in the current TLR regime result in 
the Midwest I S 0  having less control of the network flows. When these flows exceed the 
operating security limits for a transinission facility or flowgate, one inay conclude that 
the TLR procedures have contributed to a lower level of reliability than would exist under 
the proposed L,MP markets, states the IMM. 

34. The IMM conducted an analysis of TLR events in the Midwest I S 0  in calendar- 
year 2003 that showed that 39 percent of tlie TLR curtailments are accurate, with over- 
curtailments or under-curtailments of less than 1 percent of the flowgate limit. These 
results, states the IMM, are encouraging considering the uncertainties inlierent in the TLR 
processs. However, in the opinion of the IMM, reliability concerns associated with the 
TLR process are raised by the instances of under-curtailments when the flow is greater 
than the flowgate limit by inore than 1 percent. The IMM’s analysis shows that this 
occurred in 16 percent of the liours when TLRs were invoked. The IMM contends that 
implementation of centralized dispatch would eliminate these instances as generation is 
redispatclied continuously to maintain network flows at or below the transmission limits. 

35. 
detail how a carve-out of the GFAs would impede the reliability of the proposed Day 2 
markets), Dr. McNainara begins by defining the term “carve-out.” According to Dr. 
McNainara, the Procedural Order sometimes spoke of a “carve-out from the market” and 
other times indicates that the carve-out has something to do with physical scheduling 
requirements. However, because dispatch and use of the real-time market are the same 
thing, explains Dr. McNamara, it is not meaningful to consider concepts that assume that 
GFA schedules could be handled “outside the market.” Dr. McNainara states that 
because all schedules, all injections and all withdrawals are using exactly the same grid, 
all schedules and grid uses affect flows on the grid and all schedules iriust be accounted 
for in tlie system operator’s security-constrained economic dispatch. He states that the 
flows from all schedules and grid uses determine the degree and location of congestion 
and thus affect the need for, and the costs of, congestion redispatch. Hence, according to 
Dr. McNainara, there is no meaningful way in which GFA schedules can be carved-out 
without affecting the market and the market prices faced by third parties. In this sense, 
he concludes, the very concept of a carve-out is problematic. 

To answer the second question in tlie Procedural Order (evidence that examines in 
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36. 
be incompatible with tlie requirements for a reliable dispatch. Dr. McNamara cites to Dr. 
Hogan’s March 3 1, 2004 testimony discussing GFA treatment, in which Dr. Hogan made 
clear that a total physical carve-out of all possible grid usages that could occur under the 
many GFAs is simply not workable. Dr. Hogan emphasized, and the Commission noted 
in its Procedural Order, that the grid operator must know tlie net injections and net 
Withdrawals, by location, of each grid usage, in order to arrange a security-constrained 
economic dispatch. Dr. Hogan rioted tliat this information is, of necessity, today 
provided to the local entities responsible for grid operations and so must be provided to 
the Midwest IS0  when it takes over the same grid operation functions, such as a regional 
security-constrained economic dispatch. Dr. Hogan concluded that all grid users, 
including parties to GFA transactions, must provide to the Midwest IS0  the same 
information on each schedule’s net injections and net withdrawals and inust do so within 
the same time deadlines that apply to all proposed grid usage. 

Furthermore, Dr. McNainara considers the notion of a “physical” carve-out to 

37. Assuming that tlie definition of “carve-out” means that GFA schedules could be 
exempt from these most basic requirements for maintaining reliable operations, Dr. 
McNainara explains tliat the Midwest IS0  would have to accoinmodate GFA schedules 
no matter when they were submitted, no matter what tlie net injections or net withdrawals 
were and no matter what locations were affected, up to tlie limits defined in the GFAs. 

38. 
that GFA parties would not pai-ticipate in any way in five inajor enhancements the 
Midwest I S 0  is bringing to the region in the TEMT. The first enhancement he lists 
includes a regional security-constrained economic dispatch, and tlie availability of this 
dispatch to replace the use of TL,Rs. Dr. McNaiiiara states that a carve-out could mean 
that GFA schedules would need to be subject to the same degree of TLRs as they are 
now, and that tlie Midwest I S 0  would not offer or provide redispatch to support GFA 
schedules if they would otherwise have been subject to TL,Rs. Nor, Dr. McNairiara 
posits, would GFA parties be allowed to purchase and pay for this redispatch service, 
even if redispatch was available and more economic than TLRs. The Midwest IS0 
would instead impose TLRs on tlie GFA schedules to the extent TLRs would have been 
used in the absence of tlie IS0’s regional dispatch. 

Further, according to Dr. McNainara, carving out GFAs in this way would mean 

39. 
balancing market to provide and price imbalances and to buy and sell energy. GFA 
parties would, instead, according to Dr. McNainara, obtain balancing service from tlie 
local control areas under the restrictions and penalties that apply today. Dr. McNainara 
states that other enhancements that GFAs would be unable to use include: tlie ability to 
use the day-ahead energy niarltet to lock-in energy and transmission prices in advance; 
the use of LMP prices for imbalances and spot market sales and purchases, and the use of 

A second enhancement that Dr. McNainara lists is the ability to use the real-time 
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L,MP-based usage charges to price transmission usage and congestion redispatch; and, 
tlie ability to be compensated for counterflows that help relieve congestion. 

40. 
schedules were not subject to tlie same scheduling deadlines and net injection and 
withdrawal data requirements as other grid users, and not subject to LMP-based energy 
and usage charges in either the day-ahead or real-time markets, then the Midwest I S 0  
would still need to account for the capacity likely to be used by GFA schedules when 
they were finally subiriitted. In the day-ahead energy market, according to Dr. 
McNamara, assuining GFA schedules would not be subinitted by the day-ahead 
scheduling deadline, tlie Midwest IS0  would be required to make its own estiniates of 
GFA scliedules. Because GFA schedules would not be subject to tlie L,MP price signals 
that encourage behavior consistent with reliability, there would be no incentives for GFA 
parties to take actioiis consistent with reliable dispatch - there would be 110 incentive for 
tlie GFA pai-ties to participate in tlie day-ahead market, so tlie Midwest IS0 could not get 
any advance indication on how the grid would be used in real time other than its own 
guesses of expected GFA transinission usage. 

If, according to Dr. McNarnara, it is assumed that a carve-out inearis that the GFA 

41. 
congested flowgates during 2003 in tliree areas: (1) the Mid-Continent Area Power Pool 
(MAPP) footprint; (2) the Wisconsin Upper Michigan System (WUMS) sub-region; and, 
(3) the rest of the Midwest IS0. The study found the under-utilization of transmission 
capacity during Level 3 and higher TL,R events averaged 16.4 percent in the MAPP 
footprint, 10.9 percent in the WUMS sub-region, and 7.7 percent in the remainder of tlie 
Midwest IS0  for 2003. The average unused capacity for tlie entire Midwest I S 0  region 
during all TLR events studied was 12.9 percent. In short, tlie study found that the grid 
was persistently under-used because of tlie imprecision and uncertainty of tlie TLR 
approach. 

In response to tlie Procedural Order, the Midwest I S 0  performed this analysis at 

42. Accordingly, Dr. McNainara concludes that reliance on TLRs results in economic 
inefficiency. Under NERC TLR procedures, he states, when a curtailment is needed, all 
transactions in the selected service priority (gradations of film and non-firm service) that 
impact tlie constrained flowgate by more than the ininiinuin ( 5  percent) tlireshold are cut 
on apro-rata basis. However, Dr. McNainara points out, the economic value of the 
curtailed transactions never enters into the pro-rata allocation of TL,R curtailments. 
Moreover, he contends, as redispatcli is neither offered nor priced, there is no mechanism 
by which tlie parties that are subject to TLR cui-tailinents can determine wlietlier it would 
be more economic to pay for redispatcli in lieu of curtailment or to accept curtailment. 

43. In tlie absence of a real-time price signal, explains Dr. McNainara, it is not 
possible to determine tlie economic impact of curtailing any particular transaction, nor is 
it possible to compare tlie marginal cost of redispatching generation to the economic 
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value of the transactions that are curtailed by TLRs. Thus, he concludes, it will often 
be the case that the costs of iinpleinenting a TLR greatly exceed the cost of a 
comparatively small economic redispatcli that could provide the same reduction in flows 
over the constrained flowgate. For these reasons, Dr. McNainara believes that it is highly 
unlikely that the grid can be efficiently used under a TLR approach.42 

44. 
attempt to optimize the curtailments ( ie . ,  to redispatch the generation with the largest 
effect on the flowgate at least cost). In addition, states the IMM, the TLR curtailments 
themselves are subject to liinited resolution in both tiine (they are essentially hourly) and 
space (transaction source and sinks are modeled at the control area level versus node or 
bus). With regard to the timing of the TLR calls, Reliability Coordinators are required to 
make decisions on TLR curtailments based 011 a coinbination of real-time information, 
forecasts of future flows, and the inherent lags in the participant’s actions (including the 
permitted lag on the ramping of curtailed transactions), according to the IMM. 

45. 
more efficient congestioii management. Dr. McNaiiiara considers a primary objective of 
the TEMT to be reliable, economic, and nondiscriminatory unit coi-rimitinent and dispatch 
to efficiently manage transmission congestion. Once the dispatch is arranged, he argues, 
the proven way to encourage generators to follow dispatch instructions is through the use 
of LMP. Dr. McNamara posits that the proposed real-time and day-ahead energy markets 
are the means to secure price bids to facilitate coordinated unit coinmitinent and security- 
constrained economic dispatch. 

The IMM agrees that TLR procedures are inefficient because they make no 

In contrast, according to Dr. McNamara, the proposed TEMT will provide for 

46. 
econoinic impact of TLRs and the benefits of the congestion management system 
reflected in the proposed TEMT. According to Dr. McNamara, the analysis determined 
the net econoinic benefits from the perspective of the cost of power at market prices 
moving from the cui-rent system of rationing transmission capacity and TLRs to the 
proposed system of congestion management, Looking at the cost of power at market 
prices, states Dr. McNamara, Midwest IS0 members are likely to realize net economic 
benefits from implementation of the proposed TEMT of approximately $586.1 million 
per year. This reflects $7 13.1 million per year in savings froin lower market prices for 
power in the Midwest IS0  region. To calculate the net savings, explains Dr. McNamara, 
the amount of the benefit was offset by $127.0 million per year in fees to cover the 
implementation and operation of the proposed markets. The average load zone market- 
clearing price of power in the Midwest IS0 footprint is forecast to be lower under the 

To evaluate these conclusions, the Midwest IS0  conducted an analysis of the 

Id. at 12-15. 42 
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Midwest IS0  TEMT by $1.18 per MWH. On a montlily basis, average price per 
MWH savings range from $0.46 in April to $1.94 for July. As explained by Dr. 
McNamara, the reduction in the load-weighted average market price was riiultiplied by 
Midwest I S 0  load to calculate the reduction in the market cost of power given the 
improved efficiencies from the proposed system of congestion management. 

47. Dr. McNainara explains that the analysis also determined the net econoinic 
benefits, from a cost-of-service perspective, of moving from the current system of 
rationing transmission capacity and TLRs to the proposed system of congestion 
management. From a cost-of-service perspective, Midwest IS0 members are likely to 
realize net economic benefits from implementation of the proposed TEMT of 
approximately $128.4 million per year, according to Dr. McNamara. This reflects $255.3 
million per year in net savings from reduced generation and purchased power costs and 
increased revenues froin off-system sales to parties outside the Midwest IS0  footprint. 
This amount is offset by an estimated $127.0 million per year in fees to cover the 
implementation and operation of the proposed markets. Looking at the overall Midwest 
IS0  footprint from a cost of service perspective, states Dr. McNamara, the savings are 
largely the result of lower prices for purchased power and an increase in both power 
imports to and exports from, Midwest IS0  member companies. Total power purchases 
by Midwest IS0 member companies from non-Midwest IS0  generators are estimated to 
increase in the proposed market by 4.9 million MWH per year under the proposed 
TEMT. However, according to Dr. McNamara, despite the increased imports, 
coordinated unit commitiiient and dispatch can be expected to reduce market-clearing 
prices sucli that the average price paid for power imports would fall by an average of 
$2.74 per MWH, or 9.1 percent. The reduction in market clearing prices for sucli 
purchases is forecasted to result in a savings of $98.7 million per year, offsetting most of 
the impact of an increase in the volume of purchases. Additionally, power sales from 
Midwest IS0 to non-Midwest IS0 entities are expected to increase by 10.8 million MWH 
per year given the proposed Midwest IS0  energy markets. The increase in revenues from 
sales to entities outside of the Midwest IS0 of $282 inillion per year, less the cost of 
increased power purchases from others, (which, given lower prices in the Midwest ISO, 
equals $36.4 million), results in a net benefit to Midwest I S 0  members from off-system 
sales and purchases of $245.6 million per year, according to the study results. 

48. 
forecasted to decline by $9.7 million per year given the proposed system of congestion 
management. This is a calculation of net savings after taking into consideration the cost 
of generating an additional 5.8 million MWH for export. 

Additionally, explains Dr. McNamara, total generation costs in the region are 

49. 
congestion management under the proposed TEMT compared to the current regime based 

The IMM also conducted an analysis to determine the benefits of the system for 
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on TL,Rs. The likely differences in the outcomes of the TL,R procedures versus the 
econoinic dispatch process resulting froin an L,MP market was evaluated by the IMM 
through a coinparisori of the results of the TLR process to a simulated redispatch of 
generation to manage the same congestion. This analysis, for the 2003 period, showed 
that the TLR process, on average, curtails inore than three times inore megawatts than 
would be necessary to achieve the same result through econoinic dispatch. It also shows 
that for individual flowgates, the TLR curtailments ranged from 73 percent more than the 
redispatch amount to 472 percent inore (almost six times the redispatch amount). 

50. 
that when the carved-out GFA schedules are filially submitted closer to real time, real- 
time congestion would likely be greater and the Midwest IS0 would incur greater 
congestion redispatcli costs in the real-time dispatch. Because the carved-out GFA 
schedules would not have to pay the marginal costs of redispatch for congestion imposed 
by their own schedules, the GFA parties would not have any incentives to schedule 
efficiently or to choose wisely between alternative generation that might limit redispatch 
costs, In contrast, non-GFA parties who deviate froin their day-ahead schedules would 
have to pay these increased congestion costs. In addition, while non-GFA parties who 
had followed their day-ahead schedules in real time would, under the proposed TEMT, 
not have to pay for increased congestion in the real-time market for their own 
transmission schedules, because they would already have purchased transmission for 
those schedules at day-ahead usage prices, they would still be exposed to the unhedgeable 
risks of real-time congestion costs because non-GFA parties, not the calved-out GFA 
parties, would have to pay the uplift for the unrecovered costs of congestion redispatch 
required in real time. Thus, this carve-out would result in additional costs for third 
parties. 

With respect to the econoiriic impacts of carving-out GFAs, Dr. McNainara notes 

5 1. To assess the econoinic impact of a GFA calve-out, the Midwest IS0  developed 
an illustrative case using Power World’s Siinulator Optimal Power Flow model applied to 
Wisconsin and the surrounding control areas. The model is a power flow analysis tool 
that automatically identifies econoinically optimal redispatch in response to transmission 
constraints. It also calculates L,MPs associated with that dispatch. In this case, the 
Midwest I S 0  simulated economically optimal power flows and calculated the resulting 
prices with and without a physical carve-out for known GFA reservations. To represent a 
physical carve-out, the Midwest I S 0  constructed the model to simulate what would 
happen if GFAs were scheduled as they always have, without taking advantage of more 
economic dispatch solutions through the Midwest IS0’s proposed markets. The results 
showed significant observed differences in average load zone prices for the July peak 
hour for which the model simulated physically accommodating known GFA reservations. 
The inclusion of a physical representation of known GFA reservations in the model 
increased transmission congestion and average prices in the Wisconsin Public Service 
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load zone by 52.1 percent, from $143.60 to $218.35 per MWH; for Wisconsin Power 
and Light by 20.9 percent, froin $133.15 to $16 1.02 per MWH; for Upper Peninsula 
Power by 11.2 percent, froin $138.65 to $154.18 per MWH; and for WE Energies by 5.1 
percent, froin $133.86 to $140.73 per MWH. 

52. 
out GFAs in a manner that avoids exposure of the GFA parties to the econoinic benefits 
of regional econoinic dispatch and L,MP’s efficient price incentives could significantly 
raise peak hour prices (and probably non-peak prices as well) for all parties in the region. 
The impact of these liiglier prices, he states, would be felt by both non-GFA and GFA 
parties alike. Non-GFA parties, Dr. McNainara concludes, could face higher LMPs and 
possibly higher L,MP-based transinissioii usage charges because with less generation 
available for dispatch, the marginal cost of redispatch would be higher than it would be 
with inore generators participating. Dr. McNainara also notes that the findings suggest 
that a carve-out would force GFA suppliers to incur higher costs in meeting their load 
obligations than they would incur if they participated in the regional dispatch. These 
higher costs, explains Dr. McNamara, represent lost opportunity costs to tlie suppliers 
and potentially lost oppoi-tunity costs to the GFA loads to tlie extent their contracts 
allowed thein to capture soine of the potential savings. 

According to Dr. McNainara, the illustrative findings strongly suggest that carving 

53. Dr. McNainara also explains that, given the difficulty that the Midwest IS0 inay 
have in anticipating post-day ahead scheduling by GFA holders, a physical carve-out, in 
which GFA holders are not required to schedule their transactions in advance or pay 
imbalance charges, has the potential to create a significant artificial divergence between 
day-ahead and real-time prices. Consistent and significant price divergence has tlie 
potential to undermine the value of the day-ahead 

54. Finally, with respect to iinpleinentation impacts, Dr. McNainara states that it is 
unlikely that the Midwest IS0 would be able to implement a physical carve-out in time to 
meet the Commission’s March 1, 2005 schedule for the start of the Day 2 market. Dr. 
McNairiara states that while it is not well understood what a physical carve-out would 
require, he does not believe that tlie Midwest IS0  has enough tiine built into the 
iinpleinentation schedule to inake business process and systein changes to accommodate 
this option. Moreover, explains Dr. McNainara, even with unlimited tiine and 
expenditures, it is not clear whether tlie resulting market could function in a reasonable 
manner given the magnitude of tlie carve -out that rniglit be required.44 

McNamara testimony at 65-70. 4 3 

44 Id. at 65. 
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2. Parties’ Comments on Economic and Reliability Analysis 

(a) Comments in Response to the Midwest I S 0  and IMM’s 
Evidence and Analysis 

5 5 .  
Midwest I S 0  TOs, the Midwest TDUs, and the Rural Electric Cooperatives filed 
comments on the Midwest I S 0  and IMM’s reliability and economic iiiipacts analy~is.~’ 

On July 16,2004, the MichigadKentucky Parties, LG&E, Detroit Edison, the 

56. The MicliigadKentucky Parties coinnient that the Coininission should establish 
hearing procedures, subjecting the Midwest ISO’s and IMM’s analysis to cross- 
examination, because allowing parties only the opportunity to coniinent does not fulfill 
the Commission’s constitutional due process obligation. They also urge tlie Coiriinissioii 
to consider the ramifications of proceeding on the basis of the untested, uricorroborated 
assertions of tlie Midwest ISO. With respect to tlie IMM’s analysis, the 
Michigail/Kentucky Parties assert that, to the extent the analysis relies upon presumed 
L,MP market operations, it lacks a sound evidentiary basis because, at this point, the 
proposed LMP-based congestion management system has not yet been implemented and 
the design is incomplete. They state that, in its analysis, tlie IMM even adinits that it has 
not conducted studies of TL,Rs and reliability “per se.” The Michigan/Kentucky Parties 
assert that, rather than conducting a study of TL,Rs and reliability, the IMM’s analysis 
consists of a comparison of historical TLR calls and the presumed impact of a 
“simulated” redispatcli of generation under LMP, and that is a baseless assertion. 

57. The MichigadKentucky Parties also claim that the Midwest ISO’s analysis failed 
to quantify the benefits of its proposed congestion management system and to adequately 
analyze the impact of GFAs on the proposed market. Specifically, they argue that the 
Midwest ISO’s analysis is flawed because it failed to provide workpapers, account for 
GFA rights, and quantify the impact of alleged GFA interference and cost shifts. They 
state that the Midwest IS0  incorrectly presumes all GFAs’ present scheduling limitations 
and ignores that any potential scheduling limitations can be overcome without abrogating 
or modifying GFAs. The Micliigan/Kentucky Parties point out that, rather than figuring 
out a way to make a carve-out approach work, tlie Midwest IS0  siinply states that it does 
not have the time to build such an exercise into its schedule. Finally, tlie 
MichigadKentucky Parties argue that the Midwest IS0 incorrectly and unfairly tags 
GFAs as the root of all congestion probleins. 

45 As stated above, Appendix A to this order lists the various parties who filed 
coininents in this proceeding. 
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58. 
analysis stating that they do not accept the Midwest IS0’s studies as to the costs 
associated with carving out GFAs and arguing that there has not been enough time to 
evaluate the reasonableness of the study. As to the Midwest ISO’s TLR study, the 
Midwest IS0 TOs argue that it would be necessary to test all of the assumptions and 
models used to determine whether or not the results are valid and that lias not been, and 
cannot be, done without the opportunity for discovery concerning the inodel and data 
used by Dr. McNainara. The Midwest I S 0  TOs also point to their June Comments, 
where they proposed to provide GFA parties with two additional alternatives, stating that 
nothing filed by tlie Midwest IS0  affects the validity of their proposed alternatives. 

The Midwest IS0 TOs also raise several concerns regarding the Midwest ISO’s 

59. Detroit Edison also submitted coinineiits in response to the Midwest ISO’s 
analysis, requesting that tlie Coininission require the Midwest IS0  to complete a inore 
thorough analysis of any impacts that honoring GFAs may have on reliability. It states 
that the Midwest ISO’s conclusions with regard to how a carve-out of GFAs would 
impede reliability of the proposed Day 2 markets are wholly unsupported and that the 
Midwest IS0  fails to quantify the impacts of honoring GFAs. Detroit Edison also asserts 
that the Midwest ISO’s primary concern is the time that it would take to determine 
whether lionoring GFAs would impact reliability. 

60. The Rural Electric Cooperatives contend that the Midwest ISO’s estimate of the 
megawatt magnitude of the transmission services associated with the GFAs is 
speculative. Thus, they submit the testimony of Stephen P. Daniel, which they contend 
illustrates that the Midwest IS0 overstates the current and future magnitude of the GFA 
issue and fails to support the need to abrogate CFAs. The Rural Electric Cooperatives 
also contend that the Midwest IS0’s calculation regarding the benefits of iinpleineriting 
LMP is questionable because: (1) the estimate is a single-year snapshot that is not 
necessarily indicative of tlie future as conditions change; (2) the estimate is likely within 
the inargin of error of the inodel used; (3) from the limited inforination presented, it 
appears that tlie model used by the Midwest IS0 is inore akin to a Midwest IS0 regional 
econoinic dispatch inodel based on costs rather than a bid-based LMP market as proposed 
in the TEMT; and (4) since the Midwest IS0  did not submit all of its workpapers and 
assumptions supporting its quantification of benefits, and given the tight constraints of 
this proceeding, it is impossible to fully verify or challenge the Midwest IS0’s analysis. 

6 1. With respect to reliability, the Rural Electric Cooperatives assert that the Midwest 
ISO’s analysis of purported reliability impacts is based solely on econoinic theory related 
to increased grid utilization, and is not a factual, or even reliability-driven analysis. They 
explain that the debate of tlie inerits of TLRs versus LMP is not germane to the GFA 
reliability impacts issue because TLRs will still be necessary, even in organized markets 
using LMP (as evidenced in PJM, New York, and New England), in order to maintain 
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reliability. Further, the Rural Electric Cooperatives assert that the information filed by 
the Midwest 1SO’s IMM does not relate to reliability, but to purported efficiencies that 
might be achieved by replacing TLRs with LMP markets, suppositions about increased 
utilization of the grid that LMP markets would allow as compared to TLRs, and 
unsupported allegations that central dispatch as utilized in an LMP market would increase 
tlie RTO’s control over network flows. 

62. 
from at least seven fundaineiital flaws in that it: (1) is opaque, to the point of non- 
compliance (because tlie Midwest I S 0  did not subinit all of its workpapers and 
assumptions supporting its quantification of benefits); (2) reflects, as vastly understated, 
the markets’ cost because it only considers projected spending by the Midwest I S 0  itself; 
(3) ignores seains between tlie Midwest I S 0  and its neighbors in its treatment of 
flowgates; (4) unrealistically derates internal and external flowgates; ( 5 )  ignores the 
potential exercise of market power because it assumes that each generator will be bid and 
dispatched at its marginal cost; (6) lacks sufficient justification for the hurdle rates used 
in the analysis; and (7) fails to account for the fact that LMP-based markets impose costly 
risks on their participants. 

The Midwest TDUs contend that tlie Midwest ISO’s cost-benefit study suffers 

63. Additionally, the Midwest TDUs argue that the Midwest ISO’s other arguments 
for overriding GFAs, that do not focus on the cost-benefit calculus, also fail. They state 
that while the Midwest I S 0  argues that application of the TEMT to GFAs is needed to 
enable it to “see” the sources and sinks associated with intra-control-area GFA schedules, 
it is far froin obvious that the Midwest I S 0  needs all of its proposed changes to GFA 
arrangements to accoinplisli such visibility. The Midwest TDUs also argue that the 
Midwest I S 0  can not disregard the Standard Market Design White Paper46 coiniiiitinent 
to protect the economics of both GFAs and other existing long-term firm transactions 
when it asserts that the three options it proposes for GFAs could increase costs to third 
parties as compared to eliminating GFA t r e a t ~ n e n t . ~ ~  Further, in response to the Midwest 
IS0 and certain generator-oriented stakeholders’ assertion that the Midwest KO’s 
options might hold GFA parties better than harmless and suggestion that those options 
should be curtailed, tlie Midwest TDUs state that any finding of unjust enrichment would 
be baseless. 

46 Remedying Undue Discrimination through Open Access Transinission Service 
and Standard Market Design, Notice of White Paper, Docket No. RM01-12-000 (Apr. 28, 
2003). 

47 See Midwest TDU’s Analysis Coinirients at 12. 
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64. LG&E submitted a protest to the Midwest ISO’s June 25 filing, asking the 
Coininission to reject the Midwest ISO’s analysis and, to the extent that the Coinmission 
accepts tlie filing, establish an evidentiary hearing to examine the economic and 
reliability benefits of the Day 2 inarlcet arid the potential cost shifts associated with 
Options A, B, and C for GFA treatnient. LG&E also argues that the Midwest I S 0  fails to 
justify its criticism of TLRs or its advancement of its congestion rnanagernent proposal. 

(b) June Comments Generally Supporting GFA Carve-Ou t 

65. 
Appendix A to this order filed coininents on the impact of accomrnodating GFAs in the 
market. Detroit Edison, Hoosier, the MichigadKentucky Parties, the Midwest I S 0  TOs, 
AECC, Corn Belt, Montana-Dakota, TVA, arid the Rural Electric Cooperatives generally 
believe that exclusion of the GFAs from the Midwest IS0 Energy Markets would not 
impact reliability, shift costs to third parties, or result in undue discrimination. 

66. Specifically, Detroit Edison asserts that keeping the GFAs separate froin the 
market would not negatively impact reliability, pointing out that other regions have 
honored GFAs without a noticeable impact on the reliable operation of the transmission 
system. For example, it argues that “phantom congestion” due to grandfathered 
agreements in the California I S 0  (CAISO) did not jeopardize the reliability of the 
CAISO’s transmission system. Detroit Edison also comments that the Coinmission must 
balance any cost shift to third parties by recognizing the cost shift to GFA parties that 
will occur if they are forced to reform or abandon tlieir previously approved contracts. 
Further, Detriot Edison coinrnents that contracts that were previously approved by the 
Commission should not be deemed unduly discriminatory by virtue of an energy markets 
platfoiin that the Coinmission has not fully explored and is in the process of refining. 

Pursuant to P 74 of the Procedural Order, on June 25, 2004, the parties listed in 

67. 
accorninodate a rnarltet that does not exist and that has not been approved is contrary to 
established law. They state that the legal presumption is in favor of upholding the GFAs 
and that the Midwest I S 0  should bear the burden of establishing aprima facie case 
establishing GFA reliability concerns. They argue that the Coinmission should set the 
matter for hearing and investigation to afford interested parties their due process rights. 
The MichigadKentucky Parties explain that if the GFAs are incompatible with the 
rnarlcet, then the inarlcet must be reshaped or rejected. They assert that the Coinmission 
and the Midwest IS0 were aware of the GFAs prior to tlie Midwest IS0’s formation, 
which would not exist unless the Midwest I S 0  Agreement, requiring the Midwest IS0  to 
honor GFAs, came into effect. Further, the MichiganKentucky Parties state that 
reliability of the transmission grid does not hinge on the existence of GFAs alone arid that 
inquiry into this factor will prove useless. They also note that GFAs do not shift costs to 
third parties because no third party is being asked to pay any portion of any payment due 

According to the MichigadKentucky Parties, eradicating or reshaping GFAs to 
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froin one party to another under any GFA. Finally, they argue that different treatment 
does not equate to undue discrimination. 

68. The Midwest IS0 TOs explain that there are no reliability or econoinic issues 
preventing a carve-out of the GFAs froin the Midwest IS0 markets, especially if the 
solution they propose is implemented. The Midwest IS0 TOs assert that central to the 
coinproinise that led to the voluntary forination of the Midwest IS0 was that the GFAs 
would not be disturbed during the six-year transition period and to break this 
understanding would hinder future development of RTOs and ISOs. 

69. 
systein coiiditioris aid a system operator’s ability to manage reliability, the day-ahead 
niarket is a financial market and does not provide all of the necessary information 
required to ensure reliability in real time. They argue that reliability does not hinge on 
load scheduling in this market and that inarltet participants are not even required to 
schedule load in the day-ahead market. With respect to cost shifting, the Midwest IS0  
TOs assert that based on prior Commission decisions, GFA loads are already subject to 
Schedule 10 charges under the Midwest I S 0  Tariff, which covers a large portion of 
Midwest ISO’s infrastructure costs. The Midwest I S 0  TOs also contend that under well- 
established case precedent, the existence of differing rates, terms, and conditions due to 
the existence of contracts executed at different times has repeatedly been found by the 
courts not to constitute undue discriinination. 

With regard to reliability, the Midwest I S 0  TOs state that while advance notice of 

70. Hoosier coinmerits that it is both a GFA custoiner and a GFA provider of service. 
As a GFA customer, Hoosier joins in the Midwest I S 0  TO’S coininents. In its role as a 
GFA service provider, Hoosier argues that because it is not a public utility under the 
FPA, it is not subject to the jurisdiction of the Coininission and thus, the Commission 
cannot modify Hoosier’s GFA contracts. Regardless, Hoosier states that the continued 
iinpleinentation of its GFAs will not negatively iinpact reliability, or result in cost 
shifting or undue discrimination. Hoosier explains that because its contracts will not 
contribute significantly to increased congestion, costs related to congestion management 
will not be diverted to third parties as a result of keeping its GFAs separate. 

7 1. 
the two GFAs to which it is a party separate from the Midwest IS0 inarket. TVA 
suggests that notifying the Midwest IS0 of day-ahead proj ectioiis and real-time use 
information would provide sufficient information to assist the Midwest IS0  in assessing 
the capability and reliability of the system. TVA also asserts that forcing GFA 
transactions to participate in the market would be unduly discriininatory and would 
unfairly shift costs of running the Midwest IS0  inarket froin Midwest I S 0  ineinbers who 
regularly use those markets, to those GFA parties who need only transinission service 
under their GFAs. 

TVA comments that there would be no negative iinpact on reliability froin keeping 
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72. 
Dakota is a party will not have a inaterial adverse impact on implementation of the 
TEMT. It asserts that regardless of the manner in which tlie GFAs of other Midwest IS0 
participants miglit be treated, the Commission should respect its prior determination to 
accord special treatment to the GFAs to whicli Montana-Dakota is a party until 
February 1, 2008. Fui-tlier, Montana-Dakota states that keeping GFAs separate froin tlie 
inarltet would riot shift additional costs to third parties or result in undue discriinination; 
however, forcing GFAs into the market would. 

Montana-Dakota states that maintenance of the GFAs to which Montana- 

73. 
in its GFAs should be preserved and not modified to make Corn Belt an unwilling 
participant in tlie Midwest ISO’s Energy Markets. It argues that keeping the GFAs 
separate will not result in cost shifts to third parties or undue discriinination because any 
capacity available for third parties is subject to a Comiiiission-approved OATT. Coni 
Belt further notes the possible legal ramifications that may result if iiiodifications to its 
existing contracts are coiisidered in conjunction with its Rural Utilities Service loan 
contract. 

Similarly, Corn Belt assei-ts that the contractual terms and physical rights set forth 

74. Rural Electric Cooperatives do not believe that a separation of the GFAs froin tlie 
Midwest IS0  market will impact reliability or result in an inappropriate shift of costs to 
non-GFA holders. Rather, they contend that the costs identified by the Midwest IS0 are 
a consequence of the structure proposed in the TEMT rather than costs originating with 
the GFAs. However, Rural Electric Cooperatives stress that in order to fully comment on 
these issues, any dispute regarding GFAs must be resolved via the hearing process, where 
a larger picture of the current state of GFAs will be provided. 

75. 
rather than accelerate, progress toward competition in wliolesale markets. AECC 
explains that it is not located in tlie Midwest IS0  footprint and is not a party to any 
GFAs, but that the outcome of these proceedings could substantially affect its pre-Order 
No. 88848 agreements. It reminds the Comiriission that the existing transmission grid was 

AECC argues that market designs that do not accommodate GFAs could impede, 

48 Promoting Wholesale Competition Through Open-Access Non-Discriminatory 
Transmission Seivice by Public Utilities and Recovery of Stranded Costs by Public 
Utilities and Transmitting Utilities, Order No. 888, FERC Stats. & Regs., Regulations 
Preambles January 1991 - June 1996 7 31,036 (1996), order on reh’g, Order No. 888-A, 
FERC Stats. & Regs., Regulations Preambles July 1996 - December 2000 7 3 1,048 
(1997), order on reh’g, Order No. 888-B, 81 FERC 7 61,248 (1997), order on reh’g, 
Order No. 888-C, 82 FERC 7 6 1,046 (1 998), a f d  in relevant part szrb nom. Transmission 
Access Study Group, et al. v. FERC, 225 F.3d 667 (D.C. Cir. 2000), afyd sub noin. New 

(continued) 
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designed to accoininodate longstanding contract path-based arrangements, like GFAs. 
AECC believes that concerns about reliability can be attributed to newer, possibly 
beneficial, uses of the system and that it is reasonable for the Coininission to ask the 
advocates of these new uses to accoininodate the existing uses, rather than break existing 
contracts. 

( e )  June Comments Genera& Opposed to a GFA Carve-Out 
and Other June Comments 

76. Cinergy, Dynegy, and FirstEnergy generally believe that exempting GFAs froin 
the Midwest I S 0  TEMT would negatively affect the Midwest IS0 market, while OMS, 
LG&E, WPPI, WPS Resources, and the Midwest TDUs have mixed responses regarding 
the issue. 

77. Specifically, Cinergy argues that carving out GFAs would undercut many of the 
reliability benefits associated with the Day 2 market as there would be greater 
complexities in the physical scheduling systeins as well as different financial incentives 
for GFA and non-GFA pai-ties. It states that exempting GFAs froin the Midwest IS0  
TEMT would cause inefficiencies in both the energy spot market and the FTR market due 
to distortion of the incentives GFA transacting parties would otherwise encounter when 
considering pai-ticipation in the Midwest I S 0  spot markets, resulting in sub-optiinal 
region-wide unit coiniiiitinent and dispatch. Cinergy cominerits that costs will be shifted 
to non-GFA parties who are subject to LMP and that a GFA carve-out approach would 
create two classes of transinissioii service on the shared grid, which would be unduly 
discriminatory. 

78. Dynegy states that separating GFAs froin the market will negatively affect 
reliability because the model used for day-ahead system security will be inaccurate. It 
states that in order to assure that the requisite voltage and flow are available, the Midwest 
IS0  will have to inake a conservative estimate, which will lead to the Midwest I S 0  using 
both the day-aliead and real-time Reliability Assessment Corninitinent to unnecessarily 
order on unneeded generating units. Fui-tlier, it asserts that undue discrimination against 
noli-GFA transactions will result if GFAs are carved-out, leading to an inefficient, 
inaccurate day-ahead dispatch with potential for under-use of system capability and 
preferential treatment for GFAs. Dynegy states that most entities will perform a 
cost/benefit analysis between joining PJM versus the Midwest IS0  and that those with 

York v. FERC, 535 U.S. 1 (2002). 
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the ability to choose, should choose PJM for more (and more mature) markets and a 
known, consistent quantity/quality. 

79. 
negatively affect physical reliability, but will negatively affect the implementation of the 
Midwest ISO’s proposed market-based congestion management procedure. It also states 
that costs will shift to third parties, but that tlie magnitude of these costs cannot be 
determined until uplift charges and FTR uses have been determined. It also asserts that 
keeping GFAs separate froiii tlie market will result in undue discrimination, because by 
allowing GFAs to participate in the Midwest ISO, customers would receive access to 
transmission service without paying the associated costs that all other market participants 
are required to pay. However, FirstEnergy states, maintaining the teiins of GFAs while 
subjecting GFA transactions to the Energy Markets could result in Transmission Owners’ 
incurring additional costs that they are unable to recover under the GFAs, unless tlie 
Commission reforms the GFAs. 

FirstEnergy submits that keeping tlie GFAs separate from the market may not 

80. 
be forced to pay uplifted congestion costs attributed to GFA transmission as well as 
Midwest I S 0  costs to administer these agreements. It argues that the TEMT would not 
provide long-term firm transmission customers the same protections from congestion 
pricing risk that it does GFAs, arid hence it is discriminatory. In addition, WPPI asserts 
that the TEMT allows full FTR protection for some customers wliile denying it to others 
that will be subject to pro-rata reductions in the FTR allocation process even though both 
customer classes obtained their existing service through the same capacity reservation 
process. WPPI recommends that this discrimination be remedied by allowing long-term 
fiiiii OATT reservations to be scheduled for physical delivery a day ahead under Option 
B or establishing a floor to limit FTR proration. 

WPPI contends that by separating GFAs from the market, market participants will 

8 1. LG&E empliasizes that tlie proposed TEMT should be rejected and the Midwest 
IS0  should file an amended Day 2 tariff comporting with the principles of voluntary 
market participation. It explains that if GFAs are carved out of tlie market, they will be 
provided greater scheduling flexibility, shifting costs to non-GFA loads. However, 
LG&E argues that keeping GFAs separate from the market may not necessarily impact 
reliability and that the Midwest ISO’s continued ability to redispatch generation using the 
NERC TL,R process will relieve any problematic constraints. LG&E states that there is 
no definitive evidence presented by the Midwest ISO, including Dr. Hogan’s testimony 
that a carve-out of GFAs liarins reliability. It also states that there is not enough 
information available to ti-uly assess the reliability questions posed by the Procedural 
Order. It contends that the Midwest IS0  should undertake a thorough and transparent 
analysis of the market impacts of GFA transactions. 
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82. 
grid reliability if GFAs are not required to subinit reasonably accurate schedules into the 
day-ahead market. However, if anticipated GFA use were scheduled in the day-ahead 
market with limited adjustments allowed in the real-time market, it would be feasible to 
keep GFAs separate. Nonetheless, OMS contends that GFA separation may result in 
undue discrimination in a variety of ways. For example, non-GFA holders will suffer 
discrimination due to less scheduling flexibility than GFA holders. Further, OMS states 
that the Midwest ISO’s proposed accommodation of GFA congestion costs will result 
either in a shortfall of FTRs available for market participants to hedge their own 
congestion costs, or an uplift of congestion charges, and hence, an unfair shift of costs. 

OMS argues that separating GFAs from the Midwest IS0  market will impact 

83. 
impact resulting from a GFA carve-out can be analyzed. However, they state that if it 
were proven that unpredictable GFA loads were locking up Midwest IS0 paths, it might 
be appropriate to bring those GFAs into the market by eiicouraging or requiring day- 
ahead scheduling. They contend that the Midwest IS0’s proposal will result in risk or 
cost shifting from the transmission provider, who under the GFA bears responsibility for 
late schedule changes, to the GFA customer, by forcing GFA transactions, to schedule 
sooner, bear losses differently, and pay for markets they do not use and taking from non- 
GFA existing transactions to the extent they do riot get allocated full FTR hedges, the 
financial right to the energy they inject. 

The Midwest TDUs contend that more informatioil is needed before any reliability 

84. WPS Resources states that allowing the physical separation of GFAs could 
potentially impact grid reliability and result in unfair cost shifting. It states that allowing 
GFAs to participate in the Midwest IS0 market, but forcing other participants to pay their 
costs, is also unduly discriminatory. 

85. 
between the proposed treatment of GFAs and Integrated Transmission Agreements 
(ITAs). It asserts that non-Midwest IS0 iiieinbers providing service to their own non- 
Midwest IS0  loads under ITAs with Midwest IS0 members are neither participating in 
the Midwest IS0  market nor receiving Midwest I S 0  transmission service and that 
abrogating such contracts would discourage efficient cooperation in the future. 

The North Dakota Cominission disagrees with the Midwest ISO’s distinction 

(d) Reply Comments 

86. On July 16, 2004, the MichigadKentucky Parties and the Rural Electric 
Cooperatives filed Reply Comments. The MichigadKentucky Parties argue that none of 
the parties who filed responses to the Commission’s questions, nor any party to date, 
have provided any factual evidence sufficient to substantiate a claim that overrides the 
legal presumption in favor of honoring the t e r m  and conditions of GFAs. Specifically, 
they argue that no party has: (1) presented evidence suggesting that keeping the GFAs 
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separate froin the inarltet would negatively impact reliability; (2) provided any 
quantification of tlie extent to which GFAs may sliift costs to third parties; (3) or 
proffered aiiy factual evideiice to support an allegation that excluding GFAs will result in 
unduly discriminatory treatment. For example, the Micliigan/Keiitucky Parties point out 
that FirstEnergy adinits that keeping GFAs separate froin the inarltet may not iiegatively 
affect reliability in the region. They also point out that Cinergy’s coininents state that 
GFAs must be integrated into the proposed sti-ucture to protect reliability and to capture 
market efficiencies, but that Cinergy inainly focuses on opposing Option B of tlie 
Midwest ISO’s proposal which, the Micliigan/Kentucky Parties state, is outside the scope 
of the Commission’s nai-row inquiry. 

87. 
to quantify tlie econoinic impact of calving out GFAs, and therefore, if there may be 
costs borne by lion-GFA parties, tlie impact of any such alleged cost shifts is not known. 
Further, tlie Michigan/Kentuclty Parties assert that, contrary to responding pai-ties’ 
claims, tlie different treatment GFAs may receive does not automatically equate to undue 
discrimination. Finally, they urge tlie Commission to engage in a forum to explore the 
issues involving the TEMT and to provide parties an opportunity to engage in discovery 
and cross-examination. 

The MichigadKentucky Pai-ties note that FirstEnergy adiiiits that it inade no effort 

88. 
that keeping the GFAs separate froin the iiiarltet would not sliift costs to third parties 
since GFAs already exist, and are cuirently scheduled and operate reliably on the system, 
so there are no new incremental costs associated with suppoi-ting these GFA transactions. 
Tlie Rural Electric Cooperatives argue that neither the Procedural Order, nor any of the 
other comments filed in this proceeding, explain how preserving GFAs would constitute 
undue discrimination under the proposed TEMT relative to non-GFA market participants. 

The Rural Electric Cooperatives also filed reply coininents. They reemphasize 

3. Commission Discussion 

89. 
the Midwest I S 0  Energy Markets are managed. No pai-ty disputes these descriptions and 
they stand on their inerits as suiniiiaries of the Midwest IS0  energy inarltet operations 
and they are sufficient for our purposes liere. Tli~is, we find that, based on the evidence 
and analysis presented, the Midwest IS0 can reliably operate the Day 2 Energy Markets 
with some GFAs that are carved out froin TEMT scheduling, as discussed in the next 
section of this order. We acknowledge that a carve-out could result in inefficiencies that 
would result in additional costs for non-GFA trarisinission custoiners under the TEMT. 
However, even with a carve-out and tlie inefficiencies that could result, we believe that 
the Day 2 Energy Markets will be more reliable and efficient overall than the current Day 
1 energy inarltet. 

We will iiot recite the analysis presented by Dr. McNainara and the IMM on liow 
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90. 
Coininission is whether there are reliability impacts that result froin how GFAs inust be 
managed and scheduled by the Midwest I S 0  in the management and operation of its 
Energy Markets. “Carving out” GFAs in this context means that paities to GFAs are 
allowed to exercise the scheduling and energy management provisions of their GFAs in 
tlie same inanner they did before tlie Energy Markets started.49 We agree with Dr. 
McNainara that some interpretations of how to coordinate a pliysical calve-out with the 
sclieduling and dispatching protocols under the TEMT might not be compatible with 
reliability, and hence should be excluded froin consideration. As he states, parties with 
GFAs cannot operate “outside the inarltet” in all senses, but inust in certain respects 
follow the saine sclieduling practices as other users of the Midwest I S 0  system, such as 
specifyiiig points of iiijection and withdrawal, to allow the Midwest I S 0  to perform its 
security-constrained econoinic dispatch (SCED) for the footprint.” 

We first address tlie reliability impacts of GFAs. Tlie pertinent issue before the 

9 1. 
schedule in the Day-Ahead Energy Market and would be allowed to subinit their final 
pliysical scliedules at some time just prior to real-time dispatch, and their iinbalaiices 
need not be settled in the Real Tiine Energy 
I S 0  would have to estimate GFA scliedules in its Day-Ahead scheduling and Reliability 
Assessineiit Coininitinent (RAC) process that occur before the GFA schedule is 
~ u b i n i t t e d . ~ ~  However, the estimation process may include soine judgments on the 
appropriate level and spatial configuration for unit coiniiiitinents, and the management of 
reserves. In tlie circumstance that tlie GFA carved-out schedules are incorrect, the 
Midwest IS0  inay have to obtain additional unit coiniiiitinents or additional reserves in 
real-time, and possibly order TL,Rs and invoke emergency load shedding procedures. In 

As characterized by tlie Midwest IS0, carved-out GFAs would not be required to 

As a consequence, the Midwest 

49 We agree with Dr. McNaiiiara that a physical calve out froin actual dispatch is 
not possible. All GFA transactions inust be dispatched by the Midwest IS0 once they 
subinit schedules. See McNamara testimony at 4. 

50 “Dispatch” refers here only to those generation units that are submitted into the 
Midwest IS0 inarket and are hence dispatchable. Generation resources scheduled under 
GFAs will not be redispatchable, except in cases of emergency. 

51 We note that the Midwest I S 0  has identified that nearly 85 percent of the MW 
service entitlements associated with GFAs do not address scheduling or allow services 
without a scheduling obligation. See McNainara testimony at 62. 

52 Id. at 28. 
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short, accoiniiiodating GFAs into an energy market will increase the unpredictability 
and coinplexity of reliability planning for daily operations. 

92. However, while we concur with tlie Midwest I S 0  that carving out GFAs presents 
reliability management challenges, we believe some GFAs could be accoininodated with 
a carve out in tlie Energy Markets without threatening reliability for several reasons. In 
general, we believe that: (1) the increased scope of tlie Energy Market under the 
centralized dispatch will increase the availability of redispatcli capability in the event of 
congestion; and (2) the measures taken to account for security constraints and other 
reliability requirements will enhance the ability of the system operator to anticipate and 
respond to reliability problems. 

93. 
cominitiiient process, we expect that the Midwest I S 0  will take all steps necessary to 
ensure reliability of the dispatch by incorporating and evaluating GFA schedules and 
procuring sufficient generation capability in the reliability unit coininitinelit and ancillary 
services to account for all likely circuin~tances.~~ Dr. McNarnara confirms this 
conclusion when he states that the planning process for the Midwest I S 0  would still 
account for the impact of GFA schedules in its estimation process. We further note that 
the Midwest IS0 TOs have offered to provide scheduling estimates for GFAs, as will 
also be discussed later in this order, thereby providing a better estimate of GFA schedules 
for tlie Midwest IS0  Energy Markets. 

More specifically, this means that first, in the day-ahead and reliability unit 

94. Second, the real-time market, also accounting for security constraints, will provide 
inore efficient and effective tools for inanaging congestion and reduce the need to resort 
to TLRs. The L,MP-based real-time energy market will provide market participants, other 
than GFAs, with economic incentives to inanage their energy sales, purchases and 
transiiiission use in a way that supports reliability and allocates grid use efficiently. For 
example, transmission usage will be priced to reflect the marginal cost of redispatching 
tlie grid to avoid security limits. Also, the SCED process, which allows the grid operator 
to continuously adjust generation dispatch every five minutes, ensures violations of 
security limits generally can be addressed before they occur.54 Accordingly, we agree 
with the IMM that the SCED process will reduce TLRs.~’ Third, the sinal1 riuinber of 

We recognize tlie negative consequence of this approach on costs, which we 53 

discuss in the economic efficiency discussion that follows. 

54 McNainara testimony at 9. 

55 See IMM Report at 9. We also note that Dr. Hogan draws the same conclusion. 
See Hogan testimony at 3 1. 

Attachment 1 of Item KlUC MISO 1-8 
Page 33 of 114 



20040916-4012 Issued by FERC OSEC 09/16/2004 in Docket#: ER04-691-000 

Docket No. ER04-691-000, et al. 34 

GFAs that are being carved out of the Energy Markets, discussed inore fully in the next 
section of this order, are not expected to pose a significant threat to reliability over the 
Midwest I S 0  grid. 

95. 
we noted in our Procedural Order, when TLRs are invoked, the process by which 
dispatchers get back within the security limits is cumbersome and i n e f f i ~ i e n t . ~ ~  We agree 
with the Rural Electric Cooperatives that TLRs are a feature of other energy markets, and 
it is not realistic to expect they can be eliminated entirely.57 Rather, the reliability 
imperative is to reduce TL,Rs to the extent possible, an objective we believe is achieved 
by centrally dispatched energy markets, including the Midwest IS0  Energy Markets. We 
expect the Midwest I S 0  Energy Markets will be more reliable because of the incentives 
provided by tlie LMP market, the regional SCED process available to the Midwest ISO, 
and the reliability safeguards we instituted in the TEMT I1 Order. 

Our general reliability concern is that NERC cites TL,Rs as a reliability threat; as 

96. At tlie same time, we recognize that there are some geographic areas that are more 
heavily influenced by transactioiis under GFAs (as well as self-scheduled transactioiis by 
non-GFA parties) than others, and therefore inay require occasional resort to TLRs as a 
reliability management option. This circumstance would occur in the event that 
redispatch were required to relieve congestion and the Midwest I S 0  was unable to obtain 
sufficient redispatch capability froin non-GFAs (i. e., there were insufficient offers into 
tlie spot market), leaving TLRs as the only remaining option. 

97. 
direct the Midwest IS0 to repoit to us in 30 days if it identifies any reliability problems 
that would preclude successful operation of the Midwest I S 0  energy markets at start-up. 
This report must identify the problem, provide supporting schedules that document why 
the market can not operate reliably, identify specific contracts contributing to the problem 
and explain how it intends to resolve the problem. 

To ensure that we have addressed any potential reliability impacts of GFAs, we 

98. 
reliability impact of GFAs. The description of the reliability management process 

We are not concerned that the Midwest IS0 has not sufficiently quantified the 

56 We note the analysis by the IMM that in 16 percent of the hours in which TLRs 
were called in 2003, under-curtailments occurred and that flows reached over 20 percent 
beyond the flowgate limit in a few instances. See IMM Report at 7. 

57 In this regard, we note Dr. McNainara’s statement that the TEMT may not be 
able to eliminate TLRs due to tlie lack of a ineclianism to hold external transmission 
customers responsible for redispatch costs. See McNarnara testimony at 2 1. 
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provided by Dr. McNainara provides the factual description needed to assess how 
GFAs will be managed in the Midwest IS0  Energy Markets, and therefore is sufficient 
for our purposes. Furthermore, other energy markets have successfully accommodated 
GFAs at the levels envisioned here without threatening system reliability.’* 

99. 
GFA parties, we recognize that a carve-out of GFAs has the potential to result in 
additional costs for non-GFA transactions. However, we expect those impacts to be 
minor, in light of the sinall percentage of capacity to be carved-out. First, a carve-out 
will require that the fiill MW associated with such GFAs be withheld from tlie FTR 
allocation model, thus reducing the allocation of FTRs to non-GFA parties. This could 
increase exposure of some parties to net positive congestion charges (after FTR revenues 
are accounted for), and rnay require the Midwest IS0  to seek new ways to provide 
additional congestion hedges for such parties. This could raise costs for non-GFA 
transmission users under the Midwest IS0  TEMT. Second, wliile the Midwest IS0  TOs’ 
proposal to submit an indicative day-ahead schedule will assist the Midwest IS0 in 
conducting a inore efficient reliability unit coinmitineiit, the Midwest IS0  will still have 
to use judgment in determining how to evaluate GFA schedules in that commitment. 
This will likely result in sub-optimal unit coiniiiitinent, raising the costs of the reliability 
unit commitment, as noted by Cinergy and Dynegy. Third, the likelihood of inefficient 
scheduling by GFA holders will increase the costs of energy and congestion charges to 
lion-GFA parties, thus potentially reducing the benefits of the Midwest I S 0  markets 
relative to what they might have been. For example, generation offered into the Energy 
Markets could be redispatched to accoininodate inefficient CFA schedules, but only non- 
GFA market participants will be exposed to the resulting higher LMPs. 

Turning next to the economic impact of a carve-out, as defined above, on non- 

100. While carving out GFAs will clearly have negative consequences on efficiency in 
the Midwest I S 0  Energy Markets, we disagree with tlie contention of tlie Midwest IS0, 
in its August 17 infoilnational filing, that a carve-out of GFAs will threaten tlie viability 
of centralized dispatch and Energy Markets. We note that the Midwest IS0 position is 
predicated on a carve-out of approxirnately 15,000 MW,” whereas our analysis, 
discussed later in this order, identifies approximately 10,385 MW of carved-out GFAs 

With respect to Cinergy’s citation to PJM’s coininents (See Tabor testimony at 
9) that express concern over potential difficulties with operating an LMP market with a 
very high proportion of loads under grandfathered contracts, we note that circumstance 
will iiot exist in the Midwest IS0  Energy Markets where only a sinall percentage of loads 
will remain under carved-out GFAs. 

See Midwest IS0 August 17, 2004 Iriforrnational Filing at 4. 59 
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which represents approximately 9.6 percent of the Midwest ISO’s total peak load.60 
Given the scale and scope of the Midwest I S 0  Energy Markets, ample generation 
sources, scheduling estimation provided by the TOs, and a wide range of transmission 
options, we are not persuaded that a carve-out at this level would be notably detrimental 
to the efficient functioning of its Energy Markets during the GFA transition period6’ 
Because implementing the TEMT even with a GFA carve-out will still expand the use of 
economic dispatch, aggregate costs under the new Day 2 markets should still be less than 
under the status quo Day 1 market and the overall efficiency of the market would 
iinprove. 

10 1. 
gaining incentives for GFA customers, especially those that also take service under the 
TEMT and therefore participate in the spot markets operated by the Midwest ISO. We 
agree with testimony submitted by Dr. Hogan that a GFA carve-out could create 
opportunities for inarltet manipulation when GFA customers also participate in spot 
marltets. 62 For exaiiiple, day-ahead over-scheduling of GFAs to create “phantom” 
congestion may enhance tlie value of FTRs held under other network service contracts 
and therefore would also raise important concerns. Thus, we will require the IMM to 
inonitor GFA custoiners for gaining behavior and provide an inforinational report to the 
Commission prior to the second FTR allocation. We fui-ther note that the TEMT I1 Order 
required tlie Midwest I S 0  to add Market Behavior Rule 2 to the TEMT.63 This rule, 
which applies to transactions that manipulate market prices, would apply to scheduling 
behavior of GFAs. 

Finally, we share the concerns expressed by parties that a carve-out could provide 

6o Midwest ISO’s peak load is 107,552 MW as reported on 
http://www.inidwestiso.org/. 

As discussed earlier in the order, to the extent the Midwest I S 0  identifies 
probleins that preclude successful start-up and operation of its energy market, those 
probleins inust be documented in a filing within 30 days. 

62 See Hogan testimony at 29. 

63 See TEMT I1 Order at P 356. In tlie TEMT I1 Order, we stated that, ‘‘[i]n 
exercising its discretion to determine the appropriate remedy fur violations of Market 
Behavior Rule 2 . . . the Corninission will apply the policies and principles set forth in 
Investigation of Terins and Conditions of Public Utility Market-Rased Rate 
Authorizations, 1 OS FERC 6 1,2 18, clarified, 105 FERC 7 61,277 (2003), order on re/? ’g, 
107 FERC 7 61,175 (2004), arid subsequent relevant precedent.” Id. at P 356 n. 222. 
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102. We do not believe that any purpose would be served by the Midwest I S 0  
submitting additional workpapers or holding flirther hearings, as some parties request. 
The analysis of the impacts of GFAs submitted by the Midwest IS0  and its IMM and the 
accompanying explanations of their methods and assumptions are sufficient for our 
purposes here. 

C. Analvsis of the Midwest I S 0  Grandfathered APreements 

1. Background of Three-Step Fact-FindinP Investigation 

103. As stated above, in the Procedural Order, the Coiiimission initiated a three-step 
investigation of the GFAs under section 206 of the FPA. The first step of the analysis 
required jurisdictional public utilities providing or taking service under GFAs (and 
invited any non-jurisdictional parties on a voluntary basis) to submit, on or before June 
25,2004, the following GFA information to the Commission: (1) the name of the GFA 
Responsible Entity, as defined in the proposed TEMT; (2) tlie name of the GFA 
Scheduling Entity, as defined in the proposed TEMT; (3) the source point(s) applicable to 
the GFA; (4) tlie sink point(s) applicable to the GFA; ( 5 )  the maximum number of 
megawatts transmitted pursuant to the GFA for each set of source and sink points; and (6) 
whether modification to the GFA is subject to a “.just and reasonable” standard of review 
or a M~hi le-S ierra~~ “public interest” standard of review.65 

104. The Commission also stated that, if the parties to each GFA were able to agree on 
the GFA information, they should file the GFA information jointly and that the 
Commission would evaluate these joint filings as a group to help determine tlie effects of 
the GFAs on the proposed Energy Markets. If parties to a particular GFA or GFAs were 
not able to agree on the GFA information, then the Coinniission required each party to 
file its own interpretation of the GFA and proceed to Step 2 of the Commission’s 
analysis. 

105. Additionally, the Commission strongly encouraged GFA party settlements and 
stated that it would be receptive to GFA parties voluntarily agreeing, in settlement, to 
accept one of the Midwest ISO’s proposed scheduling and settlement options, including 

See United Gas Pipe Line Company v. Mobile Gas Service Corp., 350 U.S. 332 64 

(19.56); FPC v. Sierra Pacific Power Company (Sierra), 350 1J.S. 348 (1956). 

65 By notice issued June 22, 2004, the Coinmission issued instructions to all 
parties for filing their GFA information and a template for filing summary GFA 
information. 
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Option B, for treatment of GFA transactions, or to convert their contracts to TEMT 
service.66 The parties were directed to make a simple statement in their joint filings to 
indicate whether or riot they were willing to voluntarily convert their contract to TEMT 
service or settle their GFA by accepting the Midwest ISO’s proposed treatment of 
G F A s . ~ ~  The Coininission also stated that, if the Coiiiinission approved a settlement, it 
did not intend to later revisit its decision when it addressed the non-settling parties’ 
G F A s . ~ ~  Pai-ties that did not settle their GFAs before July 27, 2004, would be subject to 
the Coininissiori’s analysis of how tlie GFAs should be treated in tlie Day 2 Energy 
Markets.69 

106. 
which pai-ties could not agree to be disputed issues of material fact and set such GFAs for 
hearing before two administrative law judges, The sole purpose of the hearing was to 
identif GFA information for every GFA on which the parties had not agreed by June 25, 
2004.7 The Coininission required tlie presiding judges to issue written findings, and to 
present these written findings at the Coinrnissioii meeting on July 28, 2004, on the same 
six informational GFA criteria required in Step 1 of our ana ly~is .~’  

In Step 2 of the analysis, the Coiiiinissioii considered all GFA information on 

iY 

66 Procedural Order at P 80. The Coininissiori stated that tlie GFA scheduling and 
settlement treatment options, including Option B, as drafted in the Midwest IS0 
proposal, would be available to GFA parties that jointly provided GFA information to the 
Coinrriission in Step 1 (or prior to tlie conclusion of Step 2) of our three-step analysis, 
and that jointly indicated that they would accept this treatment. Id. at P 82. 

67 Id. at P 69 

68 Id. at P 80. 

69 Id. at P 78. 

70 The Corninission held that hearing proceedings would begin on June 28, 2004, 
and terminate on July 23, 2004. 

71 Procedural Order at P 76. In the event that GFA parties reached an agreement 
011 their GFA information prior to tlie coiiclusion of tlie Step 2 proceeding, they were 
directed to seek the presiding judges’ permission to withdraw from the hearing. If the 
presiding judges granted permission, the parties were required to make a joint filing with 
the Coininission as described in Step 1. Parties could voluntarily agree to convert or 
settle their GFAs in this filing no later than July 27,2004, tlie day before the presiding 
judges’ report issued. Id. at P 77. 

Attachment 1 of Item KlUC MISO 1-8 
Page 38 of 114 



20040916-4012 Issued by FERC OSEC 09/16/2004 in Docket#: ER04-691-000 

Docket No. ER04-69 1-000, et al. 39 

107. 
Corninission stated that it would use the GFA information, and the other information and 
coininents submitted in Step 1, to determine in a subsequent order (i.e., the instant order): 
(1) whether the GFAs can function as written within the proposed Energy Markets; (2) 
whether the GFAs can function within the Energy Markets under the Midwest ISO’s 
proposed treatment (which the Coininission retains the right to amend); or (3) whether 
modifications to the GFAs should be required.72 

In Step 3 of the analysis, following the presiding judges’ oral presentation, the 

108. 
ER04-69 1-000 and EL04- 104-000, including joint filings with templates and pre-filed 
testimony with  exhibit^.^" At the June 28, 2004 hearing, the presiding judges informed 
the parties of the status of their filings under each contract, and noted that inany joint 
filings contained insufficient responses under the six categories of GFA infor~nat ion .~~ 
On June 29, 2004, the presiding judges issued an order stating that those parties whose 
filings contained insufficient GFA information should contact the Secretary’s Office to 
correct the de f i c i enc ie~ .~~  They also stated that those joint filings asserting that the 
contracts at issue did not belong in this proceeding should remain subject to Step 2 of the 
proceeding, pending issuance of a further order addressing those GFAs. On July 1,2004, 
the presiding judges issued an order directing certain parties who had agreed with the 
Midwest I S 0  that their contracts slzould not be considered GFAs subject to the hearing to 
file a motion to withdraw on that basis.76 

On June 25, 2004, tlie Coinmission received nuiiierous filings in Docket Nos. 

72 Id. at 78. 

73 Between June 23, 2004 - June 25,2004, by the end of Step I ,  245 template 
filings and 255 other filings were submitted to the Coinmission, totaling 500 filings. 
Between June 25,2004 - July 23, 2004, by tlie end of Step 2, there were 125 template 
filings and 242 other filings submitted to tlie Coinmission, totaling 367 filings. 

The hearing was conducted on June 28,29, 30 arid July 1, 8, 13, 16, and 20, 74 

2004. 

75 Order Addressing Joint Filings in Docket Nos. ER04-69 1-000 and EL,04-104- 
000, (June 29,2004). 

Order Confirming Rulings in Docket Nos. ER04-691-000 and EL04-104-000 16 

(July 1,2004). 
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109. 
joint filings involving GFAs to be included in tlie on-going Step 2 hearing.77 
Specifically, the Coininission found that soine parties failed to supply the requested data, 
failed to clearly specify the relationship between the services reported for each GFA so as 
to avoid double counting of seivices, or left undetermined whether modification to the 
GFA is subject to a “just and reasonable” standard of review or a Mobile-Sier~a “public 
interest” standard of review. The Commission also directed that certain joint filings 
requesting that the associated GFAs be excluded froin the proceeding remain in the 
hearing in order to: (1) establish the data required by the Procedural Order, to the extent 
that they are deficient; or (2) give the parties an opportunity to establish that the service 
provided under the GFA is such that it will not impact operation of Midwest ISO’s 
Energy  market^.^' 

On July 2, 2004, the Coininission issued an order directing certain incomplete 

110. 
were deemed deficient to file amended joint filings curing the deficiencies no later than 
July 9,2004, or to appear on July 13,2004 prepared to present their direct cases on those 
GFAs.~’ Those parties who jointly filed requests to be excluded froin the proceedings 
were ordered to file motions to withdraw by July 9,2004. The parties were directed to 
provide in their inotions reasons for the request and establish that tlie service provided 
under the GFAs will not impact the operation of the Midwest IS0  Energy Markets. 

On July 6, 2004, tlie presiding judges ordered those parties whose joint filings 

1 1 I .  
evaluate joint filings to ascertain whether the GFAs should be withdrawn or included in 
the Step 2 proceedings, or whether further information was required to make such a 
preliminary determination.” The presiding judges also issued orders granting inotions to 
withdraw certain GFAs, and various other GFAs were added to the proceeding during the 

During the course of tlie Step 2 proceedings, the presiding judges continued to 

77 Midwest Independent Transmission System Operator, Inc., 108 FERC 7 6 1,006 
at P 10 (2004) (July 2 Order). Attachment A to the order contained a list of GFAs for 
which joint filings had been found to contain one or inore deficiencies. 

78 Id. at P 16. 

79 Order Establishing Further Procedures and Ruling on Joint Stipulation 
Regarding GFA No. 11 1 in Docket Nos. ER04-691-000 and EL01-104-000 (July 6, 
2004). 

8o At the hearing on July 8, 2004 and in a subsequent electronic cornmunication, 
the parties were given contact information for non-decisional Commission staff members 
who provided individual counseling to the parties. 
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process. In addition, in conformance with the guideliiies listed in the Commission’s 
July 2 Order, the presiding judges and non-decisional staffg’ continued to work with the 
parties that filed joint templates in Step 1 (i.e., parties that were not explicitly directed to 
participate in the Step 2 hearing) to further iinprove their jointly-filed information.82 

1 12. On July 2 1,2004, the presiding judges issued an order terminating Step 2 
proceedings with respect to certain GFAs with cured template defi~iencies.’~ Orders 
terminating Step 2 proceedings were also issued on July 22, 200484 and July 23, 2004,85 
regarding other GFAs. 

2. Presiding Judpes’ Findings of Fact 

1 13. 
proceeding to the Coininission at its open meeting and issued written Findings of Fact.86 
The presiding judges found that a total of 450 GFAs were identified in Steps 1 and 2, and 
that 235 of those should be excluded froiii this proceeding, as they did riot provide 
transmission service or were otherwise outside the scope of the Commission’s inquiry. 
Of the 2 15 contracts that remained, the presiding judges found that the parties to 152, or 
7 1 percent, filed joint answers to all six of the Coinmission’s questions, indicating that 
they agreed on the GFA infoiination the Coininission had sought in tlie Procedural Order. 

On July 28,2004, the presiding judges presented their Findings of Fact in this 

By notices issued May 6, 2004 and June 8, 2004, the Coininission designated a 81 

total of six members of its decisional staff as non-decisional employees and non- 
decisional authorities for purposes of these dockets. 

82 Findings of Fact at P 32. 

83 Order Requiring Further Submission of Evidence, Docket Nos. ER04-69 1-000 
and EL04- 104-000 (July 2 1, 2004). 

84 Order Terminating Step 2 Proceedings With Respect to Certain GFAs with 
Cured Template Deficiencies, Docket Nos. ER04-691-000 and EL04-04-000 (July 22, 
2004). 

85 Order Terminating Step 2 Proceedings With Respect to Certain GFAs with 
Cured Template Deficiencies, Docket Nos. ER04-691-000 and EL04- 104-000 (July 23, 
2004). 

86 Midwest Independent Transmission System Operator, Inc., 108 FERC 7 63,O 13 
(2004) (Findings of Fact). 
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The parties to 91 of these 152 contracts reached agreement on the GFA information in 
Step 1 of the proceeding; the parties to 61 of these contracts reached agreement in Step 2 
of the proceeding. The presiding judges determined the GFA inforination of 52 inore 
contracts (24 percent of the total included in the invest igat i~i i ) .~~ They also found that 
the Coininission received no filings for 11 contracts (5 percent of the total), as the paities 
are not public utilities under section 201 of tlie FPAS8 and chose not to voluntarily subinit 
information. During Steps 1 and 2, a total of 52 parties settled their contracts by inutually 
agreeing to accept one of the TEMT options for GFA treatment. Those parties chose 
Option A, Option B, a combination of Options A and B for their initial treatment upon 
the coininenceinent of Midwest ISO’s Energy Markets or chose to convert the 
transmission service under their contract to service under the transinission and energy 
inarltets provisions of tlie TEMT. 

1 14. In their Findings of Fact, the presiding judges stated that, iii accordance with the 
July 2 Order, they had evaluated for sufficiency: (1) the numerous revised joint filings 
that parties iiiade to cure deficiencies in their initial filings; and (2) the joint templates of 
parties who came to agreement during the hearing on all GFA infor~nat ion .~~ The 
presiding judges also stated that they had evaluated for sufficiency the data in filings 
associated with contracts that were added during the proceeding.” In addition, the judges 
stated that they had interpreted the July 2 Order expansively in order to provide the best 
record possible to tlie Commi~sion.~’ 

1 15. 
respect to the Step 2 GFAs, including findings regarding the appropriate GFA 

As discussed more fully below, the presiding judges made determinations with 

87 The 52 disputed contracts that proceeded to Step 2 for hearing included: GFA 
Nos. 205, 206, 207, 215, 220, 221,267, 268, 269, 273/3 11,274020, 284, 293, 297, 300, 
302, 304, 306, 308, 309, 313, 314, 316, 317, 321, 352, 354, 360, 361,364, 365, 374, 377, 
389,391,409,410,411,415,431,432,433,434,435,436,437,438,439,440, and450. 

88 16 1J.S.C. Ij 824 (2000). 

89 See Findings of Fact at P 30. 

90 The judges explained that this information is in a database that was created for 
this proceeding and is available for tlie Commission’s use in tlie Office of Markets, 
Tariffs and Rates. Public versions of these records were appended to the Findings of Fact 
as Attachment A. See id. 

91 Id. at P 32. 
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Responsible Entity, GFA Scheduling Entity, and the appropriate standard of review for 
modifications to the GFAs. 

1 16. 
standard of review for contract modification, i.e., whether modification to a GFA is 
subject to the “just and reasonable” standard of review or the Mobile-Sierra public 
interest standard of review, the presiding judges permitted parties that could not agree on 
the applicable standard of review to supplement the record by filing legal memoranda in 
support of the appropriate standard of review.92 

As pertinent here, regarding the presiding judges’ determination of the appropriate 

1 17. 
Coiriinissioii is permitted to exercise its rate-malting authority to abrogate private 
contracts that are subject to a ‘public interest’ standard where the public interest 
‘imperatively deiiiarids’ such action.”93 Correspondingly, they further explained that, 
under the public interest standard, the Coinrnission may enforce the tenns and conditions 
of a contract even if they are unjust and unreasonable. The presiding judges asserted that 
this standard differs from the just and reasonable standard, which siinply reflects that all 
rates, terms and conditioiis be just and reasonable. As a result, the public interest 
standard is more difficult to meet than the just and reasonable standard.94 

The presiding judges explained that, under the Mobile-Sierra doctrine, “the 

1 18. 
any explicit language providing the parties with unilateral filing rights, the applicable 
standard of review for modifications initiated by the parties would be the Mobile-Sierra 
public interest standard of review. However, if that contract also did not contain 
language that limited the Cominission’s ability to modify the contract, the presiding 
judges found that any changes initiated by the Commission would be subject to the just 
and reasonable standard of review.95 

The presiding judges ultimately held that in cases where the GFA does not contain 

119. 
exceptions to the presiding judge’s July 28, 2004 Findings of Fact. The parties raised 
nuinerous issues, including, among other things, exceptions with respect to the presiding 

On August 17, 2004 the parties listed in Appendix A to this order filed briefs on 

92 Id. at P 41. 

93 Id. at P 43 (citing Metropolitan Edison Co. v. FERC, 595 F.2d 85 1, 856 n.29 
(D.C. Cir. 1979)). 

94 Findings of Fact at P 44. 

95 Id. at P 47. 
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judges’ findings on the GFA Responsible Entity, GFA Scheduling Entity and 
appropriate legal standard, as discussed inore fully below. 

3. Parties’ Comments on GFA Modification 

(a) Mav Comments Regarding: GFA Modification 

120. In their May Coininents on tlie Midwest ISO’s proposed TEMT, the Midwest IS0 
TOs state that the Midwest IS0 effectively seeks to revise existing contracts without the 
appropriate legal requirements being satisfied, or it is seeking to impose charges on 
public utilities to those GFAs without those utilities having a reasonable opportunity to 
recover the costs. They believe that the Midwest IS0  has failed to make the necessary 
showing under the Mobile-Sierra doctrine that revision of the existing contracts meets the 
public interest standard. Further, the Midwest IS0  TOs state that there is no operational 
reason that the Midwest I S 0  cannot operate by excluding the GFAs, much as PJM 
operates its market. The Midwest IS0  TOs state that they are willing to provide the 
Midwest I S 0  with the operational information that it needs in order to impleinent the 
market with a carve-out for the GFAs that would hold the GFAs harmless from any 
market-related costs and charges. 

12 1. 
options for treatment of GFAs under the TEMT will lead to trapped costs and unlawful 
modification of contracts. Under the Midwest ISO’s proposed options, GFAs may be 
exposed to congestion and marginal loss costs associated with schedule changes, uplift to 
cover congestion and losses revenue sliortfalls, and Schedule 16 and 17 costs. The 
Midwest I S 0  TOs state that there is currently no method for recovery of such costs in the 
GFAs, so the costs will become trapped. Therefore, they recoininend that the 
Commission reject the Midwest ISO’s proposal for treatment of GFAs. 

The Midwest I S 0  TOs are primarily concerned that the Midwest ISO’s proposed 

122. 
additional costs without yielding additional benefits. Montana-Dakota asserts that it is 
unjust to permit the imposition of additional costs that cannot be passed through to the 
customers that cause the costs to be incurred. Therefore, it urges the Commission to 
require the Midwest I S 0  to leave all GFAs in their original state by treating them like 
non-Midwest IS0 load. Accordingly, Montana-Dakota argues that section 3 8.8 of tlie 
TEMT should be removed from the tariff, leaving GFAs intact. 

Montana-Dakota argues that the Midwest IS0’s GFA proposal will impose 

123. 
three options for GFA treatment proposed in the TEMT. It argues that the options 
abrogate existing contracts by not preserving their original terms in regards to congestion 
and losses. Crescent Moon Utilities argue that the Midwest IS0’s proposal is 

In its May Comments, Dairyland argues against Commission acceptance of the 
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unacceptable because it represents an unlawful attempt to extend the TEMT’s 
jurisdiction to Crescent Moon’s non-jurisdictional contracts. 

124. 
identify the quantity and quality of grandfathered transmission services, that are not 
obvious in the contract, will allow GFA parties to capture inore valuable FTRs or recover 
inore congestion revenues than are appropriate. As a result, WPS Resources asks that 
contracts with ambiguous critical terins not be granted GFA status. 

WPS Resources argues that the Midwest ISO’s proposal to allow GFA parties to 

(b) June and Reply Comments Regarding GFA Modification 

125. 
Midwest IS0  is seeking to take actions contrary to the Midwest I S 0  Agreement. These 
actions include seeking to impose additional costs associated with GFAs through their 
options proposal and not preserving the GFAs for at least the transition period ending in 
2008. They state that by accepting changes to the GFAs, in particular assigning them 
additional costs associated with congestion and losses, the Coinmission is sending a 
signal to the industry that it cannot rely on the initial orders in RTO/ISO formation. They 
extrapolate that transmission owners that are reluctant to join an RTO will become more 
so if the Cominission changes the provisions in the Midwest I S 0  Agreement on which 
the Midwest IS0 TOs based earlier decisions. 

In their June Comments, the Midwest I S 0  TOs also reiterate their concern that the 

126. 
best” solution to full conversion to TEMT service. They reiterate that if the Transmission 
Owner is obligated to pay the costs of the TEMT, but the GFA does not provide for a 
pass-through of those costs, the Transmission Owner cannot recover its costs and those 
costs will become essentially “trapped.” The Midwest IS0 TOs assert that this violates 
longstanding precedent to afford utilities the opportunity to recover prudently incurred 
costs.96 Instead, they request that the Coinmission adopt their proposal to provide day- 
ahead scheduling information for energy flows pursuant to GFAs in exchange for carving 
GFA transactions out of the market, including exempting GFA transactions from 
Schedule 16 and 17 charges. 

The Midwest IS0  TOs dispute Dr. Hogan’s testimony at 14, describing his “next 

127. 
settleinents of energy to include both the real-time load and real-time generation used to 
serve that load via GFAs. The party responsible for scheduling energy under the GFA 
would need to indicate anticipated GFA use in the day-ahead schedule, but would be 

According to OMS, it is possible to carve-out GFA transactions by allowing 

96 Midwest IS0  TOs’ June Comments at 13 (citing FPC v. Hope Natural Gas Co., 
320 U.S. 591, 603 (1944)). 
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allowed to make adjustments to the schedule prior to the real-time market. OMS 
wains, however, that limitations to the ainouiit of adjustments allowed inust be made to 
preserve systein reliability. 

128. 
TEMT would be discriminatory because it would allow some participants to adjust their 
scliedules between the day-ahead and real-time markets while others could not. 
However, OMS asserts that whether the discriinination is undue depends on the impact 
such a carve-out will have. Moreover, OMS argues that the energy imbalance market is 
not a inajor issue when dealing with GFAs as long as buyers are not forced to schedule 
their loads and pay imbalance charges. OMS believes that allowing substitute loss 
calculations for each GFA contract will have an economic impact on the pool of dollars 
available to refund to third-party market participants. OMS argues that it would be 
unduly discriminatory to allow the loss provisions of the GFA contracts to substitute for 
tlie Midwest I S 0  calculations. 

4. 

OMS contends that exempting GFAs from the scheduling requirements of the 

Discussion Regarding GFAs That Did Not Settle 

129. 
things, to ascertain the effects of the Energy Markets on tlie GFAs, and the effect of the 
GFAs on the Energy Markets. As part of tlie investigation, the Coininission offered the 
parties to the GFAs an opportunity to settle on the GFA treatment that the Midwest I S 0  
proposed in the TEMT. A inajor benefit of the settlement option was to make the mutual 
impacts of the GFAs and the Energy Markets immediately apparent to the Coinmission 
and the parties. A total of 52 parties settled GFAs representing 9,728.5 MW by either 
electing one of the proposed treatment options or by agreeing to convert their contracts to 
TEMT service. 

The Commission’s three-step analysis of the GFAs was intended, among other 

130. Our analysis of the information submitted by the parties to the remaining GFAs 
indicates, in SLIM, that: (a) SO GFAs, representing 4,992.7 MW, have not settled and are 
subject to a just and reasonable standard of review; (b) 77 GFAs, representing 6,914.4 
MW, have not settled and the parties have explicitly provided that the Mobile- 5” ierra 
public interest standard of review applies; (c) 20 GFAs, representing 1,272.9 MW have 
not settled, are disputed as to the standard of review, and the GFA is silent as to the 
standard of review; and (d) tlie entity providing transmission service under 30 GFAs, 
representing 2,198 MW, is not a public utility under the FPA. Consequently, the proper 
treatment of GFAs representing only 15,378 MW, or only 14.3 percent of the Midwest 
ISO’s peak capacity, remains in dispute. The Midwest ISO’s March 31 Filing, in 
contrast, originally sought modification of contracts representing more than 2 % times that 
niucli capacity. We are pleased that the parties and the presiding judges were able to 
resolve such a significant airlourit of the contracts. Reducing the magnitude of what is 
calved-out will minimize tlie operational problems such contracts create. 
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13 1. In accordance with Opinion Nos. 453 and 453-A, the Midwest IS0 Tariff 
requires Traiisinission Owners and ITC Participants to take network or point-to-point 
service pursuant to a service agreement under tlie Midwest IS0 Tariff in order to meet 
their transmission service obligations under the G F A s . ~ ~  This is consistent with tlie 
Commission's requirement that an RTO have operational authority for all transmission 
facilities under its control.98 Transmission Owners and ITC Participants that take service 
under the Midwest IS0 Tariff for GFA transactions are riot required to pay charges under 
Schedules 1 through 9 to the Midwest I S 0  Tariff, and they are not responsible for losses 
under Attacliment M of tlie Midwest IS0 Tariff, but they must pay Schedule 10 charges 
for service they take for delivery to load located within the Midwest IS0 footprint.99 
When it required the Midwest IS0 to assess Schedule 10 charges for all GFA load 
located inside tlie Midwest ISO, tlie Commission reasoned that all users of the grid 
operated by tlie Midwest I S 0  "benefit from the Midwest ISO's operational and planning 
responsibilities for tlie Midwest IS0 transmission system, as well as increased grid 
reliability , . . . 
served under GFAs,"' although the rates, terms and conditions of GFAs themselves are 
honored throughout tlie six-year transition period. 

,9100 The court upheld the application of Schedule I O  charges for load 

132. As discussed above, there are inany benefits associated with tlie Day 2 markets 
that the Midwest IS0  has proposed. The Midwest IS0 asserted, and the Commissiori 
concurs, that bulk power markets with centralized dispatch facilitate more efficient 
operation of tlie transmission system and increase transmission system reliability.'02 All 
users of the traiisinission system, including parties to GFAs, will share in these benefits. 

97 Midwest Independent Transmission System Operator, Inc., et a/., Opinion No. 
453, 97 FERC 7 61,033 at 61,170-71 (2001), order on reh'g, Opinion No. 453-A, 
98 FERC fl 6 1,14 1 (2002), order 017 mrrnnd, 102 FERC 1 6 1,192 (2003), reh g denied, 
104 FERC 1 6 1 ,O 12 (2003), aff'd sub ??om. Midwest IS0 Transmission Owners, et al. v. 
FERC, No. 02-1 121, et a/. (D.C. Cir. July 16, 2004). See also Midwest IS0 Tariff at 
section 37.1. 

98 See 18 C.F.R. 6 35.34Cj)(3) (2004); Opinion No. 453 at 61,169-70; Opinion No. 
453-A at 61,411; Order No. 2000 at 31,086-107. 

99 See Midwest IS0 Tariff at section 37.3. 

See Opinion No. 453 at 6 1,169. 100 

See Midwest IS0 Transmission Owners, et a/. v. FERC, 373 F.3d 1361, 1367- 101 

69 (D.C. Cir. 2004). 

See TEMT I1 Order at P 62. 102 
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133. Tliere are new i-ules for operation and settlement of the Midwest ISO’s new 
Energy Markets, and the new rules differ significantly froin the service currently 
provided under the GFAs and the Midwest I S 0  Tariff. Non-grandfatliered transactions, 
as discussed in the TEMT I1 Order, will be placed under the TEMT and will become 
subject to the new scheduling and settleirient procedures. As discussed above, if all of 
the GFAs remain in effect without modification or accommodation, the Midwest IS0 will 
be required to operate with multiple scheduling procedures and added coinplexity in its 
settlement procedures. This could lessen the gain in both efficiency and reliability 
expected to result froin the Day 2 markets. The Midwest IS0  therefore proposes to 
change its relationship to the GFA parties when the Day 2 markets are implemented. 

134. 
between the TEMT and tlie GFAs by requiring parties to GFAs to select one of three 
options for how tlieir GFA should be treated in the Day 2 markets. The three options, 
wliicli the Midwest I S 0  calls Option A, Option B and Option C, essentially modify tlie 
rates, terms, and conditioiis of service that Transmission Owners arid ITC Participants 
take under the Midwest IS0 Tariff to meet their GFA  obligation^."^ Other parties have 
proposed carving the GFAs out of the Energy Markets and letting the contracts continue 
without requiring the Transmission Owners and ITC Participants, or their counterparties 
under the GFAs, to accept the responsibilities associated with the TEMT, for the interim 
period until 2008. 

Specifically, tlie Midwest IS0 proposes to account for the operational differences 

135. As described in the Procedural Order, we have used the results of Steps 1 and 2 of 
the investigation in this docket to determine the proper treatment of the GFAs during the 
transition period. We have examined: (1) the information that GFA parties submitted for 
each contract; (2) the analysis and written comments submitted regarding the impact of 
GFAs on the Energy Markets, and the Energy Markets on the GFAs; (3) the presiding 
judges’ conclusions as reported in tlieir Findings of Fact; and (4) the Briefs on Exceptions 
thereto. As explained further below, we distinguish four categories of GFAs that did not 
agree to settle on the treatment proposed by tlie Midwest ISO. These categories are: (1) 
GFAs subject to the just and reasonable standard of review; (2) GFAs where the parties 
have explicitly provided that the Mobile-Sierra public interest standard of review applies; 
(3) GFAs that are silent on the standard of review; and (4) GFAs under wliicli the entity 

lo3 For exainple, tlie Midwest ISO’s proposed Option B, which it expected the 
majority of GFA parties to elect, would require tlie Sclieduling Entity for a GFA to 
submit a day-ahead schedule or incur charges for congestion and losses. This is not 
currently required under the OATT. See infia Section D of this order (describing Options 
A, B and C). 
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providing service is not a public utility. We will require the Midwest IS0  to integrate 
the first group of GFAs into the Energy Markets and to carve out tlie latter three groups, 
i e . ,  not require that the t e r m  and conditions of tlie TEMT apply to transactions under 
this latter group of GFAs. 

(a) GFAs Subject to the Just and Reasonable Standard of 
Review 

136. 
Midwest IS0’s proposed treatment of GFAs in the Energy Markets is tantamount to 
revising the GFAs and will lead to trapped costs. The Midwest ISO, as described above, 
argues that, with an estimated 40,000 MW of capacity covered by GFAs, it will be unable 
to reliably operate the Energy Markets if the GFAs do not participate. 

The Midwest IS0 TOs and other coininenters are concerned that accepting the 

137. In order to balance the Midwest I S 0  TOs’ concerns that the Midwest ISO’s 
proposed treatment of GFAs will lead to trapped costs with the Midwest ISO’s concern 
that leaving GFAs intact will negatively impact reliability, the Coininission finds that it is 
unjust and unreasonable to allow GFAs that are subject to a just and reasonable standard 
of review to remain outside the Midwest I S 0  Energy Markets. It is just and reasonable to 
accept the Midwest ISO’s proposed treatment of GFAs for those GFAs that did not settle 
and that are subject to a just and reasonable standard of review.lo4 Including transactions 
under these contracts (50 GFAs, representing 4,992.7 MW) in tlie Energy Markets will 
better enable the Midwest I S 0  to operate those markets reliably and will not contravene 
the contractual rights of the parties to the GFAs. 

138. The proposed TEMT does not rewrite the GFAs, althougli it does impose changes 
to the manner in which transinission service is provided for transactions under tlie GFAs. 
Thus, for example, Option A requires the GFA Responsible Entity to noininate and hold 
FTRs in order to transact under GFAs, and Option C requires the GFA Responsible 
Entity to pay the costs of congestion for all GFA transactions. As such, it is possible that 
replacing the current OATT with the TEMT, including its proposed treatment of GFAs, 
may affect the bargain between parties to individual GFAs. To the extent that costs are 
shifted between parties to GFAs in this category, the terms and conditions of GFAs 
subject to a just and reasonable standard of review allow the parties to propose 

IO4 We determined that 50 of the non-settling GFAs are subject to a just and 
reasonable standard of review. Of those, parties to 3 1 of these GFAs explicitly agreed 
that their contracts are subject to a just and reasonable standard of review. For the 
remaining 19 GFAs, tlie presiding judges made a finding that the contracts are subject to 
a just arid reasonable standard of review, and we affirm those findings. 
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appropriate modifications to reflect such new costs.'05 We find that this flexibility will 
adequately protect the parties to this category of GFAs froin trapped costs. 

139. 
providing service under these GFAs, either unilaterally or through agreement with their 
counterparties, to choose between the scheduling and settlement provisions of Option A 
or Option C (which we find are just and reasonable, as described below), and to notify the 
Midwest IS0  of their selection, in accordance with the TEMT, before the co~n~iienceinent 
of FTR nominations.lo6 

Accordingly, we will require the Transmission Owners and ITC Participants 

140, We disagree with the Midwest I S 0  TOs that our action here is precluded by the 
Midwest IS0 Agreement. The Midwest IS0  Agreement, by its express terins, does not 
abrogate GFAs or allow the Midwest IS0  to modify the terins. However, it does not 
prevent the Corninission or GFA parties from seeking modification to the GFAs pursuant 
to the GFAs' own terms. Our action in this docket makes the latter type of modification, 
and therefore is not barred by the Midwest IS0  Agreeinent.'07 

(b) GFAs Where the Parties Have Explicitly Provided that 
the Mobile-Sierra Public Interest Standard of Review 
Applies 

141. 
explicitly provided that the just and reasonable standard of review applies, have been 
integrated into the markets, relatively few GFAs remain: 127 GFAs, representing 
10,385.2 MW. Of these, 77 GFAs, comprising 6.914.4 MW, the parties have explicitly 

After the settled GFAs, plus the non-settled GFAs where the parties have 

lo' As described above, the Coinmission expects that the increases in efficiency 
and competitiveness that accompany the implementation of the Energy Markets will 
offset these increased costs. 

'''See Module C, Section 38.8.3, Original Sheet No. 445. 

lo7 See Louisville Gas & Electric Company and Kentucky Utilities Company, 
10 1 FERC 7 6  1,182 (2002), reh 'g denied 103 FERC T[ 6 1,104 (2003) (finding that 
Opinion 453-A was not intended to deny transmission owners the opportunity to recover 
from GFA customers the charges that Midwest I S 0  levies on transmission owners for 
service provided under GFAs, or require negotiation prior to the transmission owners' 
petitioning the Coinmission for change to the rates, t e r m  or conditions of GFAs, where 
the GFAs theinselves do riot require such negotiation). 
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provided that they are subject to a Mobile-Sieri-a public interest standard of review."' 

142. 
to review under the Mobile-Sierra public interest standard, to ensure that it can reliably 
operate its Energy Markets. However, as described in the previous section, the record 
before us suggests that the Energy Markets, which are scheduled to start up on March 1, 
2005, can be operated reliably, with net benefits to tlie public, notwithstanding a carve- 
out of these 77 GFAs until the transition period ends in 2008. We therefore cannot find 
today that the public interest requires that these GFAs be modified in order for the 
Energy Markets to operate reliably. 

The Midwest IS0 has requested that we modify all GFAs, including those subject 

143. T~IUS, we will direct tlie Midwest IS0 to carve these GFAs out of the Energy 
Markets for the remainder of the six-year transition period. A carve-out for this category 
of contracts, we reiterate, is possible only because of the small nwnber of megawatts 
involved; larger carve-outs, in contrast, would require us to reevaluate this treatment 
(which, in any event, will terminate in 2008).~O~ 

144. Although these GFAs will not be subject to the TEMT's scheduling requirements, 
the Midwest IS0 TOs stated in their coininents that they are willing to provide non- 
binding day-ahead schedule information for GFAs to the Midwest ISO."o We accept the 
Midwest IS0  TOs' offer. We direct them, to the extent that they take service under the 
Midwest IS0 Tariff to meet their obligations under the GFAs in this category, to submit 
day-ahead and modified real-time schedules to the Midwest IS0 in accordance with the 
tiinelines set fort11 in the TEMT."' This additional information will allow the Midwest 
IS0 to better accoininodate the GFAs that we are temporarily exempting from the 
responsibilities of the TEMT through tlie end of the transition period, and further 
ininiinize the impact of the carve-out on the Day 2 markets. We expect these schedules 

Twenty additional GFAs are silent as to the standard of review, and remain 108 

disputed; the transinission providers for 30 remaining GFAs are not jurisdictional public 
utilities. 

T[ 61,178 at P 72 (2003). 
Formation Order at 62,167-70; Aineren Services Co., et o/., 103 FERC 

See Midwest IS0  TOs' June Coiiiineiits at 16, 20 and Attacliment A at 4. 110 

Hoosier and Southein Illinois, which are not public utilities under section 20 I of the FPA, 
have joined the Midwest I S 0  TOs' comments. 

' I 1  See Midwest I S 0  TEMT 9939.1.1 and 40.1.1. 
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to be as accurate as possible and will direct the Midwest IS0 to file, on an 
informational basis, quarterly repoi-ts on tlie accuracy of the day-ahead scliedules 
submitted for these GFAs within 30 days after tlie end of each calendar quarter. 

145. We direct the Midwest IS0 to file, within 60 days of tlie date of this order, a 
detailed explanation of how it will administer the carve-out. The Midwest IS0 should 
include the following parameters in designing the carve-out: (1) the inaxiinuin MW 
capacity designated in this proceeding for each carved-out GFA should be removed from 
the model used for FTR allocation; (2) schedules submitted by tlie GFA parties in 
accordance with the TEMT day-ahead tiineliries should not be subject to congestion 
charges; (3) the Midwest IS0 should incorporate the GFA parties' schedules into the 
Reliability Assessment Coininitinent procedures; and (4) the Midwest IS0  should allow 
parties to carved-out GFAs to settle real-time imbalances tlirougli the provisioiis of tlieir 
GFAs instead of requiring that such imbalances be procured through the Midwest I S 0  
Real-Time Energy Market during the transition period. 

146. 
GFA traiisactioris in tlie new Energy Markets. It concedes that whether tlie 
discrimination is undue depends upon tlie iinpact that tlie carve-out will have, but 
liiglilights as unduly discriiiiiiiatory tlie substitution of loss provisions in GFA contracts 
for those in the TEMT. Requiring parties to GFAs that are subject to ajust and 
reasonable standard of review to abide by tlie scheduling and settlement niles that tlie 
Midwest IS0  proposed for GFAs will help level tlie playing field and inore appropriately 
distribute the costs of tlie Day 2 markets. The capacity under remaining GFAs - 10,385.2 
MW, or 9.6 percent of tlie Midwest ISO's peak capacity - is sufficiently sinal1 that it will 
not harm the Midwest ISO's ability to provide seivice reliably. With respect to losses, 
OMS'S concei-ns are premature. The TEMT I1 Order required the Midwest IS0 to credit 
marginal losses back to a historical loss charge or average losses for all existing 
transmission customers for a five-year transition period and for all new trarisinissiori 
custoiners for a one-year transmission period. ' I 2  In addition, tlie Coininission required 
tlie Midwest IS0 to pursue with stakeholders methods for ensuring that they are not 
significantly exposed to inargiiial loss charges without an opportunity to hedge against 
such charges; one such iiietliod inay be to modify the loss pool inechani~in."~ The 
Coininission directed tlie Midwest IS0  to file revised proposals with the Coininission to 
iinpleiiient this transitional loss calculation measure arid propose a long-term solution to 
address concerns about tlie lack of hedging mechanisins for marginal losses. If OMS'S 

OMS raises concerns about tlie unequal treatment of GFA transactions and noii- 

' I 2  See TEMT 11 Order at P 73-78. 

' I 3  See id. at P 239. 
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concerns about undue discrimination persist, it may raise those at the time those 
proposals are filed. 

(e) GFAs With No Specified Standard of Review 

147. 
additional GFAs, representing approximately 1,240 MW, for which the parties did not 
agree on what standard of review applies and that the presiding judges’ found are silent 
on the standard of review. The presiding judges determined that the public interest 
standard applies to these GFAs. 

Our review of the presiding judges Findings of Fact indicate that there are 16 

148. 
disputed GFAs do not permit unilateral rate modifications and are subject to the Mohile- 
Sierra public interest standard of review.114 It alleges that those contracts are in fact 
silent as to the applicable standard of review. 

149. 
transition period ends in 2008116 because the record before us suggests that the Energy 
Markets, which are scheduled to start up on March 1, 2005, can be operated reliably, with 
net benefits to the public, notwithstanding tlie carve-out of these 20 GFAs. We also 
require that the Transmission Owners and ITC Participants taking transmission service 
under the Midwest I S 0  Tariff to meet their obligations under these contracts submit day- 
ahead and modified real-time schedules to the Midwest IS0 so that the Midwest IS0 can 
handle transactions under these GFAs in the most efficient way possible. The Midwest 
IS0 is directed to include day-ahead schedules for these contracts in its quarterly reports 
on schedules for carved-out GFAs. 

Xcel argues on exceptions that the presiding judges erred in finding that four of its 

115 

We will require the Midwest IS0  to carve out these 20 “silent” contracts until the 

See Findings of Fact at P 119. 

Xcel Brief on Exceptions at 17- 18. 

The four Contracts (totaling 32.4 MW) Xcel disputes will be included in the 
carve-out whether they are silent as to standard of review, as Xcel alleges, or whether 
they are subject to the Mobile-Sierra public interest standard, as the presiding judges 
found. Therefore, as further described iifra in Section I1 (C)(S)(c), we do not need to 
iriake a finding as to the standard of review for these contracts. 

114 
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(d) Non-Jurisdictional GFAs 

150. Finally, we will require the Midwest IS0  to carve out of the Energy Markets the 
30 GFAs, representing 2,198 MW, for which the transmission provider is not a public 
utility as defined in section 201 of the FPA. The Coininission has no authority to make 
any modifications to these contracts. However) the Coininission does have jurisdiction 
over the service that the Transmission Owners must take under the Midwest I S 0  Tariff to 
meet their obligations under their GFAs. In addition, we note that Hoosier and Southern 
Illinois have joined the Midwest I S 0  TOs' coininents, which state that the Midwest IS0  
TOs can subinit correct, day-ahead schedules to the Midwest ISO. We accept this offer, 
and will require that Transinission Owners taking transmission service under the Midwest 
I S 0  Tariff to meet their obligations under GFAs in this category subinit day-ahead and 
modified real-time schedules to the Midwest IS0  so that the Midwest IS0 can handle 
transactions under these GFAs in the most efficient way po~sib1e.I '~ To the extent that 
the Midwest IS0 receives (or does not receive) day-ahead schedules for these contracts, it 
is directed to include them in its quarterly reports on schedules for carved-out GFAs or to 
specify that it did not receive them. 

5. Discussion Regarding the Briefs on Exceptions to the Presiding 
Judges' Findings of Fact 

(a) GFA Responsible Entity 

15 1. 
GFAs set for hearing, the designation of the GFA Responsible Entity was disputed."' 
They asserted that finding the GFA Responsible Entity for each of the contracts, as 
defined in the TEMT,"' required them to consider the Commission's prior precedent 

The presiding judges' in their Findings of Fact stated that, for nearly all of the 

We note that Southern Illinois and Hoosier are the oiily two non-jurisdictional 
Transmission Owners subject to the carve out, since other non-jurisdictional 
Transmission Owners (e.g., City of Columbia, Springfield City Water and Light) either 
do not have GFAs or have settled on one of the options proposed in the Midwest IS0  
TEMT. 

117 

Findings of Fact at P 34. 118 

The TEMT describes the GFA Responsible Entity, Module C, 8 38.8.1, 119 

Original Sheet No. 443, as follows: 

a). The GFA Responsible Entity must be a fully qualified Market 
(continued) 
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regarding RTOs and ISOs and that tliese principles were applicable to the issues set for 
hearing.’20 They explained that, in recent cases involving assignment or “pass-through” 
of RTO and IS0 costs and charges, the Commission’s policy has consistently been that it 
is appropriate to assign RTO and I S 0  costs to all customers using the grid, because all 
customers benefit froin independent operation of the grid. 

152. TJnder these precedents, the presiding judges stated that the transmission customer 
or the load-serving entity would be responsible for the charges that the GFA Responsible 
Entity would be obligated to pay under the TEMT. For the GFAs at issue in this 
proceeding, they found that these principles, standing alone, would require that the GFA 
Responsible Entity be the customer taking service over Midwest IS0  facilities, because 
that customer is utilizing the grid and benefiting from its 
presiding .judges stated that the TEMT definition of GFA Responsible Entity in inany 
cases prevents this finding, because it requires that the GFA Responsible Entity be a fully 
qualified Market Participant.’22 Accordingly, where the customer taking service under 

However, the 

Participant under this Tariff. 

b). 
pursuant to the applicable GFA for: 

The GFA Responsible Entity shall be financially responsible 

(1) All Market Activities charges, as well as all charges under 
Schedules 16 and 17; 

(2) All Transmission Usage Charges caused by the applicable 
Bilateral Transaction Schedules; and 

(3) Any debits or credits associated with FTRs held by the GFA 
Responsible Entity. 

I2O Findings of Fact at P 36 (citing, inter alia, Midwest Independent Transinission 
System Operator, Inc., 98 FERC 7 61,141 (2002); Pacific Gas & Electric Company, et 
al., 101 FERC 7 61,lS 1 (2002); California Independent Transmission System Operator, 
103 FERC 7 6 1,114 (2003) (Opinion No. 463), order 017 reh g ,  106 FERC 7 6 1,032 
(2004) (Opinion No. 463-A)). 

12’ Findings of Fact at P 38. 

122 Under tj 1.184 of the TEMT, Market Participant is defined as: 

(continued) 
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the GFA was not a fully qualified Market Participant under the TEMT, the presiding 
judges found that the counter-party was the GFA Responsible Entity by default. 

(1) Parties’ Exceptions 

153. A number of parties filed exceptions to the presiding judges’ determination as to 
which party to the GFA should be the GFA Responsible Entity. GFA customers under 
tlie GFAs generally argue that the presiding judges misapplied Coinmission precedent. 
They argue that the precedent relied upon involves the pass-through to GFA customers of 
costs incurred by transmission owners taking service from an RTO to serve their GFA 
obligations. In fact, they state, Opinion Nos. 453 and 453-A actually stand for the 
opposite proposition because, in that proceeding, the Coinmission specifically rejected 
requests to allow the Midwest I S 0  to charge its Schedule 10 adder directly to GFA 
customers. 123 

154. With regard to the presiding judges’ reliance on Opinion Nos. 463 and 463-A, in 
which the Commission approved Pacific Gas arid Electric Company’s (PG&E) proposal 
to pass through to GFA customers the costs that PG&E incurs with respect to the CAISO 
grid manageinent services, coininenters note that the Coinmission did not address in 
those orders whether tlie CAISO could charge GFA customers directly for those costs, as 
it liad already been resolved that tlie transmission owners, and not the customers, would 
be assessed the costs in tlie first instance. They note that the Coinmission based its 
approval of PG&E’s proposal on the finding that CAISO’s grid management services, 
which include performing operation studies, system security analysis, emergency 
management, outage coordination, and transmission planning, were new services not 
provided for in existing contracts, that benefit GFA customers. In doing so, the 
Coinmission distinguished CAISO’s grid management services froin the reliability 
service (i.e., redispatch) costs that tlie Coininission previously had not allowed to be 

An entity that (i) has successfully completed the registration process with 
the Transmission Provider and is qualified by the Transinissioii Provider as 
a Market Participant, (ii) is financially responsible to the Transmission 
Provider for all of its Market Activities and obligations, and (iii) has 
demonstrated the capability to participate in its relevant Market Activities. 

Module A, section 1.184, Original Sheet No. 95 

’23 See Basin, et a/. brief at IS- 18, EKPC brief at 9- 10, Rural Electric Cooperatives 
brief at 9- 1 1. 
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passed through to GFA customers as a new service in Opinion Nos. 459 and 459-A.'24 
In Opinion Nos. 459 and 459-A, the Coinmission refused to find that reliability services 
are new services, stating that customers taking service under GFAs presumably already 
receive such service as part of the firm service provided to thein in their c~ntracts. '~ '  

57 

155. GFA customers argue that there is a clear distinction between the grid 
inariagenient services for which the Coinmission allowed pass-through of costs as a new 
service in Opinion Nos. 463 and 463-A and the charges that must be boim by GFA 
Responsible Entities under the TEMT. They argue that Cominission precedent requires 
that the Coinmission determine whether the Midwest IS0  services at issue in this 
proceeding are already being provided under the GFAs and, if they are, that the costs 
should be assigned to the Transmission Owners in the first instance. Customers argue 
that the costs of congestion for which the GFA Responsible Entity would be responsible 
under the TEMT are associated with redispatch service that, according to Opinion Nos. 
459 and 459-A, is presumed to be a part of firm transinission service already provided in 
the GFAs. Therefore, the GFA customers should not be the Responsible Entities because 
the transmission-owning parties to tlie GFAs are already obligated to provide the service 
which the TEMT requires GFA Responsible Entities to take and charging GFA customers 
directly for such service would result in iinperinissible double charges for these 
services. 126 

156. 
GFA and not the Midwest ISO's tariff. Furthermore, they argue that Opinion No. 453-A 
establishes the precedent that parties must negotiate an amendment to the GFA in order 
for a Transmission Owner to collect any additional charges. 

Rural Electric Cooperatives argue that a GFA customer takes service under the 

157. 
reached a formulistic result for each contract based on the TEMT and generic principles 
of Commission precedent and in so doing erred in determining the GFA Responsible 
Entity and GFA Scheduling Entity arid inappropriately modified the contracts. They 
argue that the presiding judges sliould have reviewed each contract and, based on the 

Minnesota Power, Cleveland and AMP-Ohio argue that the presiding judges 

assignment of rights and responsibilities under tlie contract, determined the appropriate 

Pacific Gas & Electric Company, Opinion No. 459, 100 FERC 7 6 1,160 at P 124 

19-20, reh 'g denied, Opinion 459-A, 10 1 FERC 6 1,139 (2002). 

12' Id. at P 19-22. 

126 Id. at P 22-26 
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GFA Responsible Entity and GFA Scheduling Entity. 

158. EKPC argues that the only party to its GFAs that is a member of the Midwest IS0  
is LG&E and that shifting costs to EKPC for a decision made by LG&E is not consistent 
with the Commission's policy to preserve the coi-ninercial bargain between the parties to 
G F A s . ' ~ ~  Only by designating L,G&E as the GFA Responsible Entity can the GFAs be 
honored consistent with Coiriinission policy. Northwestern, MMTG and others state that 
the presiding judges err iri finding that transmission customers and load-serving entities 
will benefit from tlie Midwest ISO's Energy Markets. 

159. 
that the GFA Responsible Entity should be the counter-party when the load serving entity 
is not a Market Participant under the TEMT. Rather than allowing the tariff definition to 
determine which entity should be the GFA Responsible Entity, the Coinmission should 
rely on its precedent to determine that the load seiving entity should be responsible for 
the Allowing entities to shift costs to other Market Participants by delaying or 
failing to qualify for Market Participant status provides opportunities for gaining and is 
fundamentally unfair. Rather, they submit, the Coinmission should require Midwest IS0 
to amend the TEMT to require that a load serving entity must qualify as a Market 
Participant in order to receive grandfatliered service to its load.'29 LG&E argues that as 
the entity making decisions that cause congestion, tlie load-serving entity should face the 
LMP price signal to encourage it to make efficient use of tlie grid. Otherwise, the load 
seiving entity could liai-rn other market participants by increasing the congestion costs of 
other transactions. 130 

Transmission Owners generally take exception to the presiding judges' finding 

(2) Commission Discussion 

160. To the extent that pai-ties to a GFA have agreed upon the designation of GFA 
Responsible Entity, we will adopt that designation to establish financial responsibility for 
GFAs that are subject to Options A, E3 or C, pursuant to settlements or the requirements 
of this order. 

EKPC brief at 12 (citing Procedural Order at P 5 1). 127 

128 LG&E brief at 26. 

Id. 

Id. at 29-30. 
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161. 
GFA Responsible Entity, we find that the GFA Responsible Entity should be the 
Transmission Owner or ITC Participant responsible for providing transinission service 
under the GFA. This is consistent with Opinion Nos. 453 and 453-A and section II.A.2.a 
of Appendix C of the Midwest IS0 Agreement, which require that a Transmission Owner 
or ITC Participant take transinissiori service under the Midwest IS0  Tariff in order to 
satisfy its obligations under a GFA, and section II.A.3.f of Appendix C of the Midwest 
I S 0  Agreement, which provides that service under GFAs will continue pursuant to the 
terins of a GFA. Wit11 respect to Rural Electric Cooperatives' argument that Opinion No. 
453-A establishes the precedent that parties must negotiate an amendment to the GFA in 
order for a Transrnissiori Owner to collect any additional charges, as we clarified in 
Louisville Gas & Electric Company and Kerititcky Utilities 
453-A was not intended to deny Transmission Owners the opportunity to recover from 
GFA customers the charges that Midwest IS0 levies or1 Transmission Owners for service 
provided under GFAs or to require negotiation prior to the Transiiiission Owners' 
petitioning the Coinmission for change to the rates, terins or conditions of GFAs where 
the GFAs does not require such negotiation. 

To the extent that parties to the GFA have not agreed upon the designation of 

Opinion No. 

162. 
presiding judges concerning the pass through of costs incurred under regional 
transmission provider tariffs to meet obligations under GFAs. While in Opinion Nos. 
463 and 463-A the Cominission found that grid inanageinerit services performed by a 
regional transmission provider constitute new services presumed to not be provided for in 
GFAs (unless the GFAs expressly contemplate responsibility for the cost of such 
services), the costs at issue for GFAs choosing Options A, B, or C or converting to 
TEMT service are more extensive than grid nianageirient services performed by a 
regional transmission provider. Transmission usage charges, FTR debits and credits, and 
uplift costs are essentially redispatch costs, substantially similar to the redispatch costs 
associated with the reliability services at issue in Opinion Nos. 459 and 459-A. There, 
the Coinmission rejected PG&E's proposal to pass through to customers under existing 
firm transmission service contracts, as a new service, the reliability service costs that it 
incurs under the CATS0 tariff to meet its obligations under the existing contracts. Rather, 
the Coinmission found that redispatch service inust be presumed to be included in the 
fimi traiisinission service provided in the contracts and thus does not constitute a new 
s e i - ~ i c e . ' ~ ~  Similarly, here we do not allow such costs to be charged directly to the 

Our decision here is also consistent with more recent precedent cited by the 

13' 10 1 FERC 1 6 1,182 (2002), re11 'g denied, 103 FERC 7 6 1,104 (2003). 

See Opinion No. 459 at P 19-20. 1.32 

Attachment 1 of Item KlUC MISO 1-8 
Page 59 of 114 



20040916-4012 Issued hy FERC OSEC 09/16/2004 in Docket#: ER04-691-000 

Docket No. ER04-69 1-000, et al. 60 

customers under the GFAs, unless the GFA parties have specifically agreed otherwise 
in their joint filings. Instead, we require the transmission owner or ITC participant to 
bear the costs. We agree with LG&E that efficient use of the grid would be promoted if 
those with decision-malting responsibility for transactions under GFAs were also 
financially responsible for congestiori costs. However, that is a matter inore 
appropriately addressed when parties seek to modify their GFAs to reflect treatment of 
those GFAs under the TEMT. 

(b) GFA Scheduling. Entity 

163. 
not agree upon that designation, the presiding judges found that the TEMT's 
makes clear that the GFA Scheduling Entity must be either the GFA Responsible Entity 
or an agent designated by the GFA Responsible Entity.13' Accordingly, the presiding 
judges found that the GFA Responsible Entity has also been deemed the GFA Scheduling 
Entity. 

With respect to determining the GFA Scheduling Entity where the GFA parties did 

133 The TEMT defines GFA Scheduling Entity as follows: 

a. All entities operating pursuant to Grandfatliered Agreements shall 
designate a GFA Scheduling Entity within the time set forth in Section 
38.2.5.k. The GFA Scheduling Entity shall submit Bilateral Transaction 
schedules consistent with the provisions set forth herein for any sales 
and/or purchases of Energy pursuant to the Grandfathered Agreement. 

b. The GFA Scheduling Entity responsible for submitting such 
Bilateral Transaction Schedules shall either be the GFA Responsible Entity 
or a Scheduling Agent designated by the GFA Responsible Entity. 

Module C, section 38.8.2, Original Sheet No. 444. 

Findings of Fact at P 40. 1.34 
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(1) Parties' Exceptions 

164. 
Scheduling Entity must also be either the GFA Responsible Entity or the GFA 
Responsible Entity's designated agent. Parties maintain that the presiding judges' 
decision is inconsistent with the contractual provisions for scheduling generation to load 
under the GFA and could create a reliability problem for the GFAs. 

Pa~t ies ' "~  state that the presiding judges erred in concluding that the GFA 

(2) Commission Discussion 

165. 
impact costs of GFA traiisactions, then the GFA Responsible Entity must have the final 
say on the schedule that it subiiiits into the Day-Ahead Energy Market for that 
transaction. To do otherwise would uiiderrnine the GFA Respoiisible Entity's ability to 
limit its costs for transactions under the GFA. For exaiiiple, where a Transmission 
Owner is designated as the GFA Responsible Entity, the Transmission Owner should 
have discretion to use FTRs allocated to it through Option A treatment to limit the costs 
of the GFA transactions. To do this, unless it has agreed otheiwise, the Transmission 
Owner must be able to schedule its best estimate of the GFA transactions in the Day- 
Ahead Energy Market and thus must be the GFA scheduling Entity as that terin is 
defined in the TEMT unless it agrees otherwise. 

Where the GFA Responsible Entity is financially responsible for the market 

166. 
does not inodify the rights and obligations for scheduling between the parties as currently 
contained in the GFA. Rather, the GFA Scheduling Entity is the entity that interacts with 
the Midwest I S 0  and the Midwest IS0 Day 2 markets to schedule GFA transactions. If 
there are obligations in the GFA, where parties to the GFA provide one another with load 
and scheduling information, we expect continued full exchange of this type of 
inforination, whether the GFA is calved out or subject to the provisions of the TEMT. 
Consistent witti this expectation of contiriued flow of schedule information between 
parties to the GFA, we direct all Transinissioii Owners arid ITC Participants to update the 
Midwest IS0 periodically as they receive changed infoiination on the schedule for their 
carved-out GFA transactions. Under these directives for carved-out GFAs, the Midwest 
IS0  will receive schedules froiii the Transmission Owners and ITC Participants on a day- 
ahead basis, as updates are provided to the Trarisinission Owners and ITC Participants by 

We note that designation of a particular GFA party as the GFA Scheduling Entity 

Basin, et al., Cleveland and AMP-Ohio, EKPC, FirstEnergy, Great River, 135 

LG&E, Minnesota Power, Minnkota, Northwestern, Xcel, WPS Resources, and Alliant. 
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GFA parties or loads under the GFAs, and as a final update 30 minutes prior to tlie 
operating hour. 

(c) Standard of Review 

(1) Parties' Exceptions 

167. 
party to specifically state that the public interest standard applies to contract 
modifications and if tlie contract is silent as to the standard of review for contract 
modifications, that tlie just arid reasonable standard applies since neither party waived its 
unilateral filing rights. 

Otter Tail, Xcel and Northwestern argue that Commission precedent requires a 

168. 
Cleveland and AMP-Ohio argue that the Findings of Fact mistakenly found the 
Coininissioii could modify silent contracts under the just and reasonable standard of 
review. They argue that the presiding judges, in basing their findings on Union PaciJc 
Fzrels, Inc. v. FERC,136 ignored subsequent appellate history that modified that ruling and 
held that tlie Mobile-Sierra standard would apply in such s i t ~ a t i o n s . ' ~ ~  

Great River, Basin, et a/. , Minnlcota, Dairyland, the Rural Electric Cooperatives, 

(2) Commission Discussion 

169. As our decision here only affects GFAs that are subject to a just and reasonable 
standard of review arid does riot affect tlie terms and conditions of GFAs that are either 
silent with respect to the standard of review or those GFAs where tlie parties have 
explicitly provided that the Mobi/e-Siei-r*a public interest standard of review applies, we 
do not need to reach a decision 011 this issue here. 

(d) The Presiding Judges' Database 

(1) Parties' Exceptions 

170. Basin, et al., Dairylaiid and the Rural Electric Cooperatives argue that tlie 
Findings of Fact rely on a secret, limited, summary database created for this proceeding 
and that since, this database is not accessible by the parties, they are unable to review or 
effectively challenge the information used to formulate the Findings of Fact. Basin, et a/. 

136 129 F.3d 157 (D.C. Cir. 1997). 

See Texaco Inc v. FERC, 148 F.3d 1091 (D.C. Cir. 1998). 
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state that basic administrative law principles require that the database be made publicly 
available and that the parties be granted sufficient time to evaluate the information before 
the Commission makes any decision. 

17 1. 
B to the Findings of Fact represent an attempt to force complex contractual agreements 
into a simple template, and, consequently, these summaries are incomplete and inaccurate 
characterizations of the terms and conditions of the contracts. Therefore, Basin, et al. 
argue that the Commission cannot rely upon only these summary sheets when making 
decisions about individual GFAs, or GFAs as a group. 

Basin, et al. further argue that the data summaries contained in Attachment A and 

(2) Commission Discussion 

172. 
by the Commission’s Office of Markets, Tariffs and Rates and explain that a public 
version of these records was attached to the Findings of Fact.I3* This implied that the 
database contains additional information or calculations not disclosed in the public 
version. However, Attachments A and B to the Findings of Fact reflect all of the 
information that the presiding judges provided to the Commission. The Commission and 
staff considered the text, Attachment A and Attachment E3 of the Findings of Fact, but 
also conducted their own contract-by-contract analysis using the full record for each GFA 
in this proceeding. The database does not contain, and so the Commission did not 
consider, any information not disclosed in the Findings of Fact or included in the record. 
Therefore, any concerns regarding consideration of non-public information in the 
database are unwarranted. 

The presiding judges stated that the information in the database is available for use 

(e) Due Process 

(1) Parties’ Exceptions 

173. LG&E argues that the trial schedule in this case deprived the parties of due 
process. Citing the Coinmission’s Web site, LG&E argues that the Commission’s 
standards for a simple case allow for 19.5 weeks from the date of the order designating a 
presiding judge to the date of the hearing, but that the Commission allowed only four 
weeks. During these four weeks, the parties were required to conduct settlement 
negotiations and prepare requests for rehearing of the Procedural Order. Additionally, 
since the GFA testimony was to be filed on Friday, June 25,2004, for a hearing to be 
held starting Monday, June 28,2004, LG&E states that it did not have adequate time to 

Findings of Fact at P 32. 
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conduct meaningful discovery or trial preparation as to the issues raised in the filed 
testimony. Therefore, there was insufficient t h e  to develop an adequate record of the 
case. LG&E adds that the hearing was based on a conditionally-approved TEMT, which 
could still change. LG&E argues that the Coinmission did not provide any justification 
for the trial schedule, except that the Coininissioii and the Midwest IS0  are in a rush to 
allocate FTRs in October. 

(2) Commission Discussion 

174. 
other hearing participant. Although L,G&E claims that there was insufficient time to 
develop an adequate hearing record, it does not explain what aspects of the hearing 
record are inadequate, or specifically how the hearing schedule harmed LG&E. 

We are not persuaded that the hearing schedule in this case harmed LG&E or any 

175. We reject LG&E’s argument that the Coininission should have allowed at least 
19.5 weeks between tlie date the Presiding Judges were designated and the beginning of 
the hearing. The portion of the Coinmission’s Web site that LG&E cites iiotes that the 
time standards for hearings “were designed to process cases as quickly as possible, 
consistent with due process and the Coinmission’s requirement for a full and complete 
record.”’39 Shorter or longer periods for discovery are permissible, as the case 
requires.’40 And while the standard length of time for a simple case is 19.5 weeks, 
nothing limits the Commission’s authority to set whatever length of time it d e e m  
appropriate. 14’ 

176. Furtlier, the Commission provided numerous procedural safeguards to streamline 
and simplify the process of discovering GFA information. The Procedural Order 
specified that the hearing should be narrowly focused in order to facilitate discovery of 

139 Processing T h e  Standards for Hearing Cases, 
http://www. ferc.gov/legal/admin-1itltime.asp. 

See id. 
The notice or order establishing hearing is required to describe: (a) the 

140 

authority and jurisdiction under wliicli the hearing will be held; (b) the nature of the 
proceeding; (c) certain procedural dates; (d) the name of the presiding officer, if known; 
and (e) any other appropriate matter. See 18 C.F.R. cj 385.502(b) (2004). The 
Commission’s Web site acltnowledges that the Coiriinission may change the standard 
tiineline. See Summary of Procedural Time Standards for Hearing Cases, 
http://www.ferc.ffov/leffal/adiiiin-lit/tinie-suln.asp (“These times standards [sic] apply 
unless the Coiriinission order directs otherwise.”). 
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well-defined GFA information that the Coininission needed to coinplete the record for 
the instant order.142 The Procedural Order allowed parties to avoid the Step 2 hearing 
entirely by agreeing to their GFA information and filing it, jointly, with the Coinmissiori 
before the hearing began.'43 It also allowed parties to agree on their GFA information 
during - or even after - the hearing, to withdraw froin the proceeding and to submit their 
own resolution of any disputes regarding GFA information. These safeguards allowed 
the parties a continued opportunity to determine the inforination in a cooperative, rather 
than an adversarial, setting. 

144 

(f) Standard of Conduct 

(1) Party Exception 

LG&E argues that tlie presiding judges erred in finding that the testimony of and 177. 
LG&E witness, Charles Freibei-t, Jr., violated the independent functioning requirement in 
the Commission's Standards of 
testifying to public, non-transaction-specific information in a public forum, his testimony 
should not have been precluded based on tlie independent functioning requirement. 
Furtherinore, LG&E states that Charles Freibert, Jr. is the Director of Energy Marketing 
at LG&E and does not conduct transmission system operations; therefore, he is not a 
transmission function employee. 

LG&E assei-ts that since its witness was 

(2) Commission Discussion 

178. 
and their affiliates to prevent transmission providers and their affiliates from using non- 
public transmission information to compete unfairly with n0n-affi1iates.l~~ Ainong tlie 
mechanisms used to prevent unduly discriminatory treatment are requirements that 
transmission fimction employees function independently froin the affiliate arid not share 

The Standards of Conduct govern the relationship between transmission providers 

See Procedural Order at P 68, 76. 142 

143 See id. at P 69-70. 

144 See id. at 77. 

14'See Standards of Conduct for Transmission Providers, Order No. 2004, 68 Fed. 
Reg. 69,134 (2003), FERC Stats. & Regs., Regulations Preambles 7 31,155 (2003), order 
on reh g, Order No. 2004-A, 69 Fed. Reg. 23,562 (2004), order on reh g, Order No. 
2004-B, 69 Fed. Reg. 48,371 (2004). 

146 Order No. 2004 at P 15. 
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or provide access to non-public infor~nat ion.’~~ A principal purpose is to prevent the 
sharing of non-public information with an affiliate that would give that affiliate an 
advantage over a non-affiliate. However, Order No. 2004 allows transmission providers 
and their affiliates to share with their marketing and energy affilliate, among other 
personnel, senior officers and directors who do not engage in day-to-day transmission 
f~mct ions .~~*  If Mr. Freibei-t’s testimony was limited to public, non-transaction specific 
information, then his knowledge aiid his testimony did not violate tlie independent 
functioning or the infonnatioii access provisions of the Standards of Conduct. However, 
based on the record before us, it is unclear whether the testimony reflected only such 
public information or not. On the other hand, the presiding judges found, aiid we agree, 
that most of the testimony stricken from the record was outside the scope of the six 
questions, arid the remaining information is not necessary to tlie Coinmission’s 
decision. 149 

(g) GFA Nos. 205,206,207,267,268, and 269 

179. 
agreements that pertain to the Ludiiigtori Hydroelectric Pumped Storage Plant (Ludington 
Plant). Tlie Ludington Plant, with a total generating capability of 1,872 MWY1” is owned 
and operated jointly by Consumers and Detroit Ed i s~n . ’~ ’  GFA Nos. 205 and 269 are the 
same contract and contain both the Ownership and the Operating Agreement for the 
L,udington Plant. GFA Nos. 206 and 267 are tlie same contract, the Project Transmission 
Facilities Agreement for tlie Ludington Plant. Tlie Project Transmission Facilities 
Agreement provides for service over tlie transmission facilities of Michigan Electric 
Transmission Company, LL,C (METC) and International Transmission Company (ITC) 
associated with Corisuiiiers’ and Detroit Edisoii’s interest in tlie Ludingtori Plant.”’ GFA 

GFA Nos. 205,206,207,267, 268, and 269 (Lxdington GFAs) represent four 

147 18 C.F.R. 5 358.4(a)( 1) (2004) (independent functioning requirement); 18 
C.F.R. l j  3S8.5(a) - (b) (2004) (information access and disclosure prohibitions). 

14* Order No. 2004 at P 102-04; 18 C.F.R. 6 358.4(a)(S) (2004). 

Findings of Fact at P 50-52. 

150 Exh. DE-1, Byron testimony at 4; Exli. CEC-1, Gaarde testimony at 4. 

Findings of Fact at P 3 19. 

lS2 Id. 
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Nos. 207 and 268 are tlie same contract, the Traiisiriission Facilities Agreement. GFA 
Nos. 207 and 268 deal with construction, operation, iiiaintenance and use of certain 
transmission facilities related to the construction of the Ludington Plant that are no longer 
owned by either Consuiners or Detroit E d i ~ o n . ” ~  Parties to the Ludington GFAs agreed 
as to the source and sink points for the GFAs, that the cuinulative maxiiiiuin riuinber of 
megawatts transmitted under tlie GFAs is 2,040 MW, and that the Ludington GFAs are 
explicitly subject to a Mobile-Sierra public interest standard of review.Is4 There was no 
agreement as to the GFA Responsible Entity and the GFA Scheduling Entity for these 
agreements and thus these issues were set for hearing. 

180. The presiding judges found that tlie Ludington GFAs are unique since they are the 
only GFAs that relate to a pumped storage facility in the Midwest IS0’s f~otprint.’~’ The 
judges also state that the Ladington Plant is transinission dependent because it requires 
transinission service both to deliver tlie output of tlie plant to Consumers’ and Detroit 
Edison’s load, and to deliver electricity to fuel the plant by pumping water back into the 
reservoir. lS6 The presiding judges found that Detroit Edison and Consumers benefit from 
tlie Midwest I S 0  seivices and should both be designated as GFA Responsible Entities for 
the Ludiiigton GFAs. Consistent with this finding, the presiding judges designated both 
Detroit Edison and Consumers as the GFA Scheduling Entities for the Ludington GFAs. 
Finally, the presiding judges noted that throughout the hearing process the parties have 
been in discussions with the Midwest I S 0  regarding the possibilities of altering tlie 
TEMT to accoininodate the unique circumstances posed by the Ludington GFAs. 

153 Exli. CEC-1 at 7. 

June 25, 2004 Supplemental Joint Written Statement of Detroit Edison, 
Consumers, METC, and ITC at 4-5. 

The plant is located on the western edge of Consumers’ service territory. 
Findings of Fact at P 324. 

156 Id. at 325. 

Id. at n. 124. 
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(1) Party Exceptions 

68 

18 1. Detroit Edison argues that tlie Findings of Fact fail to find that the unique 
attributes of the Ludington Plant require accoinrnodatioii during implementation of the 
Midwest IS0  TEMT. Detroit Edison states that tlie Ludington Plant is unique because, 
unlike other generating facilities, it can be dispatched very quickly, can provide load 
following or regulation, and 10 minute operative reserves to respond to real time 
contingencies, requires transmission to deliver power to the facility and transport power 
away from the facility, and utilizes energy limited resources. Detroit Edisori states that 
since “the facility is dispatched on a day-of or real time basis” there is no way to provide 
day-ahead scliedules for tlie output of tlie unit that would prevent tlie Ludington GFA 
parties from paying real-time congestion costs under tlie provisions of tlie Midwest I S 0  
TEMT. 15’ Detroit Edisoii is concei-ned that this inability to provide accurate day-ahead 
scliedules could result in significant real time congestion costs under the proposed 
provisions of tlie TEMT. Detroit Edison argues that in failing to account for the 
uniqueness of tlie Ludington Plant, TEMT’s provisions do not accoimnodate the 
operating riglits and responsibilities established in tlie Ludington GFAs. 

182. 
Detroit Edison should be the GFA Responsible Entity for transinission over the METC 
transmission system. Because tlie Ludington Plant is located on the western edge of 
Consuiriers’ service territory, Detroit Edison requires transinissiori service over both the 
ITC and METC transmission system in order to transport energy to the Ludington Plant 
for pumping and from the Ludington Plant for delivery of power to Detroit Edison’s load. 
Detroit Edison asserts that the Coinmission should designate Detroit Edison as the GFA 
Respoiisible Entity for GFA transactions in the METC system and Consui.ners as the 
GFA Responsible Entity for GFA transactions using tlie ITC system. 

Detroit Edison also argues that tlie presiding judges erred in suggesting that 

183. The Midwest ISO, in its August 17, 2004 infoilnational filing, advised the 
Commission of its analysis of the megawatt quantities represented by each GFA. For the 
Ludington GFAs, the Midwest IS0 estimated the total megawatt capacity at 2,040 MW. 

(2) Commission Discussion 

184. In tlie TEMT I1 Order, we stated that we agreed with Detroit Edisori that 
converting its Ludington GFA riglits to FTRs presents a ~ l i a l l e n g e . ’ ~ ~  At that time we 

Detroit Edison brief at 12. 

TEMT I1 Order at P 1 8 5 .  

158 
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stated that without sufficient detail on the current rights associated with tlie Ludington 
Plant, we could not determine whether it was reasonable to grant tlie Ludington GFA 
parties rights beyond those granted non-GFA parties in tlie TEMT. The instant 
proceeding has provided the information necessary to determine the treatment of the 
Ludington GFAs. 

185. Since the Ladington GFA parties agree that their contracts contain a Mobile Sierra 
standard of review, and since they have demonstrated that their rights and responsibilities 
under the Ludington GFA, as well as tlie operations of tlie Ludington Plant, are unique, 
we grant tlie parties the accoininodation they seek. We direct the Midwest IS0  to carve 
these GFAs out of the Energy Markets for the remainder of tlie six-year transition period. 
We require Detroit Edison and Consumers to subinit day-ahead and modified real-time 
schedules, as well as any intervening updates, to the Midwest IS0 for each utilities’ GFA 
transactions providing puinpiiig energy to the Ludingtori Plant and for GFA transactions 
where power flows froin the Ludington Plant to Consuiiier7s or Detroit Edison’s loads. 

186. We are concerned that Detroit Edisoii lias stated that it cannot effectively provide 
day-ahead schedules for tlie Ludington Plant. We construe Detroit Edison’s coininent as 
support for why it should not be required to pay congestion costs in tlie Midwest ISO’s 
Real-Time Energy Market for transactions under the Ludington GFAs rather than a 
statement that it is unwilling to provide its best estimate of CJFA transactions a day before 
they occur. We note that tlie scheduling requirement directed above does not have 
financially binding impacts for differences froin the day-ahead to real time schedules for 
GFA transactions. We believe this addresses Detroit Edison’s concei-n about real-time 
congestion costs. However, given the scheduling challenges that Consuiners and Detroit 
Edisoii identify for the Ludington Plant and the fact that the Ludington Plant has a large 
generating capability and its operation lias significant reliability impacts on the grid, we 
will require additional coordination with tlie Midwest ISO. In this respect, we direct 
Coiisuiners and Detroit Edisoii to share information with tlie Midwest IS0  about 
restrictions on the Ludington Plant’s use and any daily and hourly contingencies the units 
face. 

187. We find that tlie Midwest IS0 has overestimated the peak megawatt capacity 
associated with these CJFAs. The joint filings show that when the plant is a load, 
puinpiiig water back into tlie upper reservoir, 2,040 MW flows from Consuiners and 
Detroit to tlie Ludington Plant.’60 However, historical data shows that tlie plant did not 

July 25 Supplemental Joint Written Statement Regarding GFA Nos. 205,206, 160 

207, 267, 268, 269 at 5 .  At times, usually during periods of low systeiii demand, a 
pumped storage plant is a load, and draws power froin other generators to pump water 

(continued) 
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pump during peak periods of the last three years.’“ Since both Consumers and Detroit 
state that the generating capability of the plant is 1,872 MW, and historical data shows 
that the maximum output on peak has been significantly less that tlie generating 
capability,16’ we find that the Midwest I S 0  should carve out on-peak capacity from its 
FTR model equal to the generating capability of the plant for the L,udington GFAs prior 
to its initial FTR allocation. The Midwest IS0 should carve out off-peak capacity for the 
Ludington GFAs equal to the pumping load, 2,040 MW. 

(h) GFA Nos. 297 and 308 

188. Central Power Electric Cooperative (CPEC) and East River Electric Cooperative 
(EREC) supply wholesale power to their member cooperatives from fixed allocations of 
hydropower from the Westein Area Power Administration. GFA No. 297 is an integrated 
transmission agreement between CPEC and Otter Tail that allows each entity to provide 
transmission to the other entity over shared facilities. GFA No. 308 is an interconnection 
and transniission service agreement between EREC and Otter Tail under which Otter Tail 
provides transmission service to two of EREC’s member cooperatives. The presiding 
judges found that, based on certain findings of fact, the TEMT should not apply to GFA 
Nos. 297 and 308 and that the two contracts should be removed from the proceeding. 
The presiding judges based this finding, on, among other things, the facts that: (1) 
CPEC, party to GFA No. 297, and EREC, party to GFA No. 308, are non-jurisdictional 
entities; (2) all of CPEC’s and EREC’s GFA loads are served froin generators located in 
the WAPA control area; and (3) CPEC and EREC’s loads served under these two GFAs 
are dynairiically scheduled or short interval scheduled out of Otter Tail’s control area. In 
the alternative, should the Coiriinissioii decide that the TEMT should apply to these 
GFAs, the judges found that (1) the Mobile-Sierra public interest standard of review 
applies to both of these contracts; (2) tlie GFA Responsible Entity for GFA Nos. 297 and 

~ 

back into its upper reservoir. Because pumping is not perfectly efficient, there are 
performance losses associated with moving water to the upper reservoir. Thus it takes 
more power to move the water to the upper reservoir than is created when the plant is 
releasing water to generate power. 

July 9 Supplemental Joint Written Statement Regarding GFA Nos 205,206,207, I61 

267, 268, 269, Attachment A. 

Id. 
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308 is Otter Tail; and (3) the GFA Scheduling Entity for both GFAs is WAPA acting 
as an agent for Otter Tail. 

(1) Parties’ Exceptions 

189. 
not be subject to tlie TEMT; however, it disagrees with the individual findings if the 
Coinmission decides to include tlie GFAs under tlie TEMT. Basin, et al. states that, as to 
GFA No. 297, Otter Tail should be the GFA Responsible Entity, WAPA should be the 
GFA Scheduling Entity, and 150 MW is tlie maximum under the contract; as to GFA No. 
308, Otter Tail should be the GFA Responsible Entity, WAPA the GFA Scheduling 
Entity, and approxiiiiately 16 MW is the iiiaximum amount transmitted under tlie 
contract. Basin, et al. also asserts that the TEMT should not apply to GFA No. 297 
because Otter Tail did not transfer to the Midwest IS0  the portion of Otter Tail’s 
facilities that is required to serve tlie CPEC loads. 

Basin, et al. agrees with tlie Findings of Fact that GFA Nos. 297 and 308 should 

(2) Commission Discussion 

190. 
through-and-out transaction. For this reason we find that GFA No. 308 cannot be 
removed from this proceeding. In tlie normal course of operation, since EREC’s load is 
dynamically scheduled out of Otter Tail’s control area, Otter Tail provides wheeling 
across its system (but does not provide ancillary services or imbalances under this 
contract). This does not mean that the flows over Otter Tail’s transmission lines cannot 
in tlie future cause congestion that impacts the Midwest ISO’s SCED in its Day-Ahead 
and Real-Time Energy Markets. We also find that GFA No. 308 is silent as to the 
standard of review as both parties agree that it contains no provisions for unilateral 
changes to tlie contract. For this reason, consistent with our finding on GFAs that are 
silent as to the standard of review, we direct the Midwest IS0 to carve this contract out of 
the Energy Markets for tlie duration of the transition period. We affirm the presiding 
judges’ alternative finding for the source and sink points and find that the maxiinurn 
number of MW transmitted pursuant to the GFA is the highest number of tlie three years 
of historic data, 16.2 MW. 

We find that Otter Tail provides transmission under GFA No. 308, much like a 

191. 
Midwest 
For this reason we will direct EREC, ratlier than Otter Tail, to provide the day-ahead 
sclieduling infoiiriation transactions under this GFA, consistent with our discussion 

We note that E W C  has pledged to give its load and scheduling infomation to the 
We also note that Otter Tail does not serve load under GFA No. 308. 

Findings of Fact at P 223. 
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above. Finally, we expect that EREC will register with the Midwest IS0 as a market 
participant so that if it ever needs to purchase energy in the Midwest IS0 market, for an 
emergency or otherwise, it will be subject to the TEMT for those transactions. 

192. We also find that GFA No. 297 cannot be removed from this proceeding at this 
time. Since we do not have sufficient information to determine whether transmission 
service under GFA No. 297 is provided over Midwest IS0  facilities, we set this GFA for 
hearing as described below. We also find that GFA No. 297 is silent as to the standard of 
review as both parties agree that it contains no provisions for unilateral changes to the 
contract. For the purposes of the interim period, as also described below, we direct that 
GFA No. 297 be carved out of the Energy Markets. 

(i) GFA Nos. 273,284,297,306,309,311,313,314,316,317, 
and 450 

(1) Parties' Exceptions 

193. 
GFA Nos. 284,309,3 11 (a duplicate of 2 7 9 ,  3 13,3 14, 3 16, 3 17, and 450 because its 
rights to use the facilities identified in the GFAs were never transferred to the Midwest 
ISO. It states that it does not use the Midwest IS0 controlled grid to sewe its load under 
the GFAs. Therefore, Minnkota argues the neither the Midwest IS0  nor the Commission 
nor any other party can lawfully impose TEMT costs on Minnlcota. 

Minnkota asserts that it does not transmit power over Midwest IS0  facilities under 

194. Otter Tail argues that the Findings of Fact should have excluded GFA Nos. 297, 
306, 309, 3 1 1 , 3 13, 3 14, and 3 17 since these are integrated transmission agreements that 
govem the joint construction and operation of transmission facilities and the non-public 
utility parties' use of their own transmission rights. Furthermore, Otter Tail states that it 
transferred to the Midwest IS0 only those rights it controlled, ( i e . ,  transmission rights to 
move its power to its load), not those rights it did not control ( i e . ,  transmission rights of 
the non-public utility c~unter-par t ies '~~ to move power over the integrated transmission 
facilities to their loads). Therefore, since these entities will not be receiving Midwest 
IS0  service, these agreements should have been excluded. Basin, et a/ .  concurs with 
Otter Tail that the TEMT should not apply to GFA No. 297 because Otter Tail did not 
transfer to the Midwest IS0  the portion of Otter Tail's facilities that is required to serve 
the CPEC loads. 

164 CPEC, GRE and Minnkota. 
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195. Minnesota Power argues that GFA Nos. 3 16 and 450 are not transmission 
agreements and were incorrectly included in this proceeding. Minnesota Power states 
that GFA Nos. 3 16 and 450 are interconnection agreements that do not provide for 
transmission service, but require the parties to take service under a separate agreement 
and that it takes transmission service under the Midwest I S 0  Tariff for the paths covered 
by these agreements. Minnesota Power argues that any interpretation of these 
agreements would result in a direct violation of Order No. 888. 

(2) Commission Discussion 

196. We do not have sufficient information in the record before us to determine 
whether transmission service under the above-listed GFAs is provided over Midwest I S 0  
facilities or whether these contracts should be excluded from this proceeding and not be 
considered GFAs for purposes of the Energy Markets. It may be that some of these 
GFAs will impact the Energy Markets, while others will not. Importantly, input from tlie 
Midwest IS0  on whether control of tlie facilities in question was transferred to tlie 
Midwest I S 0  (as Transmission Provider) is lacking. Therefore, we will set them for 
further hearing and settleirient judge procedures. In this further proceeding, the parties 
can address the threshold issue of whether the service provided under these contracts will 
impact operation of the Energy Markets. In addition to this issue, parties should also 
address which facilities have been transferred to the control of the Midwest I S 0  and the 
six pieces of information the Commission asked for in Step 1 , as described in the 
Procedural Order. This information is important in order to determine if these contracts 
should be excluded and, if not, how they should be treated under the TEMT. While the 
Midwest I S 0  has not commented specifically on these GFAs, its input is vital for us to 
determine the correct treatment of these contracts. Therefore, we expect the Midwest 
I S 0  ta actively participate in this hearing. 

197. 
hearing, we encourage the parties to make every effort to settle their dispute before 
hearing procedures are commenced. To aid the pai-ties in their settlement efforts, we will 
hold the hearing in abeyance and direct that a settlement judge be appointed, pursuant to 
Rule 603 of the Commission’s Rules of Practice and Procedure. *65 If the parties desire, 
they may, by mutual agreement, request a specific judge as the settlement judge in the 
proceeding; otherwise, the Chief Judge will select a judge for this purpose.166 The 

However, while we are setting these matters for a further trial-type evidentiary 

165 18 C.F.R. 5 385.603 (2004). 

If the parties decide to request a specific judge, they must make their joint 166 

request to the Chief Judge by telephone at (202) 502-8500 within five days of this order. 
The Comiiiission’s website contains a list of Coinmission judges arid a suimiary of their 

(continued) 
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settlement judge shall repoi-t to the Chief Judge and the Coinmissiori within 60 days of 
the date of this order concerning the status of settlement discussions. Based on this 
report, the Chief Judge shall provide tlie pai-ties with additional time to continue their 
settlement discussions or provide for comiiieiiceinent of a hearing by assigning the case 
to a presiding judge. 

198. Finally, we note that the Midwest IS0  needs to know how to account for service 
under these GFAs during tlie interim period until these issues are finally resolved. We 
note that these GFAs are either silent as to the standard of review or the parties have 
explicitly agreed that they are subject to the Mobile-Sierra public interest standard of 
review. Therefore, consistent with our discussion above, we direct the Midwest IS0 to 
caive each of these GFAs out of the Energy Markets. 

(j) GFA Nos. 220 and 221 

Presiding JudPes’ Findings of Fact 

199. 
Company system from generation within its own control area. However, while there are 
delivery points outlined in the GFAs, these GFAs are silent on source points. The 
presiding judges found that the determination of whether the source points under these 
GFAs is unlimited, as EKPC argues, is a matter of contract interpretation that is beyond 
the scope of this proceeding, and is also the subject of litigation in Docket No. ER02- 

Historically, EKPC has served its loads on the LG&E/Kentucky Utilities 

2560-002. 

(2) Parties’ Exceptions 

200. EKPC argues that the Findings of Fact incoi-rectly conclude that the determination 
of whether the source points available to it under these GFAs is beyond the scope of this 
proceeding. EKPC asserts that it presented unrebutted evidence that the source points 
under their agreements are unlimited. EKPC argues that the GFAs’ silence on source 
points indicates that it should have access to unlimited source points. 

201. 
historically served its load from EKPC’s own generation in its control area. Therefore, 
LG&E argues that the Findings of Fact should have fouiid that the contract limits the 
source points to EKPC’s own generator in its control area. 

LG&E argues that the Findings of Fact correctly determined that EKPC has 

background and experience (www.ferc.gov - click on Sitemap, then Office of 
Administrative L,aw Judges). 
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(3) Commission Discussion 

75 

202. For purposes of this proceeding, the parties to these GFAs have provided 
information for historic source and sink points, consistent with the Procedural Order. 
Since this historical data is sufficient for us to determine the proper treatment of GFAs 
under tlie TEMT. Any dispute regarding source points in these contracts in the future is, 
as the presiding judges correctly point out, a contract interpretation issue that is outside 
the scope of this proceeding. The Midwest IS0  will use the historical information 
provided in incorporating transactions under these GFAs into the Energy Markets, 
depending on the standard of review.’67 

(k) GFA No. 293 

203. GFA No. 293 is a long-term transmission service agreement between 
Northwestern and Dairyland. This contract allows each party to transmit over tlie others’ 
transmission system subject to available capacity. Under this contract, the disputed 
transactions involve Dairyland’s transmission across Northwestern’s system to serve 
Dairyland’s load in Grantsburg Wisconsin (Grantsburg load). Dairyland is not a ineinber 
of tlie Midwest ISO, but Northwestem is. Consequently, service provided by 
Northwestern to Dairyland over Nortliwestern’s facilities will be service over Midwest 
IS0  facilities and subject to the TEMT. However, service provided by Dairyland to 
Nortliwestern over Dairyland’s facilities will not be service over Midwest I S 0  facilities 
and therefore will not be subject to tlie TEMT. 

204. The presiding judges stated that Dairyland is utilizing arid deriving benefits from 
the Midwest IS0 grid and therefore, under Commission precedent, Dairyland should be 
the Responsible Entity. However, the presiding judges found that since Dairyland is not 
a inember of the Midwest ISO, Northwestem should be designated as tlie GFA 
Responsible Entity and GFA Scheduling Entity for Dairyland’s use of Nortliwestern’s 
s ys tern. 

167 We note that parties agree to tlie standard of review applicable to GFAs Nos. 
220 and 22 1. GFA No. 22 1 and the service applicable to loads in excess of base load 
amounts under GFA No. 220 are subject to a just and reasonable standard of review. 
Service applicable to base load ainounts under GFA No. 220, the parties have explicitly 
provided, are subject to the Mobile-Sierra public interest standard. 
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(1) Parties’ Exceptions 

20.5. Noi-thwestei-n argues that since Dairyland receives tlie benefits from the Midwest 
IS0 grid, Dairyland sliould be tlie GFA Responsible Entity, even though it has not 
applied to Midwest IS0 to become a Market Participant. Northwestem asserts that since 
Dairyland will benefit froin the Midwest IS0  Energy Markets, it should assume financial 
responsibility under the TEMT for its transactions under the GFA. 

206. 
this GFA sirice Dairyland is better positioned to be the GFA Scheduling Entity and has, 
or will have, tlie resources to schedule its own load. Northwestern states that its load is 
located in the Noi-thei-n States Power Company (NSP) control area and NSP schedules for 
Northwestem. Northwestern also states that Dairyland operates it own control area aiid 
receives hourly load information froin its load on Noi-tliwestern’s transinission system 
that Northwestem does not receive. Furthermore, Nortliwesteni states that Dairyland will 
also be scheduling its noii-GFA load with the Midwest ISO, and Dairyland exchanges 
sclieduliiig information with NSP regarding its load on Northwestern’s trarisinissioii 
system. Therefore, Northwestern argues, since it is not and will not be scheduling its 
own load, and Dairylarid will be, Dairyland is in a better position to act as the Scheduling 
Entity for this GFA. 

Northwestern also argues that Dairyland sliould be the GFA Scheduling Entity for 

207. 
Coininissioii precedent requires parties to specifically state that the public interest 
standard applies to contract modifications and, if the contract is silent, tlie just and 
reasonable standard of review applies since neither party waived its unilateral filing 
rights. Furthermore, Northwestem argues that since GFA No. 293 has an indefinite term, 
only subject to termination on 48 inontlis notification, it is likely that either party would 
apply for a rate change especially in light of the evolving energy markets and tlie need to 
adequately allocate costs due to changed circumstances. 

Regarding the standard of review applicable to this GFA, Northwestern argues that 

208. 
GFA Responsible Entity and tlie GFA Scheduling Entity since Dairyland is not, and does 
not intend to become, a ineiiiber of the Midwest ISO. Dairyland contends that it does not 
need to take service froin tlie Midwest IS0 to utilize tlie transrnission service it receives 
froin Northwestern. Fui-tlierinore, Dairylalid argues that tlie presiding judges misapplied 
Coiiimission precedent by requiring the transmission custoiner to be responsible for 
charges that tlie GFA Responsible Entity would be obligated to pay under the TEMT. 

Dairylarid supports tlie presiding judges’ firiding that Nortliwestern should be the 

(2) Commission Discussion 

209. 
still dispute which standard should apply, consistent with the approach adopted above, 

Since this contract is silent as to tlie appropriate standard of review and the pai-ties 
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this contract will be included in the group of GFAs that will be carved-out of the 
market. Therefore, we do not need to reach tlie question of which standard would, in 
fact, apply here; nor do we need to reach a determinations of the other disputed findings. 

(1) GFA Nos. 352,354,365,393, and 431 

(1) Parties’ Exceptions 

2 10. MMTG argues that, contrary to the Findings of Fact, there is no factual basis for 
finding that the MMTG GFAs will burden the Midwest ISO’s transmission system or 
markets or that the public interst necessitates modification of MMTG’s GFAs. MMTG 
argues that its GFAs provide for long-term transmission service for fixed amounts of 
power froin WAPA to specific loads under preset terins and prices. MMTG argues that 
transactions under these contracts are currently subject to less cost variability than market 
transmissions pursuant to the TEMT and that the market costs will be disproportionately 
burdensome to sinal1 entities such as MMTG. MMTG argues that since the total MMTG 
contracts are less then 25MW and individually range froin 2 MW to 14 MW, maintaining 
the existing contract t e r m  will not burden the Midwest ISO’s traiisinissiori system to 
substantiate a public interest finding to substantiate iriodificatiori of these contracts, even 
if others are modified. 

2 1 1. 
participate in the hearing through Witness Donald S. Koin’s testimony that Sleepy Eye is 
GFA No. 393, the inaxiinuin MW transmitted under this GFA is 2.5 plus losses, that the 
GFA Responsible Entity should be WAPA, the source is WAPA and sink is CMMPA, 
and that the Mobile-Sierra standard of review should apply.168 

MMTG states that contrary to the Findings of Fact, Sleepy Eye, Minnesota, did 

212. MMTG agrees with the Findings of Fact that WAPA should be the GFA 
Scheduling Entity, but argues that WAPA, not Xcel, should be the GFA Responsible 
Entity for these contracts since WAPA generates and schedules the power. 

(2) Commission Discussion 

213. 
presiding judges’ order dated July 15,2005. Since we are affirming this exclusion, the 
exceptions to GFA No. 393 are moot. For the remaining GFAs, MMTG argues that the 
public interest standard of review cannot be met and therefore its GFAs should be 
allowed to continue as before. The parties to GFA Nos. 365 and 43 1 have explicitly 

As an initial matter, GFA No. 393 was excluded froin tliis proceeding by the 

MMTG brief at 17 (citing Tr. 74724-48: 14, 764:9). 
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provided that they are subject to the Mobile-Sierra public interest standard of review, 
and as described above, we are requiring the Midwest IS0 to carve these GFAs out of the 
market. Therefore, we need not address MMTG’s exceptions regarding these GFAs. 
GFA Nos. 352 and 354 are subject to a just and reasonable standard of review, and we 
therefore are treating these GFAs in a manner consistent with that standard, as we 
describe above. Thus, MMTG’s argument regarding the public interest standard is moot 
with respect to these contracts. The relative size of the load served does not affect our 
determination since we must consider them in the context of the larger sub-set of non- 
settling GFAs subject to a just and reasonable standard of review. Finally, the exceptions 
related to the GFA Responsible Entity aiid GFA Scheduling Entity have already been 
addressed generically above. 

(rn) GFA No. 374 

(1) Presiding Judges’ Findings of Fact 

214. GFA No. 374 involves a 20-year contract entitled “Arpin Substation Benefit Area 
Joint Operating, Planning and Cost Sharing Agreement” (Arpin Agreement). The parties 
to this agreement include Northern States Power Company - Wisconsin and Northern 
State Power Company - Minnesota (together, Xcel), Wisconsin Power & Light Company 
(WPL), WPS Resources, and Marslifield Electric and Water Company (MEWD).’69 In 
their Findings of Fact, the presiding judges found that, under this GFA, Xcel provides 
transmission service over certain Midwest ISO-controlled facilities to WPL, WPS 
Resources, and MEWD for service to their loads in the Central Wisconsin System. They 
also found that WPS Resources and WPL should be the GFA Responsible Entities for 
their respective transactions under GFA No. 374. The parties agree that modifications to 
the contract are subject to the just and reasonable standard of review. 

(2) Parties’ Exceptions 

2 15. 
presiding judges’ finding that the Arpin Agreement provides for transinission service and 
therefore should not be excluded froin this proceeding. They argue that the Arpin 
Agreement is a facilities support agreement that provides for an equitable sharing among 
WPS Resources, WPL,, arid Xcel, of costs associated with facilities necessary to 
interconnect their transmission systems and provides certain operating limitations to 
ensure reliable interconnected operations of the utilities. WPS Resources and Alliant 

WPS Resources and Alliant, on behalf of WPL, jointly filed exceptions to the 

Wisconsin Electric is an additional signatory, but not a party, to GFA No. 374 169 

Exh. XES-1 at 39. 
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state that they take all of their transmission service over the Arpin Substation and 
related facilities pursuant to the Midwest IS0  Tariff, and this service will be fully subject 
to the Midwest IS0 Energy Markets. According to WPS Resources and Alliant, even 
before the advent of the Midwest IS0 Tariff, the Arpin Agreement was not a basis for 
providing transmission service. They conclude that the Arpin Agreement does not 
provide a basis for allocating FTRs, has nothing to do with the Midwest I S 0  Energy 
Markets, and therefore, should have been excluded from these proceedings. They argue 
that the presiding judges excluded other similar agreements from the proceeding and 
sliould have excluded this agreement as well. 

(3) Commission Discussion 

2 16. 
systems and establishes financial responsibility for the costs of the interconnection 
facilities and operating restrictions on the parties in order to prevent or relieve 
overloading of the facilities or reduced system reliability. Xcel and WPS Resources and 
Alliant agree that: (1) no transmission service is scheduled under the ag ree~nen t ; ’~~  and 
(2) the agreement does not provide a basis for all allocating FTRs.I7l Further, the parties 
take all of their transmission service over the interconnection facilities under the Midwest 
I S 0  Tariff and such service will be subject to the Midwest I S 0  Energy Markets, 
including Schedules 16 and 17 of the Midwest I S 0  Tariff. 

The Arpin Agreement provides for interconnection of the parties’ transmission 

2 17. 
does not provide for transmission service that will impact Midwest ISO’s Energy 
Markets. However, based on the record before us, we cannot determine whether the 
Arpin Agreement could be used in the future to provide transmission service that will 
impact Midwest ISO’s Energy Markets. Therefore, we will set this issue for hearing. In 
the meantime, for initial treatment of this GFA upon the commencement of Midwest 
ISO’s markets, the MWs associated with this contract sliould be zero for the purpose of 
FTR allocation, and the parties should conduct no transactions under the contract, 
consistent with the parties’ current practice to not transact under this agreement. 
Consistent with our findings above regarding the designation of GFA Responsible Entity 
and GFA Scheduling Entity where the GFA parties disagree on those designations, Xcel 
is the GFA Responsible Entity and GFA Scheduling Entity. We note that these 

Given these facts, we find that the Arpin Agreement, as currently used in practice, 

See WPS Resources and Alliant brief at 14; Xcel’s July 2 1,2004 response to 170 

WPS Resources L,ate-Filed Testimony at 5. 

1 7 ’  See WPS Resources and Alliarit brief at 10; Xcel’s July 21, 2004 response to 
WPS Resources Late-Filed Testimony at 8. 
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designations will be of no practical effect for the time being as no transactions will 
take place under, and no FTRs will be associated with, this GFA. 

6. Other Commission Findings 

2 18. 
with the Midwest IS0’s concurrence, certain GFAs from this p r 0 ~ e e d i n g . I ~ ~  We will 
address whether these and other GFAs sliould be included in Attachment P to the 
Midwest IS0 Tariff in the last section of this order. 

We affiiin and adopt all of the orders issued by the presiding judges that excluded, 

219. Given the total number of GFAs at issue in this proceeding, the number of filings 
related to each GFA, and the total amount of data involved in this proceeding, we do not 
address in the body of this order every issue related to each GFA and the information 
submitted. To the extent we do riot specifically address in the body of this order a 
concern raised about a particular GFA, our determination on tlie issue is contained in tlie 
information listed in Appendix B to this order. Appendix B outlines our findings 
regarding the maximum number of megawatts as well as the responsible entity and the 
scheduling entity for each GFA. To the extent this information is the same as reported in 
the Findings of Fact, we adopted the presiding judges’ findings. To the extent that 
information differs froin that reported in the Findings of Fact, we adopt the finding listed 
in Appendix B to this order. Where information in Appendix B differs froin the Findings 
of Fact or froin the information in the joint filings submitted by the parties, we have 
included an explanation of our rationale for each such Appendix B finding. We also 
adopt the source and sink iiiforination as reported in tlie Findings of Fact and those that 
were agreed to in jointly filed templates. 

These include GFA Nos. 1,10, 13, 15, 18,21, 22,23, 24,25, 26,27, 32, 33, 37, 
38,40,42,43,44,45,46,47,48,49, 50, 51, 52, 53, 54, 55, 56, 57, 58, 59,60, 61, 62, 63, 
64,65, 66, 67, 68, 69, 70, 71, 72, 73, 74, 75, 76, 77,78, 79, 80, 81, 82, 83, 84, 85, 86, 87, 
88, 89, 90, 91, 92, 93, 99, 113, 114, 115, 116, 117, 118, 119, 120, 121, 122, 123, 124, 
125, 126, 127, 128, 129, 130, 131, 132, 133, 134, 135, 136, 137, 138, 139, 140, 143, 148, 
149, 150, 151, 153, 154, 155, 156, 157, 158, 160, 180, 181, 184, 187, 191, 193, 194, 195, 
196, 197, 198, 199, 201, 202, 203, 204, 208, 217,218,226, 227,228,229,230,231, 232, 
233,234, 235,236,237, 238,239,240,241, 242,243, 244, 245, 246,247,248,249, 250, 
25 1,252, 253, 258,259, 260,26 1,262, 263, 264, 265, 270,27 1, 272,275, 276,277, 278, 
279,280, 281, 282, 283, 287, 288,290, 292, 294,295,296,298,299, 301,303,305, 307, 
310, 312, 315, 319, 322, 325, 326, 327, 328, 329, 330, 339, 340, 345, 348, 349, 350, 351, 
353,356, 380, 393, 396, 397,398,400,402,404,408,429. 

172 
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220. 
each GFA, we adopt a generic approach if tlie GFA has no stated MW amount. For 
contracts for which tliree years of historical data is available, we find that tlie largest 
capacity figure in the three-year period is the correct number to use for tlie rnaxiiriuin 
MW transmitted. We believe this finding errs 011 the side of conservative treatment of tlie 
GFAs and best preserves the bargain inlierent in GFAs that do not contain stated 
capacity. We direct the Midwest IS0  to use tlie “Maxiiiiuin MWs Transinitted Under 
GFA” stated in Appendix R, along with the source and sink inforiiiatiori provided in tlie 
Findings of Fact and the jointly filed templates, to account for these GFAs in its model 
developed for the initial FTR allocation. More specifically, when accounting for GFAs 
in its FTR model, the Midwest I S 0  should use these capacity amouiits: (1) as the upper 
limit for allocating FTRs to GFA parties whose contract has a just and reasonable 
standard of review and who select Option A; (2) as the upper limit for GFA transactions 
that are carved out of tlie Midwest IS0  markets; and (3) as the capacity reserved under 
the tliree options for settling GFA parties. Although the Midwest IS0, in its proposal to 
incorporate the GFAs, proposed that the GFAs file “[tllie source and sink points 
applicable under the Grandfatliered Agree~nents ,””~~ we believe that the Midwest I S 0  
inay require more detailed information regarding the capacity between nodes to be 
reserved for tlie GFAs given the level of detail in its system model. Also, we believe that 
the Midwest IS0 inay require historical capacity used on a seasonal basis in order to 
model the GFA usage on a seasonal basis. We therefore direct parties to the GFAs, 
working within the findings listed in Appendix B to this order, to timely provide inore 
detailed data at tlie request of the Midwest IS0. Parties that do not coinply with such a 
request risk having a smaller number of MW or inappropriate nodes set aside for their 
transactions under tlieir GFAs when tlie Midwest I S 0  begins allocating FTRs this 
October. We also note that parties to GFA No. 409 provided MWh usage. We direct 
these pai-ties to provide to the Midwest I S 0  tlie inaxiiriuin integrated hourly megawatt 
value for power actually transmitted pursuant to GFA No. 409 during the last tliree years. 

As to tlie finding required for maximum number of MW transmitted pursuant to 

22 1. Where more than one GFA covered the saine service, we only reported the 
megawatts once to avoid-double counting. The notes for these GFAs will list the related 
GFA numbers. 

222. 
some pai-ts of the contract are subject to a just and reasonable standard and other parts 
subject to a public interest standard, we find that tlie contract is subject to a Mobile-Sierra 
public interest standard of review for purposes of classifying it for this proceeding. 

If parties agreed that tlie contract was subject to a mixed standard of review, Le., 

‘73 Midwest I S 0  Tariff at 38.2.5.j(iii). 
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223. We direct tlie Midwest IS0 to file revised tariff sheets, within 30 days of the 
date of this order, reflecting the modifications to the Midwest ISO’s proposed treatment 
of GFAs adopted in tlie Procedural Order (e.g., rejection of tlie process proposed in 
Module A, Section 12A, and Module C, Section 38.2.S.j) and in the instant order. These 
revisions should clearly identify, for each GFA, the treatment adopted in this order (i.e., 
either converted to TEMT service or subject to a choice among Options A, B, or C 
pursuant to a settlement of GFA treatment approved in this order, subject to a choice 
among Option A or Option C because tlie GFA is subject to the just and reasonable 
standard of review, subject to a carve-out froin tlie Midwest IS0 Markets, or excluded 
froin this proceeding). 

D. Midwest ISO’s FTR Options under the TEMT and Settlements 

1. Background of the Midwest ISO’s Proposed Options A, B and C 

224. 
sheets relating to the Midwest ISO’s proposed treatment options for GFAs, but did not 
prejudge their 

In tlie Procedural Order, tlie Commission, among other things, suspended the tariff 

225. 
convei-t tlieir GFAs to TEMT service to select froin among three options -to remain in 
place for a three-year transition period that would end coincident with tlie six-year 
transition period initially approved in 1 998175 - that would determine the treatment of 
their GFAs in the Energy Markets.’76 

The Midwest ISO’s proposed TEMT requires parties that did not voluntarily 

226. 
capacity under the GFA for an allocation of FTRs. It would hold tlie FTRs it receives in 
the allocation and assume responsibility for credits, debits, rights and responsibilities 

Under Option A, tlie GFA Responsible Entity would be entitled to noininate the 

174 Procedural Order at P 3. 

See Foriiiation Order at 62,167, 62,169-70. 175 

See Module C, Section 38.2.S.j, Original Sheet No. 402. All three options for 176 

unconverted GFAs would require the pai-ties to subinit to tlie Midwest IS0 tlie following 
GFA information: (1) the name of the GFA Responsible Entity;’76 (2) tlie name of the 
GFA Scheduling Entity; (3) the source and sink points applicable to the GFA; and (4) the 
inaxiinuin megawatt capacity permissible under the GFA. 
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associated with those FTRs. The Midwest I S 0  would assess congestion charges and 
tlie cost of losses for all transactions under the GFA.’77 

227. Option B provides that the GFA Responsible Entity will not nominate or receive 
FTRs.17’ The Midwest IS0  will charge the GFA Responsible Entity tlie cost of 
congestion for all transactions pursuant to the GFA, but - if the GFA Scheduling Entity 
submits the bilateral transaction schedule a day ahead, in keeping with section 39.1.4 - 
the Midwest IS0 will credit back to the GFA Responsible Entity the costs of congestion 
resulting froin day-ahead schedules that the GFA Responsible Entity clears in the day- 
ahead 111arket.l~’ The Midwest IS0 will also charge the GFA Responsible Entity the cost 
of losses for all transactions under the GFA, then - as before, if the GFA Scheduling 
Entity has timely submitted a conforming schedule for the GFA - credit back to the GFA 
Responsible Entity the difference between marginal losses and system losses at the GFA 
source and sink points.’80 

228. Market Participants that select Option C will neither noininate nor receive FTRs. 
Instead, the GFA Responsible Entity will pay marginal losses and the cost of congestion 
for all transactions pursuant to GFAs without receiving reiinbursements as in Option B. 
However, the GFA Responsible Entity will receive an allocation of excess marginal 
losses revenue based on their share of the marginal losses 

229. 
transmission sei-vice under the GFA to Candidate Financial Transmission Rights (CFTRs) 

Market participants with GFAs that select Option A convert their rights to 

177 See Module Cy section 38.8.3.a, Original Sheet Nos. 445-46. 

I7’See Module Cy section 38.3.3.b.i, Original Sheet No. 447 

179 If a revenue inadequacy results, the Midwest IS0  will compensate the GFA 
Responsible Entity for tlie costs of congestion by assessing debits on all Market 
Participants on a p r o  rata basis. See Module Cy Section 38.8.3.b.iiY Original Sheet Nos. 
448-5 0. 

The TEMT states that the Midwest IS0  will determine tlie difference between 
marginal losses and system losses “on an equitable basis.” Module Cy section 38.8.3.b.iiiY 
Original Sheet No. 45 I .  The Midwest I S 0  further notes that this mechanisin will be 
different froin the ineclianisin used to refund over-collections of loss revenues to parties 
to non-GFA transactions. See Transmittal L,etter at 14. 

See Module Cy section 3 8 . 8 . 3 . ~ ~  Original Sheet Nos. 452-53. 181 
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obligations."' The Midwest IS0 has proposed to make CFTRs available based on a 
multi-tiered allocatiordnoininatioii methodology. Parties with FTRs granted under 
Option A will be considered along with pai-ties converting existing OATT service to 
FTRs in the a l l o c a t i ~ n . ' ~ ~  Optioii R GFAs will have obligation FTRs corresponding to 
the points of injection and withdrawal in the GFA modeled in the FTR allocation; these 
FTRs will have priority in the tiered allocation process.184 

84 

230. The Midwest IS0  submitted the direct testimony of Dr. William Hogan with its 
March 3 1, 2004 TEMT filing. Dr. Hogan discusses the merits of the GFA options that 
the Midwest IS0 proposes throughout his testimony. Numerous intervening filed parties 
responses. 

23 1. 
TEMT, as GFA transactions would receive the same treatment as non-GFA transactions 
regarding scheduling and transmission usage charges, including congestion and marginal 
losses. The main distinction he notes is that the transmission customer who selects 

Dr. Hogan describes Option A as the next best option to full conversion to the 

lS2 See Module C, section 43.1.2.a, Original Sheet No. 605 

lS3 According to Module C, section 42.2.4, Original Sheet Nos. 613-625, Market 
Participants under existing Midwest IS0 Tariff service are eligible to nominate FTRs up 
to the total of forecast peak load served under network integration transinission service 
and the total MW in existing point-to-point transmission service. The GFA holders that 
select Option A will jointly noininate FTRs with these other Market Participants. All 
entities with CFTRs will be allowed to nominate a percentage of their total eligible 
quantity in four cuinulative tiers: up to 35 percent in Tier I, 50 percent in Tier 11, 
75 percent in Tier 111, and 100 percent in Tier IV. FTRs not awarded in one tier can be 
renominated in the next tier. Following Tiers I and 11, nominated FTRs that would have 
been feasible if another party had nominated a base-load FTR that provided needed 
counterflow can be restored through the assignment of counterflow FTRs to the latter 
party as listed in Module C section 43.2.5, Original Sheet Nos. 626-629. We note that 
some TEMT-FTR allocation rules were modified in the TEMT I1 Order. 

automatically included in Tier I, and, although the Midwest IS0  will not actually issue 
FTRs to the GFA holders that select Option B, they must account for them when 
conducting the siinultaneous feasibility test. FTRs allocated to Option A GFAs may also 
be nominated in addition to the Option B GFAs up to the tier I cap, but where the Tier I 
cap is exceeded, only Option E3 GFAs are accepted and the size of the nomination 
eligibility in subsequent tiers is reduced accordingly. 

lS4 CFTRs equal to 100 percent of the full MW quantity of the Option B GFAs are 
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Option A is getting a “one-year taste” of voluntary conversion while retaining its right 
to pick from ainoiig tlie other options in later years of tlie transition period. 

232. Dr. Hogan describes Option B as preinised on the idea of making GFA parties 
financially indifferent to the LMP-based charges for congestion and marginal losses in 
the Day-Ahead Energy Market, provided they coinply with scheduling requirements. 
IJnder Option El, the transmission rights coiitained in the GFA are in effect 
accoininodated as firin service through tlie Midwest ISO’s security-constrained economic 
dispatch. The Midwest I S 0  will keep tlie GFA financially indifferent to the costs of 
congestion by crediting the GFA transaction at settlement as though the scheduling party 
had a perfectly iiiatcliing set of FTRs, thus providing a perfect hedge. To achieve the 
effect of charging the GFA average, rather than marginal, losses, the Midwest IS0 would 
rebate the difference between the actual iriarginal losses included in the transmission 
usage charge, and the Midwest ISO’s calculation of average losses. Dr. Hogan notes that 
it is not clear how tlie Midwest IS0 will implement this marginal loss rebate provision, 
but nevertheless concludes that it will provide a “‘substantial benefit” to parties that 
clioose Option B. 

233. 
could be achieved under Option B through scheduling provisions that negate tlie “use-it- 
or-lose-it” feature of tlie physical transmission right. He concludes that the GFA 
customer would have a strong incentive under Option R to schedule all of its physical 
rights in the Day-Ahead Energy Market whenever it expects Congestion in the Real-Time 
Market. Then, in real-time, if the congestion inaterializes as planned, the GFA customer 
incurs no cost for the schedule and is in effect paid to reduce its schedule in the Real- 
Time Market to match its actual power flow. Tlie Transinission Owner has shifted its 
redispatcli obligation onto tlie Midwest ISO. Dr. Hogan states that tlie risk that the 
congestion cost would reverse from tlie GFA’s expectation would be rare and, on 
average, the GFA should benefit froin tlie value of the implicit FTR. To iiiiiiiiriize the 
side effects of Option B on other Market Participants, Dr. Hogan asserts that it is 
essential for the Coiiiinission to allow virtual bidding for all parties including GFAs. 

Dr. Hogan fbi-tlier discusses significant additional benefits for GFA parties that 

234. 
that the GFA Responsible Entity would assume under certain generatiodload 
configurations if they were required to accept counter-flow FTRs under the Midwest 
ISO’s FTR allocation rules. 

Dr. Hogan cliaracterizes Option C as a reasonable approach to miniiiiize the risks 

(a) May Comments on the Midwest ISO’s March 31,2004 
TEMT Filing 

235. 
resist other intervenors’ assertions that the Coinmission should reject or modify 

Basin, et a/ .  support the use of Option R and argues that the Coinmission should 
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Option €3. Likewise, they argue that the Commission should iiot agree with the 
testimony of Dr. Hogan, where it discusses Option B, because it ignores important 
benefits that Option B provides to GFA arid non-GFA customers. Basin, et al. assei-ts 
that Option B provides benefits to the overall market by reducing costs for GFA parties to 
participate in the Energy Markets. By reducing costs Option B ensures that the 
incentives are there for greater GFA participation, which adds to reliability and economic 
efficiency. Therefore, they conclude that the sinall amount of uplift associated with 
Option B is justified because it is outweighed by the overall benefits to all Market 
Participants. 

236. 
the congestion credit througli a region-wide uplift charge in sections 38.8.3.b (i) and (ii) 
of the TEMT. It is siinilarly unclear if the marginal to average loss crediting 
methodology will use uplift to pay for refunds between marginal and average losses in 
section 38.8.3.b (iii) of the TEMT. 

237. 
GFA options provisions because they do not do enough to preserve existing rights. For 
example, the NRECA does not believe that the Midwest IS0  “paid heed to the 
Commission’s preference that the ‘phantom congestioii’ problem identified by the 

It asks Midwest I S 0  be addressed ‘in a mariner consistent with contractual rights. 
that the Corninission reject the proposal for GFAs because it does not preserve existing 
contract rights. The Municipal Participants argue that Option B does not hold parties 
econoinically indifferent. The Municipal Participants further state that by electing one of 
the options, GFA parties will forego tlieir physical contract rights that provide benefits 
that they do not necessarily have to forego. 

Consumers argues that it is unclear if tlie Midwest I S 0  intends to fund the cost of 

Nuinerous coiniiienters requested that the Coinmission reject some or all of the 

, , ,I85 

238. 
ensure that GFA parties are kept financially indifferent from the impacts of the Energy 
Markets. Dairyland dismisses the comments of Dr. Hogan that GFA parties will be better 
off financially under Option B because they contend that he ignores additional risks and 
costs that do not exist without the Energy Markets. Instead of the Midwest ISO’s 
proposed options, Dairyland assei-ts that a modified physical carve-out may be a viable 
option for GFAs where tlie Midwest I S 0  exempts GFAs froin congestion, marginal 
losses, energy imbalance costs, and Scliedule 16 and 17 costs in exchange for a 
requirement that the GFA parties register with the Midwest IS0  and submit hourly 
schedules in the day-ahead market. 

Dairyland argues that none of the Midwest ISO’s three options does enough to 

lS5 NRECA May Comments at 27 (citing TEMT I Order at P 60). 

Attachment 1 of Item KlUC MISO 1-8 
Page 86 of 114 



20040916-4012 Issued by FERC OSEC 09/16/2004 in Docket#: ER04-691-000 

Docket No. ER04-691-000, et nl. 87 

239. Detroit Edison has similar concerns as Dairyland that none of the options is 
sufficient, but if forced to choose they would likely pick Option B. However, they are 
concerned that Option B will not provide equivalent rights to the GFA contracts Detroit 
Edison possesses today, particularly for its Ludington pumped storage facility. 

240. Crescent Moon Utilities argue that although none of the Midwest ISO’s proposed 
options should be accepted by the Commission, Option B does not impose unreasonable 
cost shifts onto third parties. In their view, Option B recognizes that there is an implicit 
trade-off between GFA and non-GFA parties in that non-GFA parties obtain the benefits 
of the Day 2 markets that would not be feasible without GFA participation. However, in 
order to achieve the benefits of Day 2 markets, non-GFA parties must share in uplift to 
maintain the benefits of the GFA coiitracts. Crescent Moon views Options A and C as 
particularly dairiaging because they require load to bear the costs of congestion and 
losses. Therefore, they recognize Option B as the least offensive of the three options to 
the Crescent Moon contracts. 

241. 
reject the proposed treatment of GFAs, any uplift associated with Option B should occur 
on a market-wide basis and not at the control area level. Otter Tail states that the 
Midwest IS0 should amend section 42.2.4.a.ii of tlie TEMT to clarify that Option B will 
only count against a coinpany’s Tier I FTR allocation if those GFAs taking Option B are 
serving that company’s network load. Furthermore, in the event that a company becoines 
a responsible entity for grandfatliered service it is providing to another company, the 
service to that other company should not be counted against the transmission providing 
company’s Tier I allocation. 

Otter Tail agrees with Crescent Moon that, provided the Commission does not 

242. Minnkota argues that Otter Tail’s entry into the Midwest IS0 should not abolish 
its agreement with Otter Tail to use the each other’s higher voltage transmission facilities 
(and vice versa) without charge. Minnkota argues that such a change would give rise to 
lower quality of service and higher rates, which would not be justifiable under the “just 
and reasonable” or “public interest” standards. Minnkota asserts that the Midwest IS0 
has produced no evidence that the public interest will be harmed if Mirinkota’s GFAs are 
not modified, and therefore, the Midwest ISO’s proposal must be rejected. However, 
Minnkota does not believe it is subject to tlie terms outlined in the three options, and 
therefore will not choose between them. Minnkota asks for protection until February 1, 
2008 from congestion charges that are equal to what it enjoys today under its GFAs. 

243. Minnesota Municipal protests all of tlie options proposed for GFAs because they 
view them as options that will materially change their existing agreements, especially if 
Option B is only available until February 1, 2008. To the extent that the terms of 
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Minnesota Municipal’s GFA are modified, including duration, they contend that 
constitutes a violation of the Mobile-Sierra doctrine. Therefore, they request that if the 
options are retained that they be exempt from any financial risks caused by the new 
markets until tlie contracts expire in 2012. 

244. 
than Option A or C to preserving existing rights under the GFAs it still fails to 
sufficiently honor existing contract rights. They argue that the Midwest ISO’s proposal 
to credit back Option B customers the difference between marginal and system average 
losses is unclear arid impossible to implement given the current lack of detail in section 
38.8.3.b.iii of the TEMT. Regardless, tlie Midwest TDUs are clear that the system will 
not preserve the exact loss terms specific to tlie original contract under the Option B 
proposal. Secondly, they argue that the proposal to provide a hedge for congestion costs 
in Option B only applies to schedules that are not changed after the day-ahead scheduling 
deadline, so the GFA could be exposed to un-hedged congestion costs, which they argue 
is contradictory to the goal of preserving existing contract rights as stated in the prior 
TEMT Order. They are also concerned with the FTR allocation process and the loss 
application methodology applied to schedules changed after the day-ahead scheduling 
deadline. 

The Midwest TDUs filed coininents that state that although Option B comes closer 

245. 
of the majority of the Midwest ISO’s load. Accordingly, WPS Resources recoininends 
that the Commission should limit GFA parties to Option A or allow all load to utilize 
Option B. 

WPS Resources believes that the GFA proposal favors GFA parties at the expense 

246. 
beyond what they currently possess and pays for those extra financial rights througli 
uplift. PSEG asks the Coinmission to eliminate Option B because it would provide 
benefits to transiiiission customers in excess of those necessary to promote their 
“financial indifference.” However, Reliant argues that the Coininission should reject the 
Midwest ISO’s options proposal entirely because Option B forces others to bear the cost 
of these additional rights through uplift charges. To minimize the potential for uplift, 
FirstEnergy argues that the Coininission should hold that the public interest requires GFA 
parties to abide by the TEMT. Since GFA parties will receive added benefits by 
transacting in the new Energy Markets, they should bear the additional costs themselves 
and not the Market Participants of tlie region. 

Other comments conclude that Option B extends to GFA parties financial rights 

247. 
the benefits of tlie GFAs, but also expands GFA parties’ benefits leaving them better off 
than they are today. Therefore, they argue that the Coininission should reject Option B. 
To support their position that Option B should be rejected, Cinergy cites the testimony of 
the Midwest ISO’s witness Dr. Hogan. Throughout his testimony, Dr. Hogan references 

Cinergy and tlie EPSA are likewise concerned that Option B not only preserves 
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Option R as an option that will create added benefits for both parties to the GFA, shift 

costs away from the GFA parties, and distort incentives for accurate scheduling in the 
day-ahead inarket.Is6 

248. 
beyond that granted to OATT seivice that will result in large cost uplifts and econoinic 
inefficiencies. It recoininends that GFAs should be treated in the same manner as 
network and point-to-point transinission seivice contracts. If the Coininission does not 
adopt that methodology, it recommends that the Midwest IS0 not allow noininations of 
FTRs for Option R to exceed the tier I limit to ininiinize the amount of prorating of FTRs 
in later tiers. 

Alliant coininents that tlie options proposal grants GFA holders special treatment 

249. 
nomination of FTRs for retained GFAs not to exceed the corresponding tier liinits. The 
OMS contends that if the FTRs set aside for all Option B GFAs are nominated in the first 
tier regardless of whether or not this exceeds the 35 percent tier liinit it will likely result 
in FTR prorating for non-GFAs in the first tier and all parties in the second tier. If this 
prorating is significant, it is not clear that requiring counter-flow FTRs from base-load 
resources will provide sufficient FTRs to keep the congestion costs of those holding 
existing firin transinission rights at current levels. The OMS feels that not allowing tlie 
FTRs for Option R GFAs to exceed the tier liinits inore fairly uplifts the costs of allowing 
transinission customers to retain their GFAs rather than imposing those costs on specific 
transinission custoiners who did not cause them. In other words, it will allow for a greater 
cost causation connection. 

OMS argues that tlie Coinmission should direct that the Midwest ISO’s 

250. 
custoiriers is tlie best alternative to special treatment. However, they aclcnowledge that in 
tlie transition period to new markets soine coinproinises must be inade and they accept 
section 38.8.4 that states that the special treatment afforded GFAs in section 38.8 “shall 
terminate no earlier than February 1 , 2008.”’87 To evaluate what the effect of granting 
different treatment for GFAs beyond February 1 , 2008 would be, they recoininend that 
the Coinmissiori open an investigation to deterinhe the iinpact of the GFAs’ special 
treatment on other inarltet participants and the efficiency of the Midwest IS0  Energy 
Markets. This investigation should deterinirie whether special treatment beyond tlie end 
of the traiisition period 011 February 1, 2008 is just and reasonable. However, the OMS 
notes that Noi-tli Dakota, Wisconsin, Iowa, Minnesota, and Montana do not agree with an 

OMS states that treating GFAs the same as other network transinission service 

See Hogan testiinoiiy at 9, 16-20, 37-38, and 40-51. 186 

187 See Module C, Original Sheet No. 454. 
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investigation of this nature at the present time because they believe it would be 
premature and would undercut the stakeholder process. 

25 1. 
resources as inferior to GFA contract sei-vice through tlie options proposal would be 
unjust, unreasonable, unduly discriminatory and anticoinpetitive. They argue that RTO 
history shows that entities that resist FERC policies and avoid RTO markets benefit in the 
long iun. As proof they state that the recalcitrant are now in a inuch iiiore secure position 
to iiieet their service obligations than those that worked with FERC to start these markets, 
such as WPPI. Going forward, WPPI states that the Coininissioii needs to make it clear 
that utilities will not be punished for cooperating with FERC policy initiatives. Finally, 
WPPI also asks that the GFA cost protection extend for the life of the contract and not 
end at tlie 2008 deadline. 

WPPI argues that designating long-term firm service under the OATT for network 

252. 
protection under the Midwest I S 0  TEMT by divesting their transmission assets to 
American Transinission Company LLC, and as a consequence, they will be net payers of 
uplift under the proposed GFA optional treatment. They further argue that the Midwest 
I S 0  assumes that all parties to existing GFAs will choose to take the Option B treatment. 

The W J M S  Load-Serving Entities argue that they voluntarily sacrificed GFA 

(b) June Comments Respondinp to Paragraphs 72-74 of the 
Procedural Order 

253. 
offer two alternative proposals for GFA treatment under the TEMT. Under the first 
alternative proposal, GFA parties would not be subject to the congestion management 
provisioiis of the TEMT, but would pay for any imbalances based on real-time LMP 
prices, provided that the Commission adopts a tariff nieclianisin to pennit recovery of the 
costs associated with imbalances. They propose that, if the GFA custoiner agrees to 
provide the scheduling information, the custoiner submits tlie schedule to tlie Midwest 
I S 0  and pays the costs of the imbalances. If the customer does iiot agree to provide such 
information, tlie GFA Transiiiission Owner submits tlie schedule, but tlie custoirier inust 
then pay any imbalance costs under the proposed tariff provision."' A second option 
offered by tlie Midwest IS0  TOs would be to maintain all the elements of the first option, 
except that congestion-associated deviations froin day-ahead schedules would be 
inanaged under tlie LMP systen~.' '~ The Midwest I S 0  TOs state that adopting this 
approach will eliminate the need to determine whether hundreds of GFAs require 

If tlie Coininissioii does not adopt their carve-out proposal, the Midwest I S 0  TOs 

"' Midwest I S 0  TOs' June Coinineiits at 23. 

lS9 Id. at 24. 
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inodificatiori in order to accoiiirriodate the Midwest ISO’s Energy Markets. 

254. In Cinergy’s June Cornments, it argues that Option B is harmful to tliird parties 
and inust be rejected because it would excuse GFA sei-vice providers from the cost of 
congestion and redispatcli, causing those costs to be borne by others. It explains that 
FTR inefficiencies will result from greater risk preiniuins being placed on FTR 
acquisition due to tlie reduced ability to provide a perfect hedge from day-ahead spot 
market impacts. Ciiiergy states that Option B also provides an incentive for over- 
scheduling, that parties could profit from, because GFA custoiners would receive a fill1 
rebate for all of tlie transmission scheduled, including unused portions. 

255. 
Dr. Tabors concluded that the use of Option B in lieu of a physical carve-out is not a 
reasonable alternative because it will lead to discrimination, inarltet inefficiencies, and 
reliability concei-ns similar to those associated with the carve-out approach. Dr. Tabors 
explains that GFA parties will receive a full hedge of tlieir congestion costs, while the 
non-GFA parties will receive under-valued, under-funded FTRs, and a share of the uplift 
costs needed to credit pai-ticipants that take Option B back tlieir congestion costs and the 
difference between iriarginal and average losses. He states that FTRs will likely be 
under-ftiiided and under-allocated because tlie Midwest IS0  inust estimate in its FTR 
allocations tlie aiiiount of transinissioii capacity to set aside for GFA transactions to 
ensure they pass the SFT. To address what he describes as a “fundamental 
discrimination” inherent in Option B, lie recoininends that the congestion credit be put 011 

par with the actual FTR value. 

In support of its positions, Ciriergy submitted the testimony of Dr. Richard Tabors. 

256. Dr. McNainara also concluded that having the Midwest IS0 set aside an 
appropriate set of FTRs in the FTR allocation process to account for the transmission that 
is likely to be used by GFA trarisactioiis could result in financial advantages for GFA 
parties that select Option B.I9O He deteririiried that this could occur if the Midwest IS0  
assigns tlie GFA schedules fewer or less valuable FTRs than are iieeded to hedge the 
actual GFA transmission schedules, but still credits the GFAs as if they had a perfect 
congestion hedge under Option B. Another scenario under Option B envisioned by Dr. 
McNainara is if the Midwest IS0 assigns too inany FTRs to the GFA schedules, it would 
reduce the total nuinber of FTRs that could be allocated to other pai-ties, making thein 
less than fully hedged against congestion. Thus, non-GFA parties would pay for making 
GFA parties financially indifferent to the costs of congestion and losses. In order to 
mitigate tlie cross-subsidy affect between non-GFA and GFA parties Dr. McNainara 
states that tlie Midwest IS0 inust have reasonably accurate infoiinatioii froin GFA 

McNainara testimony at 36. 190 
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holders about the transmission schedules they actually expect to submit. However, he 
cautions that some degree of cost-shifts is inevitable as estimates of transmission usage 
are likely to be wrong to some exterit.”l 

2.57. 
Midwest I S 0  region. It states that tlie region will be forced to pay for GFA’s FTRs and 
an increase in payments for losses through uplift charges. FirstEnergy asserts that the 
Midwest I S 0  has not quantified these costs under Schedule 16 and 17, and until power 
actually flows under the TEMT, the Midwest IS0 will not be able to estimate its costs. 
Similarly, it states that the costs for marginal losses will not be known until actual losses 
are calculated. However, FirstEnergy believes that a cost-shift of “significant 
proportions” could 

FirstEnergy is concerned that the use of Option B will shift costs to the entire 

2.58. 
result in undue discrimination against non-GFA holders. They assert that LSEs must still 
serve their load, and therefore face real-time LMP prices if they idle their GFAs. 
According to the Midwest TDUs, a GFA holder, who schedules day-ahead resources that 
it expects to idle anticipating counter-scheduling in the real-time market, would have to 
pay congestion charges on those counter-schedules if real-time congestion reversed. 
They also assert that one problematic part of the Midwest ISO’s proposed Option B is 
that it inappropriately loads costs onto non-GFA customers, and thus discriminates 
against those competing for simultaneously feasible FTRs over the same flowgates. The 
Midwest TDUs contends that these charges should be uplifted broadly to avoid 
discrimination by an unfair delegation of costs. 

The Midwest TDUs argue that the Midwest ISO’s proposed Option B will not 

259. 
with an opportunity for economic gain with a subsequent uplift of costs to third pai.ty 
market participants. It states tliat, by allowing sellers to bypass congested liries and 
schedule anticipated GFA trarisimission in the day-ahead market, knowing the LMP at tlie 
load will be higher than at the point of generation, the seller is forgiven any congestion 
costs associated with the schedule. OMS asserts that, any excess scheduled energy not 
used by the GFA buyer can be resold in the real-time energy imbalance market, thereby 
allowing the seller to reap the benefits of the higher LMP price. Thus, according to 
OMS, the seller is allowed to recover real-time congestion cost differences between its 
generation sources and the GFA load destination. Further, OMS explains that, by over 
scheduling in the day-ahead market, the congestion costs forgiven may amount to more 

In its June Comments, the OMS asserts that Option B provides GFA participants 

Id. at 37. 

FirstEnergy June Coinments at 6. 192 
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energy than is needed to fulfill the GFA, resulting in revenue shortages collected froin 
FTRs compared to congestion costs forgiven for GFA schedules. 

260. 
amount of cost shifts. It is concerned that the parties that choose Option B inay not be 
responsible for their own excess congestion costs since, depending on the method of 
uplift allocation, these charges could be recovered froin all other customers, including 
Option A customers. WPS states that, without knowing how FTRs or uplift charges will 
be allocated, it is unlsnown whether FTR revenue will be sufficient to offset congestion 
costs. WPS further contends that additional administrative costs associated with Option 
B cannot be assessed at this time. WPS stresses that allowing GFAs to operate in the 
Midwest I S 0  market, but shifting their portion of the costs to other customers, is the 
essence of undue discrimination. 

WPS asserts that tlie Coinmission should only approve Option A to limit the 

26 1. 
shifts associated with Options A, B, and C. Specifically, LG&E states that: (1) Option B 
is unacceptable because it socializes costs associated with day-ahead schedules across the 
Midwest IS0 footprint; (2) Option C is unacceptable because it is impossible to 
determine its costs and benefits; and (3) Option A is problematic because under it the 
GFA Responsible Entity will be entitled to nominate the capacity under the GFA for an 
allocation of FTRs and will be subject to all Midwest IS0 costs associated with the 
transaction. Option A inay also reduce the amount of FTRs available to other parties. 
The potential for cost-shifting under the three options, and lack of knowledge about the 
GFA issues time scope, leads L G k E  to the conclusion that it would be preferable to 
convert all GFAs to TEMT service from the outset. 

LG&E asserts that tlie Midwest ISO’s analysis fails to address the potential cost 

(c) Commission Discussion 

262. We accept the Midwest ISO’s proposal for Option A treatment for GFAs as filed 
in section 38.8.3(a) of tlie TEMT.193 We find the provisions that outline Option A are 
just and reasonable; as they are overwlieliningly siniilar to full conversion to the TEMT, 
which has previously been found to be just arid rea~onab1e. l~~ GFA parties that select 
Option A will receive almost identical financial treatment as non-GFA parties in regards 
to scheduling, FTR allocations, and collections from the marginal losses revenue pool. In 
this case, we agree with the testimony of Dr. Hogan who describes Option A as virtually 

See Module C, Original Sheet Nos. 445446. 19.3 

lg4 TEMT I1 Order at P 3 (2004). 
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tlie same as, Le., a “next-best” option to, voluntary conversion of a GFA to TEMT 
service.’95 

263. 
as filed in 38.8.3(c) of the TEMT. We find that the use of Option C is an acceptable 
option for those parties that take it. Accordingly, we find Option C to be just and 
reasonable. 

We likewise accept the Midwest ISO’s proposal for Option C treatment for GFAs 

264. 
that voluntarily settled prior to July 28, 2004, in accordance with the Procedural Order,lY6 
but Option B will no longer be available for parties that did not settle by that date. 
Option B was an incentive to settle and receive a hedge against congestion and marginal 
losses charges. It would be unfair to allow this option to those that did not settle first and 
waited (and even litigated) the outcome of this proceeding. We accept that GFA pai-ties 
that have settled prior to July 2gt” inay pick ainong the three options on an annual basis as 
specified in section 38.2.5(j).’97 However, we direct the Midwest IS0 to revise section 
38.2.50) to state that only pai-ties that settled may request a change in treatment of such 
agreements annually froin among the three options as described in section 38.8.3. Market 
Participants that did not voluntarily settle inay request a change of treatment annually 
between Options A and C, but they may not choose Option B. 

As discussed below, we find Option B to be just and reasonable for those pai-ties 

265. We direct the Midwest IS0 to evaluate any impacts that could be caused by annual 
switching among the GFA options. As a result of this evaluation, we direct the Midwest 
I S 0  to file with the Coininission within 60 days a proposal to clarify section 38.2.50) that 
lists the date when such switching could occur. This evaluation should especially focus 
on synclironizing any ability to switch among the GFA options with the FTR allocation 
periods to avoid any timing conflicts, such as requests for changes in treatment in 
between FTR allocation periods. The date to allow changes in GFA treatment to occur 
should coincide with the date for redistributions of FTRs. However, the Coininission will 
not unilaterally inandate a date on wliich any changes in the options may occur, given the 
intricate nature of tlie FTR process and the potential need for future tirneline changes. 

lg5 See Hogan testiinony at 16 arid 39. 

196 Procedural Order at P 80. 

See Module C, Original Sheet No. 400. 197 
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266. We will allow GFA parties that have not cull-ently settled on an option to 
choose between Options A and C, or they inay convert their agreements to service under 
the TEMT prior to coiiiiiiericeinent of FTR no~riinations.’~~ 

267. This decision lionors GFA contracts by preserving an option that inaiiitains the 
principle of firiaiicial indifference through exeiiiptioiis froin congestioii costs and any 
inargiiial loss charges above the systein average, and has tlie added benefit of 
iiicoi-poratirig iiiore GFAs into tlie Midwest I S 0  markets. We agree with intervenors that 
greater GFA participation brings greater market benefits. We also acknowledge that the 
use of Option B does cause uplift for all non-Option B parties. However, the extent of 
that uplift is mitigated by the limited ainount of MW and limited number of parties that 
chose Optioii R by JUIY 28,2004 as discussed in tlie Findings of Fact.199 Furthermore, 
this decision strikes tlie appropriate balance between encouraging GFA settlements aiid 
iniiiiinizirig the poteiitial for uplift by liiniting the availability of Option R to parties that 
voluntarily and tiinely settled. In drawing this conclusion we note Dr. Hogan’s testiiiiony 
where lie states, “Option €3 could undermine the incentive and efficient scheduling 
properties of the LMP-based Tariff, so I agree that this approach should be offered only 
for a defined transition period.”200 

268. 
July 28,2004 until February 1,2008. In this regard, we accept the provision that the 
Midwest I S 0  will evaluate the iinpact that tlie optional treatments for GFAs have 
24 inonths prior to February 1, 2008, and that it will inake a section 205 filing 12 inonths 
prior to February 1, 2008, that details a new proposal for the treatment of GFAs after the 
transition periods concludes. 201 At that time we will evaluate any proposals to extend tlie 
availability of Option B. We direct that the proposal, due on or before February 1,2007, 

We will allow the Optioii €3 treatment to continue for parties that settled prior to 

We note that the Midwest IS0 has recently proposed to conduct their tier I FTR 198 

noininatioiis between October 22, 2004 and October 29, 2004 in lieu of the original 
October 1 start date. 

All of the settling GFAs that inay elect Option B at any one time represent 199 

approxiiriately 7,000 MW or 6.5 percent of the Midwest ISO’s 2004 peak load of 107,552 
MW. Of those, GFAs representing approxiinately 5,500 MW, or 5 percent of the 
Midwest ISO’s total peak load, elected Option €3 for their initial treatment under the 
TEMT. Furtlier detail on Option R settlements is provided in the GFA settlements 
section of this order. 

See Hogan testimony at 54. 

See Module C, section 38.8.4, Original Sheet No. 454. 

200 

201 

Attachment 1 of Item KlUC MISO 1-8 
Page 95 of 114 



2 0 0 4 0 9 1 6 - 4 0 1 2  Issued by FERC OSEC 0 9 / 1 6 / 2 0 0 4  in Docket# :  E R 0 4 - 6 9 1 - 0 0 0  

Docket No. ER04-69 1-000, et al. 96 

analyze the effect Option B treatment has had on tlie other Market Participants, 
including the ainount of uplift that has been needed to cover the costs of congestion and 
tlie difference between marginal and average losses. 

269. We acknowledge there is some theoretical risk of gaming opportunities under 
Option B, in particular if, under some circumstances, GFA parties that schedule day- 
ahead are then able to garner “congestion relief’ payments in tlie real-time energy market 
and if there is a related phantom-congestion problem as referenced in Dr. Hogan’s 
testimony.202 However, our decision to grant the limited use of Option B is based on our 
finding that the possible financial impacts of such activities are outweighed by the 
benefits to the operations of the Day 2 iiiarltet by incorporating the day-ahead scheduling 
under tlie Option B method. In this regard, we reiterate that the amount of energy 
associated with tlie GFAs that settled on Option B is currently less than 5 percent of the 
overall market and the amount of uplift associated with these contracts would be 
correspondingly small. We also note that the required IMM inforination report on GFA 
gaming behavior and GFA schedulirig behavior under Market Behavior Rule 2, directed 
above, will help quantify the scope and impact of any such activities. 

270. 
recover congestion revenue shortfalls through uplift charges is unreasonable.203 Costs 
associated with making up for congestion revenue shortfalls are essentially incurred to 
maintain firin transinission service, similar to tlie costs of uneconomic dispatch incurred 
to maintain film service. We note that the Commission has previously found that 
redispatch costs incurred to maintain service to network and native load customers were 
prudent and necessary to maintain reliability and that those costs are to be shared between 
network and native load under the Order No. 888 pro form0 tariff.204 That is, it is 
reasonable to share the cost of redispatch to maintain firm service among all firm sei-vice 
customers who benefit froiii that redispatch. Following that principle, it is reasonable 

We disagree with the Midwest TO’S that the Midwest ISO’s Option B proposal to 

’02 See Hogan testimony at 42-45. 

203 Midwest IS0 TO May Comments at 15. 

204 “Tariff sections 33.2 and 33.3 clearly establish that redispatch of all Network 
Resources and the transmission provider’s own resources are only to be performed to 
maintain the reliability of the transmission system, not for economic reasons. Such costs 
are to be shared between network customers and the trarisniission provider on a load ratio 
basis.” Order No. 888-A at 12,327. 
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that Option B transactions share in the cost of congestion uplift associated with 
maintaining their firin service rights.205 

27 1. 
options. Their proposal is designed to avoid trapped costs. However, our action in this 
order, by only requiring GFAs subject to the just and reasonable standard of review to 
schedule and settle their transactions under tlie TEMT, already avoids trapped costs. 

We have not adopted the Midwest IS0  TOs’ proposed alternative GFA treatment 

272. 
and Tier I1 limits, we decline to adopt this proposal. While we understand the concern 
that the option may result in fewer FTRs for non-GFAs, we do not expect the impacts to 
be significant or widespread in light of the level of MW committing to the option. 

With respect to tlie OMS proposal to limit tlie Option B FTR set aside to the Tier I 

273. Finally, we direct the Midwest IS0 to reorder its tariff to eliminate a section 
numbering inconsistency. Section 42.2.4, Original Sheet No. 6 13, should be corrected to 
read Section 43.2.4. 

2. GFA Party Settlements 

274. 
GFA settlements and stated that it would be receptive to GFA parties voluntarily 
agreeing, in settlement, to accept one of the Midwest ISO’s proposed scheduling and 
settlement options, including Option B, for treatment of GFA transactions, or to convert 
their contracts to TEMT service.206 The Commission also stated that “such settlements 
avoid litigation of GFA issues and further the Coinmission’s goals in facilitating 
voluntary resolution of these issues prior to the stai-t of the Midwest IS0  energy 

to later revisit its decision when it addressed the non-settling parties’ GFAs. 

As stated above, in the Procedural Order, the Commission strongly encouraged 

The Cornmission explained that, if it approved a settlement, it did not intend 

275. As a result of Steps 1 arid 2, GFA parties settled by inutually agreeing to accept 
the TEMT options for GFA treatment by choosing Option A, Option B, or a combination 
of A and B, or, by mutually agreeing to convert their contracts to the transmission and 

205 The pass through of costs under GFAs is addressed in the discussion regarding 
the designation of GFA Responsible Entity in tlie “Discussion Regarding the Briefs on 
Exceptions to the Presiding Judges Findings” section of this order. 

206 Procedural Order at P 80. 

’07 Id. at P 82. 
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energy market provisions of the TEMT. Parties settled 52 contracts, representing a 
total of approximately 9,729 MW. In specific, 14 GFA parties chose to settle on Option 
A (a total of approximately 1,599 MW), including contract numbers 94-1 00, 188, 223, 
347, 399 (which is also listed as 417), and 417-20. The 30 GFA parties choosing to settle 
on Option B (a total of approxiiiiately 5,247 MW) include contract numbers 34, 141, 152, 

426,441-45, and 449. The 3 GFA parties choosing a combination of Options A and B 
(396 MW) include contract numbers 142, 144, and 346. Finally, 5 GFA parties chose to 
convert their contracts to TEMT sellrice, including contract numbers 2 16,224, 324, 375, 
and 376 (representing 2,487 MW). 

159, 182, 214, 285, 342, 343, 355, 357-59, 362, 363, 372, 373, 378, 392,406,412-14, 

(a) Settlement Comments 

276. 
settlements that purported to adopt Option B treatment or reserved the riglit to select 
Option B.’08 Specifically, Cinergy states that Option B is unjust, unreasonable, and 
unduly discriminatory and that settlerneiits adopting Option B are unlawful and can not 
be accepted.’09 It asserts that the Coinmission should not adopt Option B settlements, 
absent a ruling on its lawfulness. Cinergy states that the Coininission should either 
require, as a condition for accepting the additional elements submitted in Option B 
settlements, that the parties strike their election of Option B, or delay ruling on the 
Option B settlements pending resolution of the legality of Option B. Moreover, Cinergy 
asserts that the lesser “fair and reasonable” standard that the Coininission appeared to 
invoke with respect to Option B is applicable only to uncontested settlements and that for 
contested settlenients, the standard is just, reasonable, and not unduly discriminatory, 
which must be supported by substantial evidence. 

On July 16, 2004, Cinergy filed coininents contesting provisions of certain 

277. 
and reduced reliability in the market in addition to unfair cost shifting and undue 
discrimination. Cinergy emphasizes that Option B will result in market inefficiency 
because, with load tied up in GFAs, Option B would distort the TEMT energy and FTR 
markets and undermine the LMP-based, financial transinksion rights paradigm. It also 

Cinergy contends that permitting parties to select Optioii B leads to inefficiency 

Cinergy lists contract numbers 10 1 - 12, 1 82, 209, 2 10,2 12,2 14,222,256,257, 208 

266,285, 289, 297, 308, 323, 343, 356-59, 362, 363, 389-91,406,413,414,441-43,448, 
and 449, as either selecting Option B or reserving the right to select Option B. 

209 Cinergy notes that it is a party to various settlement agreements in which the 
parties have selected Option B, but that it does not corninent on its settlements because, 
in each, Cinergy reserved the right to challenge the lawftilness of Option B. 
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stresses that Option B gives GFA parties discounts on losses, charging them the 
marginal cost of losses day-ahead, but then rebating the difference between their 
marginal and average costs, resulting in less efficient grid use and fewer incentives to 
invest in generation and traiisinission upgrades. Cinergy argues that Option B would also 
promote over-scheduling, which creates phantom congestion, as it allows GFA customers 
to schedule their full load entitlement in the day-ahead market whenever real-time 
congestion is anticipated. It explains that, regardless of the amount of transmission the 
GFA customer actually used in real-time, the GFA customer would still receive a full 
rebate for all of the transmission scheduled day-ahead, including the unused portion. 

278. 
Coinmission-imposed constraint to make GFA parties “financially indifferent, or better” 
to the GFA 
material benefits and obligations under the contract. Tlius, Cinergy argues that allowing 
financial indifference to LMP, as Option B does, preserves more than the material 
benefits under a GFA because it grants GFA parties all of the benefits of a new market 
design and excuses them frorn all price signals while shifting costs to non-GFA loads. 
Cinergy also asserts that, contrary to Dr. Hogan’s assertions, virtual bidding, while a 
good idea, cannot cure the flaws of Option R. Cinergy argues that Options A and C are 
better alternatives than Option B because Options A and C integrate the GFAs into the 
scheduling and settlement process and do not iriaterially alter the rights of GFA parties. 
Thus, it states that Options A and C are neither inefficient nor unduly discriminatory. 

Cinergy also emphasizes that, contrary to Dr. Hogan’s assumption, there is no 

It states that the Coinmission only required preservation of 

279. 
for GFA 343. It states that GFA 343 identifies the “Cinergy Hub,” which is not an 
appropriate OASIS designation, as a source point, but does not provide for any 
transmission on the Cinergy system. Cinergy explains that, for such a “partial path” 
GFA, it is unclear how FTRs and congestion costs will be allocated between transmission 
taken on an open access basis, and that taken under the GFA. Instead, it states that tlie 
Coininissioii should require submission of data sufficient to permit clear and 
unambiguous application of the Midwest I S 0  rules. 

Finally, Cinergy requests that the Coinmission not yet approve the settlement offer 

(b) Commission Discussion 

280. Consistent with the discussion above, as well as the Cornmission’s goals in 
facilitating and encouraging voluntary resolution of the GFA issue prior to the start of the 
Midwest I S 0  Energy Markets, we will accept all of the GFA settlements listed above, 

Cinergy settlement comments at 13; Exli. MISO-5 at 48 (Hogan). 210 
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including those of parties who chose Option R.’” We received a number of joint 
filings that expressed, per the Procedural Order’s instructions, GFA parties’ willingness 
to settle on one of the Midwest ISO’s proposed sclieduling and settlement options.212 We 
interpret these settlement filings to incorporate the material terms and conditions of the 
TEMT, particularly section 38.8.3 thereof, and we find that these settlements are just and 
reasonable. 

28 1. 
(a franchised public utility affiliate of Cinergy) to Wabash Valley Power Association, 
Iiic., the GFA parties indicate that they select Option A treatment for certain transactions 
(representing 70 MW) and Option B for other transactions (representing 326 MW). 
However, i t  is unclear whether the transactions for each option are associated with one 
GFA, or whether the parties have selected different options for separate transactions 
under the same GFA. The TEMT requires that parties to a GFA select just one option for 
treatment of the GFA.2’3 Accordingly, we will approve the settlement for GFA Nos. 
142 and 144, but will require the parties to choose one option for the transactions under 
each GFA and notify the Midwest IS0 of their selection, in accordance with the TEMT, 
before the coininenceinent of FTR nominations. 

With respect to GFA Nos. 142 and 144, relating to service from PSI Energy, Iiic. 

282. 
results in unfair cost shifting and undue discrimination, we reiterate our discussion above 
that the amount of energy associated with the 29 GFAs that settled on Option B is 
currently less than 5 percent of the overall market and the amount of uplift associated 
with these contracts would be correspondingly small. We also note that, initially, Option 
B puts settling parties (former GFAs) on the same footing as non-GFAs for purposes of 
scheduling and the requirement to pay for imbalances in the real-time L,MP market. To 
ensure financial indifference, settling parties are provided protections from congestion 
costs. In other words, Option B eliminates scheduling preferences as a cost of uplift for 
congestion costs that are shared by these same parties and non-GFAs. Allocation of a 
share of the uplift to non-GFAs is justified since they benefit from the eliniination of 
scheduling preferences. In this context of shared costs, and recognizing the elimination 

With respect to Cinergy’s argument that permitting parties to settle on Option R 

See Procedural Order at P 80. 

’12 See id. at P 69 (requiring parties to “‘make a simple statement in their joint 
filings to indicate whether or not they are willing to voluntarily convert their contract to 
TEMT service or settle their GFA by voluntarily accepting the Midwest ISO’s treatment 
of GFAs.”). 

See Module C, section 38.8.3, Original Sheet No. 445. 2 I 3 
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of scheduling preferences, we do iiot consider the cost burden associated with Option 
B to be unduly discriiniiiatory. 

E. Schedules 16 and 17 

1. The Midwest ISO’s Proposal 

283. 
Transinissioii Rights Administrative Service Cost Recovery Adder (FTR Service) and 
Schedule 17, Energy Market Support Administrative Service Cost Recovery Adder 
(Energy Market Service) as inechanisins to recover froin Transmission Customers, 
Transinission Owners and Users the costs associated with iinpleinenting and 
administering the FTR marltets and energy markets. Ainong other things, tlie 
Coininission accepted the proposal and set for a paper hearing the cost allocation and rate 
design reflected in the proposed charges in Scliedules 16 and 17. 

In Docket No. ER02-2595-000 the Midwest I S 0  proposed Schedule 16, Financial 

284. 
Commission’s decision in tlie paper hearing in Docket No. ER02-2595-000 will be 
incoiporated into tlie TEMT. 111 this proceeding the Midwest I S 0  proposes inodifications 
to the Schedules 16 and 17 that were originally proposed in Docket No. ER02-2595-000. 
The Midwest I S 0  proposes to assess Market Participants the charges in Scliedules 16 and 
17, instead of the Transinission Customers, Transinission Owners and Users as initially 
proposed. Moreover, tlie Midwest IS0  proposes other ininor inodifications to Schedules 
16 and 1 7, clarifying definitions in tlie formulary rates and conforiiiing the schedules to 
the recently filed TEMT. 

In tlie March 3 1 TEMT filing in this proceeding, the Midwest I S 0  states that the 

285. In the March 3 1 Filing, the Midwest I S 0  proposes tliree options for treating GFAs 
froin which the parties to the GFAs may select, as discussed above. Tlie Midwest IS0 
states that to the extent that the Coininission applies Schedule 16 and 17 charges to GFA 
transactions under any of tlie three options, tlie Midwest I S 0  supports allowing the 
Market Participant assessed those charges for transactions under the GFA to recover 
those costs in its rates. 

2. Comments 

286. 
that should be considered on an on-going basis arid is essential to ensuring an efficient 
market. 

OMS states that assigning costs on a cost-causative basis is an iinpoi-tant concept 

287. 
concerned that the Midwest ISO’s market design will force them to pay the Schedule 16 
and 17 charges. Tlie Nebraska Intervenors argue that as an entity that would largely self- 

The Nebraska Intervenors, non-jurisdictional vei-tically integrated utilities, are 
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schedule its resources, the Scliedule 16 and 17 charges outweigh tlie benefits, if any, 
of joining tlie Midwest ISO. 

288. 
Schedule 16 and 17 charges for their GFA transactions. Multiple TDUs state that pai-ties 
to GFAs that choose Option B, should not be assessed Schedule 16 costs because they 
will not hold FTRs. Additionally, Manitoba Hydro states that assessing Schedule 16 
costs to its GFAs will undermine the economic assumptions that forined the parties’ basis 
for coininitting to the agreements. If the Coininission only has jurisdiction over portions 
of certain existing agreeinents, Manitoba Hydro questions how the Cornmission can 
modify portions of these agreements without altering tlie non-jurisdictional aspects of the 
agreement or undoing the bargain as a whole. Manitoba Hydro requests that the 
Coniinission clarify that Schedule 16 and 17 charges do iiot apply to any existing 
agreements involving non-jurisdictional entities to tlie extent that such agreements relate 
to energy generated in Canada and exported by Manitoba Hydro to purchasers within tlie 
U.S. 

Midwest IS0 TOs and Basin, et al. state that GFA parties should not have to pay 

289. 
Markets to GFAs to avoid subsidization of tlie GFAs by non-GFA pai-ties. FirstEnergy 
suggests authorizing a limited filing by the Transmission Owners for an increase in 
transmission rates to cover tlie energy market costs under tlie tariff. 

First Energy, on the other hand, supports the assessinent of the costs of the Energy 

290. Crescent Moon also states that Schedule 17 should be unburidled to avoid cross- 
subsidization. Specifically, Crescent Moon states that transmission-related scheduling 
and spot market-related costs should be unbundled and assessed to those causing those 

Crescent Moon also states that the Midwest IS0 markets should stand on their 
own in terins of cost recovery. If a market activity fails to recover its administrative 
costs, it sends an important price signal to the Midwest IS0 that it should restructure tlie 
offering to inake it less expensive to achieve financial brealteven. To the extent that the 
Coininission decides that GFA transactions should be subject to Schedule I6 and 17 
charges, Crescent Moon states that Scliedule 16 and 17 charges should be applied to GFA 
parties consistent with the pai-ties’ responsibilities under the GFA. AMP-Ohio states that 
the billing deterininants for the Schedule 17 charge should be modified to include a per- 
bid charge to ensure that the Midwest ISO’s systems are not overworked due to a high 
voluirie of bids and offers submitted by vii-tual traders. AMP-Ohio notes that virtual 
traders have stressed tlie systems of PJM. 

’14 For example, Crescent Moon contends that self-scheduling entities and parties 
engaged in bilateral transactions should iiot be liable for spot market-related costs arguing 
that such parties do not benefit from those activities. 
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291. 
alternate between pumping and generation in ways that produce optimal reliability and 
economic benefits. Detroit Edison contends that by imposing Schedule 17 charges on 
pumped storage facilities, these units could be double charged for Schedule 17 service 
(i.e., charged for injections and withdrawals for puinping and generation). 

Detroit Edison states that its pumped storage facility is flexibly operated to 

292. Cinergy states that utilities need assurance that they will be able to recover the 
costs incurred under Schedules 16 and 17, particularly costs associated with service to 
retail customers. Many utilities operate under retail rate freezes and may be subject to 
trapped costs if they are not provided an alternative method to recover the costs of the 
Energy Markets from their customers. 

3. Commission Discussion 

293. The Coinmission agrees with OMS that cost causation is iinportant in allocating 
costs and should be considered on an on-going basis. As the Commission states in the 
companion order in Docket No. ER02-2595-000, et al., the Midwest IS0 took an 
iinpoi-tant initial step in unbundling market costs froin its Schedule 10 IS0 Cost Adder by 
proposing separate charges in Schedules 16 and 17 to recover costs associated with 
implementing FTR Service and Energy Market While such unbundling by the 
Midwest I S 0  will help align cost responsibility with the benefits received, the 
Coinmission recognizes that further refinement of the unbundling of the Schedule 16 and 
17 charges may be appropriate after the Midwest IS0 obtains operational experience. 

(a) Schedule 16 

294. 
Docket No. ER02-2595-000, that all FTR-holders benefit froin FTR Service and should 
pay the Schedule 16 charge for the benefits provided by the FTRs. The Coinmission 
finds that GFAs choosing either Option A or Option B benefit froin the FTR Service 
provided by the Midwest I S 0  for the same reasons the Coinmission relies upon finding 
that FTR-holding bilateral transactions and self-scheduling transactions benefit froin FTR 
Service in Docket No. ER02-2595000. These GFAs are subject to congestion costs and 
the FTRs act as a hedge against those congestion costs.216 Regardless of who actually 

The Coinmission explains in the order issued concurrently with this order, in 

Midwest Independent Transmission System Operator, Inc., 108 FERC 7 6 1,235 215 

(2004) (Schedulel6/17 Order). 

GFAs that choose Option A hold tlie FTRs and GFAs that clioose Option B 
have the Midwest IS0 hold the FTRs for them. 
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holds tlie FTRs, the Option A and Option R GFAs benefit from the hedge provided by 
tlie FTRs and these GFAs should be assessed tlie Schedule 16 charge for that benefit.217 
Tlie Coininission believes that, as Option R simply provides an alternative hedging 
mechanism to holding FTRs for GFAs that are subject to the Midwest I S 0  Energy 
Markets, there should be no distinction between Option A GFAs and Option R GFAs for 
Schedule 16 treatment. 

295. The Coininission firids that carved-out GFAs should not be assessed the Schedule 
16 charge. Tlie carved out GFAs have retained their physical transinission rights and are 
not subject to congestion costs in the first instance. Since the carved out GFAs are not 
subject to congestion costs in the Midwest I S 0  Energy Markets, they have no need for 
FTRs as a hedge against congestion costs; therefore, these GFAs do not benefit froin the 
FTR Service as the Option A and Option B GFAs do nor do these GFAs benefit like the 
FTR-holding, bilateral transactions and self-sclieduling transactions. 

296. 
carved out GFA, it is not subject to the Schedule 16 charge. Likewise, since Manitoba 
Hydro’s sales into the United States are being carved out, as discussed above, Manitoba 
Hydro’s sales are exeiript from the Schedule 16 charge. 

Since Detroit Edison’s GFA irivolving the Ludington, MI pumped storage unit is a 

Schedule 17 

297. In the coinpariion order in Docket No. ER02-2595-000, the Coininission also finds 
that entities engaged in self-sclieduling transactions and bilateral transactions should pay 
the Schedule 17 charge because they benefit through their use of the transinission grid 
which is inade inore reliable as a result of the security-constrained econoinic dispatch that 
the Midwest IS0  will operate in its Energy Markets. In addition tlie markets reveal tlie 
value of congestion so that efficient ineans of eliminating congestion can be 
implemented, thereby, increasing the efficiency of tlie grid. In that order, tlie 
Commission also explains that the bilateral transactions and self-scheduling transactions 
benefit froin the existence of the Energy Markets and should therefore pay the costs to 
establish the Energy Markets. These transactions benefit froin the efficient and 
transparent prices resulting from tlie Energy Markets aiid the ability to use the spot 
inarkets whenever it is econoinic to do so. But the Coininission added that even though 
parties to bilateral transactions and self-scheduling transactions may not be using the 

By contrast, Option C GFAs do not receive a FTR as a hedge. These GFAs 217 

should not be assessed the Schedule 16 because they don’t receive the benefit that Option 
A and Option B GFAs receive. 
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spot market in any given hour, they benefit from, and therefore should pay for having, 
an energy market.218 

298. 
transactions should be assessed the charge for Energy Market Service in Schedule 17 
regardless of whether or not they are carved out of the Midwest IS0 Energy Markets. 
GFAs will receive the same benefits, discussed in the Commission’s companion order in 
Docket No. ER02-2595-000, as the bilateral transactions and self-scheduling transactions 
from the Energy Market Service. As tlie courts have ruled, “upgrades designed to 
‘preserve tlie grid’s reliability’ constitute ‘system enhancements [that] are presumed to 

Similar principles apply to the cost of implementing the benefit the entire system. 
Energy Markets, which will produce more reliable service and inore efficient Energy 
Markets that will benefit all transacting over tlie Midwest IS0  grid. GFAs should pay for 
the benefits they receive. Likewise, non-GFA transactions should not subsidize GFA 
transactions. 

299. 
should be assessed the Schedule 17 charge only on its pumped storage facility’s 
injections into the transinissioii system. 
system occurring when the facility is in pumping mode, are not to serve load in tlie 
traditional sense,221 such extractions from the transmission system should not be 

With respect to Energy Market Service, the Coinmission finds that all GFA 

,,,219 

The Coinmission agrees with Detroit Edison and concludes that Detroit Edisoii 

Since the extractions froin the transmission 220 

218 Schedule 16/17 Order at P 47 (citing Midwest IS0 Transmission Owners, et a/. 
v. FERC, 373 F.3d 1361, 1371 (D.C. Cir. 2004). 

See Entergy Services, Inc., 3 19 F.3d 536, 543 (D.C. Cir. 2003) (citing Western 219 

Massachusetts Electric Co. v. FERC, 165 F.3d 922, 923, 927 (D.C. Cir. 1999)). 

220 A puniped storage project is designed to meet the system’s need for electricity 
during periods of peak demand. Such a project operates by means of two reservoirs at 
different elevations in close proximity to one another. During times of low energy 
demand other generation is used to pump water from the lower reservoir to the upper 
reservoir. At times of peak demand, the water is dropped back to the lower reservoir, 
through generating facilities, to produce power. 

221 See Power Authority of the State of New York, 25 FERC 0 6 1,084 at 6 1,265 
(1 983) (pumped storage is an energy storage device which takes unused off-peak energy, 
and stores it for peak energy use). See also Norton Energy Storage, L.L.C., 95 FERC 

61,476 (2001) (Commission views the pumping energy not as being consumed, but 
rather as being converted and stored). 
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assessed the charge. By charging the pumped storage facility only when it is in 
generation mode, the pumped storage facility will be placed on the same footing as other 
generation. The Commission also finds that Manitoba Hydro’s sales into the United 
States should be subject to the Schedule 17 charge just as the other GFAs, including other 
carved-out GFAs, are subject to the Schedule 17 charge, because they will benefit from 
the Energy Markets in a manner similar to any other power sales transaction. 

(c) Billing; Entity 

300. 
Schedule 16 and 17 charges instead of “Transmission Customers, Trarisinission Owners, 
Users or other entities,” as originally proposed. The Conmission accepts the change, to 
clarify which entities will be charged for Schedule 16 and 17 service, subject to further 
modification. Midwest I S 0  should modify Schedules 16 and 17 to clarify their 
applicability to GFA transactions consistent with our findings above arid to clarify that 
the billing entity for GFAs subject to Options A, B or C, either pursuant to settlements or 
the requirements of this order, is the GFA Responsible Entity. These revisions should 
also reflect that the GFA Responsible Entity for GFAs subject to Option B treatment will 
be respoiisible for Schedule 16 charges for the hedge in the Day-Ahead Energy Market 
provided in that option. Finally, consistent Opinion Nos. 453 and 453-A, which require 
that the Trarisinission Owiier or ITC Participant take transmission service under the 
Midwest IS0 Tariff in order to satisfy its obligations under the GFA,222 the billing entity 
for carved out GFAs is the Transmission Owner or ITC Participant taking transmission 
seivice pursuant to the Midwest I S 0  tariff to meet its obligations under the GFA. 

In this proceeding the Midwest IS0  has proposed to bill Market Participants the 

30 1. 
cost recovery froin GFAs and retail load in previous orders.223 The Coinmission stated 
that it was speculative whether states with retail rate freezes will block the recovery of 
any Commission-established rates, and even if states did deny recovery of Coininission- 
established rates, any such denial would be challengeable in state fora.224 The 
Coiiiinissiori reiterated that utilities have the opportunity to make a filing that 
demonstrates and supports that such costs are currently unrecoverable and should be 

The Coinmission has already addressed FirstEnergy and Cinergy’s concerns about 

222 Opinion No. 453 at 6 1,173, 

223 See Midwest Independent Transmission System Operator, Inc., 102 FERC 
7 6 1,279 (2003), order denying rehearing, 106 FERC 7 6 1,337 (2004). 

Midwest Independent Transinission System Operator, Inc., 106 FERC 7 6 1,337 224 

at P 14. 
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treated as a regulatory asset. Additionally, the Coinmission denied a request to 
generically modify GFAs because the request was based solely on the statement that 
there were inany contracts precluding modification through unilateral filings to recover 
Schedule 16 and 17 charges. The Coinmission also stated that when the contracts do riot 
allow iiiodification to recover Schedule 16 and 17 charges, another option would be to 
seek recovery of costs incurred under Schedules 16 and 17 as new services.225 

302. 
adopt a tariff mechanism to charge GFA customers directly for Schedule 16 and 17 
service, they have not made a concrete proposal identifying the GFA party that should be 
responsible for such costs or addressing whether or not the contracts already address 
responsibility for such costs. Thus, the proposal is not ripe for consideration. 

While the Transmission Owners and the Midwest IS0 urge the Coinrnission to 

F. Attachment P - Docket No. ER04-106-002 

303. On May 26, 2004, the Midwest IS0  submitted a coinpliance filing containing 
proposed revisions to Attachment P as directed by the Coinmission in its underlying 
order.226 As is evident from our discussion above, the Midwest ISO’s compliance filing 
has been overtaken by events, and so we will direct that the Midwest IS0 make a new 
coinpliance filing. 

304. Specifically, with respect to which grandfathered agreements should be included 
in Attacliiiient P, the Coinmission concludes that the definition of GFAs provided in the 
TEMT should be utilized for deteriiiiiiing which GFAs should be included in Attachment 
P. That definition, section 1.126 of the recently approved TEMT, defines GFAs as: 

An agreement or agreements executed or coininitted to prior to 
September 16, 1998 or ITC Grandfathered Agreements that are not subject 
to the specific terins and conditions of this Tariff consistent with tlie 
commission’s policies. These agreements are set forth in Attachment P to 
this Tariff. 

Thus, the Corninission directs the Midwest IS0  to make a coinpliance filing, in a new 
subdocket of Docket No. ER04- 106, revising Attachment P. 

225 Id. at P 18 (citing Opinion No. 463 at P 46). 

See Midwest Independent Transmission System Operator, Inc., 106 FERC 226 

7 61,387 (2004). 
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305. 
contained in tlie TEMT sliould be used to determine which agreements sliould be 
included in Attachment P, this compliance filing should not reflect any other criteria for 
determining whether an agreement should be included, or excluded, froin Attachment 
P.227 We also direct the Midwest I S 0  to specify for each contract listed in Attachment P 
the contract’s treatment per the directives of this order, ( ie . ,  either converted to TEMT 
service or subject to a choice among Options A, B, or C pursuant to a settlement of GFA 
treatment approved in this order, subject to a choice among Option A or Option C 
because the GFA is subject to the just and reasonable standard of review, subject to a 
carve-out from the Midwest I S 0  Markets, or excluded froin this proceeding). 

Given tlie Commission’s finding here, that the section 1.126 definition 

The Coinmission orders: 

(A) Transmission Owners and ITC Participants providing service under GFAs 
that did not settle and that are subject to a just and reasonable standard of review inust 
choose scheduling and settlement Option A or Option C, and notify the Midwest IS0 of 
their selection before October 1,2004, in accordance with the TEMT, as discussed in the 
body of this order. 

(B) The Midwest I S 0  is directed to carve out of its Energy Markets all other 
GFAs that did not settle, as described in the body of this order. 

(C) The Midwest ISO’s proposed Option A and Option C TEMT treatment for 
GFAs are hereby accepted, as discussed in the body of this order. 

(D) The Midwest ISO’s proposed Option B is hereby accepted for those parties 
that chose it prior to July 28, 2004, as discussed in the body of this order. 

(E) Tlie 52 settlements described above are hereby accepted, as described in the 
body of this order. 

227 We expect that the Midwest IS0  will be adding or deleting entities, based on 
tlie TEMT definition, and correcting inaccuracies. If tlie protestors to tlie earlier 
compliance filings still have concerns after the filing of this new compliance filing, they 
can raise thein in response to this new compliance filing. 
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(F) The parties to GFA Nos. 142 and 144 are directed to choose between 
Option A and Option R for the transactions under each GFA arid notify the Midwest IS0  
of their selection, in accordarice with the TEMT, before the commencement of FTR 
nominations, as discussed in the body of this order. 

(G) Parties to GFAs are directed to provide the Midwest IS0  with more detailed 
information regarding the capacity between nodes to be reserved for the GFAs, and data 
regarding historical capacity used on a seasonal basis, as described in the body of this 
order 

(H) The Midwest IS0  is hereby directed to file reports with the Commission, as 
described in the body of this order. 

(I) The Midwest IS0  is liereby directed to irialte compliance filings, in Docket 
Nos. ER04-69 1-000 and ER04- 104-000, within 30 and 60 days of the date of this order, 
as discussed in the body of this order. 

(J) The Midwest IS0  is liereby directed to make a coinpliance filing, in Docket 
No. ER04-106, within 60 days of the date of this order, providing a revised Attachment P 
consistent with the definition of grandfatliered agreements in the TEMT, as discussed in 
the body of this order. 

(K) The IMM is hereby directed to monitor GFA customers for gaming behavior 
and provide an informational report to the Comniission prior to the second FTR 
allocation, as discussed in the body of this order. 

(L,) The presiding judges’ Findings of Fact are hereby affirmed in part and 
reversed in part, to the extent discussed in the body of this order. 

(M) Pursuant to the authority contained in and subject to tlie jurisdiction 
conferred upon the Federal Energy Regulatory Commission by section 402(a) of the 
Department of Energy Organization Act and by the Federal Power Act, particularly 
section 206 thereof, and pursuant to tlie Commission’s Rules of Practice and Procedure 
and the regulations under the Federal Power Act (1 8 C.F.R. Chapter I), a fui-tlier public 
hearing shall be held concerning GFA Nos. 273, 284, 297, 306, 309, 31 1, 313, 314, 316, 
3 17, and 450. However, the hearing shall be held in abeyance to provide time for 
settleineiit judge procedures, as discussed in Paragraphs (N) and (0) below. 

(N) Pursuant to Rule 603 of the Coinmission’s Rules of Practice and Procedure, 
18 C.F.R. 5 385.603 (2004), the Chief Administrative Law Judge is hereby directed to 
appoint a settlement judge in these proceedings within fifteen (1 5) days of the date of this 
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order. Such settlement judge shall have all powers and duties enumerated in Rule 
603 and shall convene a settlement conference as soon as practicable after tlie Chief 
Judge designates the settlement judge. If the parties decide to request a specific judge, 
they inust make their request to tlie Chief Judge in writing or by telephone within five (S) 
days of the date of this order. 

(0) Within sixty (60) days of the date of tliis order, the settlement judge shall 
file a report with the Coininission and the Chief Judge on the status of the settlement 
discussions. Based on this report, the Chief Judge shall provide the parties with 
additional time to continue their settlement discussions, if appropriate, or assign this case 
to a presiding judge for a trial-type evidentiary hearing, if appropriate. If settlement 
discussions continue, the settlement judge shall file a report at least every sixty (60) days 
thereafter, informing tlie Commission and tlie Chief Judge of the parties’ progress toward 
settlement. 

(P) If settlement judge procedures fail and a trial-type evidentiary hearing is 
to be held, a presiding judge, to be designated by the Chief Judge, shall, within fifteen 
(1 5) days of the date of the presiding judge’s designation, convene a prehearing 
conference in tliese proceedings in a hearing rooin of the Federal Energy Regulatory 
Commission, 888 First Street, N.E., Washington, DC 20426. Such conference shall be 
held for the purpose of establishing a procedural schedule. The presiding judge is 
authorized to establish procedural dates, and to rule on all motions (except motions to 
dismiss) as provided in the Comiiiission’s Rules of Practice and Procedure. 

By the Commission. 

( S E A L )  

Linda Mitry, 
Acting Secretary. 
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Appendix A 

Relevant Parties Filing: Protests or Comments to the Midwest ISO’s March 31 Filing 

Alliant - Alliant Energy Corporate Services, Inc. 
ATCLLC - American Transinission Company LL,C 
Basin, et al. - Basin Electric Power Cooperative, East River Electric Power Cooperative, 

Inc., Central Power Electric Cooperative, Inc. and Capital Electric Cooperative, 
Inc . 

Cinergy - Cinergy Services, Inc. 
Consumers - Consumers Energy Company 
Crescent Moon Utilities - Basin Electric Power Cooperative, Heartland Consumers 

Power District, Minnkota Power Cooperative, Inc., Northwestern Energy, 
Sunflower Electric Power Corporation arid the Upper Great Plains Region of the 
Western Area Power Administration 

Dairyland - Dairyland Power Cooperative 
Detroit Edison - Detroit Edison Company 
EPSA - Electric Power Supply Association 
FirstEnergy - FirstEnergy Service Coinpaiiy 
Midwest I S 0  TOs - Aineren Services Company, as agent for Union Electric Company 

d/b/a AinerenUE, Central Illinois Public Service Company d/b/a AmerenCIPS, 
and Central Illinois Light Co. d/b/a AinerenCilco; Aquila, Inc. d/b/a Aquila 
Networks (f/Ma Utilicorp TJnited, Inc.); City Water, Light & Power (Springfield, 
Illinois); Hoosier Energy Rural Electric Cooperative, Inc.; Indianapolis Power & 
Light Coinpany; L,G&E Energy Corporation (for Louisville Gas and Electric Co. 
and Kentucky Utilities Co.); Minnesota Power (and its subsidiary Superior Water, 
L&P); Montana-Dakota Utilities Co.; Northern Indiana Public Service Company; 
Noi-tliei-ri States Power Company and Northern States Power Company 
(Wisconsin), subsidiaries of Xcel Energy, Inc.; Northwestern Wisconsin Electric 
Company; Otter Tail Corporation d/b/a Otter Tail Power Company; Southern 
Illinois Power Cooperative; Southern Indiana Gas & Electric Company d/b/a 
Vectren Energy Delivery of Indiana); arid Wabash Valley Power Association, Inc. 

Midwest TDUs - Great Lakes TJtilities, Indiana Municipal Power Agency, Lincoln 
Electric System, Madison Gas and Electric Company, Midwest Municipal 
Trarisinission Group, Missouri Joint Municipal Electric Utility Commission, 
Missouri River Energy Services, Southern Minnesota Municipal Power Agency, 
Upper Peninsula Transmission Dependent Utilities and Wisconsin Public Power, 
Inc . 

Minnkota - Minnkota Power Cooperative, Inc. 
Minnesota Municipal - Miniiesota Municipal Power Agency 
Municipal Participants - Michigan Public Power Agency, Michigan South Central 
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Power Agency, Departinent of Municipal Services of Wyandotte, Michigan 
and City of Hamilton, Ohio 

NRECA - National Rural Electric Cooperative Association 
OMS - Organization of MIS0 States 
Otter Tail - Otter Tail Power Company 
PSEG - PSEG Energy Resources & Trade LLC 
Reliant - Reliant Energy, Inc. 
WPPI - Wisconsin Public Power Inc 
WPS Resources - WPS Resources corporation 
WUMS Load-Serving Entities - Wisconsin Electric Power Company, Edison Sault 

Electric Company, Wisconsin Public Service Corporation, Upper Peninsula Power 
Company, Wisconsin Power and Light Company, Madison Gas and Electric 
Company, Wisconsin Public Power, Inc. and Manitowoc Public Utilities 

Parties Filing Analysis Comments Pursuant to P 72 and 73 of the Procedural Order 

Detroit Edison 
LG&E - LG&E Energy LLC, on behalf of its utility operating companies Louisville Gas 

MichiganKentucky Parties - Michigan Public Power Agency, the Michigan South 
and Electric Company and Kentucky Utilities Company 

Central Power Agency, the City of Wyandotte, Michigan, and the East Kentucky 
Power Cooperative, Inc. 

Midwest I S 0  TOs - City Water, Light & Power (Springfield, Illinois); Hoosier Energy 
Rural Electric Cooperative, Inc.; Minnesota Power (and its subsidiary Superior 
Water, L,&P); Montana Dakota Utilities Co.; Northern States Power Company and 
Northern States Power Company (Wisconsin); subsidiaries of Xcel Energy, Inc.; 
Northwestern Wisconsin Electric Company; Otter Tail Corporation d/b/a Otter 
Tail Power Company; Southern Illinois Power Cooperative; Southern Indiana Gas 
& Electric Company (d/b/a Vectren Energy Delivery of Indiana); and Wabash 
Valley Power Association, Inc. 

Midwest TDUs 
Rural Electric Cooperatives - National Rural Electric Cooperative Association, Basin 

Electric Power Cooperative, Capital Electric Cooperative, Iric., Central Power 
Electric Cooperative, Inc., Dairyland Power Cooperative, East River Electric 
Power Cooperative, Inc., Hoosier Energy Rural Electric Cooperative, Inc., Great 
River Energy, and Miririkata Power Cooperative, Inc. 

Parties Filing June 25 Comments Pursuant to P 74 of the Procedural Order 

AECC - Arkansas Electric Cooperative Corporation 
Cinergy - Cinergy Services, Inc., The Cincinnati Gas & Electric Coinpany, PSI Energy, 
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Inc., and The Union Light, Heat and Power Company 
Corn Belt - Coix Belt Power Cooperative 
Detroit Edison 
Dynegy - Dynegy Power Marketing, Inc. and Dynegy Midwest Generation, Inc. 
First Ener gy 
Hoosier - Hoosier Energy Rural Electric Cooperative, Inc. 
L,G&E 
MichigadKentucky Parties 
Midwest I S 0  TOs - City Water, Light & Power (Springfield, Illinois); Hoosier Energy 

Rural Electric cooperative, Inc.; Minnesota Power (and its subsidiary Superior 
Water, L&P); Montana Dakota Utilities Co.; Northern States Power Company and 
Northei-n States Power Company (Wisconsin); subsidiaries of Xcel Energy, Inc.; 
Northwestern Wisconsin Electric Coiiipany; Otter Tail Corporation d/b/a Otter 
Tail Power Company; Southern Illinois Power Cooperative; Southern Indiana Gas 
& Electric Coiiipany (d/b/a Vectren Energy Delivery of Indiana); and Wabasli 
Valley Power Association, Inc. 

Midwest TDIJs 
Montana-Dakota - Montana-Dakota Utilities Company 
North Dakota Commission - North Dakota Public Service Commission 
OMS 
Rural Electric Cooperatives - National Rural Electric Cooperative Association, 

American Public Power Association, Basin Electric Power Cooperative, Capital 
Electric Cooperative, Inc., Central Power Electric Cooperative, Inc., Dairyland 
Power Cooperative and East River Electric Power Cooperative, Inc. 

TVA - Tennessee Valley Authority 
WPPI 
WPS Resources 

Parties Filing Reply Comments Pursuant to P 74 of the Procedural Order 

Cinergy 
Michigan/Kentucky Parties 
Rural Electric Cooperatives - National Rural Electric Cooperative Association, Basin 

Electric Power Cooperative, Capital Electric Cooperative, Inc., Central Power 
Electric Cooperative, Inc., Dairyland Power Cooperative, East River Electric 
Power Cooperative, Inc., Hoosier Energy Rural Electric Cooperative, Inc., Great 
River Energy, and Minnkota Power Cooperative, Inc. 
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Parties Filing Briefs on Exceptions 

Alliant and WPS Resources 
Basin, et al. - Basin Electric Power Cooperative, Central Power Electric Cooperative, 

Cleveland and AMP-Ohio - The City of Cleveland, Ohio and American Municipal 

Dairyland 
Detroit Edison 
EKPC - East Kentucky Power Cooperative, Inc. 
FirstEnergy 
Great River - Great River Energy 
LG&E 
Minnesota Power 
Minnko t a 
MMTG - Midwest Municipal Transmission Group 
Montana-Dakota 
Northwestern - Northwestern Wisconsin Electric Company 
Otter Tail 
Rural Electric Cooperatives - National Rural Electric Cooperative Association, 

Inc. and East River Electric Power Cooperative, Inc. 

Power-Ohio 

Associated Electric Cooperative, Inc., Central Iowa Power Cooperative, Inc., Corn 
Belt Power Cooperative, Dairyland Power Cooperative, Minnkota Power 
Cooperative, Inc., and Southern Illinois Power Cooperative 

Xcel - Xcel Energy Services Inc. 
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UNITED STATES OF AMERICA 

FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: Jon Wellinghoff, Chairman; 
Suedeen G. Kelly, Marc Spitzer, 
and Philip D. Moeller. 

Midwest Independent Transmission 
System Operator, Inc. 

Midwest Independent Transmission 
System Operator, Inc. 

Dairylarid Power Cooperative 

Midwest Independent Transmission 
V. 

System Operator, Inc. 

Docket No. ER10-73-000 

Docket No. ER10-74-000 

Docket No. EL, 10-9-000 

ORDER ON TARIFF REVISIONS AND COMPLAINT 

(Issued December 15, 2009) 

1. On October 16,2009, pursuant to section 205 of the Federal Power Act (FPA),’ 
Midwest Independent Transmission System Operator, Inc. (Midwest ISO) filed proposed 
revisions to section 38.8.3(A) of its Open Access Transmission, Energy, and Operating 
Reserve Markets Tariff (Tariff). The proposed revisions would eliminate the possibility 
for grandfathered agreements (GFAs) between new transmission owners and their 
affiliates, owner-members, and other transmission owners to be carved out of Midwest 
ISO’s Energy and Operating Reserve Markets2 The proposed revisions would apply to 
GFAs added to Attachment P of the Midwest I S 0  Tariff, which lists the currently 
effective GFAs, on or after November 1, 2009. Separately, Midwest I S 0  filed revisions 

16 U.S.C. 6 824e (2006). 

The phrase “carved out” refers to a specific type of treatment of GFAs which are 
carved-out of Midwest ISO’s energy and operating reserve markets. Carved-out GFAs 
are riot subject to the Tariff‘s scheduling and settlement requirements, and are financially 
exempt from many energy and operating reserve market charges. The treatment of GFAs 
is outlined in section 38.8 of the Tariff (Tariff Sheet Nos. 656-74). 

2 
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to Attachment P of its Tariff to reflect the proposed classifications for the existing GFAs 
of Dairyland Power Cooperative (Dairyland). 

2. On October 30, 2009 Dairyland filed a complaint against Midwest ISO, 
requesting, essentially, that Midwest ISO’s proposed tariff language governing carved- 
out GFA status not apply to 30 Dairyland GFAs for which Dairyland requested carved- 
out treatment. Dairyland asks the Comniission to order the Midwest I S 0  to add to 
Attachment P each GFA that qualifies for carved-out treatment under the Tariff 
provisions approved and in effect as of the date of its complaint. 

3. In this order, we accept in part and reject in part Midwest ISO’s proposed tariff 
revisions to limit the eligibility for carved-out treatment going forward, reject Midwest 
ISO’s proposal to remove existing GFAs froin Attachment P, and deny the relief 
requested in Dairyland’s complaint. 

I. Background 

A. GFAs 

4. As part of its application to implement energy markets under its Open Access 
Transmission and Energy Markets Tariff (TEMT), Midwest I S 0  proposed tariff 
provisions to address transmission service provided under certain existing long-term 
contracts that were executed before September 16, 1 9983 (generally classified as GFAs). 
The Commission issued several orders addressing the treatment of GFAs under the 
TEMT.4 Subsequently, the Coinmission accepted Midwest ISO’s proposal to replace the 
TEMT with the Tariff,’ which continues to include the GFA provisions that the 
Commission previously accepted in the GFA Orders. Midwest IS0  lists the GFAs in 
Attachment P to the Tariff. 

September 16, 1998, is the date upon which the Coininission granted Midwest 
I S 0  status as an independent system operator. 

Midwest Indep. Traiisiizissioiz Sys. Operator, Inc., 108 FERC 7 61,236 (2004), 
older on reh ’g, 1 1 1 FERC 7 61,042, order on reh ’g, 1 12 FERC 7 61,3 1 1 (2005) 
(collectively, GFA Orders), aff’d sub nom. Wiscor7sin Public Power: Inc. v. FERC, 
493 F.3d 239 (D.C. Cir. 2007). See also Midwest Ikdep. Trnnsrnission 5‘’s. Opemtor, 
Iizc., 12 1 FERC 7 6 1,166 (2007) (allowing Midwest IS0  to continue the same GFA 
treatment after the initial six-year transition period ended). 

’ Midwest Indep. Timzsinissiorz Sys. Operator, Irzc., 122 FERC 7 6 1,172 (2008). 
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5. Section 38.8.3(A) of the Tariff delineates the treatment of GFAs that are added to 
Attachment P after September 16, 2004.6 Pursuant to this section, parties may choose to 
have a GFA carved out of the Energy and Operating Reserve Markets if that GFA: ( I )  is 
subject to the Mobile-Sierra public interest standard of re vie^;^ (2) is silent on the 
applicable standard of review; or (3) is providing for transmission service by an entity 
that is not a public utility. Carved-out GFAs are not subject to the Tariff scheduling and 
settlement requirements and are financially exempt from many energy market charges 
(e.g., congestion charges and loss charges). 

B. Dairyland 

6. 
is owned by, and provides the Wholesale power requirements for, 25 separate distribution 
cooperatives in southern Minnesota, western Wisconsin, northern Iowa, and northern 
Illinois. Dairyland also provides wholesale power requirements for 16 municipal utilities 
in Wisconsin, Minnesota, and Iowa. Dairyland does not provide retail electric service 
directly to any customers, but its member cooperatives provide service to inore than 
25 1,000 retail electric customers in a 9,000 square mile area. Dairyland owns or has 
under contract generating units totaling approximately 1,192 MW, and owns 
approximately 3,144 miles of transrnission lines. 

Dairyland is a not-for-profit generation and transmission electric cooperative that 

7. 
Midwest I S 0  as a transmission owner, with the goal of integrating its facilities into 
Midwest I S 0  on June 1, 2010. On September 3, 2009, Dairyland submitted a coriditioiial 
application to become a transmission owner and coininunicated with Midwest I S 0  
concerning the GFA status of certain contracts. Specifically, Dairyland, which is not a 
public utility, requested that Midwest I S 0  grant carved-out status to 30 of Dairyland’s 
existing agreements, which comprise approximately 700 MW (about 79 percent of 
Dairyland’s peak load), and add those GFAs to Attachment P of the Tariff. On 
October 5, 2009, Dairyland withdrew all conditions to its membership in Midwest I S 0  
and executed the Midwest I S 0  Transmission Owners Agreement. On that same day, 
Midwest I S 0  coininunicated via letter to Dairyland that it would grant carved-out GFA 
status for oiily one of Dairyland’s existing agreements.’ 

Relevant to these proceedings, Dairyland recently announced its intent to join 

September 16, 2004, is the date of the Commission order which approved 
Midwest ISO’s approved treatment of GFAs under the TEMT. 

Uizited Gas P@e Line Co. v. Mobile Gas Seiv. C o y . ,  350 U.S. 332 (1956); FPC 7 

I). Sierra Pac. Power Co., 350 U.S. 348 (1956). 

’ Dairyland Complaint at 13-14. The agreement for which Midwest I S 0  stated 
that it would provide carved-out status is GFA No. 484, a Shared Transmission 
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11. Description of the Filings 

A. Midwest ISO’s Proposal to Limit Carved-Out GFAs - Docket No. 
ER10-73-000 

8. On October 16, 2009, in Docket No. ER10-73-000, Midwest I S 0  proposed 
changes to its Tariff that would eliminate, going forward, the availability of the carved- 
out GFA option for new transinissiori owners whose GFA is with an affiliate, owner- 
member company, and/or other transmission owner. Under the Midwest I S 0  proposal, 
carved-out GFA treatment will not be available for such GFAs added to Attachment P on 
or after November 1,2009.’ Instead, pursuant to tlie proposed tariff language, the 
agreements must be fully converted to service under the Tariff. (As addressed later, 
while the proposed tariff language states that conversion to service under the Tariff is 
required, Midwest ISO’s transinittal letter contains contradictory statements that Options 
A and C will also be available.) Specifically, Midwest IS0  proposes to add the following 
language to section 38.8.3(A) of the Tariff: 

Notwithstanding the foregoing, carved-out treatment under this 
paragraph b shall not be available to Grandfathered Agreements 
added to Attachment P of the Tariff effective on or after November 
1, 2009, that involve service to an Affiliate or an owner-member of 
the Transmission Owner or to an entity that itself is a Transmission 
Owner. Any such agreements between Transmission Owners shall 
be fully converted to service under tlie Tariff for the internal loads of 
the affected Transinission Owners. 

9, 
Commission’s guidance with respect to carved-out GFAs, aiid consistent with the 
Commission’s expectation that the amount of load seived under carved-out GFAs, and 
the resulting cost shift to Tariff customers, would decline over time. lo Midwest IS0 

Midwest IS0 states that the proposed revisions are consistent with the 

Agreement between Dairyland and Western Wisconsin Municipal Power Group, dated 
April 8, 1985. 

’ While the revised tariff language would exclude carved-out treatment only for 
GFAs between the new traiisinission owner and another transmission owner which are 
added to Attachment P on or after November 1, 2009, Midwest ISO’s action in de-listing 
certain of Dairyland’s existing GFAs in its proposal in Docket No. ER 10-74-000 
indicates that it interids its proposal to apply to such GFAs between the new transmission 
owner and other transinission owners that were added to Attachment P prior to 
November 1, 2009, as well. 

lo See Midwest I S 0  GFA Amendment Filing at 5-6. 
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argues that allowing new transmission owners to obtain carved-out status for a large 
percentage of GFAs places an unfair burden on existing ineinbers to subsidize the 
congestion costs of utilities that have voluntarily elected to avail theinselves of the 
benefit of Midwest IS0’s markets. According to Midwest IS0, by negotiating with 
prospective ineinbers to ensure that carved-out load remains sinall and manageable, 
Midwest IS0 has been able to meet that expectation. Midwest IS0  argues, however, that 
Dairyland’s ineinbership application tests its ability to preserve this balance, and notes 
that Dairyland has requested carved-out GFA status for over 70 percent of its load, 
including contracts with its retail cooperative ineinbers. Midwest IS0  contends that it 
has received expressions of ineinbership interest froin other prospective transmission 
owners that may have GFA profiles similar to Dairyland. Midwest IS0  argues that its 
proposed Tariff changes are necessary because the Tariff is not explicit on Midwest 
IS0’s ability to liiiiit the addition of carved-out GFAs. 

10. Midwest IS0 requests waiver of the 60-day prior notice requirement to perinit an 
effective date of October 17, 2009, one day after filing, for its proposed tariff revisions. 

B. Classification of Dairvland’s GFAs - Docket No. ER10-74-000 

1 1. 
Docket No. ERlO-74-000, amendments to Attachment P to reflect its proposed 
classifications of Dairyland’s agreements, effective June 1,201 0. Midwest IS0 proposes 
adding one Dairylaiid agreeineiit to Attachment P as a carved-out GFA and deleting five 
Dairyland GFAs that were previously listed on Attachment P.” Because Midwest IS0  is 
proposing that its new GFA provisions take effect prior to Dairyland’s integration into 
Midwest I S 0  on June I ,  201 0, Midwest IS0  contends that it determined which of 
Dairyland’s existing agreements qualify for GFA status by using its proposed new 
standards. 

On the same day Midwest IS0 filed the proposed Tariff changes, it also filed, in 

12. According to Midwest IS0, the percentage of proposed carved-out GFAs, which 
comprise 80 MW (approximately 9 percent of Dairyland’s total load), is consistent with 

Specifically, Midwest IS0 proposes to add GFA No. 484, a Shared 
Transinission Agreement between Dairyland and Western Wisconsin Municipal Power 
Group dated April 8, 1985, and to remove GFA Nos. 20 and 41 (an August 19, 1966 
Interconnection and Interchange Agreement and a November 15, 1978 General 
Transinission Facilities Installation Agreement with Interstate Power Company); GFA 
No. 290 (a May 30, 1985 Phase Angle Regulating Transformer Cost Sliariiig Agreement 
with Minnesota Power Inc.); 293 (a September 16, 1983 Interconnection arid Facility Use 
Agreement with Northwestern Wisconsin Electric Company (Northwestern Wisconsin)); 
and GFA No. 467 (a June 16, 1982 Shared Traiisinission Agreement with Southern 
Minnesota Municipal Power Agency (SMMPA)). 

11 
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the Cornmission’s previous GFA orders in which the Commission allowed carve-outs 
only to the extent they constitute a sinal1 and gradually diminishing portion of Midwest 
ISO’s total load.I2 

C. Dairvland’s Complaint - Docket No. EL10-9-000 

13. 
carved-out status for new transmission owners, and its proposed amendment to 
Attachment P, Dairyland filed a coinplaiiit in Docket No. EL10-9-000. Dairyland argues 
that it should be subject to the Tariff as it existed when Dairyland made its coinrnitinent 
to join Midwest ISO, and that it should therefore receive carved-out GFA status for all 30 
of its GFAs that meet the requirements of the currently-approved Tariff. Dairyland 
asserts that, throughout integration discussions with Midwest ISO, it understood that its 
GFAs would be fully subject to the terms of the Tariff on file at the tiine of the 
discussions, in accordance with the filed rate doctrine. Dairyland further argues that 
there is no support for Midwest ISO’s assertion that an increase in carved-out load would 
impair reliable operation of the Midwest I S 0  system. Accordingly, Dairylarid requests 
that the Coinmission require Midwest I S 0  to include in Attachment P, effective 
October 3 1,2009, the GFAs that Midwest I S 0  has proposed to delete (namely, GFA 
Nos. 20, 4 1, 290, 293 and 467), along with 25 Member All-Requirements Contracts 
under which Dairyland sells and delivers energy to member entities. 

In response to Midwest ISO’s proposed tariff changes limiting the availability of 

14. Dairyland alleges that once a potential transmission owner has committed to 
integrating its facilities into Midwest ISO, Midwest IS0 makes certain filings on behalf 
of that new owner that ensures that the transmission owner can complete its integration in 
a timely way. Dairyland contends that, pursuant to Commission orders, parties who wish 
to modify GFA information should submit the requisite requests to Midwest ISO, which 
will then file the changes with the Commission. Dairylarid states that the version of 
Attachment P that Midwest I S 0  filed in Docket No. ERlO-74-000 was unilaterally 
proposed by Midwest ISO, arid that the filing violated Midwest ISO’s tariff obligatioii to 
include Dairyland’s GFAs. Dairyland describes the 30 GFAs that it seeks to include in 
Attachment P, and provides arguments tliat each qualify for carved-out status. 

15. 
offer policy reasons for denying Dairyland carved-out GFA status, implementing such 
policy choices requires changing the Tariff. Dairyland contends that its cornplaint 
addresses the issue of whether its GFAs meet the filed tariff requirements for carved-out 
GFAs and, accordingly, should be included in Attachment P. It further argues that the 

Next, Dairyland argues that while Midwest ISO’s corninunications with Dairyland 

Midwest IS0  Attachment P Filing at 3-4 (citing Midwest Iiidep. Transinissioii 12 

Sys. Operator, Iiic., 108 FERC 7 61,236, at P 143 (2004) (“September 16,2004 Order”), 
oldel- on reh ’g, 1 1 1 FERC 7 6 1,042 (2005); Midwest Indep. Tiwwnission Sys. Operator, 
Inc., 121 FERC 7 61,166, at P 70, 45,48 (2007)). 
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question of whether Midwest IS0 complied with its tariff should be judged based on the 
tariff that existed when Dairylarid submitted its GFAs, not a new tariff proposal that 
Midwest I S 0  seeks to implement through prospective tariff changes. 

16. 
previously carved out because a couriterparty was not a Midwest IS0  transmission owner 
could no longer be carved out once the counterparty became a transmission owner. 
Dairylarid points out that the new Tariff language does not prohibit carved-out GFAs 
involving two Midwest I S 0  transmission owners; nor does the definition of a GFA 
inention any exception where both entities are transmission owners. Dairyland provides 
specific examples of GFAs presently listed on Attachment P that are between two 
transmission owners. Furthermore, Dairyland claims that its Member All-Requirements 
Contracts qualify as GFAs even though they were extended after September 16, 1998, 
i.e., the cut-off date for receiving grandfathered status. Dairyland inairitains that the 
TarifPs definition of GFA does not state that an extension of the term of the GFA renders 
it ineligible for GFA treatment; nor has Midwest I S 0  previously pointed to any case law 
to support such an assertion. 

17. 
filings in Docket Nos. ER10-73-000 and ER10-74-000. It argues that consolidation will 
further administrative efficiency, and because coininon issues of law and fact are 
involved. 

Finally, Dairyland contends that Midwest IS0 told it that a GFA that was 

Finally, Dairyland inoves to consolidate its complaint with Midwest IS0’s rate 

111. Notice of Filinps and Responsive Pleadings 

A. Midwest ISO’s Proposal to Limit Carved-Out GFAs - Docket No. 
ER10-73-000 

18. Notice of Midwest IS0’s filiiig in Docket No. ERl0-73-000 was published in the 
Federal Register, 74 FR 54984 (2009), with interventions and protests due on or before 
November 6,2009. 

19. 
(AMP); Consumers Energy Company (Consumers); Duke Energy corporation (Duke 
Energy); Exelon Corporation; ITC Holdings Corp. (ITC); Jo-Carroll Energy, Inc. 
(Jo-Carroll); Northwestern Wisconsin; SMMPA; Western Area Power Administration 
(WAPA); and Wisconsin Electric Power Company (Wisconsin Electric). The National 
Rural Electric Cooperative Association (NRECA) filed a niotion to intervene out-of-time. 

Timely motions to intervene were filed by American Municipal Power, Inc. 

20. Timely motions to intervene and comments were filed by Great River Energy 
(Great River); Hoosier Energy Rural Electric Cooperative, Inc. and Southern Illinois 
Power Cooperative (collectively, Hoosier and Southern Illinois); and the Midwest I S 0  
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Transmission Owners (Midwest I S 0  TOs). l 3  Timely inotioris to intervene and protests 
were filed by Central Iowa Power Cooperative; Corn Belt Power Cooperative; Dairyland; 
EPIC Merchant Energy Midwest L.P., SESCO Enterprises LLC, Juinp Power, LLC, and 
Big Bog Energy LP (collectively, Financial Marketers); and Minnkota Power 
Cooperative, Inc. (Minnltota). A timely joint motion to intervene and protest was filed by 
Basin Electric Power Cooperative (Basin Electric) and Associated Electric Cooperative, 
Inc. (Associated Electric). Answers were filed by Midwest ISO, MidAmerican, and 
Basin Electric. 

R. Classification of Dairyland’s GFAs - Docket No. ER10-74-000 

2 1. Notice of Midwest ISO’s filing in Docket No. ERIO-74-000 was published in the 
Federal Register, 74 FR 56603 (2009), with interventions and protests due on or before 
November 6, 2009. 

22. Timely motions to intervene were filed by AMP; American Transmission 
Company, LLC; Associated Electric; Basin Electric; Consuiners; Duke Energy; Great 
River; ITC; Jo-Carroll; Midwest I S 0  TOs; Michigan Public Power Agency; Michigan 
South Central Power Agency; Northwestern Wisconsin; SMMPA; WAPA; Westei-n 
Wisconsin Municipal Power Group; and Wisconsin Electric. NRECA filed a inotion to 
intervene out-of-time. A timely inotion to intervene and comments were filed by Hoosier 
and Southern Illinois. Timely rnotioris to intervene and protest were filed by Dairyland 
and Financial Marketers. Answers were filed by Midwest I S 0  and MidAmerican. 

C. Dairyland’s Complaint - Docket No. EL10-9-000 

23. 
74 FR 57668-69 (2009), with interventions and protests due on or before November 19, 
2009. 

Notice of Dairyland’s coinplaint was published in the Federal Register, 

24. Timely motions to intervene were filed by AMP; Consuiners; Duke Energy; ITC; 
Jo-Carroll; Midwest I S 0  TOs; Northwestern Wisconsin; and SMMPA. A timely inotion 

l 3  For the pui-pose of these filings, the Midwest I S 0  Transinission Owners include: 
American Transmission Systeins, Incorporated, a subsidiary of FirstEnergy Corp.; City of 
Columbia Water and Light Department (Columbia, Missouri); City Water, Light & 
Power (Springfield, Illinois); Indiana Municipal Power Agency; Indianapolis Power & 
Light Company; MidAmerican Energy Company (MidAmerican); Montana-Dakota 
Utilities Co.; Northern Indiana Public Service Company; Northern States Power 
Company, a Minnesota corporation, and Northern States Power Company, a Wisconsin 
corporation, subsidiaries of Xcel Energy Inc.; Otter Tail Power Company; Wabash 
Valley Power Association, Inc.; and Wolverine Power Supply Cooperative, Inc. 
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to intervene and coininents were filed by Hoosier and Southern Illinois. Timely motions 
to intervene and protest were filed by Great River, and Financial Marketers. Answers 
were filed by Midwest IS0  and Dairyland. 

IV. Discussion 

A. Procedural Matters 

25. Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure, 
18 C.F.R. 8 385.214 (2009), the notice of intervention and timely, unopposed motions to 
intervene serve to make the entities that filed thein parties to this proceeding. We will 
grant NRECA’s unopposed, late-filed motions to intervene in Docket Nos. EL1 0-73-000 
and EL10-74-000, given its interests in these proceedings, the early stage of the 
proceedings, and the lack of undue prejudice or delay. 

26. 
8 385.213(a)(2) (2009), prohibits an answer to a protest unless otherwise ordered by the 
decisional authority. We will accept the answers filed herein because they have provided 
information that assisted us in our decision-inaking process. 

Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R. 

27. 
We need not take this step in order to consider the common issues of fact and law at the 
same time. 

We will deny Dairyland’s motion to formally consolidate these three proceedings. 

R. Substantive Matters 

1. Comments and Protests Regarding Tariff Revisions 

28. 
carved-out status for new transmission owners, and its proposed amendment to 
Attachment P, Dairyland argues that there is no support for Midwest ISO’s contention 
that an increase in carved-out load would impair reliable operation of the Midwest IS0 
system or unfairly shift costs to other Midwest IS0 members. It also states that the 
proposal to remove the carved-out GFA option constitutes a request to modify terms and 
conditions of the GFAs, and that GFAs, as protected under Mobile-Sierra, can only be 
modified if required by the public interest. Further, Dairyland argues that Midwest IS0  
itself proposed to continue the carved-out GFA option after the transition period. It notes 
that Midwest ISO’s quarterly GFA reports continue to cite efficient coininitinent and 
dispatch of generation and a generally high level of day-ahead scheduling accuracy. 

In response to Midwest ISO’s proposed tariff changes limiting the availability of 

29. Dairyland requests that the Coinmission reject Midwest ISO’s proposed 
amendment as unjust and unreasonable, or, in the alternative, deny waiver of the notice 
requirement and set the proposed amendment for hearing. In support of its position, 
Dairylarid argues that the Coinmission ordered Midwest IS0 to carve out GFAs where 
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the transinission provider is a non-jurisdictional entity or where tlie contract is silent on 
the standard of review. Dairyland further contends that the currently-approved Tariff 
provides for such treatment. According to Dairyland, Midwest I S 0  recently stated that 
GFAs sliould continue to be carved out. l4 Dairyland states that none of the quarterly 
reports indicated probleins that suggested that carved-out treatment needs to be restricted; 
in fact, in the most recent quarterly report filed on October 30, 2009, Midwest I S 0  
reported “continued overall iinprovement and a general high level of day-ahead 
scheduling accuracy relating to Carved-Out GFAs in the Midwest IS0’s Region.” l5 

30. 
and treats siinilarly situated parties differently based on an arbitrary date. In addition, 
Dairylaiid argues that the United States Court of Appeals for the District of Columbia 
Circuit has found that not granting carved-out status to non-jurisdictional GFAs abrogates 
them, which the Coininission does not have authority to do. l6 Dairyland further argues 
that, in not adliering to its filed tariff and in riot amending Attacliinent P to include 
Dairylarid’s GFAs, Midwest IS0  violated the filed rate doctrine. Finally, Dairyland 
argues that Midwest IS0’s proposed Tariff amendment provides no basis for its proposal 
to delete four GFAs from tlie current Attachment P. 

Dairyland contends that the proposed tariff amendment is unduly discriininatory 

3 1. 
000, inostly by non-member cooperatives, raising arguinents similar to Dairylarid’s. 
Financial Marketers argue that iione of Dairyland’s GFAs should be classified as carved- 
out because carving out such GFAs would result in Revenue Sufficiency Guarantee costs 
attributable to those GFAs being shifted to financial marketers and other participants 
conducting vii-tual transactions in the Midwest I S 0  markets. 

Nuinerous additional protests and coininents were filed in Docket No. ER10-73- 

2. Answers to Protests 

32. 
argues that Mobile-Sierra is not iinplicated because no contract will be unilaterally 
abrogated or modified by the proposed ainendinent; rather, the amendment applies to new 
transinissioii owners arid involves two prospective exceptions to the continued 
availability of the carved-out GFA option. In response to arguments that its proposed 
aineridinent is discriiniiiatory or inconsistent with previous GFA orders, Midwest IS0  

In its answer to Dairyland’s protest in Docket No. ERlO-73-000, Midwest IS0  

Dairylaiid Protest in Docket No. ER10-73-000 at 10. 14 

l 5  October 2009 Quarterly GFA Report at 4. 

Dairyland Protest at 3 1-32, Docket No. EL10-73-000 (citing Wisconsin Public 16 

Power, Inc. v. FERC, 493 F.3d 239,273 (D.C. Cir. 2007)). 
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contends that Dairyland, as a new member to Midwest ISO, is not subject to any forced 
transition and is free to decide whether to subject itself to Midwest IS0’s market rules. 

33. Midwest I S 0  further argues that carved-out GFAs were a temporary and limited 
exception to non-discriminatory treatment, and were possible due to tlie sinal1 nuinber of 
megawatts involved. Midwest IS0  adds that the number of GFAs receiving carved-out 
status was expected to shrink over time. According to Midwest ISO, carve-outs have a 
negative impact on efficiency and reliability, and cause cost shifts. Midwest I S 0  further 
notes that most of the parties protesting the proposed change are not transmission owners, 
adding that these parties would not be harmed by the proposed amendment to Tariff 
section 3 8.8.3(A). 

34. 
ISO’s assertion that its proposal would not implicate the Mobile-Sierra doctrine because 
contracts will be unilaterally modified by tlie proposed revisions. 

Basin Electric and Associated Electric urge the Commission to reject Midwest’s 

35. 
of carved-out GFAs in conjuiiction with MidAmerican’s receiit integration as a 
transmission-owning inember. MidAmerican clarifies, in its answer, that Midwest I S 0  
performed a significant review of all of MidAmerican’s GFAs, and any carved-out GFA 
service that MidAmerican was using to supply load within the Midwest IS0 market was, 
at Midwest ISO’s direction, converted to standard service under the Tariff; thus, the GFA 
treatment afforded MidAmerican is identical to tlie treatment it would have received if 
the proposed tariff changes were in place at the time of MidAmerican’s integration. 
MidAmerican believes such treatment is just and reasonable. 

MidAmericaii states that some parties noted that Midwest I S 0  accepted a number 

3. Midwest ISO’s Answer to Dairyland’s Complaint 

36. In its answer to Dairyland’s complaint in Docket No. EL,10-9-000, Midwest I S 0  
contends that it acted appropriately in limiting the size of Dairyland’s carve-outs based 
on representations Dairyland made, prior to signing the Transmission Owners 
Agreement, that it intended to grandfather only a small percentage of its load involving 
“third party” agreements with municipal or non-Dairyland utilities. Midwest I S 0  
contends that, in connection with its application for inembersliip, Dairyland withdrew and 
waived any condition pertaining to the full invocation of its eligibility for carved-out 
treatment. In addition, Midwest I S 0  argues that Dairylarid’s agreements with its owner- 
members lost their eligibility for grandfathered status when they were amended in 2004 
to extend their terms. Midwest IS0  avers that the most reasonable interpretation of tlie 
Tariff‘s definition of GFAs is that its identification of September 16, 1998, as a cut-off 
date for grandfathering status precludes the further grandfathering of GFAs through 
amendments that extend fixed termination dates. Midwest I S 0  cites a Commission order 
finding that the amendment of a preexisting transmission agreement has the effect of 
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subjecting that agreement to the Tariff.I7 Midwest IS0 further contends that Dairyland’s 
arguments about the filed rate doctrine are unavailing because, by the time Dairyland 
fully integrates, the filed rate would include the carve-out limitations (if accepted by the 
Commission). 

4. Dairyland’s Answer 

37. In its answer, Dairyland argues that, contrary to Midwest ISO’s assertion that Dairyland 
“did not regard the narrowing of the scope of the GFA carve-outs as a deal-breaker with respect 
to integration into the Midwest ISO,” Dairyland never waived a legal right to challenge Midwest 
ISO’s decision with respect to its eligibility for carved-out GFA treatment under the Tariff.” 
Dairyland fbrther contends that Midwest ISO’s answer does not sufficiently rebut the position 
that new transmission owners should be provided the same protection as existing transmission 
owners, and adds that if carved-out GFA status would not impair any utility’s ability to do 
business, or would not impose an excessive burden on other utilities, then new transmission 
owners should not be denied carved-out status for GFAs that would otherwise qualify for such 
treatment under the Tariff. 

3 8. 
whether those contracts were amended after September 16, 1998. Dairyland contends that 
amendments to GFAs do not imperil their status as carved-out GFAs. According to Dairyland, 
the Commission has, in the past, permitted pre-Order No. 888 transmission service agreements to 
be amended without requiring conversion to service under an open-access transmission tariff.Ig 

Dairyland argues that its all-requirements contracts merit carved-out status, regardless of 

5. Commission Determination 

a. Proposal to Limit Carved-Out GFA Option - ER10-73-000 

39. We accept, subject to modification, the portion of Midwest ISO’s proposed 
revisions to Tariff section 38.8.3(A) that eliminates the availability of carved-out GFA 
status for existing agreements between a new transinission owner and its affiliates and/or 
owner-members. We note that this change will be prospective in nature, and that it does 
not implicate the Commission’s prior findings regarding GFAs. Those findings were 
premised on the fact that the start-up of Midwest IS0’s energy markets would affect the 
GFAs of existing transmission owner members of Midwest IS0 - for example, by 
imposing scheduling and settlement requirements to which GFAs had never been subject. 

l7 See Midwest I S 0  November 19, 2009 Answer at 11 (citing Intei~stnte Power 
Co., 1 12 FERC 7 6 1,048, at P 4 (200.5)). 

l8 See Dairyland Dec. 4, 2009 Answer at 4-5. 

See id. at 11-13. 19 
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40. By contrast, Dairylarid is a prospective transinission owner. Unlike the 
transmission-owning members who were already part of Midwest I S 0  at the time of 
energy inarket start-up, Dairyland can analyze the costs of converting its GFAs to tariff 
service prior to integration, and weigh those costs against the benefits of Midwest I S 0  
membership. We further note that the GFAs at issue are, in essence, contracts between 
the prospective ineinber and itself, which the prospective ineinber can inodify to avoid 
any trapped costs that might otherwise result. In particular, if a transmission owner inust 
pay costs associated with the energy inarket to fulfill its obligations under a GFA, but the 
GFA does not provide for a pass-through of those costs, the transmission owner cannot 
recover its costs and those costs will become essentially “trapped.” The decision to 
modify any of its existing contracts is entirely at the discretion of the prospective 
member; the Coininission is not directing or coercing any potential Midwest I S 0  meinber 
to inodify its existing contracts.20 We therefore disagree with Dairyland that the Mohile- 
Sierra doctrine requires that its contracts be carved out, and that Midwest ISO’s change 
to the tariff provisions goveining GFA treatment amounts to undue discriminatioii based 
or1 an arbitrary date. 

41. 
consistent with prior Coininission findings regarding GFAs. When the carved-out GFA 
option was originally accepted, and when the Commission allowed it to continue after the 
transition period, the Coininission envisioned that the amount of load attributable to these 
GFAs would decrease over Up until now, that has been the case. However, if 
Dairyland is permitted to elect cawed-out status for all of its existing contracts with its 
owner-members, this will reverse the trend. As noted above, Dairyland’s proposed 
additions to the carve-out total approximately 700 MW - more than 10 percent of the 
6,786 MW currently carved out of the Midwest IS0 

We find that our acceptance of Midwest ISO’s proposed tariff language is also 

42. 
treatment for agreements between the new transinission owner and an affiliate or owner- 
member, that are riot already included in Attachment P, we reject Midwest ISO’s 
proposal to eliminate the availability of carve-out GFA status for existing agreements 

Although we accept Midwest ISO’s proposal to liinit availability of carved-out 

In contrast, in the GFA proceedings, the Coininission had to decide whether to 
abrogate the existing GFAs of existing transmission-owning irieinbers to accominodate 
the start-up of Midwest IS0’s energy markets. 

20 

See Midwest Iiidep. Transnzission Sys. Operator, hic., 12 1 FERC 7 6 1,166, at 21 

P 70 (2007). 

22 The amount of carved-out GFAs is based on the GFA listing in Midwest ISO’s 
October 30, 2009 infoilnational filing in Docket Nos. ER04-69 1-000, ER04- 106-000, 
EL04-104-000, and ER07-532-000. 
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between a prospective new inember and another transinission owner. Unlike existing 
agreements between a prospective inernber and its affiliates or owner-meinbers, which 
are not currently listed in Attachment P, inany existing agreements between prospective 
ineinbers and existing transmission owners are already listed in Attachment P. (For 
instance, in the case of Dairyland, Midwest IS0  is proposing to delete five GFAs that are 
currently listed in Attachment P.) In addition, Midwest ISO’s proposed tariff language, 
as written, would not allow it to inake such deletions. The proposed language would 
apply to GFAs between transmission owners “added to Attachment P of the Tariff 
effective on or after November 1, 2009,” but it does not address agreements between 
transmission owners that are already listed in Attachment P. 

43. 
Options A and C, and full Tariff conversion, will continue to be available to GFAs that 
were otherwise previously eligible for calved-out treatment, 23 but its proposed tariff 
language does not include this option.24 As such, we direct Midwest IS0 to revise its 
proposed tariff sheets within 30 days of the date of this order to inake Option A and 
Option C GFA treatment available for existing agreements with affiliates and inember- 
owners, 

We also note that Midwest IS0  specifically states in its transmittal letter that GFA 

44. In addition, the prospective inember cannot unilaterally modify existing 
agreements with transmission owners. In that respect, those agreements are similar to 
agreements between the prospective ineinber and unaffiliated nonmembers, which would 
still qualify for carved-out treatment under Midwest ISO’s proposal. A transmission 
owner could, for example, refuse to allow modification of a GFA that is already listed in 
Attachment P. In that case, if the prospective rneinber still wanted to join Midwest ISO, 
it would face the possibility of trapped costs, since it would have to cover any additional 
costs associated with converting the GFA to service under the Tariff while still having to 
provide service under the tenns of the GFA. Midwest IS0 has not addressed the trapped 
cost issue, or explained why it is appropriate to treat contracts between the prospective 

23 See Midwest IS0 GFA Amendment Filing at 4. 

24 TJnder Option A, the GFA Responsible Entity - a designated contract party 
financially responsible for energy market activities associated with the GFA - rioininates 
and holds financial transinissiori rights in order to transact under the GFA. Midwest I S 0  
assesses congestion charges and the cost of losses for all transactions under the GFA. 
Under Option C, the GFA Responsible Entity does not noininate or hold financial 
transmission rights for the GFA transactions but inust pay the costs of congestion for all 
GFA transactions. Pursuant to section 38.8.3 of the currently effective Tariff, these 
options are inade available to market participant applicants that are party to GFAs and 
intend to rnairitaiii service under such GFAs. 
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inernber and a transmission owner differently than contracts between the prospective 
ineinber and unaffiliated non-members. Therefore, we reject this provision, without 
prejudice to Midwest IS0  re-filing it with appropriate explanation and/or changes. 
Midwest I S 0  is directed to file, within 30 days of the date of this order, revised tariff 
language reflecting the reinoval of language that precludes the carved-out option for 
GFAs between a prospective new transmission owning ineinber of Midwest I S 0  and any 
other transinission owner. 

45. 
deny Midwest ISO’s request for waiver of the 60-day prior notice requirement for failure 
to demonstrate good cause, and make these tariff changes effective December 16, 2009.” 

Although we accept in part the revised tariff language in section 38.8.3(A), we 

b. Proposal To Classify Dairyland’s GFAs - ER10-74-000 

46. Regarding Midwest ISO’s proposed classification of Dairyland’s GFAs, we 
acknowledge that there appears to have been some iniscoininunication between Midwest 
I S 0  and Dairyland regarding the GFAs that would receive cawed-out status. Dairyland 
claims that Midwest I S 0  knew that Dairyland intended to carve out its member-owner 
load, but Midwest I S 0  states that Dairyland instead indicated that it intended to request 
carve-out status only for a sinall number of existing agreements with third parties. 

47. 
should apply to Dairyland’s GFAs upon integration into Midwest ISO. Although 
Dairyland states that it relied on the Tariff language in effect when it unconditionally 
agreed to join Midwest I S 0  on October 5, 2009, Dairyland adinits that a Midwest I S 0  
staff ineiriber told Dairyland on September 29, 2009, that Midwest I S 0  did not intend to 
grant carved-out status to Dairyland’s existirig member-owner agreements. Dairyland 
could have waited to sign the Transmission Owners Agreement until the GFA issue was 
resolved, but it did not. In addition, in a letter to Midwest I S 0  dated October 13, 2009, 
Dairyland acknowledged that there was an ongoing dispute regarding the calved-out 
status of certain existing agreements, but stated that it was waiving any conditions to 
Dairyland’s irieinbersliip application and, as a signatory to the Transmission Owners 
Agreement, indicated that is had no coiiditioris precedent to becoming a transmission 
owning inember. Furthennore, in the October 13, 2009 letter, Dairyland also stated that 
it “looks forward to approval of Dairyland’s application by the Midwest I S 0  Board at its 
October 15, 2009 meeting.” In response to that request, the Midwest I S 0  Board 
approved Dairyland’s unconditional membership application at its October 15, 2009 
meeting. 

Despite the misunderstanding, we find that the new tariff changes accepted herein 

This action is consistent with Ceritral Hzidsorz Gas & Elec. Corp., 60 FERC 25 

fi 6 1,106, relz ’g denied, 6 1 FERC 7 6 1,089 (1 992) because Midwest I S 0  has not 
demonstrated good cause to waive the 60-day prior notice requirement. 
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48. 
and Midwest ISO’s proposed changes will become effective on December 16,2009. The 
proposed tariff provision would therefore apply to all GFAs that have not been accepted 
by the Coininission for inclusion in Attachment P as carved-out agreements by that date. 
Dairyland adinits that the listing in Attachment P of any of its GFAs that are not already 
included there would take effect June 1, 20 10. Therefore, the new tariff provisions in 
effect on December 16, 2009 would apply to Dairyland’s GFAs. 

Dairyland’s ineinbersliip in Midwest IS0 will iiot take effect until June 1, 2010 

49. Wiile the tiining of the Midwest ISO’s filings and Dairylaiid’s signing the 
Transinission Owner Agreeirierits is awkward, we note that Midwest IS0 is not precluded 
froin proposing such changes to its Tariff siinply because Dairyland will become a 
ineinber at soine point in the future. For example, there is no provision in the 
Transinission Owners Agreement that specifically addresses the availability of carved-out 
status for GFAs or otheiwise provides assurance that Tariff provisions will not change 
between tlie date a new ineinber signs the Transmission Owners Agreement and the date 
sucli ineinbersliip takes effect. Also, as noted above, applying the tariff changes to 
Dairyland’s existing agreements does not implicate prior Coininission findings. 
Questions about standard of review for the GFAs do iiot apply here, since the 
Coininission is iiot requiring or coercing any changes and the new ineinber has the ability 
to amend the agreements that are affected because they are with affiliates. As noted 
above, Dairyland was aware of Midwest ISO’s position regarding treatment of its GFAs 
before it inade its final decision to join Midwest ISO. That decision to join Midwest IS0 
was entirely voluntary, and if it cliose not to join, it would not have to change any 
contracts. Nor does Dairyland argue that it carmot inodify its contracts with its inembers 
to pass through costs it incurs for settleinents in the Midwest IS0 markets. In addition, as 
explained above, we reject Midwest ISO’s proposal to not allow carved-out status for 
agreements between a prospective ineinber and existing transinissiori owners listed oil 
Attachment P, as well as Midwest ISO’s proposal to delete certain GFAs already listed in 
Attachinent P. Therefore, GFAs that the Coinmissioii already addressed in prior 
proceedings will not be affected. 

50. 
for existing service to an owner-ineinber of a transinission owner is appropriate because 
it is similar to how bundled retail load is treated under the Midwest IS0  Tariff. The sales 
that a generation and transinission cooperative sucli as Dairyland inakes to its owner- 
ineinbers are wholesale sales, but the purpose of those wholesale sales (and, in fact, the 
purpose of the generation and transinission cooperative itself) is to provide for the owner- 
member’s sales to its bundled retail load. Unlike a full requireinerits sale to an 
unaffiliated third party, where the third party would have no say in whether Dairyland 
joined Midwest ISO, tlie wholesale requirements sales Dairyland seeks to carve-out are to 
member-owners without whose approval Daiiyland would not be able to join the 
Midwest ISO. 

We also find Midwest ISO’s proposal to make carved-out treatment unavailable 
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5 1. Because of this similarity, the proper comparison for how existing sales to owner- 
ineinbers are treated once Dairyland joins Midwest I S 0  is not to how Midwest I S 0  treats 
existing sales between a traiisinission owner and an unaffiliated third-party, but rather 
how Midwest I S 0  treats bundled retail sales. A transmission owner that serves bundled 
retail load must take service under the Midwest IS0  Tariff to serve that load,26 which is 
not carved-out of the energy market. The service a transmission owner takes to serve 
bundled retail load is subject to all the energy market rules and charges.27 Indeed, 
MidAmerican, the most recent new member of Midwest IS0, notes in its answer that it is 
taking service under the Midwest I S 0  Tariff (i.e., it does not receive carved-out 
treatment) for its entire bundled retail load located within the Midwest IS0 footprint. 

c. Complaint - EL10-9-000 

52. 
tariff language proposed by Midwest IS0  in Docket No. ER10-73-000, we deny the relief 
requested in Dairylarid’s coinplaint. Dairyland does not persuade us that Midwest IS0’s 
alleged failure to file the Attachment P tariff sheets that Dairyland provided it is actually 
a tariff violation. The complaint does not indicate which section of the tariff requires 
such a filing, and we obseive that Midwest I S 0  was not, in any case, required to file a 
tariff ainendinent until 60 days prior to Dairyland’s planned integration into Midwest 

Based on our determination that Dairyland’s GFAs would be subject to the new 

26 Midwest I S 0  must be the sole provider of transmission service over its system 
and, therefore, transmission owners must take service under the Midwest I S 0  Tariff to 
serve their bundled retail load. The teirns and conditions of the underlying agreements 
for service to bundled retail customers are not modified, but the transmission owner takes 
service under the Tariff for the service that it in-turn uses to service its bundled retail 
load. See Midwest Indep. Transnzission Sys. Operator, Inc., Opinion No. 453, 97 FERC 
$I 61,033, at 61,170-71 (2001), order on reh’g, Opinion No. 453-A, 98 FERC ‘I[ 61,141 
(2002), order on remand, 102 FERC $I 61,192 (2003), reh g denied, 104 FERC ‘I[ 61,012 
(2003), aff’d sub nom. Midwest IS0  Tr-nnsinission Owners, et al. v. FERC, 373 F.3d 
1361 (D.C. Cir. 2004). The terins and conditions of the underlying agreements for 
service to bundled retail customers are riot modified, but the transmission owner takes 
service under the Tariff for the service that it in-turn uses to service its bundled retail 
load. 

27 Although transmission service for bundled retail load is fully within the energy 
markets, the service is treated siinilarly to service under an Option A GFA in that it is not 
subject to transmission service charges under Schedule 9 (Network Integration 
Trarisinission Service) of the Midwest I S 0  Tariff. As discussed earlier, we are requiring 
Midwest I S 0  to offer Option A for GFAs that cover service to a generation and 
transinission cooperative’s owner-members. 
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IS0.28 We do not find error in Midwest ISO’s decision to file the Attachment P it hoped 
to make effective at the tiine of Dairyland’s integration. We note, however, that Midwest 
IS0  is required to reinstate those GFAs which were previously included in Attachment P, 
but which Midwest IS0  proposed to remove in these proceedings. 

The Coininission orders: 

(A) Midwest IS0’s filling in Docket No. ER10-73-000 is hereby accepted in 
part and rejected in part, effective December 16,2009, subject to Midwest IS0  making a 
compliance filing within 30 days of the date of this order to correct inconsistencies with 
the filed tariff language, as discussed in the body of this order. 

(B) Midwest ISO’s filing in Docket No. ER10-74-000 is hereby rejected. 
Midwest IS0  is ordered to submit revised tariff sheets under Attachment P reflecting the 
reinstatement of the GFAs that were previously listed on Attachment P prior to 
November 1, 2009, to be effective June 1, 2010. 

(C) The relief requested in Dairylarid’s complaint is hereby denied as it relates 
to applying the currently effective tariff language in determining carved-out GFA status. 
Dairyland’s thirty GFA contracts will be classified as described in this order. 

(D) Dairyland’s motion to consolidate the instant proceedings is hereby denied. 

By the Coininission. 

( S E A L , )  

Nathaniel J. Davis, Sr., 
Deputy Secretary. 

28 See 18 C.F.R. 5 35.3(a)(l) (2009). 
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1.276 Grandfathered Agreement(s) (GFA): An agreement or agreements 

executed or committed to prior to September 16, 1998 or ITC 

Grandfathered Agreements that are not subject to the specific tenns and 

conditions of this Tariff consistent with the Commission’s policies. These 

agreements are set forth in Attachment P to this Tariff. 

1.277 Grandfathered Agreement (GFA) Responsible Entity: An entity 

financially responsible for all costs incurred by transactions pursuant to 

Grandfathered Agreement(s) under this Tariff. 

1,278 Grandfathered Agreement (GFA) Schedule: A Schedule associated 

with a Grandfatliered Agreement. 

Definitions taken from 
Midwest I S 0  Tariff, 
Sheet Designation 166 

Attachment 3 of Item KlUC MISO 1-8 
Page 1 of 11 



Definitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

38.8.3 Optional Treatment of Transactions Pursuant to 

Grandfathered Agreements 

Market Participant Applicants that are party to Grandfathered 

Agreernent(s) and intend to maintain service under such agreements shall 

select one of three options for scheduling and settlement of Costs of 

Congestion and Costs of Losses resulting in the Day-Ahead Energy and 

Operating Reserve Market and shall so notify the Transmission Provider 

in writing: 

a. Option A. 

i. Treatment of ARRs and FTRs: The GFA 

Responsible Entity shall be entitled to nominate the 

Capacity under the Grandfathered Agreement(s) for 

allocatioii of ARRs pursuant to the procedures set 

forth in Section 43.1.2. The GFA Responsible 

Entity shall be allocated ARRs, shall hold the ARRs 

and shall be responsible for all credits, debits, 

rights, and responsibilities associated with the 

ARR(s) as set forth in Section 42. The GFA 

Responsible Entity may self-schedule the ARRs in 

the annual FTR Auction to convert the ARRs to 

FTRs 
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Definitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

.. 11. Treatment of Transmission Congestion: The 

Transmission Provider shall charge the GFA 

Responsible Entity the Cost of Congestion for all 

transactions pursuant to Dispatch Instruction or 

Day-Ahead Schedules based on the designated 

Internal Delivery Points or GFA Schedule Receipt 

Points and GFA Schedule Delivery Points for the 

Grandfatliered Agreement(s), as set forth in Section 

39.3.3 and 40.4. 

... 111. Treatment of Transmission Losses: The GFA 

Responsible Entity shall be assessed the Cost of 

Losses for all transactions pursuant to the 

Grandfathered Agreement(s) based on the 

designated Internal Delivery Points or GFA 

Schedule Receipt Point and GFA Schedule Delivery 

Point, as set forth in Section 39.3.3 and 40.4. 
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Refinitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

c. Option B. 

1. Treatment of ARRs arid FTRs. The GFA 

Responsible Entity will not nominate or receive 

ARRs nor be eligible for conversion of FTRs in the 

annual FTR Auction for the Capacity under the 

GFA, but will instead receive a refund of the Cost 

of Congestion resulting from the Day-Ahead 

Schedules cleared in the Day-Ahead Energy arid 

Operating Reserve Market. The GFA Responsible 

Entity shall be responsible for the Transmission 

Provider’s administrative costs associated with 

accounting for the ARRs and FTRs under this 

option as set forth in Schedule 16 of this Tariff. 
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Definitions taken from 
Midwest I S 0  Tariff, 
Sheet Designation 166 

.. 
11. Treatment of Transmission Congestion. The 

Transmission Provider shall charge the GFA 

Responsible Entity the Cost of Congestion for all 

transactions pursuant to tlie Grandfathered 

Agreernent(s) based on the designated Internal 

Delivery Point or the GFA Schedule Receipt Point 

and the GFA Schedule Delivery Point under the 

Grandfathered Agreernent(s) but shall credit back 

tlie full amount of the Cost of Congestion resulting 

from Day-Ahead Schedules cleared in the Day- 

Ahead Energy arid Operating Reserve Market to the 

GFA Responsible Entity. This rehnd will only be 

provided if the GFA Scheduling Entity submits a 
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Definitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

GFA Schedule according to the procedures 

specified in Section 39.1.4 for the Day-Ahead 

Energy and Operating Reserve Market for the 

Grandfathered Agreement transaction(s) prior to the 

closing of the Day-Ahead Energy and Operating 

Reserve Market, consistent with the Internal 

Delivery Point or, the GFA Schedule Receipt Point 

and the GFA Schedule Delivery Point, and within 

the maximuin MW Capacity permissible under tlie 

Grandfatliered Agreement. In the event that there 

results a revenue inadequacy, the Transmission 

Provider shall fully compensate the GFA 

Responsible Entity for the Costs of Congestion. 

The revenue inadequacy shall be 

Attachment 3 of Item KIUC MISO 1-8 
Page 6 of 11 



Definitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

funded through an assessment of debits on all 

Market Participants on a pro-rata basis, based on 

their Market Load Ratio Share. The Transmission 

Provider sliall account for Grandfathered 

Agreements under Option B in the Annual ARR 

Allocation and annual FTR Auction processes, but 

sliall not actually allocate ARRs or assign FTRs to 

the GFA Responsible Entity. The Transmission 

Provider sliall not provide a preference to ARRs or 

FTRs associated with Option B Grandfathered 

Agreements held by the Transmission Provider. 

... 
111. Treatment of Transmission L,osses. The 

Transmission Provider shall charge the GFA 

Responsible Entity the Cost of Losses for all 

transactions under the Grandfathered Agreement 

based on the designated Intenial Delivery Point or 

GFA Schedule Receipt Point and GFA Schedule 

Delivery Point, as set forth in Section 39.3.3 arid 

40.4. The Traiismission 
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Definitions taken from 
Midwest I S 0  Tariff, 
Sheet Designation 166 

Provider shall credit back to the GFA Responsible 

Entity the difference between Marginal Losses and 

System Losses at tlie designated Internal Delivery 

Points or GFA Schedule Receipt Point and GFA 

Schedule Delivery Point. The difference between 

Marginal Losses and System Losses shall be 

determined by dividing the amount of Marginal 

L,osses for a transaction by two (2), consistent with 

the procedures described in the Business Practices 

Manuals. This refund will only be provided if the 

GFA Scheduling Entity submits a transaction for 

tlie Grandfathered Agreement transaction(s) the day 

prior to the Operating Day, consistent with the 

source and sink point and within tlie maximum MW 

Capacity peiinissible under the Grandfatliered 

Agreement. GFA Responsible Entities that receive 

such reimbursement for GFA transactions shall not 

receive an allocation of the Local Balancing 

Authority Marginal Losses Surplus Share. 
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Definitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

c. Optian C. 

1. Treatment of ARRs and FTRs. The GFA 

Responsible Entity will not nominate nor receive an 

allocation of ARRs nor be eligible for conversion to 

FTRs in the annual FTR Auction for the Capacity 

under the GFA. 

Treatment of Transmission Congestion. The 

Transmission Provider shall charge the GFA 

Responsible Entity the Cost of Congestion for all 

transactions pursuant to the Grandfathered 

Agreement(s) based on the designated Internal 

Delivery Points, or GFA Schedule Receipt Point 

and GFA Schedule Delivery Points for the 

Grandfathered Agreement(s), as set forth in 

Section 39.3.3 and 40.4. 

ii. 

Attachment 3 of Item KIUC MISO 1-8 
Page 9 of 11  



iii. Treatment of Transmission L,osses: The GFA 

Definitions taken from 
Midwest I S 0  Tariff, 
Sheet Designation 166 

Responsible Entity shall be assessed the Marginal 

Lmses Component for all transactions pursuant to 

the Grandfathered Agreernent(s) based on the 

designated Internal Delivery Points, or the GFA 

Schedule Receipt Point and GFA Schedule Delivery 

Point, as set forth in Section 39.3.3 and 40.4. GFA 

Responsible Entities receiving such assessment for 

Marginal Losses shall receive an allocation of 

excess marginal losses revenue based on the 

Marginal Losses Surplus Share. 

38.8.3(A) Treatment of Grandfathered Agreements Added to 

Attachment P After September 16,2004. 

Grandfatliered Agreements added to Attachment P of 

the Tariff after September 16, 2004 shall be subject to the 

following treatment: 

a. Grandfathered Agreements subject to a just and 

reasonable standard of review must choose: 

i .  Option A or Option C treatment under the 
Tariff; or 
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.. 
11. Full conversion to service under the Tariff. 

b. Grandfathered Agreements shall be carved out of 

Definitions taken from 
Midwest IS0 Tariff, 
Sheet Designation 166 

the Energy and Operating Reserve Markets, and 

shall be subject only to Section 38.8.4 of the Tariff, 

to the extent that: 

i. They are subject to the public interest 
standard of review; 

ii. They are silent on the applicable standard of 
review; or 

iii. They provide for transmission service by an 
entity that is not a public utility. 

However, parties to Carved-Out Grandfathered Agreements 

may voluntarily choose Option A or Option C treatment 

under the Tariff, or fully convert to service under the Tariff, 

as described in Section 38.8.3A.a above. Parties that make 

such a choice or conversion cannot revert to carved-out 

status. Notwithstanding the foregoing, carved-out 

treatment under this paragraph b shall not be available to 

Grandfathered Agreements added to Attachment P of the 

Tariff effective on or after November 1, 2009, that involve 

service to an Affiliate or an owner-member of the 

Transmission Owner or to an entity that itself is a 

Transinission Owner. Any such agreements between 

Transmission Owners shall be fully converted to service 

under the Tariff for the internal loads of the affected 

Traristnission Owners. 
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MIDWEST ISO’S 
RESPONSE TO I<IUC’S 

MARCH 26,2010 FIRST DATA REQUEST 

April 7, 2010 
PSC CASE NO. 2010-00043 

Item WUC MISO 1-9) Please provide an estimate of tlie irzcremental amount, 

stated iiz dollars, that Big Rivers will be obligated to pay in each year, 2011 through 

201 5, based on MISO’S final grandfatliering decision compared to its financial 

obligation if all the above wholesale coiitracts had been grandfathered. 

Response) 

assumed to refer to Grandfathered Agreements and Treatrnent of Grandfathered 

Agreements, under the Midwest ISO’s Tariff, including section 38.8.3(A). Module A of 

the Tariff defines Grandfathered Agreements as An agreement or agreements executed or 

committed to prior to September 16, 1998 or ITC Grandfathered Agreements that are not 

subject to the specific terms and conditions of this Tariff consistent with the 

Commission’s policies. These agreements are set forth in Attachment P to this Tariff. 

The terms grandfathering and grandfathering decision in questions 8-9 is 

Rased on the initial evaluation of the agreements that may qualify as GFAs under the 

Midwest ISO’s Tariff, the Midwest IS0  plans a future filing to add any appropriate 

agreements to Attachment P of tlie Tariff. Ultimately, the Treatment received will be 

dependent on the individual agreements and the terms of the Tariff, and must be 

approved by the Commission as part of an Attachment P filing. 

Such Grandfatliered Agreements relate to Transmission Service, and as such to tlie extent 

any wholesale contracts failed to qualify for Treatment as a GFA, iridividual customers 

would convert to standard OATT service. Any financial impact would be limited to the 

difference between existing service rates and OATT rates, which may not directly impact 

Big Rivers. 
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With the exception of Traiisinission Service rates, arid exemption from allocation of 

RECB charges under the current Schedule 26, Transmission Service receiving Option A 

or C GFA treatment essentially receive charges and credits consistent with all other types 

of Transmission Service and associated Market Transactions. As a result, any 

incremental amounts would equal the difference between RECB Charges allocated to 

transmission customers taking service under the OATT versus RECB Charges allocated 

to customers taking service under GFAs. See responses to questions 2.a. arid b. of the 

KPSC Data request for further content related to any RECB charges that may be allocated 

on GFAs post July 2010. 

Witness) Clair J. Moeller 
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Item KIUC MISO 1-10) 

provide an explanation of the July 201Ofiling date, including the following: 

Refer topage 19, line 17 ofyour testimony. Please 

(a) whether tliefiling date can be extended arid if so, by whom and at whose 

in itiative; 

(b) whetlier tliefilirig date is likely to be extended and why; and 

(c) the statics of the allocation process if the filing date is extended or not 

met? 

Response) a. 

make the compliance filing, granting the extension would be at FERC’s discretion. 

Although the Midwest IS0  could seek an extension of time to 

b. The Midwest IS0 has been engaged in extensive analysis and 

discussion with stakeholders and the state regulatory coininunity on this topic since 

January, 2009. Consequently, the Midwest IS0 does not expect to request an extension 

and expects to file a revised transmission cost sharing proposal on July 15,2010. 

c. If for some reason the filing date is extended beyond July 15,2010, 

the present transmission cost sharing methodology would remain in effect until proposed 

revisions are filed and accepted by FERC. 

Witness) Clair J. Moeller 
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Item KIUC M I S O  1-11) Please provide the current MTEP operating plan arzd 

biidget for  each of tlze years 2011 through 2015 with respect to expansion of 

traizsnzissioiz facilities to the Great Plains region in order to coiznect wind eizergy 

soiirces to the MIS0 transmissioiz grid. Iiz yoiir resporzse, please include the following: 

(a )the projected dates or range of dates for  each facility expansion; 

(b) the projected range of cost for each facility exparzsioiz; 

(c) the current stage of the approval process for each facility expansion; 

(d) a narrative discussion of competing positions anzoizg stakeholders within 

MIS0 about whether transnzissiorz expunsion to acconznzodate wind 

facilities, generally, slioirld be uizdertakeiz by MISO Trarzsnzission Owizers 

(TOs), and about how the costs of siich facilities shoiild be allocated anzong 

stakeholders. 

Response) a. Certain transinksion upgrades to integrate specific wind generators 

are currently in the Midwest IS0 Transmission Expansion Plan (MTEP). These projects 

are identified as Generator Interconnection Projects and are identified in Appendix A of 

the MTEP. 

energy resources to the 

However, no large scale transmission projects designed to integrate wind 
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grid are reflected in the current MTEP plan. The Midwest IS0  is currently performing a 

study to detennirie the best transmission solution to deliver enough energy from 

renewable resources (predominately wind) to load in order to meet existing state 

renewable portfolio standards (RPS). This study is called the Regional Generator Outlet 

Study or RGOS. The RGOS is an open and collaborative planning effort between the 

Midwest IS0  and our stakeholders. Additional study details can be found on the 

Midwest IS0 website through the link to the Renewable Energy gateway which provides 

an update O K ~  the progress of this study.’ Because the RGOS study is in the transmission 

project design and alternative evaluation phase, there is neither a definitive plan nor an 

implementation schedule at this time. However, the Midwest IS0  expects the RGOS 

transmission to be built in a phased in approach over the next 10 to 15 years beginning 

with transmission projects expected to provide benefit under a wide variety of energy 

policy outcomes 

b. Because the RGOS is still ongoing, final cost estimates are not 

available at this time. Currently it is estimated that 15 to 20 billion dollars in new 

transmission investment may be needed to support state RPS in the Midwest IS0  

footprint. These projections will change as the planning process evolves, or if there are 

changes in public policy driving RPS. 

c. Because the projects being considered in the RGOS are still in the 

planning phase they are not yet in the formal approval process. Once the RGOS is 

completed it is expected that these portfolio of transmission projects identified would be 

moved into Appendix B of the MTEP. Appendix B projects are projects that are 

demonstrated to be a potential solution to an identified reliability, policy or other need, or 

to an identified cost savings or other benefit. The Midwest IS0  is targeting the RGOS 
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xojects to be in Appendix B for the 2010 MTEP. 

The next phase of the approval process would be to move the projects to Appendix A. 

qppendix A projects are projects that have been justified to be the preferred solution to 

in identified reliability, policy or other need, or to achieve an identified cost savings or 

ither benefit. To reach Appendix A status, a project must be approved by the Midwest 

.SO Board of Directors. 

d. There is general agreement among many Midwest I S 0  

Transmission Owners and other stakeholders that transmission expansion is needed to 

integrate new kinds of variable resources (predominately wind) into the Midwest IS0  

system in order for our stakeholders to be compliant with existing state RPS, as well as 

maintaiii reliability and reduce congestion on the system. The majority of states within 

the Midwest IS0  currently have some kind of RPS and there is a potential for a federal 

RPS at some point in tlie future. Because of this tlie need for transmission expansion is 

well defined and accepted, There is ongoing discussion and varied opinions regarding 

what kind and size (DC v. AC, 345kV v. 765 kV) of transmission expansion is needed to 

not only meet current needs but be robust enough that it would provide benefits given 

the uncertainty around future needs (i.e. Federal RPS, development of nuclear 

technology, increased demand response resources etc.). The purpose of the RGOS is to 

evaluate these different options and come up with the best engineering solution(s) to the 

challenge of integrating large amounts of variable generation into the Midwest IS0  

system. 

The Midwest IS0  and our Stakeholders have been engaged in discussions on how the 

:ost of transmission development should be allocated since January of 2009. Some 

stakeholders feel that broad cost sharing should be limited to unique policy driven 

projects, and that those costs should be shared equally. Other stakeholders feel that one 
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:ost sharing methodology that applies to all transmission expansion is more appropriate. 

There are also varied opinions on the specific details of who should pay costs. Should all 

D f  the costs be paid directly by load or should some of the costs be carried by generators 

9s a means to target the appropriate end use load? Should transmission revenue 

requirements be allocated on the basis of voltage, project flow or some combination? 

Althougli opinions vary, the Midwest IS0  is working very closely with our stakeholders 

through our Regional Expansion Criteria and Benefits Task Force (RECBTF) and our 

state commissions through the Organization of Midwest IS0  States Cost Allocation and 

Regional Planning (CARP) group to achieve a cost allocation inetliodology that will be 

broadly accepted. 

Witness) Clair J. Moeller 
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[tern KIUC MISO 1-12) Please refer to lines 9-10 of page 9 of your direct 

testimony. Please provide evidence, including Docunzerzts and Studies, that serve as a 

rbicizdatioiz for tlze statement “We (MISO) have operated for  more than a year under 

Viis model with excellent performance. )) Iiz your answer, please identify criteria by 

wlziclz performance is assessed, and explain how performance is gauged, given 

wedefined measurement criteria. 

Response) 

:BA) operation has achieved excellent performance are the NERC Control Perfonnance 

Standards. Since the launch of the Midwest IS0  ASM market on January 6, 2009, the 

\/lidwest IS0  has been the Balancing Authority for its entire market footprint. The 

Glidwest IS0  has been participating under the NERC Balancing Authority ACE Limit 

’BAAL) Proof-of-Concept Field Trial for the same period which replaces Control 

?erfonnance Standard 2 (CPS 2) performance criterion. 

The criteria used to determine that Midwest IS0 Balancing Authority 

From January 6,2009 to date, Midwest IS0  BA has been fully Compliant with Control 

Perfonnance Standard I (CPS I ) ,  BAAL, and Disturbance Control Standard (DCS) as 

:videnced in NERC auditable reports to the Regional Entities and NERC. 

To date the Midwest IS0  has been over 100% Compliant with CPS I for every month of 

BA Operation and currently has a rolling 12 month Average CPS 1 compliance of 

134.9%. NERC requires each Balancing Authority to achieve, as a minimum, CPS I 

:ornpliance of 100%. (In the calculation of CPS 1, 100% is the base for compliance, and 

I percentage above 100% indicates a higher level of perfonnance). 
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Also to date, as tlie BA Operator, the Midwest IS0  participated in the Midwest 

Contingency Reserve Sharing Group (CRSG) from Jan 6,2009 through Dec 3 1,2009 and 

is currently coordinating with Manitoba Hydro under a separate Reserve Sharing 

Agreement that began Jan 1,2010. IJnder the previous Midwest CRSG and the cui-rent 

arrangement with Manitoba Hydro, tlie Midwest IS0  has participated in 9 DCS level 

events and has been 100% Compliant with DCS for all events. 

Finally, tlie Midwest IS0  has been 100% Coinpliant with BAAL under the Proof-of- 

Concept Field Trial noted above. 

Witness) David Zwerptel 
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Item KIUC MISO 1-13) 

and explain the “limitatioizs ” referred to oiz line 2 of yorrr direct testimony. 

Refer to page IO of your direct testinzorzy. Please identify 

Response) 

Spinning and Suppleineiital Contingency Reserves as though it is already a load 

integrated into tlie Midwest IS0 Balancing Authority (BA) Area. TJpon loss of resources 

Under Attachment RR to the Midwest IS0  Tariff, Big Rivers pays for 

from within the Big Rivers BA Area, Big Rivers may request that Contingency Reserves 

be supplied from the Midwest IS0  to Big Rivers. These reserves are delivered as energy 

to the Big Rivers border and are available to be used to meet capacity and operating 

reserve needs for the Big Rivers BA. However, in order to ensure NERC compliance with 

BAL,-002, Big Rivers is obligated to replace the capacity that was lost within 90 minutes 

after the end of the Disturbance Recovery Period as defined in BAL,-002. Therefore, Big 

Rivers is obligated to procure replacement energy within 90 minutes from the end of the 

Disturbance Recovery Period or within 105 minutes from the time of the loss. Under 

these rules, which are spelled out in Attachment RR, Big Rivers is obligated to take all 

necessary actions up to and including purchasing Emergency Energy to end the reserve 

activation assistance within 1 OS minutes from the time of the initial loss. When Big 

Rivers becomes a kl ly  integrated member of the Midwest IS0  market, the replacement 

energy will be part of nonnal market operation and will require no special actions from 

Big Rivers, the loss of a resource will be covered with the next most econoinic source 

that can be supplied to the area from the market via the nonnal 5 minute security 

constrained economic dispatch. Furthermore, Big Rivers would not need to purchase 

Emergency Energy, because this responsibility is assumed by tlie Midwest IS0  BA and 

Item KIUC MISO 1-13 
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vould not need to be implemented unless there was a shortage of energy within the much 

arger Midwest IS0 BA Area. 

Witness) David Zwergel 
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Item IUUC MIS0 1-14) Refer to page 10, lines 12 through 13 of your direct 

testimony. Please provide all docunzents and data detailing the dates, tinzes of the day, 

duration in Izours and level of TLRs calls that lzave been called by MISO or other 

Control Area Operator on flowgutes or transmission interties to or with Big Rivers in 

tlze past five years. 

Response) Attached is the compilation of TLR activity generated by the Midwest IS0  

or TVA relating to flowgates or interties to or with Rig Rivers from 2005 -2010 based on 

public information posted on the NERC website at: 

http://www.nerc.cornjfilez/Lo~s/monthlysummaries.litm 

Witness) David Zwergel 
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Item KIUC MISO 1-15> Refer to page 12, lines 9 tlzroiigh 13 of your direct testinzoizy. 

Please explait1 what difjeserzces these would be in MISO’S regional reliability 

planriitig process and planiiirzg coordination if Big Rivers was a nzenzber versus the 

status quo case wlzereirz Big Rivers is riot a member. 

Response) 

process that would result in benefits to Big River’s customers. The Midwest IS0 

planning process would integrate the most current system facility data and planning 

models of Rig Rivers into the regional plaiining processes that cover the short range 

planning periods of days, to the long term planning horizons of ten years and beyond. 

Although the Midwest IS0  currently coordinates with adjacent entities in compliance 

with the inter-regional planning principles of FERC Order 890, the seamless integration 

Df the systems results in a more frequent and efficient level of coordination. For 

zxample, while protocols for inter-regional planning call for periodic exchange of 

planning information and coordinated system studies every few years, planning 

Zoordination as a member system would cover all time frames from daily operational 

planning coordination to the annual regional plan development that covers the ten year 

planning horizon and beyond. Operational planning, among other things, involves 

Zoordination between member systems of planned maintenance outages of facilities. This 

Zoordination will prevent planiied outages of facilities on acljacent utility systems from 

having negative reliability impacts on the Big Rivers system. The annual MTEP 

planning process, reviews the mutual effects of all planned facilities of member systems 

so that plans are adjusted as necessary to prevent reliability problems due to loop flow 

impacts of adjacent system facilities from occurring on any member system. In addition, 

There would be several modifications to the Midwest IS0  planning 
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?lam are reviewed in aggregate to see if efficiencies can be gained by combining 

ndividual system plans into more efficient solutions. As Planning Authority, the 

aidwest IS0  also ensures and demonstrates annually through its regional planning 

irocess that all member system are planned in accordance with the reliability planning 

standards of the National Electric Reliability Council. The regional planning process also 

3ddresses congestion that reduces market efficiency. Congestion planning addresses 

system improvements that inay be beneficial in permitting a more efficieiit dispatch and 

owering the cost of delivered energy when these cost savings justify the system 

mprovements. This energy delivery efficiency analysis would be applied to the Big 

Rivers system together with the other member systems comprising the market. The 

Midwest IS0  Order 890 compliant planning process ensures that all member system 

Stakeholders have an opportunity to better understand and provide input to proposed 

Dlans as they are developing, so that system enliaiicements inay be tailored to best 

3ddress customer needs. Big Rivers traiisinissioli customers and other stakeholders will 

be able to take advantage of these open and transparent processes on a continuous basis 

that addresses both reliability and market efficiency needs. 

Witness) David Zwergel 
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Item KIUC MISO 1-16) Refer to page 14, lines 6 throccgh 20 of your direct testimony. 

What was the relationship between day-ahead congestion revenue collections by 

MISO and day-ahead congestion obligations to FTR holders in MISO in 2006, 2007 

and 2008? Were congestion revenues collected by MISO sufficient to cover the 

congestion payments made by FTR holders in the three years 2006, 2007 and 2008? 

Response) 

%nd FTRs. For the years 2006 through 2008, congestion revenues collected by the 

Midwest IS0 in the Day Ahead market were below FTR payment targets. Day Ahead 

:ongestion revenues collected were 89.6% of the FTR target of $510M in 2006, 83.3% of 

F724M target in 2007, and 88% of $562M target in 2008. The relationship between 

:ongestion revenues collected by the Midwest IS0  and congestion payments to FTR 

iolders is correlated with, but not equal to, congestion cost incurred by Load Serving 

Entities (“LSEs”). FTR value is paid to FTR holders whether or not the generator source 

ised to serve LSE load matches an FTR source. IJnder least-cost regional dispatch, 

generation from sources other than the FTR source will be utilized only when it is cost 

Zffective. As a result, FTR value may exceed congestion costs incurred for a particular 

FTR source and sink path. Therefore, the underfunding of FTRs may not equate to 

inhedged congestion. In addition, FTR holders receive revenues to offset congestion 

2osts froin sources other than FTRs. Specifically, in addition to FTR revenues realized 

from the Day-Ahead market, LSEs receive an allocation of FTWARR auction revenue. 

[ncluding the ARR revenues, Market Participants were funded at 96.7% in 2008 and 

100.8% in 2009 after the transition from the FTR to the ARR/L,TTR market mechanism. 

The Congestion revenue collected from the Day Ahead Market is used to 

Witness) ]Richard Doving 
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Item KIIJC MISO 1-17) Refer to liiies 16-22 of page 17, and liizes 1-3 of page 18 of 

yozcr testintoizy. Does the Long-Term Resource Assessnient of reserves that yozc cite 

suggest that Big Rivers is likely to be able to obtaiiz, across the region as broadly 

defined, coiitiizgency reserves from others over this timepame? 

Response) 

reserve requirement of about 15%. The current study reflects an aggregate system wide 

deliverability of over 98% of Midwest IS0  Capacity Resources to Midwest IS0  load. 

The most recent LOLE study does not determine if Planning Reserves will be 

deliverable to Big Rivers and additional studies, including interconnection studies or 

transmission service request studies will be needed to establish deliverability of planning 

reserves to Big Rivers’ load. Based on the prior studies, the Midwest I S 0  expects that 

Big Rivers will likely be able to procure planning resources from across the broad 

Midwest IS0 region. 

Yes. The current 20 10 LOLE report projects the 10-year out planning 

Witness) Richard Doving 
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Item KIUC MISO 1-18) Refer to lines 16-21 of page 18, and lines 1-2 of page 19 of 

your direct testimony. Please provide Documents and Studies, including workpapers, 

used by MISO for the determination of the Cost of New Entry (CONE). 

Response) 

:“IMM”) in developing estimates of CONE. The IMM uses these estimates of CONE in 

lis annual ‘State of the Market’ report that he files with the Midwest IS0  Board arid 

FERC to assess the odds that certain resource types participating in the Midwest IS0  

VIarkets can achieve enough revenues to cover expected costs. CONE estimates are used 

3s a value of new investment in generation resources. These estimates of CONE have 

Deen filed and justified with the FERC: see the below excerpt from the Midwest IS0  

Zompliance Filing in FERC Docket No. ER08-394-003 filed on November 19,2008 

:pages 5- 10) as one such example: 

Tlie Midwest I S 0  works closely with the Independent Market Monitor 

‘In response to tlie Commission’s directive, the Midwest IS0  lias reviewed the 

nethodology used in other RTOs/ISOs, as well as, consulted with tlie IMM regarding tlie 

ZONE value. Tlie current CONE value of $80,000/MW-year was estimated by the 

Llidwest ISO’s IMM for use in their 2007 State of the Market Report. This CONE value 

,s based on the overnight capital costs with a five percent contingency factor and the 

fixed operating and maintenance costs for a conventional combustion turbine built in the 

Llidwest IS0  Region developed by the Energy Information Administration for the 2008 

4nnual Energy Outlook.” 
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“These values were stated in 2006 dollars so the IMM inflated the costs by 6.5 percent to 

report thein in 2008 dollars. To include additional factors that were not included in the 

overnight capital costs, the IMM included an additional 7.5 percent to reflect financing 

costs and the carrying cost of working capital. Taken together, the IMM assumed capital 

costs of $555 per kw and fixed operating and maintenance of $12.55 per kw-year.” 

“In order to produce the annualized CONE from these cost numbers, the IMM assumed a 

50/50 debt to equity ratio, 15 year depreciation, 20 year project life arid loan term, 7 

percent loan interest rate, 3 percent escalation factor, 2.5 percent GDP deflator, 43 

percent combined federal and state tax rate, and 12 percent return on equity. These 

assumptions are comparable to the assumptioiis used by other RTOs in the development 

of CONE estimates and produce a levelized CONE value of $80,000/MW-year.” 

Witness) Richard Doving 
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idwest 
Energizing the Heartland 

November 19, 2008 

Arthur W. Iler 
Assistant General Counsel 
Direct Dial: 3 17-249-5497 
E-mail: ailer@midwestiso.org 

VIA HAND-DELIVERY 

Honorable Kimberly D. Bose, Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20246 

Re: Compliance Filing of Midwest Independent Transmission System Operator, 
Inc., regarding Resource Adequacy Requirements Financial Settlements; 
FERC Docket No. ER08-394-003 

Dear Secretary Bose: 

Pursuant to Sectioii 205 of tlie Federal Power Act (“FPA”), 16 U.S.C. 9 824d, Part 35 of 
tlie Federal Energy Regulatory Commission’s (“FERC” or “Cornmission”) regulations, 18 C.F.R. 
5 35, et. seq., arid in compliance with the Commission’s October 20, 2008 Financial Settlement 
Order’ regarding the Midwest Iiidepeiideiit Transmission System Operator, Inc. ’s (“Midwest 
ISO”) Resource Adequacy Requirements (“RAR’) Financial Settleinelits proposal, tlie Midwest 
IS0  respectfully submits an original and five ( 5 )  copies of proposed revisions to its Open Access 
Transmission and Energy Markets Tariff (“EMT” or “Tariff ’) to coinply with tlie Commission’s 
directives in the Financial Settlement Order. 

I. BACKGROUND 

The Midwest IS0  filed a proposal for a two-phased approach to permanent resource 
adequacy on June 6, 2006, in response to several orders from the Coinmission directing such 
compliance.2 On September 26, 2006, the Commission accepted the Midwest EO’S proposed 
phased approach3 and or1 February 15,2007, tlie Midwest IS0  filed Phase I, as well as a 
proposal of milestones for filing Phase I1 of its long tenii resource adequacy proposal. On 
December 28, 2007, the Midwest IS0  filed its Phase I1 RAR proposal as set forth in Module E of 
tlie EMT. 

I Midwest Independent Transniission System Operator, Inc., 125 FERC fi 6 1,060 (2008) (“Financial 
Settleinelit Order”). 
See Midwest Independent Tr.ansniission System Operator; Im., 108 FERC fi 6 1,163 (2004); 
Midwest Independent Transmission System Operator, Inc., 109 FERC fi 6 1,157 (2004); Midwest 
hidependent Transniission System Oj7erator, Inc., I 1 1 FERC fi 6 1,043 (2005). 
Midwest Indej7endent Tlmisniission System Operator, Inc., 1 16 FERC fi 6 1,292 (2006). 
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On March 26,2008, the Commission issued an order conditionally accepting the Midwest 
ISO’s December 2007 RAR filing, and directing the Midwest IS0  to submit two cornpliaiice 
filings; one within 60 days of the March Order (May Compliance) and one within 180 days 
(Financial Settlements Co~npliance).~ The Midwest IS0  made these compliance filings, on May 
27, 2008 arid June 25, 2008,5 respectively. Numerous parties filed comments, and Requests for 
Rehearing, iiicluding the Midwest IS0 and on October 20, 2008, the Commission issued its order 
conditionally accepting tlie Midwest ISO’s Financial Settlement proposal,‘ In addition, the 
Cominissiori issued two related orders in response to the Requests for Rehearing and the 
Midwest IS0  May 27 Compliance Filing ,7 which the Midwest IS0 is addressing in two 
additional, separate compliance filings, which are being filed concurrently with this compliance 
filing at the Commission today. 

II. COMPLIANCE ISSUES 

A. Planning Reserve Zones 

Hoosier Energy Rural Electric Cooperative, Inc. and Southern Illinois Power Cooperative 
(collectively “Hoosier/SIPC”), as well as, the Midwest TDUs argue in their comments “that the 
ininimum MW requirements for planning zones, specified in the Midwest ISO’s draft Business 
Practices Manuals (“BPMs”), should be included in the tariff since this provision implicates a 
rate paid by market participants for resource defi~iencies.”~ The Commission agreed with 
commenters explaining that it considers “a minimum MW specification for reserve zones to be a 
significant factor impacting the cost of resource deficiencies for LSEs.” Therefore, the 
Coirirnission required that tlie Midwest IS0  “propose a planning zone minimum MW 
specification” in its Tariff, and not just the BPMs.~ 

In response to the Coinmission’s directives, the Midwest IS0 has modified section 68.1.2 
to specify a minimum MW specification for planning zones.Io Specifically, the Midwest IS0 
proposes to modify section 68.1.2 of the Tariff to state: “Zone size will be a determining factor 
in the foilnation of congested Zones. Both positive, or negative MCC Zones as referenced in 
Step 5 ,  qualify as a Zone to be defined in the LOLE [Loss of L,oad Expectation] program if the 
Zone contailis either a modeled peak load value of at least 2,000 MW, or contains at least 2,000 
MW of modeled generation.” 

Midwest Independent Systeiiz Ope/-ator-, Inc., 122 FERC T[ 61,283 (2008) (“March 26 Order”). 
Midwest Independent System Operator, Inc., Financial Settlemerit Compliance Filing, Docket No. 
ER08-394-003, (June 25,2008) (“Financial Settlement Filing”). 

Midwest Ilzdependeiit System Operator, Inc., 125 FERC T[ 6 1,062 (2008). 
Financial Settlement Order at P 16 1.  
Id. at P 167. 

‘ Financial Settlement Order at P 1. 
7 

l o  First Revised Sheet Nos. 1445 and 1446. 
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The minimum 2,000 MW proposal is based 011 an approach of setting the size of a zone at 
a fixed percentage of Midwest IS0  peak (for example, 2% would be a consistent method, rather 
than a fixed MW cutoff or all future years). 

The Midwest ISO, working with its stakeholders during Supply Adequacy Working 
Group (“SAWG”) meetings, developed the 2,000 MW minimum zonal requirement based on the 
following factors: 

0 Minimum Value: A value of 1,000 MW should be considered the low end, because 
the North American Electric Reliability Corporation (“NERC”) provides that a 
disturbance under that amount is riot deemed to have regional significance. The 1,000 
MW point is where a disturbance category transitions from concern as a simple 
Security Operating Limit (“SOL,”) for amounts of load affected under 1,000 MW to a 
Transmission Emergency Alert (“TEA”). 

Total Number of Modeled Zones: Previous discussions with the SAWG and 
experience with the use of the process in the “201 1 proof of concept case” revealed 
that a CJE MARS model with about 12 zones would be sufficient to model significant 
congestion activity in the Midwest ISO. At a minimum, the Midwest IS0  will need to 
quantify the three planning zones per Tariff Attachment FF along with one or two 
external zones which results in a minimum of five zones required. Allowing some 
granularity within the present three Attachment FF zones would be consistent with 
and would support having approximately 12 zones total modeled in the LOLE 
application. 

Functionality: Both the proof of concept cases and the work on the 2009 planning 
year to date, illustrate that the minimum 2,000 MW size results in both a suitable mix 
of very large zones (for example in the 50,000 MW range, and down to the 2,000 
MW minimum). As the minimum would be raised, a fair amount of congestion may 
be screened out, and based on use to date it is estimated that a rniriiinuin size of about 
10,000 MW would result in defaulting to the Attachment FF zones, and the seeking of 
congestion zones would become moot. For similar reasons the Ancillary Services 
Market (“ASM”) is currently depicting the need for 7 zones internal to the Market. 

0 

0 

R. Load Modifying Resources 

The Coalition of Midwest Transmission Customers (“CMTC”) argued in its coininents 
that the Midwest ISO’s proposed voluntary capacity auction is flawed because it does not 
“reasonably accommodate demand response resources.”’ In its answer, the Midwest I S 0  
responded that load modifying resources (“LMRs”) should qualify as planning resources and that 
it is developing BPMs to address the deliverability of LMRs. l 2  The Commission accepted this 

Financial Settlement Order at P 49. 
IC~. at P SO. 

11 
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commitment from the Midwest IS0 to develop deliverability provisions in the BPM, but directed 
the Midwest IS0 to explain in its compliance filing how it will determine the deliverability of 
L,MRs. l 3  

The Midwest IS0 currently proposes to detemiiie the deliverability of LMRs by 
applying similar universal deliverability analyses used to determine if a Generation Resource can 
qualify for Network Resource Interconnection Service. The Midwest IS0 began discussions on 
the deliverability of L,MRs at the November 4, 2008 Demand Response Working Group 
(“DRWG”) meeting. Discussions with stakeholders centered around the following issues. If an 
LSE is meeting its RAR obligations with Resources that have been deemed universally 
deliverable, then using an LMR as a load reduction frees up the universally deliverable Resource 
to meet other LSEs’ needs in the energy balance. Hence, the L,MR should be qualified to 
participate in the auction. While this aspect of LMR deliverability has some appeal, the Midwest 
IS0 does not believe that all aspects and consequences of this potential market design change 
have been fully studied arid vetted by the Midwest IS0 and its stakeholders. The Midwest IS0 
intends to further address how LMRs can be granted universal deliverability status through the 
stakeholder process and may propose changes to the Tariff and/or the Business Practice Manuals 
as may be necessitated by such discussions. 

C. Voluntary Capacity Auction 

Each month the Midwest IS0 proposed to conduct a voluntary capacity auction to assist 
LSEs in meeting their resource adequacy plans with Planning Resources. The Midwest IS0 
explained in its Financial Settlements Compliance Filing that the auction is intended to 
complement bilateral transactions, not replace them. l4 In their comments, Reliant Energy, Inc. 
(“Reliant”) suggested that the Tariff be revised to make clear that capacity associated with 
uncleared offers in the auction may be sold bilaterally following the close of the auction. 
answer, the Midwest IS0 clarified that any party may engage in bilateral contracting for 
resources that did not clear in the voluntary auction. l6  Although the Cornmission accepted the 
Midwest IS0’s proposal for a ir~ontlily,’~ voluntary auction, the Commission also directed the 
Midwest IS0  to clarify that capacity not taken in the auction may be sold bilatera1ly.l8 

In its 

The Midwest IS0 has modified section 69.3.9.a.i, as directed by the Commission, to 
make clear that the capacity that is not procured during the voluntary auction may be sold 
bilaterally. l 9  

l 3  IC~. at P 54. 
l4 Financial Settlement Filing at p. 9. 
l 5  Financial Settlement Order at P 26. 
l 6  IC~. at P 34. 
l 7  ICS. at P 36. 

~ c t .  at P 42. 
l 9  First Revised Sheet No. 1508. 
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In their comments, the Wisconsin Public Service Corporation and the Upper Peninsula 
Power Company (“WPSC/UPPCO”) argued that the Midwest IS0 failed to address in its 
compliance filing how external resources can participate in the voluntary capacity auction and 
whether there will be additional requirements or restraints on the participation of external 
resources.20 

While the Commission found the deliverability requirement in the voluntary capacity 
auction reasonable, in response to the concerns of WPSC/uPPCO, the Cominissiori directed the 
Midwest IS0 to clarify how external resources will participate in the voluntary auction and 
whether there will be any additional constraints on their participation.21 

In response, the Midwest IS0 herein describes how External Resources may participate 
in the voluntary auction. The Midwest IS0 currently proposes to allow an External Resource to 
participate in the voluntary capacity auction by meeting the same requirements for an External 
Resource to qualify as a Capacity Resource in sections 69.2.1.3 b. and 69.2.1.3.c. Tlie Market 
Participant must demonstrate to the Midwest IS0 that it has sufficient film transmission service 
to deliver the capacity to the Midwest IS0 transmission system from the External Resource, and 
have Finn Transmission Service to deliver capacity on the Midwest IS0 trarisrnission system to a 
load. The firm transmission service must overlap the planning month the market participant 
offers the capacity into the voluntary capacity auction. 

This is the same requirement for an External Resource to qualify as a Capacity Resource, 
likewise a Internal Generation Resource that has Network Resource Interconnection Service and 
passed the universal delivery test will qualify for the auction. 
qualify for Network Resource Interconnection Service since they are not interconnected to the 
Midwest IS0 Transmission System. 

External Resources do not 

D. Cost of New Entry Value 

In the June 25 Financial Settlements Filing, the Midwest IS0 proposed to use an initial 
Cost of New Entry (“CONE”) value of $80,000/MW-month and assess it to the deficient L,SE for 
each month’s deficiency. In addition, the Midwest IS0 proposed to re-evaluate the CONE value 
annually, based on an analysis that includes the Independent Market Monitor (ccIMM”).22 The 
IMM filed comments that the initial CONE value is for a peaking resource that is iricluded in the 
2007 State of the Market Report and that the IMM “supports the use of this value based on 
information developed by Energy Information Administration regarding the typical costs of 

20 Financial Settlement Order at P 48. 
21 ICL at P 53. 

Financial Settlement Order at P 57. 
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investment in new generation resources.”23 Several other parties filed coininents arguing that the 
Midwest IS0 has not justified the $80,000 initial CONE value that it has proposed.24 

The Commission agreed with coinmenters and found that the Midwest IS0 had not 
sufficiently justified the initial CONE value of $80,000 and directed the Midwest IS0 to “further 
justify the calculation” in a compliance filing “including a detailed description of the process for 
determining the CONE value, the input data, and the assumptions used to derive tlie CONE 
value.” 25 The Coinmission also directed tlie Midwest IS0 to compare its proposed methodology 
with the methodology of other RTOs, such as PJM.26 

In response to the Commission’s directive, the Midwest IS0 has reviewed the 
methodology used in other RTOdISOs, as well as, consulted with the IMM regarding the CONE 
value. 

The current CONE value of $80,000/MW-year was estimated by the Midwest ISO’s 
IMM for use in their 2007 State of the Market Report. This CONE value is based on the 
overnight capital costs with a five percent contingency factor and the fixed operating and 
maintenance costs for a conventional cornbustiori turbine built in the Midwest IS0 Region 
developed by the Energy Information Administration for the 2008 Annual Energy O~tlook.~’  
These values were stated in 2006 dollars so the IMM inflated the costs by 6.5 percent to report 
them in 2008 dollars. To include additional factors that were not included in the overnight 
capital costs, the IMM included an additional 7.5 percent to reflect financing costs and the 
carrying cost of working capital. Taken together, tlie IMM assumed capital costs of $555 per kw 
and fixed operating and maintenance of $12.55 per kw-year. 

In order to produce the annualized CONE from these cost numbers, the IMM assumed a 
50/50 debt to equity ratio, 15 year depreciation, 20 year project life and loan term, 7 percent loan 
interest rate, 3 percent escalation factor, 2.5 percent GDP deflator, 43 percent combined federal 
and state tax rate, and 12 percent return on equity. These assumptions are comparable to the 
assumptions used by other RTOs in the development of CONE estimates and produce a levelized 
CONE value of $80,000/MW-year. 

The Midwest IS0 intends to work closely witli the IMM and may consider use of an 
independent consultant to help develop CONE assumptions for future Planning Years under 

23 Id. at P 58. 
24 M. at P 59. 
25 IC~. at P 74. 
26 Id. 
27 Based on email transmissions between the IMM and EIA staff in early 2008, where EIA staff 
made such estimates for each Regional Entity. The Midwest IS0 encompasses three Regional 
Entities including: SERC Reliability Corporation, Midwest Reliability Organization arid 
ReliabilityFimt Corporation. 
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Module E. This work would then be reviewed with Midwest IS0 stakeholders prior to filing with 
the Coinmission. This approach is consistent with the process currently used to determine CONE 
at IS0 New England (“ISO-NE), New York IS0 (“NYISO”), and PJM Interconnection, Inc. 
(“PJM”). Although it is premature to speculate on the shape this effort will take, it is expected to 
be similar to the studies undertaken by consultants for the eastern RTOdISOs. A high level 
review of the critical factors necessary for future estimates of CONE was outlined at the SAWG 
meeting on June 11, 2008.” 

As directed by the Coinmission in the Financial Settlements Order, the Midwest IS0 has 
reviewed and evaluated the CONE values used by other RTOs/ISOs. PJM’s Reliability Pricing 
Model (“RPM”) has used a CONE of $72,207/MW-year for all auctions to date. This value was 
estimated to reflect the levelized capital cost and annual fixed operating and maintenance costs 
of a combustiori turbine plant with two General Electric Frame 7FA turbines in Sub Region 1 
(New Jersey). CONE values were also estimated for Sub Region 2 (Maryland) at $74, I 17/MW- 
year and Sub Region 3 (Illinois) at $73,866/MW-year. 

PJM hired Pasteris Energy to develop these CONE assumptions in 2004. They were 
estimated after developing an array of assumptions with regard to capital costs ($466.0/kw - 
$475.30/kw), project evaluation (20 years), debt and equity ratio (50/50), return on equity (12%), 
loan term (20 years), loail interest rate (7%), MACRS tax depreciation schedule (1 5 years), 
federal income tax rate (35%), state income tax rate (9%), general escalation (2.5%), ambient 
temperature (92 degrees Fahrenheit), arid others. 

In the October 30,2008 Capacity Market Evolution Committee, Power Project 
Management, a consultant for PJM, proposed updated CONE values for the next RPM Auction 
(201 2-20 13). Power Project Management updated the analysis performed by Pasteris Energy, 
and augmented it to take other factors iiito consideration. For instance, they considered 
differences in income tax assumptions (9% in New Jersey, 8.25% in Maryland, and 7.3% in 
Illinois.), Consumer Price Index increases (4-6%), Land Costs (1 0% decrease), Interest During 
Construction BL Term Loan Interest (6% construction financing and 8% term financing), 
Equipment Costs (1 0% decrease), and other factors. 

In the November 10, 2008 Capacity Market Evolution Meeting, PJM proposed new 
CONE values for the next RPM Auction (20 12-20 13) at $142,443/rnw-year for Sub Region 1, 
$13 1,806/mw-year for Sub Region 2, and $132,847/1nw-year for Sub Region 3.29 

28 See http://www.1nidwestinarket.org/publisll/r)ocui~ient/ld6630 - 1 1 a6da4545e - - 
7fc80a48324a?rev=lt 
29 Current Economic Condition Review for October 2008 of July 15, 2008, 2008 Update of Cost 
of New Entry Combustion Turbine Power Plant Revenue Requirements, available at 
http://www.pjm.com/commi ttees/cmec/downloads/2008 1030-i tern-04-cone-assumption-review- 
ct.pdf. 
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The New York IS0 estimates separate CONE for the New York City and Long Island 
Localities (“NYC” and “LJ”), as well as the Rest-of-State region (“ROS”). The maximum value 
for each ICAP Demand Curve is established as 1 .5 times the gross CONE. Gross CONE 
assumptions utilized in NYISO’s ICAP Demand Curves are set forth in the table below. The 
first column of the table represents the region, either NYC, LJ,  or ROS; the second represents the 
type of plant; and the third through sixth show the applicable months (June to August, August to 
September, September to October and October to November). 

Current CONE values, Section 5 14. I(b) of NYISO’s tariff 

Maximum ICAP Demand Curve values inultiplied by 12 / 1.5 

Area Technology I 07-08 1 08-09 1 09-10 I 10-11 I 
ROS Frame 7 92,320 92,400 99,600 107,360 

NYC LM-6000 186,720 188,080 202,720 21 8,560 

LI L,M-6000 164,400 166,960 180,000 194,000 

Similar to the approach in PJM, NYISO hires an independent consultant to develop 
CONE assumptions. In 2007, an update to this study was performed jointly by several economic 
consulting firms. NYISO’s CONE was developed based upon the current localized, levelized, 
embedded cost of a peaking unit. The NYISO Tariff defines a peaking unit as “the unit with 
technology that results in the lowest fixed costs and highest variable costs among all other units’ 
technology that are economically viable.” Consequentially, NYISO evaluated the costs of several 
different types of units, including both frame units (Frame 7EA arid Frame 7FA) and aero- 
derivative units (L(M6000 and LMS 100). 

NYISO’s CONE was developed based upon a set of assumptions comparable to those 
used in the PJM study: the CONE value was estimated after developing an array of assumptions 
with regard to debt and equity ratio (50/50), return on equity (12%), amortization period (13.5- 
18.5 years), loan interest rate (7%), federal income tax rate (35%), state income tax rate (7.5%), 
ambient temperature, and others3’ 

30 See Proposed NYISO Installed Capacity Demand Curves For Capability Years 2008/2009, 
2009/20 10 and 20 10/20 1 1, aimilable at 
http://www .nyiso. coin/public/webdocs/products/icap/demand_curve_documents/demandcurvepr 
oposa110-5-2007-final-V2-redlined-l0 I007.pdf; see also Independent Study to Establish 
Parameters of the ICAP Demand Curve for the New York Independent System Operator, 
available at 
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The CONE value used by ISO-NE is $90,000/MW-month ($7.50/kW-month), and is 
based upon a negotiated settlement. This CONE value will not be updated over time. 
Instead, ISO-NE will gradually transition to a market-based approach for determining 
their Start of Auction Price. Unlike the auctions of NYISO and PJM, ISO-NE’S auction 
design is based upon a Dutch auction, with 2 times CONE being the initial price in the 
first Forward Capacity Auction. A more precise description of their inethodology is 
contained in the ISO-NE tariff. 3 1  

As explained above, the Midwest IS0 proposed to assess the $80,000 CONE value for 
each month of the L,SE’s deficiency. The Commission rejected this proposal to charge the 
annual CONE for each month’s deficiency arid concluded that it “would be excessive if applied 
to an LSE with deficiencies in multiple months.”32 Therefore, the Cominission directed “the 
Midwest IS0 to propose more granular monthly deficiency charges that are tailored to deter 
deficiencies without being excessive on a monthly or cumulative basis” arid “to consider whether 
the monthly deficiency charges proposed by the OMS or the Midwest TDUs achieve these 
 objective^."^^ 

The Midwest IS0 met on more than one occasion with stakeholders during SAWG 
meetings to discuss appropriate deficiency charges. The discussions began with the proposals put 
forth by the Organization of MISO States and the Midwest TDTJs, with particular emphasis on 
the level of the financial charge for the first occurrence by the LSE of a deficiency, the 
appropriate shaping of the charge to reflect supply/demand conditiolis during the Planning Year 
and the cumulative impact of potential charges during any Planning Year. Additional proposals 
were presented by the Reliarit/Integrys and others. and Duke. As a result, the Midwest IS0 has 
modified section 69.3.7 to provide that for the first month during any Planning Year that an LSE 
is deficient, it will be charged 100% of the CONE value.34 If the LSE is deficient again by an 
amount less than or equal to the maximum of any previous monthly deficiency during a Planning 
Year, the financial settlement charge will be 25% of the CONE value if the deficiency occurs in 
July or August. During the winter months of December, January and February, the financial 
settlement charge will be 25% of the CONE value. For any subsequent deficiency during any 
other month during a Plarining Year, the LSE will be assessed a financial settlement charge of 

http://www.nyiso.co1~public/webdocs/co1n1~iitteeslbic~icapwg~1neeting~1naterials~2OO7-O7- 
1 6/ICAPWG-De1nand-Curve-Study_Report-7 1607-revised.pdfF and see NYISO’s ICAP Working 
Group, “cell range B68:D68 of “Current Curve” tab of spreadsheet file, available at 
http://www .nyiso.com/pub1ic/webdocs/cornmittees/bic~icapwg/meeting~rnaterials/2007~- 1 2- 
1 O/ICAP-Demand Curve~Model~v75~113007.xls. 
31 Source: ISONE Tariff, Section 111.13.2.4, available at 
littp://www.iso-ne.com/regulatory/tariff/sect_3/08-9-22~-~ 1 1 -inr I - 1 3- 14.pdf 
32 Financial Settlement Order at P 97. 
33 rcl. at P 100. 
34 First Revised Sheet No. 1505. 
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8.3% of the CONE value. If an LSE has an increase in its deficient MW amount greater than any 
previous maximum monthly amount for the planning year, this incremental ainourit above the 
previous maximum monthly deficient MW amount will be assessed Annual CONE as it is the 
first occurrence at the new deficient level. 

This revised financial settlement charge proposal is designed to create incentives for 
L,SEs to procure sufficient capacity to meet its load obligations yet not be overly excessive to 
create an incentive for overbuilding. For the first occurrence of a deficiency, the charge 
reflecting the annual CONE amount will serve as an incentive for LSEs to meet its resource 
adequacy obligations and is riot intended to serve as a proxy for market prices in the bilateral 
capacity market. The reduced financial charges during the summer and winter months of 25% of 
annual CONE for subsequent deficiencies reflects the greater emphasis on the need for adequate 
resources during higher demand months while mitigating the cumulative impact an LSE would 
incur if the LSE was deficient in consecutive montlis. During the Fall and Spring months, the 
L,OLE study typically shows insignificant LOL,Ps so the financial charge is reduced to 1/12 of 
annual CONE, or 8.3%. If an LSE is deficient for the entire Summer period fro the Planning 
Year, the exposure to financial charges would inax out at 1 SO% of CONE. 

E. Allocation of Financial Settlement Charges 

In its Financial Settlement Filing, the Midwest IS0  proposed to distribute the revenues 
from financial settlement charges to LSEs that met or exceeded their RAR.35 1x1 addition, the 
Midwest IS0 proposed to use the revenues from the financial settlement charges to procure 
capacity in least cost order, from suppliers that offered but were not selected in the voluntary 
auction.36 

Although the Coinmission found it appropriate for the Midwest IS0  to distribute 
financial settlement revenues to all LSEs that met their RAR on apro rata basis, the 
Coinmission rejected “the Midwest ISO’s proposal to procure additional capacity resources from 
resources not selected in the voluntary auction,” and directed “the Midwest IS0  to allocate 
deficiency revenues to the LSEs fulfilling their capacity  obligation^."^' As required by the 
Commission, the Midwest IS0 has modified section 69.3.9.a.i of the Tariff to remove the 
language allowing the Midwest IS0 use financial settlement revenues to procure additional 
capacity not taken in the voluntary auction.38 

111 response to the concerns of Duke that Financial Settlement revenues be distributed 
across all eligible LSEs in the Midwest I S 0  footprint,39 the Commission directed the Midwest 

35  Financial settlement Filing at p. 1 1. 
36 Financial Settlement Order at P 119. 
3 7 ~ ~ .  at PP 131,132. 
38 First Revised Sheet No. 1507. 
39 Financial Settlement Order at P 124. 
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IS0 to confirm that it intended “that the determination of whether an LSE has met or exceeded 
its resource adequacy requirements will be based on a zonal determination of resource 
adeq~acy.”~’ The Midwest IS0 liereby confiiins that it will determine whether an LSE has met 
or exceeded its RAR based on a zonal determination of resource adequacy, 

In response to Wisconsin Electric Power Company’s (“Wisconsin Electric”) request for 
clarification, the Coininissioii directed the Midwest IS0 to clarify “whether the term ‘peak load’ 
referenced in section 69.3.9 refers to the peak load during the month or during the year.”41 The 
Midwest I S 0  hereby clarifies that the term ‘peak load’ as used in section 69.3.9 was meant to 
refer to peak load during the month. In addition, the Midwest IS0 has modified section 69.3.9 to 
provide further ~larification.~~ 

In response to the concerns expressed by Wisconsin Electric regarding the application of 
deficiency charges during forced tlie Coinmission directed “the Midwest IS0  to 
clarify for Wisconsin Electric the application of the deficiency charge in the event that the 
market participant has a forced outage in the five days between tlie voluntary auction and the 
beginning of the resource adequacy require~nent.”~~ 

The Midwest IS0 hereby clarifies tlie application of the deficiency charge as directed by 
tlie Commission. An LSE that has identified a qualified Planning Resource in its Resource Plan 
or has obtained capacity through the voluntary capacity auction is not subject to Financial 
Settlement Charges when tlie resource is out of service, provided the Planning Resource has been 
reported as out of service or de-rated to the Midwest IS0. An owner of qualified Planning 
Resources that have been identified in an LSE’s Resource Plan or who has sold capacity through 
the voluntary capacity auction is not subject to Financial Settlement Charges. 

The Planning Reserve Margin (“PRM”) determined through the Loss of L,oad 
Expectation (“LOLE”) study process takes into account the probability of Capacity Resource 
outages. On-going generation outage coordination studies are used to monitor and control the 
total generation capacity available to the Midwest IS0 in advance of the operating day. The 
PRM, in conjunction with generation and transmission maintenance outage coordination, will 
probabilistically assure that sufficient capacity, even with outages, will be available in the 
operating day to cover demand plus operating reserves. For these reasons Planning Resources 
that are reported to the Midwest IS0 as out of service are not disqualified as Planning Resources 
and are not ineligible to satisfy tlie Resource Adequacy Requirements of an LSE that has 
identified the Planning Resource in its Resource Plan. 

40 Id. at P 134. 
41  Id. at P 135. 
42 First Revised Sheet No. 1507. 
43 Financial Settlement Order at P 83 
44 ~ d .  at P I 02. 
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F. Role of the Independent Market Monitor 

In response to the colicel-lis of Aineren, CMTC, and others regarding the role of the 
Independent Market Monitor in the voluntary capacity auction,45 the Commission found that 
section 69.3.5.11 of the proposed Tariff does not adequately describe the role of the IMM in 
mitigating market power. Therefore the Commission directed the IMM to: (1) “explain in 
general terms how it intends to monitor market power in the voluntary capacity auctions and 
describe -without disclosing specific triggers - under what conditions it would report to the 
Commission that further modifications are necessaiy;” and (2) “specify the methods it will use to 
determine whether market power is being exercised and whether additional mitigation measures 
are needed, and what additional mitigation measures might look like.”46 

The Midwest IS0 understands that the IMM is submitting a separate response to the 
Coinmission to address the subject issue. 

111. DOCUMENTS SUBMITTED WITH THIS FILING 

Pursuant to Section 35.13(b) (1) of tlie Commission’s regulations, below is a list of tlie 
documents being submitted with this filing: 

Tab A - Redlined Tariff sheets 

Tab B - Clean Tariff sheets 

IV. EFFECTIVE DATE 

The Midwest IS0 respectfblly requests an effective date of January 6, 2009. This date is 
consistent with the effective date of the Ancillary Services Market Tariff sheets. The Midwest 
IS0 requests waiver of any applicable provisions of the Commission’s rules and regulations to 
effectuate such a date. 

v. NOTICE AND SERVICE 

The Midwest IS0 has served a copy of this filing electronically, including attachments, 
upon all Tariff Customers under the EMT, Midwest IS0 Members, Member representatives of 
Traiisinission Owners and Non-Transmission Owners, the Midwest IS0 Advisory Committee 
participants, as well as, state commissions within the Region. In addition, the filing has been 
posted electronically 011 the Midwest IS0’s website at www.inidwestmarket.org under tlie 
heading “Filings to FERC” for other interested parties in this matter. 

45 Id. at PP 144, 145. 
46 Id. at P 155. 
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VI. CONCLUSION 

For the foregoing reasons, the Midwest IS0 respectfully requests that the Commission 
find that the Midwest IS0 has complied with the directives contained in the Financial 
Settlements Order. 

Respectfully submitted, 

Arthur W. Iler 
Assistant General Counsel 
Midwest Independent Transmission System Operator, Inc. 
70 1 City Center Drive 
Cannel, Indiana 46032 
Telephone: (3 17) 249-5400 
Fax: (317) 249-5912 
ailer@midwestiso.org 

Richard A. Drom 
Allison Estin Hull 
1350 I Street, N.W. 
Suite 1100 
Washington, D.C. 20005 
Telephone: (202) 662-270 I 
Fax: (202) 662-2739 
rdrom@andrewskurth.com 

Attachments 

cc: Jeffrey Hitchings, FERC 
Susan J. Court, FERC 
Patrick Clarey, FERC 
Christopher Miller, FERC 
Penny Murrell, FERC 
Melissa L,ord, FERC 
Michael Donnini, FERC 
John Rogers, FERC 
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Item KJUC MISO 1-19) Refer to liizes 4-18 of page 19 of your direct testinioizy. 

Please provide Documents aizd Studies, in summary form, which detuil the 

deterniiization of the Loss of Load Expectation (LOLE) at a systeni level as determined 

by MISO. 

Response) ‘IJnder the Module E Resource Adequacy provisions of the Tariff, the 

Midwest IS0  is required to annually study the appropriate Planning Reserve Margin 

[“PRM”). The most recent two years’ reports reflect studies conducted with the current 

methods and business practices. Each annual report examines a 1 0-year out horizon. Tlie 

reports are voluminous to reproduce, but are posted with the following names “2009 

LOLE Study” and “2010 L,OLE Study” at: 

http://www.1~idwest1narket.org/page/Regulatory%2Oand%2OEconornic%2OStandards 

Witness) Iiichard Doying 
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An installed reserve margin of 15.4% applied to the Midwest IS0 system 
coincident peak has been established for the planning year starting June 2009 
and ending May 2010. This value was determined through the use of the GE 
Multi-Area Reliability Simulation (MARS) software for Loss of Load analysis. 
PROMOD I\$ was used to perform a security constrained economic dispatch 
which provided the congestion-driven zonal definitions used within MARS. The 
analysis also resulted with one uniform Planning Reserve Margin, applicable to 
the West, Central, and East planning areas that make up the Midwest IOS 
Market footprint. 

Within Module E, individual Load Serving Entities (LSEs) maintain reserves 
based on their monthly peak load forecasts. These peak forecasts do not sum to 
the system coincident peak because they are reported based solely on the 
entity’s own peak, which could occur at a different time than the system peak. To 
account for this diversity within the system, a reserve margin was calculated for 
application to individual LSE peaks utilizing a 2.35 % diversity factor. This was 
the lowest diversity experienced on the system since the start of the Midwest IS0 
energy market and resulted in an individual LSE reserve level of 12.69%, 
reduced from what would otherwise be a 15.4% reserve without accounting for 
diversity. An example of applying the results to LSE load is shown in Section 3.3. 

The goal of a Loss of Load Expectation (LOLE) study is to determine a level of 
reserves that would result in the Midwest IS0 system experiencing one loss of 
load event every ten years on average. This equates to a yearly LOLE value of 
0.1 days per year or a one in ten chance for a loss of load every year. As 
modeled within the GE MARS software, the system would achieve this reliability 
level when the amount of installed capacity available is 1 .I 54 times that of the 
Midwest IS0 system coincident peak. 

The stakeholder review process played an integral role in this study and the 
collaboration of the Loss of Load Expectation Working Group was much 
appreciated by the Midwest IS0 staff involved throughout the process. 

2 
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Establishing zones driven by transmission congestion for this LOLE analysis was 
completed using the PROMOD I\$ tool to realistically model the transmission 
system as it is planned throughout the 2009 - 2010 planning year. This phase of 
the process both identified zones on the basis of congestion on the transmission 
system, and quantified restrictions to transfer levels in or out of the zones. The 

on the process map in Section 2.2.4 indicate the PROMOD I\$ 
related activities. 

In the context of this 2009 LOLE study report the lower case word “zone” 
is used extensively in reference to the congestion-driven MCC Zones 
derived and modeled in the study process. The Tariff has many definitions 
with modifiers preceding the word Zone. For example Transmission 
Pricing Zone. The fundamental “Zone” term in the Tariff best reflects the 
essence of zone as used in this reoort. 

1.714 Zone: A set of Buses in a geographic area as determined by the 
Transmission Provider. 

Section 3.1.3 of the Resource Adequacy Requirement (RAR) Business 
Practice Manual reflects current use of zone and the Planning Reserve 
Zone term in the Tariff and describes when a different PRM may be 
applicable to different Planning Reserve Zones: 

1.505 Planning Reserve Zone: The Zone(s) established in Section 68.1 
of this Tariff in which an LSE has an RAR obligation. 

All LSE loads subject to the Tariff are subject to one PRM for the 2009 
Planning Year. The PRM values along with the total generation and 
forecast load are shown in Table 4. The three 2009 Planning Reserve 
Zones (PRZ) conform geographically to three planning areas identified in 
Attachment FF-3 of the Tariff. The West PRZ corresponds to the modeled 
zone 4, in. The Central PRZ corresponds to the combination of zones 3, 
and 7 in Figure 2.2, and the East PRZ corresponds to the combination of 
zones 1, 2, and 6. 

The very name for the LOLE General Electric (GE) software application 
GE Multi-Area Reliability Simulation (MARS) and the manual use the term 
area. Therefore, narrative may transition to the ‘area’ term when needed 
to describe certain detail steps in use of the program proper. 
Three ‘planning areas’ (i.e. East, West, and Central ) had been previously 
identified years before the current Resource Adequacy Requirements in 

3 
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Module E, as a construct for expansion planning study groups, and certain 
planning efforts continue to use those planning areas as a means to 
segregate su b-regional expansion planning topics. 
Those original East, West, and Central planning areas aren’t to be 
mistaken for the congestion-driven MCC Zones (note capital Z) that are 
determined through the zonal analysis and are utilized by the GE MARS 
LOLE program. 
The Module E Tariff identifies that congestion-driven Zones are modeled 
in the LOLE study. The Module E Tariff distinguished further that “A 
planning Zone (for purposes of determining PRM) will contain no less than 
2,000 MW of Load.” 
Also for the first LOLE study in 2009, the FERC order indicated that 
assignment of different PRM’s to planning Zones that may come out of the 
LOLE study, would be limited to determining a different PRM’s for Zones 
that would conform to the original planning areas in Attachment FF-3. The 
2009 study results required one uniform PRM for the whole system. The 
2009 study was designed and managed to express congestion-driven 
planning Zones, as they relate to smaller portions of the original East, 
West, and Central planning areas. 

Load and generating unit data was first imported from PowerBase for utilization 
in the PROMOD I\$ zonal analysis. PowerBase is a commercially available 
database which is regularly updated by Midwest IS0 staff to incorporate Module 
E submissions such that member-reported load forecasts can be incorporated 
into studies. The 2009 power flow case was constructed from the Model on 
Demand (MOD) tool which provides a place for stakeholders to inform Midwest 
IS0 of transmission system conditions and future upgrades. Finally, an EVENT 
file was created which is used to specify summer and winter line ratings, to 
designate critical lines for which flows must be monitored and to define potential 
line-failure or contingency states. The EVENT file was vetted through the Loss of 
Load Expectation Working Group (LOLEWG) to ensure that all stakeholders had 
a chance to offer feedback on its contents. The entire Eastern Interconnect was 
modeled during the PROMOD lV@ analysis with non-member systems utilizing 
the default data from PowerBase and Florida modeled as a fixed transaction due 
to model limitations. The following sections outline the steps taken to construct 
the inputs to the PROMOD IV@software. 

Resources within the PowerBase database were updated with information from 
the Generation Interconnection Queue as of 6-1 6-08. Generators with a signed 
Interconnection Agreement were amended to the database, excluding those 
generators with a suspended status. 

For the 2009 Planning Year, the PowerBase fuel price forecasts were updated 
with the Ventyx June 2008 Fuel Forecast Release. 

4 
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PowerBase is utilized in the MTEP process and as such contains predicted future 
generating units utilized to meet planning needs in the MTEP study timeframe. 
These units were removed from the database to accurately represent the 2009 
Planning Year. 
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c ss ns 
All nuclear units that were set to retire within the study period (2009-2018) were 
assumed to be re-licensed and operational. Minimum capacities of coal units 
were changed in the following manner: Sub-critical coal to 25%, super critical 
coal to 40%. Supercritical units were identified from the Global Energy Data. 
Coal and nuclear units were the only type to have a must run status. Wind units 
were modeled with a monthly energy profile. Annual capacity factors for all wind 
units were assumed to be 33% with energy distributed evenly across all months; 
unless hourly wind profiles were available, in which case the monthly energy 
profiles were not necessary. Hydro electric units were represented in two groups, 
as a fixed pattern run-of-river, and as energy-limited that could respond to unit 
commitment. 

ea ell 0 
The 2009 Planning Year power flow case was created from MOD with 
transmission projects phased in according to in-service date. 
Refer to Appendix ATransmission Projects in Power-Flow, for a detailed listing of 
transmission projects included in the Power Flow model. 

In PROMOD lV@, the EVENT file is used to specify summer and winter line 
ratings, to designate critical lines for which flows must be monitored and to define 
potential line-failure or contingency states. A "base case" transmission 
configuration, with no outages at any lines or buses, is part of this data set. 

In the events data, the user can specify single or multiple line outages and can 
monitor simultaneous outages in the system. Each line is matched with an 
outage state to analyze its impact on the system. While multiple line and outage 
pairs may be monitored simultaneously, the only restriction is that the user 
cannot define an outage state which removes every line at a generator bus. 
Although the program is able to monitor multiple line outages at a bus, there 
must be at least one line available to distribute power from a generator bus. A 
bus may not be isolated. There are a finite number of events that can be 
modeled in the EVENT file. 

The primary source of data for the EVENT file was the MISO Book of Flowgates. 
Since this is a future model, it is necessary to determine any potential future 
flowgates to be added. A tool called PAT (PROMOD lV@ Analysis Tool) is used 
to help identify the additional flowgates that may occur in the future. 

PAT is a tool that works with PROMOD IV. Unlike PROMOD lp which is 
primarily utilized for full year simulations, PAT is mainly used for studying a given 
hour in detail. It reads in the selected hours' information from PROMOD W@, and 
solves the same optimization problem for these hours as PROMOD lp. 
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However, it provides more information than PROMOD I@), and allows the user to 
change the parameters and quickly find out what their influence is on the results. 
A total of I 2  hours were selected ranging over 3 load times (peak, shoulder, and 
valley hours) across 4 seasons. 

After the PROMOD IV8 simulation is done, the resulting binding constraints are 
checked for validity and accuracy and edited or removed from the EVENT file as 
necessary. For the 2009 Planning Year study, the EVENT file data was reviewed 
and the resulting feedback from Midwest IS0 stakeholders (rating updates, 
remove/add events) was implemented as necessary. 

2.1.5. 00 lo 
A pool is an area composed of a set of companies inside which all generators are 
dispatched together to meet the total pool load. Normally pools represent an 
energy market, like MISO or PJM. The study footprint was broken into several 
pools based on the structure of the energy market. In the MTEP 09 PROMOD 
I@) case, 11 pools were defined in the study footprint: MISO, PJM, SPP, MAPP, 
SERC, TVA, MHEB, NYISO, ISONE, IESO and Eastern Canada. Figure 2.1.5-1 
shows all pools modeled in the study footprint. 

Figure 2.1 3-1 : Pools in PROMOD IV Case 
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To-> 

es 
Hurdle rates influence the capability of a pool to obtain support or sell energy to 
other pools. If two pools want to exchange energy, the difference of dispatch 
costs between the buying pool and selling pool must be greater than the hurdle 
rate between them. 

Dispatch Hurdle Rate ($/MWH) PeaWOff-Peak 
PJM I MISO I TVA I MAPP I SPP I SERC I E-CAN I IMO I ISONE I MHEB I NYlSO 

PROMOD I\$ performs the security constrained unit commitment and economic 
dispatch. Its solution includes two steps. The first step is unit commitment, and 
the second step is economic dispatch. For each step, the user can define its own 
hurdle rate. The hurdle rate defined for the unit commitment step is called the 
commitment hurdle rate, and the hurdle rate defined for the economic dispatch 
step is called the dispatch hurdle rate. 

Normally, users will set the commitment hurdle rate to be more expensive than 
the dispatch hurdle rate such that the pool units will be dispatched against the 
pool load first in order to get the commitment order right and then allow pool 
interchange during the final dispatch via the dispatch hurdle rate. 

There is no standard way to define the hurdle rates. Normally, hurdle rates are 
determined based on the filed transmission through-and-out rates, plus a market 
inefficiency adder. 

In this study, the commitment hurdle rates are set at 10 $/MWH between all 
pools. The exception was MISO to MH, where we set the commitment hurdle rate 
set at 0 $/MWH. While MH is not a Midwest IS0 Transmission Owner, an 
agreement between MH and the Midwest ISO, is more appropriately represented 
with a zero hurtle rate versus other entities outside the Midwest ISO. The 
dispatch hurdle rates between pools are shown in 
Table 1. 

Table 1 : Hurdle Rates 
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OSSeS 

Load in PROMOD lV@ is equivalent to the actual load plus losses as determined 
by the model in one of three fashions. In the option chosen for this study losses 
were represented by a loss component within the Locational Marginal Prices 
(LMPs). The other options for analysis were to assume losses were included in 
the load or to calculate losses based on a dynamic iteration that would have 
increased runtimes three fold and is only used in studies where an extremely 
accurate loss calculation is needed. 

0 e ance 
For the 2009 Planning Year Study, the outage library that was created for 
PROMOD I p  ignored forced outages due to GE-MARS capturing the generator 
forced outage aspect in the LOLE portion of the study. 

PROMOD IV@ generates a maintenance schedule which optimizes maintenance 
to minimize loss of load events. After a maintenance schedule is developed, the 
same schedule is maintained for all subsequent PROMOD I\$ simulations. 

A security constrained economic dispatch (SCED) simulation was run yielding 
Locational Marginal Prices (LMPs) for the various load buses which were 
representative of the cost for energy throughout the simulated period. These 
LMP values contain a component representative of the cost of congestion to that 
bus known as Marginal Congestion Cost (MCC). These MCC values can either 
be positive or negative to indicate if there is a shortage or surplus of generation. 
Trapped generation around a bus is indicated by negative MCC values and a 
scarcity of generation around a bus is represented by positive MCC values. The 
MCC metric is available in PROMOD IV@ for all modeled buses. Given that there 
was a plethora of buses modeled within the PROMOD l p  analysis it was 
imperative that selection criteria be utilized to narrow down the results. This study 
examined the most positive and most negative MCC values present on the 
system during peak conditions. These positive and negative MCC values were 
then grouped with surrounding buses of similar values to form the zones to be 
utilized in the LOLE study. This bus-based information affords the ability to 
quantify the load and generation in each zone, as needed in the GE MARS 
application going forward. 

2.21. eBec ses s 

PROMOD I\$ can calculate hourly LMP components for selected buses. 
However, it is not feasible to analyze this data for all buses in the system. This 
would result in approximately 400 million (8,760 hours x 50,000 buses) Marginal 
Congestion Component (MCC) values. Therefore, a smaller selection of buses 
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from hourly output was utilized for analysis and contour map definition. The 
respective coutour maps for 2009 and 2018, are shown on Figure 4.2.1-1 and 
Figure 5.1.2-1. 

The buses were selected by multiple but not absolute criteria. For a bus to be 
selected, it was first required that a latitude and longitude was available for 
plotting purposes. Buses that were listed in monitored lines within the event file 
were selected. The event file buses were plotted and it was found that some 
geographic areas would not have enough data points for contouring purposes 
necessitating the selection of additional buses at various voltage levels. Higher 
voltage buses were preferred over lower voltage buses. Buses were added until 
there were a sufficient number of points for contouring over the study footprint. 
For the 2009 Planning Year Study, I ,410 buses were selected. 

2.2.2. eri eri 
At this stage of the study, candidate zones are evaluated to determine if they 
contained either 2000 MW of load or 2000 MW of generation. If a candidate 
zone did not meet the 2000 MW threshold, it was merged into the appropriate 
adjacent zone. A breakdown of the zones established through this process can 
be seen in Finure 2.2 2009 GE MARS Modeled Zones. The precursor 
geographically output information utilized to draw the refined- Figure 2.2 2009 
GE MARS Modeled Zones is shown on Figure 4.2.1-1 in the Section 4.2.1 
Congestion Impact. Guidelines for merging smaller sized different colored areas 
into a larger composite area are set out in the Tariff and Business Practice 
documents. Regarding the larger zones, Zone 4 emerged as a different type 
zone through the technical analysis. No division between Zones 6 and 7 was 
warranted based on the congestion findings. However per FERC directive for the 
2009 PY, a division between Zones 6 and 7 was sustained in the process in 
order to retain the geographic identity of the standing Midwest IS0 Transmission 
Expansion Plan (MTEP) planning areas in Attachment FF-3 to the Tariff. 

10 
Attachment 1 of item KlUC MISO 1-19 

Page 11 of 64 



Mirlwwst I S 0  2009 - 2010 LOLE S t d y  Report 

Always 0 or Negative ['I 

J 
Figure 2.2 2009 GE MARS Modeled Zones 

2.2.3. 
The common red or blue clusters viewed in Figure 4.2.1-1 for the year 2009, and 
Fiaure 5.1.2-1 for the year 2018 are precursors to candidate zones. After same 
sign (same color) clusters were evaluated or merged into final zones as in Figure 
2.2 2009 GE MARS Modeled Zones, PROMOD I p w a s  used to determine the 
transfer limits between zones. The prices of generation in each zone were 
artificially adjusted to encourage power imports into generation deficient zones 
(red as seen in Figure 2.2 2009 GE MARS Modeled Zones) and exports from 
generation rich zones (blue as seen in Figure 2.2 2009 GE MARS Modeled 
Zones).-This was done by setting the price of generation to be high in generation 
deficient zones, and the price of generation to be low in generation rich zones. 
The hourly zone interfaces flows were then evaluated to determine monthly limits 
for input into GE-MARS. The monthly limit was equal to the average of the 
interface flows at time of daily peak. For example, the January limit was the 
average of 31 flows at daily peak values. 

2.2. sis 
After the zones are identified and the transfers are established between those 
zones an analysis must be performed to determine if the import limited zones 
(red zones in- Fiqure 2.2 2009 GE MARS Modeled Zones and Figure 2.2.4-1 in 
Section 3.1) have enough combination of resources and import capability to 
maintain an LOLE of 1 day in 10 years. If these zones do have enough Effective 
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Import Transmission Capability (EITC) to maintain 1 day in 10 years then they 
are set at the same level of reliability as the rest of the system and can share the 
same Planning Reserve Margin without the need for additional short term 
precautions being taken. This testing of the red (Le. positive MCC) zones is 

of the Process Map in Section 2.2.4. 
accomplished at the - ~ ~ ~ ~ - : ~ ~ - $ & J ~ ~ ~ Q -  i__ 

shaped activity shown on the right side 

For the 2009/10 Planning Year only one zone was found to be import constrained 
(zone 1 in Fiqure 2.2 2009 GE MARS Modeled Zones) and required a load 
deliverability analysis to be performed. Along with the resources internal to Zone 
1 , the 3,311 MW level of EITC was found to be sufficient import capability to 
maintain 1 day in 10 years LOLE and therefore no additional precautions were 
recommended for Zone 1 at this time. 
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the PROMOD I\$ analysis, a MARS model was 
constructed using load, transmission and generation data from PROMOD I\$ 
PowerBase and incorporated unit outage statistics derived from Generating 
Availability Data System (GADS) reporting through the Midwest ISO’s 
PowerGADS software. The on the process map in Section 2.2.4 
indicates the GE MARS activity. 

The PROMOD I\$ tool was used to group the buses as specified in Section 2 
and output the load profiles for each zone. These load profiles and zonal 
definitions were placed in the MARS Model where the transfer limits, also 
determined from the PROMOD I\$ analysis, were applied. The generating units 
for each zone were also imported from the PROMOD lV@ model; however, 
Forced Outage Rates (FOR) were updated with the recently available GADS 
data. The inputs garnered from the PROMOD lV@ analysis are represented in 
Figure 2.2.4-1 as they were input to the GE MARS model. 

: Export Limited 

External load set to match with generation + At I day in 10 level of reliability 

Figure 2.2.4-1 : Zones and Parameters Modeled in 2009 GE MARS 
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ell te r ii es 
In order to determine an appropriate level of support the external systems were 
held to the same reliability level as the internal system and an external tie 
capacity was derived. Historical total transmission flows and contractual flows 
were observed to obtain an applicable external support level. The 4,186 MW 
value for the external Effective Import Tie Capability (EITC) is shown in Figure 
2.2.4-1. This value was determined as follows: 

Table 2: External EITC Calculations 

Maximum transmission import flow 
from Market Externals 8/1/2006 = 10,477 MW 
Less transmission capability needed to 
serve 2007 Summer firm deliveries into = 6,291 MW 
Market 
Available transmission to import into 
Market = 4,186 MW 

0% el 
The Generating Availability Data System (GADS) provides a standardized means 
to collect outage information on generators. This system was used to collect data 
for units within the Loss of Load Expectation study for the period of July 2005 
through June 2008. This historical data was then used to calculate Forced 
Outage Rates (FOR) for each unit within the footprint that were then imported to 
the GE MARS model. If a given unit did not have outage statistics, an average 
outage rate for that type of unit was applied for use in the study. These class 
average forced outage rates were derived from the Midwest IS0 GADS system 
where possible and from NERC data when the Midwest IS0 data did not contain 
enough units to provided a statistically significant class average. The class 
averages utilized in the Midwest IS0 area and their sources for this study are 
listed in Table 3. 
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Pooled EFORd . EFORd Units Class (%I Data Source 

Table 3: Class Average EFORd 

Combined Cycle 
Combustion Turbine 11-19 M W I  
Combustion Turbine (20-49 MW) 
Combustion Turbine (50+ M W I  
Diesel Engines 
Fluidized Bed Corn bustion 

HYDRO (30+ MW) 
Nuclear 
Pumped Storage 
Steam - Coal 11-99 MW) 

HYDRO (1-29 MW) 

Steam - Coal (100-199 MW) 
Steam - Coal (200-399 MW) 
Steam - Coal (400-599 MW) 
Steam - Coal (600-799 MW) 
Steam - Coal (800-999 MW) 
Steam - Coal (1 ,OOO+ MW) 
Steam - Gas 
Steam - Oil 
Steam -Waste Heat 

8.630 
6.460 
12.190 
6.780 

Forced outage rates utilized in this study were adjusted to exclude certain outage 
types, deemed as outside of management control, and account for the time when 
a unit was in demand as outlined in Appendix C EFORd, XEFORd, UCAP 
Metrics. These adjustments to the forced outage rates yielded an Effective 
Forced Outage Rate Demand (EFORd) that excluded certain outages which 
were outside of the generation managements control otherwise known as 
XEFORd. While the EFORd values were utilized in the MARS simulations in 
order to capture all possible outages of generation the XEFORd values were 
utilized in Planning Reserve Margin calculations after the simulation was run as 
seen in Section 3.2. 

Generator Forced Outage Rate definitions: 

Equivalent Forced Outage Rate Demand (EFORd): A measure of the 
probability that a generating unit will not be available due to forced 
outages or forced deratings when there is demand on the unit to generate. 
XEFORd: Same meaning as EFORd, but calculated by excluding causes 
of outages that are Outside Management Control (OMC). For example 
loss of transmission outlet lines are considered as OMC relative to a units 
operation. 

The OMC codes excluded by the Midwest IS0 are itemized in Appendix C. 
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3.1.3. L rec ai 
At the recommendation of the LFU Task Team this study utilized the NERC 
Bandwidths Variance Calculation in order to determine a Load Forecast 
Uncertainty value. This method was recommended based on its historical use 
and its vetting through various groups. 

The majority of analysis performed by the task team converged on a similar 
number in the 4.00% standard deviation range. Using the NERC Bandwidths 
Variance Calculation a sigma value of 4.04% for the summer and 4.08% in the 
winter was determined. This load forecast uncertainty was applied to the entire 
footprint and more information (including the LFU values used as input to the 
MARS model) on LFU can be found in Appendix B Load Forecast Uncertainty 
ILFU) Final Report. 

es 
Once the base model with generation, load, and tie line capabilities was defined, 
a simulation was run to determine the Loss of Load Expectation (LOLE) value for 
the planning year. Capacity adjustments were then put in place to alter the 
available capacity to each zone to ensure that the Midwest IS0 system as a 
whole attained a LOLE value of 1 day in I O  years or 0.1 days/year. And if the 
Midwest IS0 system as a whole is at the targeted value of 0.1 days/year then 
consequently any sub part of that system (like the congestion-based LOLE 
modeled zones) would have a LOLE of 0.1 days/year or less like the congestion 
based LOLE zones. Concurrently, all external zones were modeled at the same 
level of reliability to ensure that they were not providing more support than would 
be statistically available. When capacity was appropriately adjusted in each 
LOLE zone to bring all systems to a 0.1 days/year LOLE value the ratio of 
capacity to coincident load in the Midwest IS0 yielded a reserve margin of 
15.4%. This value is the planning reserve margin as applied to the Midwest IS0 
system coincident peak. For Planning Year 2009/10 the same Planning Reserve 
margin will be applied to all three planning areas (East, West and Central) as 
defined in Attachment FF of the Tariff for compliance with Module E. 

In order to account for the diversity within the system and yield a reserve margin 
applicable to individual Load Serving Entity (LSE) monthly peaks, as mandated 
by Module E, a diversity factor was necessary to more accurately reflect the 
requirements of the system as determined in the LOLE study model. The 
Midwest IS0 calculated historical annual diversity factors for 2005 through 2008 
by comparing the Midwest IS0 system peak to the sum of the Local Balancing 
Authority Peaks for each year. Because Loadzone CPNode configurations can 
and often do change on a quarterly basis it was necessary to use the LBA peaks 
in order to get a meaningful comparison of diversity factors from one year to 
another. Below is the calculation and resulting diversity factors for 2005 through 
2008. 
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Year 

2005 

MIS0 Coincident Peak 

T M I S O  BA Peak 
Diversity Factor = 1 -- 

Diversity Factor 

3.84% 

2006 

2007 

2.35% 

5.66% 

The amount of diversity experienced in the Midwest IS0 footprint since the start 
of the Energy Market in 2005 has ranged from 2.35% at its lowest in 2006 to a 
high of 5.78% in 2008. Because of the limited amount of historical data available 
to the Midwest IS0 and the significant impact diversity factor would have on the 
resulting Planning Reserve Margin the Midwest IS0 sought feed back from 
stakeholders on how much diversity should be considered. Although stakeholder 
opinions varied the significant majority supported using a diversity factor on the 
lower end of the historical range. Based on that feedback the Midwest IS0 
decided to use a diversity factor of 2.35% for the 2009/10 Planning Year. This 
value was applied to the coincident load used in the original reserve margin 
calculation to yield a non-coincident peak load from the system coincident peak. 
This increased load value was utilized to yield a 12.69% planning reserve margin 
as applied to individual LSE peaks. 

The final step was determination of the planning reserve margin on an unforced 
capacity basis. The system wide average for XEFORd values for generation 
within the Midwest IS0 Market was 6.514%. This was developed by applying an 
actual collected value of XEFORd of 6.75%, computed from the history log for 
generators that represented 83.5% of the MW Modeled in the GE MARS 
simulation. The 6.75% was applied to all 130,446 MW of Generation in Model. A 
0.00% XEFORd was applied to 4,717 MW of Demand Resources in Model. By 
combining the two on a MW weighted bases, a System Wide Average XEFORd = 
6.514% was calculated for use in a Unforced Capacity Reserve Margin. This 
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Generator MW Basis: 

outage rate was then applied to the capacity in the previous reserve margin 
ratios. This lower capacity value was then divided by the previously adjusted load 
value to arrive at a new planning reserve margin of 5.35% which must be served 
with unforced capacity. Unforced capacity for an individual unit is derived by 
applying a unit’s XEFORd to its maximum capacity rating to arrive at a reliably 
provided MW value. 

Non -coi n ci den t Coincident 
Load Based Load Based 

UCAP I IGEN IGEN 

es 

(first column is applicable to 
Forecast LSE Requirement) 

Midwest IS0 Market Zones Load 
Midwest IS0 Market Zones 
Reauired CaDacitv 

Table 4 utilizes the load values from zones 1, 2, 3, 4, 6 and 7 shown in Figure 
2.2.4-1 within the GE MARS model and quantifies the various values relative to 
the resulting PRM’s, coincident and non-coincident peak load, diversity, and the 
XEFORd forced outage rate. The usage of IGEN, UCAP, XEFORd, etc. are 
exemplified in Appendix C EFORd, XEFORd, UCAP Metrics, and OMC Codes. 

5.35% 12.69% 15.40% 

I1 3,287 11 3,287 I 1  0,625 

119,345 UCAP 127,661 ~ G E N  127,661 ~ G E N  

Table 4: For the Midwest IS0 Market Planning Reserve Zones at 2.35% peak 
load diversity, XEFORd=6.514% and 15.40% PRMSYSIGEN 
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c s 

is io 

The accumulation of the LOLE throughout the 2009 planning year reveals that 
98% of the accrued annual LOLE is realized in the month of July with 1% 
accumulation in both June and August. Fiaure 4.1 .1-1 illustrates the distribution. 

Monthly Contributions to Annual LOLE 
Correlated to Monthly Peak Demand 

(For the Midwest IS0 System) 
0.10 

0.09 

0.08 

0.07 

0.06 

0.05 

0.04 

0.03 

0.02 

0.01 

0.00 

1 .OO% 

0.90% 

0.80% 

0.70% 

0.60% 

0.50% 

0.40% 

m 
f 

0.30% 

0.20% 

0.10% 

0.00% 

Month 
Figure 4.1 .I -1 Monthly Distribution of Annual LOLE 

The table in Section 0 laid out the applicable Resource Adequacy Requirements 
(RAR) for the 2009 Planning Year; 15.40% PRMSYSIGEN, 12.69% PRMLSEIGEN, and 
5.35% PRMucAp. The relationship and calculation among these values for a 
solved LOLE case, and how they relate to the system wide average XEFORd is 
explained by example in Appendix C EFORd, XEFORd, UCAP Metrics. 

The metric of Unforced Capacity (UCAP) was utilized in this years study in order 
to more equitably distribute the reserve requirement amongst a fleet of 
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generation with varying outage rates. Through the use of Unforced Capacity all 
entities will utilize equivalent capacity to serve reserve margins. 

Prior to the 2009 study, some general sensitivity work was done on sample data 
sets. These studies concluded that the major factor driving PRM results is the 
forced outage rate of generators. With the more quantitative and specific data 
available in the actual 2009 study, certain sensitivity work was performed to 
better understand the influence of various factors. One basis, like XEFORd- 
based results for example, is required to be quantified in the Tariff, while RE 
standards relate EFORd-based results. The interest in sensitivity was two-fold, 
1) to find out the significant drivers in view of the specific data for the Midwest 
ISO, and 2) to relate the volatility of certain components that are utilized in 
Module E of the Midwest IS0 Tariff. Results of the sensitivity aspects are 
discussed further in this section, and Table 5 is a summary of the sensitivity 
effort. 

Examples that drive interest for and relate to the added value realized from the 
sensitivity analysis are as follows: 

Installed Capacity- On the surface, the RE standards are geared for a 
basic PRM based on installed capacity. 
Transmission Limitations- The RE standards also require in R1.3.3 that 
“Transmission limitations that prevent the delivery of generation reserves” 
be accommodated in the study, and this drives interest in knowing the 
PRM without transmission limitations versus the PRM with transmission 
limitations. The Midwest IS0 study process is designed to allow 
quantification (in terms of the PRM) of the deliverability impacts due to 
transmission limitations. 

0 Congestion- The Tariff is unique in that the fundamental driver for 
modeling zones is transmission congestion-based. In addition, tracking 
and quantifying the construct is good practice, and helps communicate the 
effort. The increased impact to PRM from 0.61 .% in 2009 to 2.3% in 201 8, 
is an important finding. Unaddressed, this would represent significant 
additional investment in resources. This finding will be introduced to the 
MTEP process for review of potential transmission expansions that could 
mitigate the increase indicated for 2018, or seek to decrease the 
congestion impact from the 0.61% level realized in 2009. The Tariff 
mandates directing congestion impact to the MTEP process for solutions, 
when the congestion affects deliverability to load causing a greater than 1 
day in 10 out come in a future year of the LOLE study. 
EFORd vs. XEFORd- The Tariff measures LSE compliance to cover its 
load plus PRM in terms of generators UCAP ratings. It is of interest 
therefore that sensitivity runs are done to differentiate the total EFORd 
impact needed for RE compliance of the system, from the segregated 
XEFORd compliance basis used for setting the UCAP ratings of LSE’s 
resources within the Tariff. The difference between EFORd and XEFORd 
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is that the OMC component of EFORd is excluded. This exclusion defines 
the XEFORd basis, and results in a different PRM metric. 

0 External Tie Capability- The Midwest IS0 chose to demonstrate 
sensitivities to the external tie capability. 

The general approach to determining the effect or response to a particular 
sensitivity component was to run selected GE MARS runs with differing inputs. 
The cases were structured such that a comparison between the proper two 
cases would reflect the quantifiable impact of a particular component. For 
example, while the key output from an LOLE model is the PRM~GEN based on the 
Installed Generation Capacity (IGEN) the tariff utilizes UCAP-based generator 
ratings. For the Tariff, a lower numerical PRM is determined based on the also 
lower equivalent Unforced Capacity (UCAP) MW rating basis. T 
“cross word puzzle” approach to summarizing the output from the selected LOLE 
cases directly while at the same time illustrating the cumulative and incremental 
impact of the LOLE metrics reflected by variations in: 

0 Input data such as XEFORd versus EFORd for example 
0 Quantify PRMucA~ for specified LSE Load Diversity level, from the core 

GE MARS PRM~GEN results. 

All column headings in Table 5 with the “UCAP” parameter, reflect results for 
UCAP MW’s (i.e. equivalant capacity that would have XEFORd = 0). 

The selected components are called out in column 15 in Table 5. The relative 
stand alone or incremental impact of a component is quantified in the columns 
12 through 14. Together, the highest two impacting components in column 14, 
the 8.49% impact of generators’ XEFORd outage rate and the 6.89% impact of 
Load Forecast Uncertainty (LFU), account for 15.37% of the total 15.40% 
PRMIGEN. 

The differences among rows are related to the sensitivity component in column 
15, and the differences across the column set 9, 10 ,I 1 and the column set 12, 
13, 14 ; are due to a different metric of PRM from the Tariff being expressed. 
Similarly, columns 9, 10, and 11 are the cumulative effect of accounting for each 
component listed in column 15, and columns 12, 13, and 14 display the 
incremental impact to the total PRMs. The values for the incremental sensitivity 
components of columns 12 through 14 total to the values indicated by blue font in 
Table 5. Column 1 states an abbreviated title for each MARS case and columns 
2 through 8 specify the make up of the LOLE case’s construction (Le. indicating 
which component or components are active or not in the particular GE MARS 
run). Column 11 shows the PRM on and Installed Generation Capacity basis. 
Column 1 I values with red or blue font indicate a value obtained directly from the 
particular simulation case. For the top three rows; the top row (of zeros) was set 
by definition, the second row is derived from the -0.79% difference in column 14, 
and row 3 is driven by the 2.35% load diversity parameter (outside of a GE 
MARS run). 
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The following list provides a brief description of each incremental component in 
column 15 of Table 5, and its value in column 14. By definition the first row of 
values in Table 5 has zeros because there is no impact to needing additional 
reserve generation MW (i.e. PRM=zero) above a load forecast that is 100% 
certain. The foot-note in Table 5 helps distinguish which values were calculated 
in a GE MARS run versus the UCAP ratings of generators and the 2.35% 
diversity applied to LSE loads under the Tariff: 

0 External Tie - The 4,186 MW value for external Effective Import Tie Capability 
(EITC) is shown in Figure 2.2.4-1, and it’s development was shown in Table 
2. The incremental impact on PRM is calculated by entering a zero EETC 
value in the model versus the 4,186 MW value. The difference in PRM’s 
between the two runs is 0.79%. Relative to the first line in , adding 
the benefit of the tie would allows the PRM to be 0.79% less. 

0 Diversity - The GE MARS finds the coincident peak among the various peaks 
for the zones modeled. However, for compliance in the Tariff, individual 
Load Serving Entities (LSEs) maintain reserves based on their monthly peak 
load forecasts. These LSE peak forecasts do not sum to the system 
coincident peak because they are reported based solely on the entity’s own 
peak, which could occur at a different time than the system peak. To 
account for this diversity within the system, a reserve margin was calculated 
for application to individual LSE peaks utilizing a 2.35 % diversity factor 
among LSEs as described in section 3.2. 

0 LFU - The Load Forecast Uncertainty (LFU) is discussed in Appendix B. For 
2009 a constant 4.04% Summer LFU was applied in the runs. Sensitivity runs 
with the 4.04% LFU versus zero LFU, impacted the PRMSYS~GEN value by 
6.89%: as indicated in T 

XEFORd - The impact rator forced outages without the Outside 
Management Control (OMC) cause category of outages is 8.49% as shown 

- The 0.61% PRMIGEN, and the 0.56% PRMucA~ values due to 
transmission Congestion (see re a means to quantify the amount 
of additional aggregate gene needed to overcome the effect of 
aggregate un-deliverability. This represents a statistical amount of 
generation capacity that is not able to serve load, and therefore is an 
amount that is added to the requirement for capacity overall to sustain the 
overall system at the 0.1 day per year LOLE standard. The 0.61% PRM~GEN 
value multiplied by the forecasted 110,625 MW coincident 2009 peak (from 
Table in Section 0) is equivalent to needing 675 MW of additional generation 
to overcome the effect of congestion. The 675 MW of generation would be a 
typical generator with an XEFORd equal to the system wide average 
XEFORd = 6.514%. In terms of UCAP capacity, 643 MW would be needed 
to compensate for tion determined by the 0.56% PRMUCAP times 
11 3,287 MW (from in Section 0). The 675 MW amount of additional 
generation is revealed by the difference in the amount of capacity resources 
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needed in a simulation to meet the 1 day in 10 criteria with the internal 
market transmission tie values in Figure 3.1 imposed, versus a simulation 
that ignores those internal limits. The affected tie limits are those from zones 
1, 2, 3, and 4 to zones 6 and 7. Table 6 is intended to clarify how 
deliverability is addressed and applied by the Midwest IS0 in accordance 
with the Tariff. Central to the Tariff and the process is that the zones are 
developed on a congestion basis (i.e., quantifiable EETC or ElTC values), 
and because of this the impact of congestion is quantifiable in terms of a 
slice of the reserve margin required. The following points track the 
connection between congestion metrics from the sign of the MCC in $/MWH 
in the zone formation, to a quantifiable MW amount of transmission tie 
capability or generator MW capacity.. 

o The formation of the zones depicted in Figure 2.2 are driven by the 
behavior of the sign of the MCC metric indicated in the last row of 
Table 6. 

o Depending on the direction (into positive-signed MCC zones, or out of 
negative-signed MCC zones) the MW limiting value for the ties to the 
zones in Figure 3.1 are set by the metric ElTC (into a +MCC zone) or 
EETC (out of a -MCC zone), terms also indicated in the last row of 
Table 6. 

o Definitions from the Tariff: 

> 1.75f Effective Import Tie Capability (EITC): The maximum 
aggregate level of power in MW that can be reasonably 
expected to flow on the transmission tie lines into a specified 
zone of the Transmission System, while maintaining reliable 
operation. 

> 1.75g Effective Export Tie Capability (EETC): The maximum 
aggregate level of power in MW that can be reasonably 
expected to flow outward on the transmission tie lines of a 
specified zone of the Transmission System, while maintaining 
reliable operation. 

0 Force Majeure (OMC codes) - also shows the impact of the EFORd 
outage rate which includes the XEFORd outages and the impact of OMC 
type outages. The additional 0.20% due to the OMC is shown as the last row 
in the top portion of . The list of the NERC codes selected as OMC 
codes by the Midwest IS0 is in Appendix C. 

25 
Attachment 1 of Item KlUC MISO 1-19 

Page 26 of 64 



Miilwest I S 0  2009 - 2010 LOLE Study Report 

Table 6: Reference to Deliverability Definitions from FERC Tariff 

Defined Tariff Term 

Market Transition Delivery Test 

System Impact Study 

~ 

Designation'of a Resource as a 
Network Resource under Network 
Integration 
Transmission Service 
Firm Point-To-Point 
Transmission Service 

Marginal 
Congestion Component (MCC) 

Effective Import Tie Capability 
(EITC) 

Effective Export Tie Capability 
(EETC) 

Defined 
At 

1.188c 

1.297 

-.- 
1.212 

1.102 

1.177 

1.75f 

1.75g 

Tariff Area and Driver 

Module E one time pre- 
market event. Some only 
have Energy Resource 
Interconnection Service 
beyond the local area 

Module E 69.2.1.4 
Connection Study 

OASIS request for drive- 
In, and drive-Within 
service for firm bilateral 
transactions 
OASIS for In, Within, 
Out, and Through, for 
firm bilateral transactions 
Module E 68.1.1 LOLE 
Study based on congested 
zones identified by the 
sign of MCC $/MWH 
metric over a period of 
time in the network, and 
where the effectiveness of 
delivering aggregate 
generation to load is 
limited by the directional 
MW ratings of modeled 
transmission ties. Both the 
defined zones and the 
ratings of the ties are 
accounted for in setting 
the Planning Reserve 
Requirement 

Milestone Index or Report 

Amount eligible for both 
Network Resource 
lnterconnection Service and 
mount retained as limited 
Network Resource 
Designation to single local 
load balancing area, and 
may request fill aggregate 
deliverability under 
Attachment X 
Network Resource 
Interconnection Service 
granted 
Period specific Firm 
Transmission Service 

Period specific Firm 
Transmission Service 

Annual LOLE study to 
determine the PRM. PRM 
compliance results for 
current Planning Year, and 
study results for 9 
subsequent years 

Congestion incorporates the notion of aggregate deliverability impact between 
zones in GE-MARS, and a quantifiable MW capacity impact upon LOLE achieved 
by modeling the zones on a congestion-driven basis. Zones are developed from 
the process that utilizes two stages of PROMOD IV@. The steps are outlined in 
the Module E Tariff and the Resource Adequacy Business Practice Manual. This 
process also applies to the GE-MARS zones developed for PY 2018 in Section 
5.1.2. One stage identifies the zones impacted by congestion and keys of the 

26 
Attachment 1 of Item KlUC MISO 1-19 

Page 27 of 64 



Midwest I S 0  2009 .- 2010 LOLE Study Report - 

sign of the (MCC - $/MWh). A second stage of PROMOD I\$ determines the 
amount of transmission support (EITC and/or EETC - MWs) that is available into 
or out of the zone. 

Figure 2.2 2009 GE MARS Modeled Zones is a geographical depiction of the 
resulting zones, that emerged from the raw output illustrated in Figure4.4.1-I. 
Figure 4.2.1-1 is a view of the more direct information resulting from the first 
stage 2009 PROMOD lp run. The blue zones indicate zones where generation 
resources tend to have their schedules reduced as a result of managing 
congestion, and the red zones are zones where generation schedules are 
increased in order to maintain reliable operations to serve load. The yellow areas 
are indifferent to congestion at time of summer peak conditions. Previous Figure 
- 3-1 “Zones and Parameters Modeled in 2009 GE MARS” is a sequel to the 
geographic zones in- Figure 2.2 2009 GE MARS Modeled Zones, and shows the 
quantitative metrics (load, generation, and tie values) that were developed from 
the PROMOD I@ zonal analysis, and is an illustration of the input to the GE 
MARS LOLE program. 

2009 JUI 28-Aug 3 7AM t012AM 
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c 
The GE MARS LOLE program was utilized again to determine planning reserve 
margins (PRM) for 2013 and 2018. The program utilization for these future years 
analysis was very similar to the assessment done previously for the initial 2009 
planning year, but including the appropriate modeling changes in load forecast 
and unit additions or retirements. In both the 2013 and 2018 cases, Equivalent 
Forced Outage Rate Demand (EFORd) from GADS data over the historical 
period 2005 through 2008 was utilized as the modeled unit forced outage rate. 

For 2013, the same 2009 internal zone configuration was utilized but without 
modeling the effects of congestion between zones. The 2013 Planning Year 
Reserve Margin was calculated without implicitly looking at the effects of 
congestion. This was accomplished by relaxing the internal tie limits between 
zones to infinity and allowed for the calculation of a congestion free PRM for 
2013. A congestion adder was developed in Section 5.2 for 2013, so that it could 
be compared on the same basis as the bookend years 2009 and 2018. The 
second row in Table 7, shows the interpolated values for years 2010 through 
2017, base on the 2009 and 2018 congestion adder values. 

For 2018, the 2009 internal zones were not utilized and a new internal zone 
analysis was conducted to determine the zones and tie limits for 2018. These 
inputs were modeled and the planning reserve margin was calculated for a 2018 
case, which included the effects of zonal tie limits. Then a case analysis similar 
to the 2013 analysis was conducted for 2018 in which the transmission 
constraints were relaxed and a congestion-free PRIM was calculated. 

The same 2009 external equivalent zones configuration was utilized for the 2013 
and 2018 analysis. External load growth and known unit additions and 
retirements where applied to the external system. The historically observed 
Effective External Tie Capacity (EETC) value of 4,186 MW was left unchanged. 
And in order to determine an appropriate level of support the external systems 
were again held to the same reliability level as the internal system. 

5.1 2. es 
Internal zones for 2018 were determined using the same process as was 
used to determine zones for 2009. The model and data used for this analysis 
was obtained from the Joint Coordinated System Plan (JCSP) Study 
Reference Future and modified as necessary. The model does not include 
Regional Resource Forecast units nor any transmission expansions that do 
not already exist in the base 2018 power flow model. The first stage output of 
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sign based MCC clusters form the PROMOD analysis is shown in Figure 
5.1.2-1, and Figure 5.1.2-2 shows the final GE-MARS modeled zones. All 
candidate zones that were found to meet the 2,000 MW size thresholds 
(detailed in Section 2.2.2) were retained as modeled zones. Transfer limits 
were found for the 2 export zones and 1 import zone and the results input into 
the GE-MARS model. The quantitative values for each zones load, 
generation, and tie ratings for the 2018 GE-MARS model can be found in 
Figure 5.1.2-3. 

2018 JuI 30-Aug 9 
+MCC and -MCC Summary 

EnerEizing the Heartland 

Figure 5.1.2-1 Illustration of clusters from first stage PROMOD I\$ analysis 
results for Planning Year 2018 
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2018 Zones OM An a lysis 

Figure 5.1.2-2 Congestion Based Zones Modeled in 2018 

2018 LOLE Model Zones 

ITC > 3,540 MW 

EITC=5,991 MW 

Export Limited 

Import Limited 
Neutral 
External 

0 
n t  

Julv Transfer Level Limit Shown: 
Average flow at daily peak load hours from forced 
dispatch case (monthly values are used in LOLE run) 

External load set  to match with generation 6 
At 1 day in 10 level of reliability 

~~ 

Figure 5.1 2-3 Zones and Parameters Modeled in 201 8 GE MARS 
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The planning reserve margins, with no congestion, for the two periods of time 
years 2010 through 2012, and 2014 through 2017 were implicitly calculated by 
interpolating the row one results on a straight-line basis between the end years 
the year 2013 detailed cases that were done for years 2009, 2013 and 2018 (top 
row of Table7). The third row values were interpolated on a straight-line basis 
between the two values for 2009 and 201 8. The expected PRMSYSIGEN from these 
interpolations can be seen for all years in Table 7, where everything that was 
explicitly calculated is in red font. 

Table 7: Expected PRMSYSIGEN for 201 0-2018 

Year 

As the analysis and results indicate the amount of PRM needed to account for 
congestion increases in 2018 (second row in Table 7). In the 2018 simulation, 
the source of the increased congestion can be traced back to Zone 1 in figure 
5.1.2-3. This zone has very high Capacity to Load Ratio and a limited amount of 
tie line capacity to export any surplus capacity that is not needed to meet internal 
load requirements. These trapped mega-watts can’t be statistically shared with 
the rest of the Midwest IS0 system. 

The third row is the sum of rows 1 and 2, and since the congestion-free 
PRMSYSGEN is reasonably stable (top row of Table 7), the increasing congestion 
(second row) is the reason behind the increased PRM~YSGEN (With Congestion) in 
the third row. The overall PRMSYSGEN (With Congestion) increasing by 1.6% over 
the 2009 value of 15.4% to a PRMSYS~GEN of 17.0% in 2018. The second row 
congestion values in Table 7 for years 2010 through 2017 were calculated by 
interpolating the fully calculated 2009 and 201 8 second row values. 

The Module E study process is both designed and obligated under the Tariff to 
coordinate the LOLE study results with the MTEP planning process. For the 
current 2009 study, the increasing congestion impact (second row in Table 7) is 
the most significant finding that needs to be brought to the attention of 
transmission planners. The transmission planning effort in MTEPOS will therefore 
include review of the trend for increased congestion suggested by the 2009 
LOLE study, to determine if there is any correlation to planning findings. When 
investigated with study methods and tools traditionally utilized in conducting the 
transmission reliability assessment, possible outcomes, but not limited to the 
following, after MTEP review are that: 

0 The indicated congestion could be confirmed, or found not to correlate 
with an MTEP review. 
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0 Key limiting facilities may be identified and addressed further 
0 With feedback from MTEP (including revised plans and incorporating that 

knowledge into the LOLE models), subsequent LOLE studies will 
converge to MTEP as a given future year becomes closer to the current 
Planning Year. 
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- .- 
DEM-MISO-I 51 5-TrimbleSpeedGhent345Line _- 
DEM-MISO-I 254-CharlestownToCMC 138Line 
DEM-MISO-1512-A~hlandToRochellel38UGline -- 
HE-MISO-MTEP-1322-Owensville Primary - 
HE MISO MTEP-1321 -Napoleon DecaturSS 
METC-M ISO-480-BrickyardJ-FelchRd -" .-" 
IPL Cumberland Indian Creek 40 12007-08-01] 
AMMO-M ISO-project-719-LabadieBreakers 
ITC-MISO-1302 Hines Equipment Replacement ITC 
METC-MISO-Parmenter-31 
METC-M ISO-1 438-Potvin- 08fall 

-- 

, 

Projects from Model on Demand w/ In service date of 
5/31/2010 or before; information as of 6/3/08 

2661 MTEPB Planned 10/1/2009 
2662 MTEPA Planned 12/31/2009 
2664 MTEPB Proposed 12/31/2009 
2763 MTEPA Planned 1 OI22008 
2780 MTEPA Planned 3/30/2009 
2783 MTEPB Planned 6/1/2009 
2790 MTEPA Planned 611 12009 
2799 MTEPA Planned 6/1/2009 
2814 MTEPA Planned 12/31/2008 
2868 Network Planned 10/1/2008~ 
." 2870 MTEPA Planned 10/1/2008 

Name ID Type status Effective 

METC-MISO-1837-VanBuren-08surn 2872 
M ETC-MI SO-1444-Du b1in:Eum -- ~ 2874 
M ETC-M ISO-98 1 -Wa basis-09sum ---_ 2876 

2886 SI GE-M ISO-Prj 1 00 1 -1 O E O a  kGr-N E 1 38 kV-n-Trf 

MTEP B Planned 7/1/2008 
MTEPA Planned __ 6/1/2009 
MTEPA Planned 6/1/2009 
MTEPB Planned 5/30/2009 
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SIGE-MISO-Prj1023-ScottTwp Elliott1 38kV 
WPSC-MISO-B-1213 Vestaburg 6MVAR Cap I__ 

WPSC-MISO-B-I 579 Garfield-Gram Rebuild ll--l_l_l 
WPSC-MISO-C 1577-Copemish-Bass Lake Rebuild - 
WPSC-MISO-C 1586-Gaylord-Advance Rebuild - 
WPSC-MISO-C 1227-Gaylord-Gaylord OCB Rebuild _I 

WPSC-MISO-C 131 5-Grand Trvse-East Bay Rebuild l_l 

WPSC-MISO-C 121 9-Lake Cnty-Plains X Rebuild 
WPSC-MISO-B-1211 Gnd Trvse-Grawn Rebuild 
CWLP-CHATHAM-project-08summer 3 
CWLP-DALLMAN-project-09summer 4 -- 
CWLP-INTERSTATE-1552-project-09fall 1 - 
WPSC-MISO-C Gray-I 965-1 38-69 Transormer 
ATC (1 77) GDP-HWY22 345 T2-1113 

- 

ATC (177) J36Rebuild WE-CAR 
ATC (339) Remove Boxelder Temporary Cap Bank 
ATC (345) new-Clintonville .WernerWI 38kV 

2888 MTEPB _. Planned 5/30/2009 
2924 MTEPB Planned 12/31/2008 
2926 MTEPB PI ann e d 7/31/2008 
2934 MTEPB Proposed 12/31/2008 
2935 MTEPB PI ann e d 1213 1 I2009 
2936 MTEPA Planned 12/31/2009 
2937 MTEPB Planned 12/31/2009 
2939 MTEPB Planned 12/31/2009 
2952 MTEPB Planned 12/31/2009 
2957 MTEPA Planned 7/1/2008 

2959 MTEPB Planned 911 12009 
2979 MTEP B Planned 3/2/2009 

6/1/2009 3 E l  M T E P _ A  --_----- Planned 
3124 MTEP"A-"-" Planned 6/1/2009 
3125 MTEPA Planned 1 1/24/2008 

I 2958 MTEPA Planned 7/1/2009 

3 1 a  MTEPA Planned _ _  12/1/2009 

-- 
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ATC (345) rebuilding-Badger-CIintonvillel38kV 3126 MTEPA Planned 

ATC (345) rebuildrng-WhiteClay-EShawanol38kV-- 3128 MTEPA Planned 
ATC (352) CON-lRGRl38 ~ 2 9  -- 3132 MTEPA Planned 

ATC (345) rebuilding-Badger-WShawanol 3gh8km-- 3127 MTEPA Planned 

ATC (352) IRGR-ASPN138 -- 3134 MTEPA Planned 
ATC (570) ROR to ELK 138R Conv TUR on 69 Radial 3138 MTEPA Planned 
ATC (571) N Madison-Huiskamp 138kV Line " "  3140 MTEPA Proposed 
ATC (877) oc phase 1 - kansas-norwich loopin 3142 MTEPA- Proposed 
ATC (877) oc phase 1 - oak creek xfmr 3147 MTEPA Proposed 
ATC (877) oc phase 1 - oc - rarnsey upgrade 3148 MTEPA Proposed 
ATC (886) NorthLake aka Cedar retirements ver2 3154 MTEPA Proposed 

ATC (1279) North Beaver Dam Cap Bank - 3159 MTEPB Proposed - 
ATC (1282) Osceola Caps 1x4-08 

ATC (1268) Kilbourn 138 and Artesian 138 Cap banks _I 3157 MTEP B Proposed 

Proposed 
ATC (1461) Green Lake Wind-G376 
ATC (1463) Twin Creeks.G384 3165 MTEPA ____- Planned 

Suspended 

12/1/2009 
6/1/2009 

10/1/2009 
211 12009 
8/1/2009 

313 1 12009 
1211 512008 

I 6/1/2009 
- __- 6/1/2009 
-- 6/1/2009 

3/26/2009 
4/30/2009 

-__ 6/1/2009 
6/1/2009 
9/1/2009 
911 12009 

ATC (1553) Hiawatha Cap 1x16 3 v29 
ATC (1555) Perkins Cap 2x16 3 v29 
ATC (1667) Pine River Ring Bus and Caps 
ATC (1668) Munising Cap 2x4 08 
ATC (1669) Roberts 2ndCap 1x4 08 
ATC (1676) LAnse Cap 1x4 08 

_I 

3167 MTEP B---- Planned 6/1/2009 
3169 MTEPB Proposed 811 512009 
3176 MTEPB Proposed 11/14/2009 
3177 MTEP B Planned 811 112008 
3178 MTEP B Planned 8/1/2008 
3182 MTEPB Proposed 911 512009 
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ATC (TtoD) hayes xfmr replacement 

ATC (TtoD) replace nicholson xfmr 

ITC-MISO-I 875-G503 -~ 
ATC (1942) uprate Atlantic Tr 
ATC (1943) uprate M38 Tr 

ATC (TtoD) montana t-d 

ITC-MISO-1308 B3N Interconnection - 
I__ 

3270 Network Proposed 6/1/2009 
3276 Network Proposed 3/1/2009 
3278 Network Proposed 6/1/2009 
3284 MTEPA Planned 12/31/2009 
3288 MTEPA Planned 12/31 12008 
3339 MTEPB Planned 6/1/2009 
3340 MTEPB Planned 6/1/2009 
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ATC (1665) Laurium-I Rebuild 3376 MTEP B _- 
ATC (877) oc phase 1 -oak creek-allerton upgrade 3378 MLTPA 
ATC (TtoD) fromMGE 2009 WLTxfmrland2a 3379 N e t w o r k L  -.._-._- 
ATC (345) revised Morgan-CW-WernerW T2 1113 345 3387 M L E P L  

Planned 6/30/2008_ 
Proposed 6/1/2009 
Planned 6/1/2009 
Planned 12/2/2009 

ATC (572) Menominee 138 69kV TRF 3388 MTEPA Proposed 
ATC (1683) Rebuild SunsetPt-Pearl69kV 3389 MTEPB Proposed 
ATC (1470) Whistling Wind-G483(combined) 3396 MTEPA Suspended 
NIPS-MISO-project-Bentoncowindl 61 5 3397 MTEPA Planned 

SMP-MISO-GEN-ADDED09 3402 Transferred Planned 

SMP-MISO-BLOOM-GEN09 3403 Transferred Planned 
SMP-MISO-Rutland-1633 -_-_ 3404 MTEPB Planned 

Non- 

Non- 

CWLP-DALLMAN-project-09summerV2 3410 MTEPA Planned 
Non- 

SMP-MISO-LAKECITY-AREA -__--_. __ 341 5 Transferred Planned 
ATC (TtoD) brookdale 3rd xfmr 3419 Network Planned 
ATC (TtoD) raymond ---.-----.--- 3420 Network Planned- 

DEM-MISO-1563-Tod hunterToAKSteelF5686Recond - 3425 MTEPB Planned _- 

DEM-MISO-1564-RoseburgSwSta69kvCap I_ 3426 Transferred Planned 
DEM-MISO-1566-TodhunterToAKSteelF5682Recond I 3427 MTEPB Planned 

DEM-MISO-1567-RockiesExpress-REX _- 3428 Transferred Planned 

SMP-MISO-Litchfield-Cap08 [2008-02-05 09.56.344------ 3447 Transferred Planned 
DEM-MISO-1514-WabashRiverStaunton23002uprate _- 3452 MTEPB Planned 

HE-MISO(1323)-Sandborn - _--- 3457 Transferred Planned 
XEL-1371-BLACKDOG-WlLSON2-UPGRADE 3508 MTEPB Planned 

XEL-1486-MARYLAKE-BUFFALO 3520 rransferred---- -- Planned 
XEL-1457-HAZEL 3527 M T E  _A_-__---.- Planned 
XEL-1548-LACROSSE 3533 MTEPB Planned 

XEL-1548-MONROECO CAPBANK 3 5 a M T E P B  _- Planned 

3421 MTEPA Proposed ATC (877) oc-phase-I I -___- 

Non- 

Non- 

Non- 

Non- 

Non- 

XEL-1545-MANKATO 115KV LOOP 3535 EE!?"!L-.-"- Planned 

11/1/2008 
6/1/2009 
9/1/2009 
5/1/2008 

711 512009 

711 512009 
711 512008 
711 12009 

111 5/2009 
611 5/2009 

- 10/7/2008- 
611 212009 

1011 512008 

6/1/2009 
1 111 512008 

11/1/2008 

711 5/2008 
6/1/2009 

9/8/200 8 
611 12009 

12/1/2008 
6/1/2009 
611 12009 
9/1/2009 
611 12009 
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XEL-1368-1369-1370-NEWRICHMZND 3541 MTEPB 
3542 MTEP B 

XEL-1455-MERP-RIVERSIDE .- 3544 MTEPA 
XEL-1373-NEWULM-TS --.-"-- 

XEL-1487-SOMMERSET -- 
XEL-WASECA - 

XEL-385-825WIND .- 

XEL-CHANARAMBI E3RDTR -I_ 

Non- 
- 3547 Transferred 

Non- 
3550 - Transferred 

XEL-1489-WOODBURY-TANNERSLAKE 3553 MTEPA 
3558 MTEPA 

XEL-1457-BRIG0 ~ -- 3559 MTEPA 
Non- 

3567 Transferred - 
AMMO-M ISO-project85~i'~55Joachim345kV - 3599 MTEPA 
AMlL-MISO-725-726-project-WedronSubstation 3605 MTEPA _- 
AMIL-MISO-865-project-HavanaCubaMonmouth - 3611 MTEPA __.- 

ATC (TtoD) 3rd granville xfmr __.-_ 3613 Network .- 
AMIL-MISO-I 232-project-Marigoldsub 3615 MTEP B - 

AMMO-MISO-project2072~-BrickHouseSu b 3621 MTEPB 

ALTW Salem-I287 345-161kV 448 MVA 3632 MTEPA 
3633 MTEPB 
3636 MTEPB 

ITC-MISO-1872-SCIO _- 3637 MTEPB 
ALTW Ottumwa-I641 161kV 50MVAR I_ 

AM I L-M ISO-project-2058-CococoP hilip I 38kV 3618 MTEPB 

ALTW Amold-Washburn 1739-161 kV Upgrade 3631 MTEPB 

ITC-MISO-1870-CLYDE -- 
ITC-M ISO-187 1 -HURST "I_- 

Planned __- .- 6/1/2009 
Planrn--.. .___ 6/1/2009 
Planned I 6/1/2009 

Planned 6/1/2009 

Planned 811 12008 
Planned 611 12009 
Planned 11/1/2007 
Planned 6/1/2009 

Planned 12/30/2008 
Planned 9/3/2008 

611 12009 Planned 
Planned 611 12009 
Proposed 611 12009 

I Planned ___ 10/1/2008 
Planned 9130/2009 
Planned - 10/1/2008 

Planned 6/?/2009 
PI ann e d 5/1/2009~ 
Planned 5/1/2009 
Planned 12/31 12008 

Planned 12/31 12009 
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GRE-MISO-PROJECT-LWRNCTP(20138) 4011 Network 
GRE-MRO-PROJECJ-2086-WILSONSRC 4014 MTEPA 
GRE-PROJECT4495-ENTPPK CRKDLK(20152) 4016 MTEPA 
GRE-PROJECT-TOWER(1021 )(for mp) 4017 MTEPA 

G RE-M I SO-PRO JECT-SARTELL( 20225) 4019 Network 
GRE-MRO-PROJECT-BBP(20 143) 4018 MTEPA 

XEL-MINN RIVER2 - _. 4044 MTEPA 

XEL-MRO-PROJECT-PRESCOTT CAPBANK 4049 Transferred 

ATC (570) SW Delavan to North Shore to BOL 69 

Non- 

4050 MTEPA 

M T L K t  
XEL-MRO-PROJECT-G417 -- 

ALTW-MRO-PROJECT-09SPLL.PRJ [2008-03-28 12:23:0i'L- 41 00 Network ._ 
ALTW-MRO-PROJECT-1OSPPK.PRJ [200=-28 12.24.311-- - p I O l  Network __ 

ALTW-MRO-PROJECT-1OWIPK.PRJ [2008-03-28 12:33.18] 4105 Network 

---- 4085 

OTP-274 275-AP-CAN [2008-03-28 12.32.1 9J 4103 MTEPA 

4107 MTEPB _I_ 

4180 MTEPA FE 1610 avon-L 
4184 MTEP B 

FE-nfalls-tr-4185 - 4185 MTEPB 
4187 MTEP B 

I ~ - - .  OTP-MTEPC-1792-CSLTN ETHANOL 

- . ~  - 
Lakeview cap ,_ _" 
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11/1/2008 Planned 
P l a n a  10/1/2008 
Planned 12/1/2009 

1 / I  120 1 0 
Planned 9/1/2008- 
Planned 9/1/2009 
Planned 6/1/2009 

Planned __ 6/1/2009 
Planned - __ 12/1/2008 
Planned - 811 5/2008 

Planned 411 51201 0 
Planned 811 12008 
Planned 1 13 1 120 1 0 
PI ann e d 10/1/2008 
Planned 6/1/2009 
Planned 9/1/2008 
Planned 611 12009. 
Planned 6/1/2009 

Planned 

Planned - 4/1/2009 

FE-tangy-tr-I 609 I 

FE-w-medina-1589 - 4188 MTEPB Planned 
ATC (339) JeffersonrStonybrook 138 kV and Uprates 4227 EKEPA Planned.-- 

611 12009 

ATC (2057) Warrens T-D w line ext - 4232 
ATC (TtoD) TD Vienna 4234 
XEL-1956-WILMARTH-BLUELAKE 4254 

4257 METC-MISO-1817-Midland 
METC-MISO-1442-Pingree 4258 

Proposed __ 

Proposed __ 
Planned -_ 

911 12008 

MTEP B 
Network 
MTEPB 
MTEPA Planned 
MTEPA Planned 
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Scope 

Apply MISO stakeholder expertise in load forecasting together with the resident 
MISO expertise to determine the annual uncertainty associated with the variance 
between actual load and the 50/50 forecast load. The LFU is for the 2009 
planning period and for the subsequent nine planning years. The work product of 
the LOLEWG-LFU Task Team will be recommended and presented to the 
LOLEWG by October I O ,  2008. Load Forecast Uncertainty is the result of 
weather, economic, and demographic factors. It is not forecast error or one’s 
ability to forecast accurately given the limitations of the models available for use. 

Executive Summary 

The Load Forecast Uncertainty Task Team recommends the use of the Summation 
of the NERC Variances method to calculate the load forecast uncertainty value 
necessary for GE MARS. This method produces a sigma value of 4.04% in the 
summer and a sigma value of 4.08% in the winter. The benefits of using the 
Summation of the NERC Variances are that the method has a solid methodology and 
most of the work has been completed through the NERC Load Forecasting Working 
Group (LFWG). The Load Forecast Uncertainty Task Team also recommends the 
use of a constant 4.04% summer LFU and 4.08% LFU value for years 2-10 analysis 
with one sensitivity case with a 5 year out LFU value of 8.95% in the summer and 
7.14% in the winter. 

Overview 

The Load Forecast Uncertainty (LFU) Task Team was created to help develop a 
recommendation of the methods in which to obtain a value for Load Forecast 
Uncertainty to the Loss of Load Expectation Working Group (LOLEWG). Initial 
work had been started by Ryan Westphal of Midwest IS0 previous to the forming 
of the LFU Task Team. His work was the starting point for this group. This group 
was comprised of subject matter experts from the MISO stakeholder community. 
This group typically meets on a monthly basis, half day before the full day LOLE 
WG meeting. 

1. Monthly Peak Comparison 

The monthly peak comparison work was the starting point in trying to determine a 
value for LFU. The summer and winter assessments use the same method for 
their determination of the 90/10 and 10/90 bands. The Load Forecast Uncertainty 
(LFU) value is derived from variance analysis to determine how likely monthly 
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peak forecasts will deviate from actual monthly peak load. In order to establish a 
Load Forecast Uncertainty value three years of real-time load data was 
compared to forecasts for those same periods. Load forecasts for the months of 
June, July and August for summer and December, January, and February for 
winter were adjusted for the reported demand side management programs to 
arrive at coincident Net Internal Demand forecast values. Those monthly 
forecasts were compared to the actual monthly peak loads of the same period 
and the differences compiled into a sample space from which to derive a 
standard deviation. A load forecast uncertainty of approximately 4.1% for the 
summer was calculated using this methodology. A graph of the monthly peaks is 
available in the appendix (Graph 1.1). For this model a normal distribution is 
assumed. From the graph we can see that the sample space for data is three 
years. 

2. Weather Sorting Model 

A weather sorting model was developed to evaluate LFU. The weather sorting 
model gives us a long statistical history. Since this model derives its statistical 
analysis from weather a long history of load is not needed. A long history of 
weather variables is easily obtained. The weather variables, specifically heat 
index, are then used to determine the sigma of the heat index over a 25 year 
history (Graph 2.1). To capture how load is affected by weather at the entire 
MISO footprint level a composite temperature is developed. The composite heat 
index is a load weighted average of the heat index at each weather station that is 
selected to represent the heat index for that balancing authority. To see how load 
responded to the composite heat index at each daily peak, the load and 
composite heat index are plotted together. The result of this plot is available in 
the appendix (Graph 2.2). From this graph we can use the equation to determine 
the number of MWs that are affected for each degree of heat index. If we 
assume that the equation representing weather above 72 degrees F is linear we 
get an equation of: 

Y(x )  = 1742 * x - 62332 (1) 

Where Y equals MW's and x equals degrees F. If we take the derivative of 
equation (1) we get the following equation. 

dY -=1742 
dx 

Equation 2 states that for every unit change in x there is a 1742 unit change in y 
or for every change in degree F there is a 1742 MW change in load. From the 
model we can now construct the following table (2.1). 
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--- -- 
(3) .". (4) (5) 

1___- 

(2) 
Standard Deviations Delta Heat Index MWIdeg MW 

( 1 1  
Heat Index(F) 

80.9 -3 _"-- -8.1 1742 -14110.2 
83.6 -2 -5.4 1742 -9406.8 
86.3 -1 ~ -2.7 1742 -4703.4 

0 1742 0 
91.7 + I  2.7 1742 4703.4 

-__- 89 0 

Table 2.1 : Results to calculate LFU 

5.4 
8.1 

-_.I"-_ 

--.._ 

94.4 +2 
97.1 +3 

1742 9406.8 
1742 141 10.2 

Column number 5 is calculated by multiplying columns 3 and 4 together. Using 
this method a sigma of 4.4% is calculated. 

3. Other Studies 

A presentation was given showing the different values and method other regions 
are using for their studies. Looking at other regions we can evaluate a 
reasonable number to apply in the Midwest IS0 LOLEWG study. From the 
presentation a "Band of Reasonability" of 4-5% sigma was created. A link to the 
presentation is provided below. 

http://www.midwestiso.or~/~ublish/Document/81 d7e 1 1 b6e66e758 - 
7a4bOa48324a?rev=I 

4. Summation of the NERC Variances 

NERC develops its own uncertainty bands for each of the NERC regions. This 
method will use these uncertainty bands with a load weighted variance 
calculation to determine the MISO-wide sigma. Three NERC regions have 
portions of their load in MISO. Those three regions are MRO US, SERC and 
RFC. To calculate the weights each MISO load balancing authority is assigned to 
its appropriate NERC regions and then the percent of the MISO load within the 
region is the weight used for the calculation. The NERC bands are stated in 
90/10 and 10190 projections. To convert those to a sigma value we divide by 
1.28. This corresponds to the x-value from the unit normal distribution for the 
90/10 and 10/90 bands. The general equation for summing random variables 
variances is used to determine the weighted variance for MISO. 
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( 1) var( a, x + a y) = a : * var( x) + a t  * var(y) + 2 * cor(x, y) * a, * std(x) * a * std(y) 
(2) var(x) = std(x)’ 
Plugging (2) into (1) 
(3) std(a,x+a,y)’ =a: *std(x)? + a t  *std(y)’ +2*cor(x,y)*a, *std(x)*a, *std(y) 
Expanded to three variables 
std(a,x+a,y+a,z)? =a: *std(x)‘ +a: *std(y)‘ +a: *std(z)’ + 2*cor(x,y)*a, *std(x)*a, *std(y)+ 

2 * cor(x, z) * a, * std(x) * a, * std(z) + 2 * cor(y,z) * a * std(y) * a * std(z) 

If cor(x, y) = 1 

std(x+y)=Ja: *std(x)’ +a: *std(y)’ +2*a, *std(x)*a, *std(y) 

std(x+ y)=J[a, *std(x)+a, *std(y)]’ 
std(x + y) = a, *std(x) + ay *std(y) 

If cor(x, y) = 0 

std(x + y) = da: *std(x)2 + a: *std(y)2 

As we can see from the above equation we have to make an assumption about 
the correlation between the three regions. It was suggested within the LFU Task 
Team to use the MISO coincident factor of .96 in the summer and .97 in the 
winter as the correlation between the three regions. Table 4.1 and 4.2 within the 
appendix summarizes the results of the Summation of the NERC Variances. The 
Summation of the NERC Variances produces a sigma of 4.04% in the summer 
and 4.08% in the winter. 

5. 2-1 0 Year Analysis 

The LFU Task Team ran the Summation of NERC Variance results through the 
MARS software to help determine how to model LFU in the 2-10 year LOLE 
analysis. Three summer LFU numbers were run in the MARS software, first year 
LFU of 4.04%, 5 year LFU of 8.95% and 10 year LFU of 12.50%. Graph 5.1 in 
the appendix summarizes all values calculated from the Summation of NERC 
Variances. The results of the analysis are shown in the following table 5.1. 

Table 5.1 MARS results with increasing LFU 

Incremental MW 
needed to meet I 
dayin10 (I 

13.765 
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From the table we see that in year 10 a 30.04% reserve margin is needed to 
meet the 1 day in 10 criteria. The LFU Task Team believes this is unreasonable 
and if the LFU is grown it must be capped from growing at some point. The LFU 
Task Team believes that capping the LFU at the 5 year number would be 
representative of the time it takes to get capacity built and recommends that the 
LFU be capped at the 5 year value. 

The LFU Task Team further discussed that holding the LFU constant at the 1 
year value for all years would better represent what reserve margins that can be 
expected to be seen in each year. It was thought that once we get the each 
subsequent year that an LFU value would be closer to the 1 year out value, 
meaning that, once you get to year 5 the LFU value will be a 1 year out LFU 
value. 

6. LFU Task Team Recommendation 

The LFU Task Team is recommending the use of the Summation of the NERC 
Variances to the LOLE WG. This method has the benefits of being tried and 
tested before and much of the work is complete through the NERC LFWG. Also 
looking at the other studies performed in the LFU Task Team each study results 
seem to converge to a similar number. The sigma values that are calculated 
through the Summation of the NERC Variances are a sigma of 4.04% in the 
summer and 4.08% in the winter. In the future of the LFU Task Team the 
Weather Sorting model will be helpful in sanity checking and possible using it in a 
future study where weather correcting is necessary. 

The LFU Task Team recommends running years 2-10 with a fixed 1 year out 
LFU of 4.04% in the summer and 4.08% in the winter. The LFU Task Team also 
recommends running one case with a 5 year out value or 8.95% in the summer 
and 7.14% in the winter. 
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Appendix Item C.1 
EFORd, IGEN and UCAP Relationships and Findings for 2009 

1 ) For each generator: 

IGEN (1 - XEFORd IGEN) = UCAP 

Where: Installed Capacity = IGEN 
Unforced Capacity = UCAP 

2) For the total system results applied to an LSE with a 1,000 MW Non- 
coincident load: 

PRM IGENEFORd = 12.69%, (2.35% diversity result highlighted value in 
Tables below) 

System Average XEFORd = 6.514%, (6.75% from GADS data blended 
with assumed 0% XEFORd for Demand Resources = 6.514) 

Forecast LSE Requirement = (Load + Load Modifying Resources) = 1,000 
MW 

IGEN Requirement= Forecast LSE Requirement * (1 +PRM IGENEFORd) = 
1,000 * (1+0.1269) = 1,127 MW 

UCAP Requirement = ICAP Requirement * (1 - System Average 
XEFORd), and substituting values gives: 

UCAP Requirement = 1,127 * ( I  - 0.06514) = 1,054 MW 

3) By applying the following equation to define PRMUCAP metric: 

= 12.49%, 

System Average XEFORd = 6.514% 
Then ( I  - System Average XEFORd) = 0.9349 

And, 
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0.9349 ( I  +O. 1249) = I + PRMUCAP 
PRMUCApXEFoRd = 0.9349 (1 +O. 1249) - 1 
PRMUCApXEFoRd = 0.0516 = 5.1 6% 

The total PRM is represented by the XEFORd driven component 
PRMUCApXEFoRd = 5.16% plus the system wide average Force Majeure 
component adder for generators of 0.1 8%. Therefore, the total 

4) Amount of Capacity Required for the Modeled Market Load 

Coincident Load x 1 15.40% = I 10,625 x 1 .I 540 = 127,661 MW IGEN 

And within round off error: 

Non-coincident Load x 112.69% = 113,287 x 1 .I 269 = 127,663 MW IGEN 

Table C l  - Summary of IGEN versus UCAP 
At 2.35% diversity for total Model footprint: 
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119,347 UCAP 
Midwest IS0 Market Zones 
Required Capacity 

Table C2 - Summary of IGEN versus UCAP 
At 2.35% diversity for the Midwest IS0 Planning Reserve Zones (PRZ): 

127,661 IGEN 

Non-coincident Load Based I I Coincident I 

110.625 I 

Table C3 - 2009 Compliance Summary for the Midwest IS0 Market 
Planning Reserve Zones: 

At 2.35% diversity and 15.40 PRMSYS~GEN 

I Non-coincident 
Load Based 

PRMUCAP I PRMILSEIGEN 

Midwest IS0 Market Zones Load 

Coincident 
Load !Based 

PRMSYSIGEN 
(%I 

I 1  0,625 
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9020 
9025 
9030 
9035 
9036 
9040 
9130 

Appendix Item C.4 
OMC Codes used in Midwest IS0 

Lightning 1 
Geomagnetic disturbance 1 
Earthquake 1 

Storms (ice, snow, etc) 1 
Other catastrophe 1 
Lack of fuel (water from rivers or lakes, coal mines, gas lines, etc) where 

Hurricane 1 

1 
the operator is not in control of contracts, supply lines, or delivery of fuels 

The term XEFOh represents calculating the forced outage rate by excluding OMC 
outage causes when performing the calculation that would otherwise compute the EFOh.  
Currently, the Midwest IS0 study utilizes 27 cause codes in its OMC set of outages and 
otherwise uses the NERC default set of 36 OMC cause codes . The 27 OMC Codes 
approved by stakeholders for use in the Midwest IS0 LOLE study as listed in the BPM 
are shown in Table C4 below. 

9 135 
9 150 

Lack of water (hydro) 
Labor strikes company-wide problems or strikes outside the company's 

Table C4 - Outage Cause Codes included in the OMC set for Midwest IS0 Studies 

1 
1 

Code Description Midwest IS0  
and PJM 
OMC List 

9250 

3600 Switchyard transformers and associated cooling systems - external 1 
361 1 Switchyard circuit breakers - external 1 
36 12 Switchyard system protection devices - external 1 
3619 Other switchyard equipment - external 1 
37 10 Transmission line (connected to powerhouse switchyard to 1 st Substation) 

I I 
1 

jurisdiction such as manufacturers (delaying repairs) or transportation (fuel 
supply) problems. 
Low Btu coal 1 

3720 Transmission equipment at the 1st substation) (see code 9300 if applicable) 1 

3730 1 

9000 Flood 1 
9010 Fire, not related to a specific component 1 

Transmission equipment beyond the 1st substation (see code 9300 if 
applicable) 
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9300 Transinission system problems other than catastrophes (do not include 1 
switchyard problems in this category; see codes 3600 to 3629,3720 to 
3730) 

9320 Other miscellaneous external problems 1 
9500 

9502 
9504 

9506 

Regulatory (nuclear) proceedings and hearings - regulatory agency initiated 

Regulatory (nuclear) proceedings and hearings - intervener initiated 
Regulatory (environmental) proceedings and hearings - regulatory agency 

Regulatory (environmental) proceedings and hearings - intervenor initiated 

1 

1 
1 

1 
initiated 

95 10 

9590 

I Plant modifications strictly for compliance with new or changed regulatory 
requirements (scrubbers, cooling towers, etc.) 
Miscellaneous regulatory (this code is primarily intended for use with event 
contribution code 2 to indicate that a regulatory-related factor contributed to 
the Drimarv cause of the event) 

I 

Total 

The accommodation of Force Majeure outage causes by using the EFORd metric as the 
input data to the GE MARS application is normal; however a sensitivity run with the 
XEFORd metric can be done to examine the impact of the Force Majeure. 

27 
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An unforced capacity reserve margin of 4.50% applied to LSE non-coincident 
peaks has been established for the planning year starting June 2010 and ending 
May 2011. This value was determined through the use of the GE Multi-Area 
Reliability Simulation (MARS) software for Loss of Load analysis. PROMOD IV@ 
was used to perform a security constrained economic dispatch which provided 
the congestion-driven zonal definitions used within MARS. The analysis resulted 
with one uniform Planning Reserve Margin, applicable to the Midwest IS0 Market 
footprint as a single Planning Reserve Zone. 

The goal of a Loss of Load Expectation (LOLE) study is to determine a level of 
reserves that would result in the Midwest IS0 system experiencing one loss of 
load event every ten years. This equates to a yearly probability for insufficient 
capacity of 0.1. As modeled within the GE MARS software, the system would 
achieve this reliability level when the amount of installed capacity available is 
1 .I54 times that of the Midwest IS0 system coincident peak. 

Within Module E, individual Load Serving Entities (LSEs) maintain reserves 
based on their monthly peak load forecasts. These peak forecasts do not sum to 
the system coincident peak because they are reported based solely on the 
entity’s own peak, which could occur at a different time than the system peak. To 
account for this diversity within the system, a reserve margin was calculated for 
application to individual LSE peaks utilizing a 3.00% diversity factor. This 
resulted in an individual LSE reserve level of 1 I .94%, reduced from what would 
otherwise be a 15.4% reserve without accounting for diversity. Taking into 
account average unit availability within the Midwest IS0 system a forced outage 
rate of 6.644% was used to arrive at an unforced capacity margin of 4.5%. An 
example of applying the results to LSE load is shown in Section 3.3. 

The stakeholder review process played an integral role in this study and the 
collaboration of the Loss of Load Expectation Working Group was much 
appreciated by the Midwest IS0 staff involved throughout the process. 
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Establishing zones driven by transmission congestion for this LOLE analysis was 
completed using the PROMOD lV@ tool to realistically model the transmission 
system as it is planned throughout the 201 0 - 201 1 planning year. This phase of 
the process both identified zones on the basis of congestion on the transmission 
system, and quantified restrictions to transfer levels in or out of the zones. The 

on the process map in Section 2.2.4 indicate the PROMOD I\$ 
related activities. 

9 9  

0 In the context of this 2010 LOLE study report the lower case word “zone” 
is used extensively in reference to the congestion-driven Marginal 
Congestion Component (MCC) Zones derived and modeled in the study 
process. The Tariff has many definitions with modifiers preceding the word 
Zone, For example Transmission Pricing Zone. The fundamental “Zone” 
term in the Tariff best reflects the essence of zone as used in this report. 

1.714 Zone: A set of Buses in a geographic area as determined by the 
Transmission Provider. 

The GE Multi-Area Reliability Simulation (MARS) uses the term area. 
Therefore, narrative may transition to the ‘area’ term when needed to 
describe certain detailed steps in the LOLE analysis. 

Three ‘planning areas’ (Le. East, West, and Central ) had been identified, 
before the current Resource Adequacy Requirements in Module E, as a 
construct for expansion planning study groups. Certain planning efforts 
continue to use those areas as a means to segregate sub-regional 
expansion planning topics. These areas should not be confused with the 
congestion-driven MCC Zones determined through the zonal analysis 
outlined in this report. 

Load and generating unit data was first imported from PowerBase for utilization 
in the PROMOD IV@ zonal analysis. PowerBase is a commercially available 
database which is regularly updated by Midwest IS0 staff to include Module E 
submissions such that member-reported load forecasts can be incorporated into 
studies. The power flow case used was the 2010 Summer Peak Pass 3 model 
from the 2009 MISO Series Models. Finally, an EVENT file was created which is 
used to specify summer and winter line ratings, to designate critical lines for 
which flows must be monitored and to define potential line-failure or contingency 
states. The EVENT file information was vetted through the Loss of Load 
Expectation Working Group (LOLEWG) as well as participants of the Midwest 
IS0 Top Congested Flowgate Study to ensure that all stakeholders had a chance 
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to offer feedback on its contents. The entire Eastern Interconnect was modeled 
during the PROMOD lV@ analysis with non-member systems utilizing the default 
data from PowerBase and Florida modeled as a fixed transaction due to model 
limitations. The following sections outline the steps taken to construct the inputs 
to the PROMOD IV@software. 

se 
The PowerBase database used was originally developed for Midwest IS0 
Transmission Expansion Plan 2009 (MTEP 09). The demand and energy 
forecast information was updated using the most recent data submitted by Load 
Serving Entities through the Module E process. 

The MTEP 09 Report can be found at the following link: 

7e5POa48324a?rev= 1 

2.1 2. sic ase ss ions 
All nuclear units that were set to retire within the study period (2010-2019) were 
assumed to be re-licensed and operational. Minimum capacities of coal units 
were changed in the following manner: Sub-critical coal to 25%, super critical 
coal to 40%. Supercritical units were identified from the Global Energy Data. 
Coal and nuclear units were the only type to have a must run status. The hourly 
profiles for wind units were obtained from the National Renewable Energy 
Laboratory (NREL), Department of Energy (DOE) stemming from the Eastern 
Wind Integration and Transmission Study (EWITS). Further description of this 
data can be found in Section 9.1.3 of the MTEPOS. Hydro electric units were 
represented in two groups, as a fixed pattern run-of-river, and as energy-limited 
that could respond to unit commitment. 

re eP 
The power flow case used for the 2010 planning year is the 2010 Summer Peak 
Pass 3 of the 2009 MIS0 Series Models. These collaborative models are 
developed using projects from the MOD database as well as the Multi-Regional 
Modeling Working Group 2008 models for external areas. The 2010 Summer 
Peak case has an effective date of July 15, 2010. 

In PROMOD lV@, the EVENT file is used to specify summer and winter line 
ratings, to designate critical lines for which flows must be monitored and to define 
potential line-failure or contingency states. A "base case" transmission 
configuration, with no outages at any lines or buses, is part of this data set. 
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In the events data, the user can specify single or multiple line outages and can 
monitor simultaneous outages in the system. Each line is matched with an 
outage state to analyze its impact on the system. While multiple line and outage 
pairs may be monitored simultaneously, the only restriction is that the user 
cannot define an outage state which removes every line at a generator bus. 
Although the program is able to monitor multiple line outages at a bus, there 
must be at least one line available to distribute power from a generator bus. A 
bus may not be isolated. There are a finite number of events that can be 
modeled in the EVENT file. 

The original primary source of data for the EVENT file is the MISO Book of 
Flowgates. Over time, the Midwest IS0 has updated EVENT files with the most 
recent information available. The EVENT file information for the 2010 Planning 
Year was updated using information from LOLEWG and the Midwest IS0 Top 
Congested Flowgate Study. All information was updated and verified before 
PROMOD was run. 

Transmission maintenance schedules were not included in the PROMOD lV@ 
analysis of the transmission system due to the limited availability of reliable 
maintenance schedules and minimal impact to the results of the analysis. 

2.1.5. io 
A pool is an area composed of a set of companies inside which all generators are 
dispatched together to meet the total pool load. Normally pools represent an 
energy market, like MISO or PJM. The study footprint was broken into several 
pools based on the structure of the energy market. In the MTEP 09 PROMOD 
I\$ case, 11 pools were defined in the study footprint: MISO, PJM, SPP, MAPP, 
SERC, TVA, MHEB, NYISO, ISONE, IESO and Eastern Canada. Figure 2.1.5-1 
shows all pools modeled in the study footprint. 
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s 
Hurdle rates influence the capability of a pool to obtain support or sell energy to 
other pools. If two pools want to exchange energy, the difference of dispatch 
costs between the buying pool and selling pool must be greater than the hurdle 
rate between them. 

PROMOD lV@ performs the security constrained unit commitment and economic 
dispatch. Its solution includes two steps. The first step is unit commitment, and 
the second step is economic dispatch. For each step, the user can define its own 
hurdle rate. The hurdle rate defined for the unit commitment step is called the 
commitment hurdle rate, and the hurdle rate defined for the economic dispatch 
step is called the dispatch hurdle rate. 

Normally, users will set the commitment hurdle rate to be more expensive than 
the dispatch hurdle rate such that the pool units will be dispatched against the 
pool load first in order to get the commitment order right and then allow pool 
interchange during the final dispatch via the dispatch hurdle rate. 

There is no standard way to define the hurdle rates. Normally, hurdle rates are 
determined based on the filed transmission through-and-out rates, plus a market 
inefficiency adder. 
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In this study, the commitment hurdle rates are set at 10 $/MWH between all 
pools. The exception was MISO to MH, where we set the commitment hurdle rate 
set at 0 $/MWH. While MH is not a Midwest IS0 Transmission Owner, an 
agreement between MH and the Midwest ISO, is more appropriately represented 
with a zero hurtle rate versus other entities outside the Midwest ISO. The 
dispatch hurdle rates between pools are shown in Table I. 

Table I : Hurdle Rates 

2.1.7. Losses 
Load in PROMOD I\$ is equivalent to the actual load plus losses as included in 
the 50/50 LSE forecasts. In this study, PROMOD I\$ does not calculate losses, 
but does calculate the marginal loss component of the Locational Marginal Prices 
(LMPs) in an approximation method. PROMOD I\$ is capable of calculating 
losses using a more detailed method; however this option is not used due to run 
time con side ra t io n s . 

21.8. ce 
For the 2010 Planning Year Study, a single draw outage library was created for 
use in determining zones. However, forced outages were ignored in the 
PROMOD I\$ run that determined import and export limits of the defined zones. 

PROMOD I\$ generates a maintenance schedule which optimizes maintenance 
to minimize loss of load events. After a maintenance schedule is developed, the 
same schedule is maintained for all subsequent PROMOD I\$ simulations. 
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A security constrained economic dispatch (SCED) simulation was run yielding 
Locational Marginal Prices (LMPs) for the various load buses which were 
representative of the cost for energy throughout the simulated period. These 
LMP values contain a component representative of the cost of congestion to that 
bus known as Marginal Congestion Component (MCC). These MCC values can 
either be positive or negative to indicate if there is a shortage or surplus of 
generation. Trapped generation around a bus is indicated by negative MCC 
values and a scarcity of generation around a bus is represented by positive MCC 
values. The MCC metric is available in PROMOD I\$ for all modeled buses. 
Given that there was a plethora of buses modeled within the PROMOD I\$ 
analysis it was imperative that selection criteria be utilized to narrow down the 
results. This study examined the most positive and most negative MCC values 
present on the system during peak conditions. These positive and negative MCC 
values were then grouped with surrounding buses of similar values to form the 
zones to be utilized in the LOLE study. This bus-based information affords the 
ability to quantify the load and generation in each zone, as needed in the GE 
MARS application going forward. 

2.2.j. ses s 
PROMOD I\$ can calculate hourly LMP components for selected buses. 
However, it is not feasible to analyze this data for all buses in the system. This 
would result in nearly 500 million (8,760 hours x 56,711 buses) MCC values. 
Therefore, a smaller selection of buses from hourly output was utilized for 
analysis and contour map definition. The respective contour maps for 2010, 
2014 and 2019 are shown on Figure 4.2.2-1, Fiqure 5.1 2 -1  and Figure 5.1.3-1. 

For a bus to be selected, it was first required that a latitude and longitude was 
available for plotting purposes and be in or near the study region. Then 
generator buses (929) and buses greater than 200kV (935) were selected. 
Duplicate buses (same latitude and longitude) were eliminated. For the 2010 
Planning Year Study, 1,556 unique buses were selected. 

2.2.2. 
While the GE MARS model examines loss of load expectation on an hourly 
basis, transmission limits may only be set monthly. The fact that the GE MARS 
model utilizes a zonal transmission system or “ball and stick model must also be 
taken into account when formulating zones. Due to these limitations a certain 
subset of the congestion observed during the PROMOD I\$ analysis must be 
observed to arrive at zonal definitions which can then be used to derive monthly 
limits for input into the GE MARS model. The Marginal Congestion Component 
(MCC) value of the Locational Marginal Price (LMP) is used to identifL how each 
buss in the transmission system is impacted by congestion hourly. The smallest 
time frame to reflect the congestion metrics into the GE MARS model would 
therefore be a particular hour, such as the peak load hour. For a single 
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congested hour the Marginal Congestion Component for each buss would fall 
into one of three categories: 

1. Be among the 30,000 most Positive MCC values (Red) 
2. Be among the 30,000 most Negative MCC values (Blue) 
3. Not amon-g either of the above and defined as in the Neutral zone mm 

However, rather than model the specific congestion on the transmission system 
for one hour, the goal for the LOLE model is to create a more broad or diverse 
representation of congestion that is applicable to a key reliability significant 
period of time, such as the peak hours of the peak load week. Conflicts arise as 
one attempts to represent long periods of time, such as a year or several months, 
because a unique MCC sign is not sustained for many busses. The requirement 
for a bus to be called Positive (RED) or Negative (BLUE) is for it to have 
experienced (over the hours in the shorter time period) only positive or negative 
MCC values with zero MCC values not affecting this analysis. Busses not 
represented in the 30, 000 most negative or 30,000 most positive sets of MCC 
values in the time period are not considered for zonal identification. In order to 
derive the most value from the PROMOD lV@ simulations the time frame used for 
analysis must minimize the number of busses which experience both Positive 
and Negative MCC values. The end result is that busses are characterized as 
being consistently or persistently either positive or negative for the given time 
period. Thus, the metrics are determined using as many hours as possible. The 
surviving busses with their dominant MCC sign, are the basis for defining the 
candidate zones based on congestion during the most critical reliability 
timeframes. See Appendix E Congestion Based Zones, for a more detailed 
discussion of how zones are determined. 

2.2.3. ria 
At this stage of the study, candidate zones are evaluated to determine if they 
contained either 2000 MW of load or 2000 MW of generation. If a candidate 
zone did not meet the 2000 MW threshold, it was merged into the appropriate 
adjacent zone. A breakdown of the zones established through this process can 
be seen in Fiqure 2.2 2010 GE MARS Modeled Zones. The precursor 
geographically output information utilized to draw the refined bqure 2.2 is shown 
on Figure 4.2.2-1 in Section 4.2.1 Congestion Impact. Guidelines for merging 
smaller sized different colored areas into a larger composite area are set out in 
the Tariff and Business Practice documents. Zones 1, 2, 3, 4 and 5 were found to 
be of sufficient size to account for the load and generation within them, and 
calculate their Effective Import Transmission Capability or Effective Export 
Transmission Capability. 
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Figure 2.2 2010 GE MARS Modeled Zones 

The common red or blue clusters viewed in Figure 4.2.2-7 for the year 2010, 
Figure 5.1.2-1 for the year 2014, and Figure 5.1.3-7 for the year 2019 are 
precursors to candidate zones. After same sign (same color) clusters were 
evaluated or merged into final zones as in , PROMOD IV@was used to 
determine the transfer limits between zones. The prices of generation in each 
zone were artificially adjusted to encourage power imports into generation 
deficient zones (red as seen in Figure 2.2) and exports from generation rich 
zones (blue as seen in Figure 2.2). This was done by setting the price of 
generation to be high in generation deficient zones, and the price of generation to 
be low in generation rich zones. The hourly zone interfaces flows were then 
evaluated to determine monthly limits for input into GE-MARS. The monthly limit 
was equal to the average of the interface flows at time of daily peak. For 
example, the January limit was the average of 31 flows at daily peak values. 

Attachment 2 of Item KlUC MISO 1-19 
Page 12 of 88 



2.2.5 
After the zones transfers are established between those 
zones an analysis must be performed to determine if the import limited zones 
(red zones in Figure 2.2 and Ficlure 2.2.6-1 in Sect ionJ) have enough 
combination of resources and import capability to maintain an LOLE of 1 day in 
10 years. If these zones do have enough Effective Import Transmission 
Capability (EITC) to maintain I day in 10 years then  they are set at the same 
level of reliability as  the rest of the system and can share the same Planning 
Reserve Margin without the need for additional short term precautions being 

of the red (i.e. positive MCC) zones is accomplished at the 
shaped activity shown on the right side of the Process Map 

in Section 2.2.6. 

For the 201011 I Planning Year two zones were found to be import constrained 
(Zones 1 and 2 in Fiqure 2.2) and required a load deliverability analysis to be 
performed. Along with the resources internal to Zones 1 and 2, the 6,083 and 
981 MW level of EITC was found to be sufficient import capability to maintain 1 
day in I O  years LOLE and therefore no additional precautions were 
recommended for Zones 1 and 2 at this time. 

Attachment 2 of Item KlUC MISO 1-1 9 
Page 13 of 88 



t" m 

Y 
0 
LL 
cn 
- 
.- 

-I 

v) 
a, e 
2 a 

8 
U 

4 

.................... : I 

t 

.. 
M. 
M 



Utilizing the zones derived from the PROMOD I\$ analysis, a MARS model was 
constructed using load, transmission and generation data from PROMOD I@ 
PowerBase incorporating unit outage statistics derived from Generating 
Availability Data System reporting through the Midwest EO’S 
PowerGADS software. The x on the process map in Section 2.2.4 
indicates the GE MARS activity. 

The PROMOD I\$ tool was used to group the buses as specified in Section 0 
and output a single hourly load profile for each zone which included all hours 
within the period under scrutiny. These load profiles and zonal definitions were 
placed in the MARS Model where the transfer limits, also determined from the 
PROMOD lV@ analysis, were applied. The generating units for each zone were 
also imported from the PROMOD I\$ model; however, Forced Outage Rates 
(FOR) were updated with available GADS data. Each generator within a zone is 
assumed to be deliverable to all load within that zone. Since prices are high 
during peak load events and all generators are called on to serve load all 
resources within the footprint were assumed to be utilized for reliability 
re ardless of load serving obligations. The inputs garnered from the PROMOD 

MARS model. 
I P analysis are represented in Figure 2.2.6-1 as they were input to the GE 

PJM, SPP, SERC, TVA, 

Transfer Level Limits: 
Average flow at daily peak load hours from forced 
dispatch case (monthly values are used in model) 

External System set to match LOLE 

: Export Limited 

Import Limited 

0 + at 1 day in 10 years level of reliability 

Figure 2.2.6-1 : Zones and Parameters Modeled in 201 0 GE MARS 
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Zones 1 and 2 utilized less than 90% of their total Effective Import Tie Capability 
(EITC) in order to maintain a 1 day in 10 year LOLE. Since the Zones meet this 
criterion no further analysis was performed on Zones 1 and 2 which were merged 
into the neutral Zone 5. The merged Zones I ,  2, and 5 are illustrated in Figure 
2.2.4-2 and the external EETC is also quantified at 6,320 MW as determined 
from the calculation in Table 2. Zones 1 through 5 include all load within the 
Midwest IS0 Planning Authority footprint. 

: Export Limited Transfer Level Limits: 
Import Limited Average flow at daily peak load hours from forced 

dispatch case (monthly values are used in model) 

External System set to match LOLE 0 + at 1 day in 10 years level of reliability 

Figure 2.2.6-2: Zones and Parameters Modeled in 201 0 GE MARS 

Direct Control Load management and Interruptible Demand are included within 
the MARS model as load modifiers that can be utilized without incurring a loss of 
load event. In order to be included in the MARS model all Load Modifying 
Resources must first meet registration requirements through Module E. These 
requirements include, at a minimum: a shutdown time less than 12 hours, a 
maximum number of interruptions during the summer season greater than 5 and 
the ability to maintain interruption for 4 hours. Emergency Operating Procedures 
were also included within the model and were available for utilization without 
incurring a loss of load event. 

Attachment 2 of Item KlUC MISO 1-19 
Page 16 of 88 



3.1.1. al lies 
In order to determine an appropriate level of support the external systems were 
held to the same reliability level as the internal system and an external tie 
capacity was derived. Historical total transmission flows and contractual flows 
were observed to obtain an applicable external support level. The 6,320 MW 
value for the external Effective Import Tie Capability (EITC) is shown in Fiqure 
2.2.6-1. This value was determined as follows: 

Table 2: External EITC Calculations 

Maximum transmission import flow 
from Market Externals 8/1/2007 = 11,791 MW 
Less transmission capability needed to 
serve 2007 Summer firm deliveries into = 5,471 MW 
Market 
Available transmission to import into 
Market = 6,320 MW 

Specific contractual capacity exports were not considered during this analysis 
although support to external entities was allowed. 

3.1 2. 
The Generating Availability Data System (GADS) provides a standardized means 
to collect outage information on generators. This system was used to collect data 
for units within the Midwest IS0 for the period of July 2006 through June 2009. 
This historical data was then used to update the Forced Outage Rates (FOR) 
and seasonal maximum capacities for each specific unit within the footprint that 
were imported to the GE MARS model from the PROMOD I\$ PowerBase 
model. If a given unit did not have outage statistics, the Forced Outage Rate was 
not updated and the original class average FOR from the PROMOD I\$ 
PowerBase model was utilized. Planned outage information was also 
incorporated from PROMOD I\$ PowerBase with the necessary maintenance 
time input and the MARS program allowed to optimize the scheduling of 
maintenance for units without specific maintenance schedules. Any retirements 
listed in the database were incorporated into the MARS model, but no additional 
retirements were assumed for the study period. 

The PROMOD I\$ PowerBase is updated to incorporate all units within the 
Midwest IS0 Interconnection Queue which have a Signed Interconnection 
Agreement. These updated are imported to the MARS model with the unit 
information and all planned additions within the database are included. 

Energy limitations for hydro resources and other energy limited resources are 
also imported from PROMOD I\$ PowerBase. 
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Forced outage rates utilized in this study were adjusted to exclude certain outage 
types, deemed as outside of management control, and account for the time when 
a unit was in demand as outlined in Appendix B EFORd, XEFOWd, UCAP 
Metrics. These adjustments to the forced outage rates yielded an Effective 
Forced Outage Rate Demand (EFORd) that excluded certain outages which is 
known as XEFORd. While the EFORd values were utilized in the MARS 
simulations in order to capture all possible outages of generation the XEFORd 
values were utilized in Planning Reserve Margin calculations after the simulation 
was run as seen in Section 3.2. A listing of the class average forced outage rates 
experienced within the Midwest IS0 is available here: 

http://www.midwestmarket.orq/publish/Documen~2~2ca5 1251 1 ba6cdc - 
7e290a48324a?rev=I 

Generator Forced Outage Rate definitions: 

P Equivalent Forced Outage Rate Demand (EFORd): A measure of the 
probability that a generating unit will not be available due to forced 
outages or forced deratings when there is demand on the unit to generate. 

> XEFORd: Same meaning as EFORd, but calculated by excluding causes 
of outages that are Outside Management Control (OMC). For example 
loss of transmission outlet lines are considered as OMC relative to a units 
operation. 

The OMC codes excluded by the Midwest IS0 are itemized in Appendix A 

3.1.3. 
At the recommendation of the LFU Task Team this study utilized the same NERC 
Bandwidths Variance Calculation as the 2009 LOLE Study in order to determine 
a Load Forecast Uncertainty value. This method was recommended based on its 
historical use, its vetting through various groups and due to the updated NERC 
Bandwidths being unavailable at the time of the LOLE Study. 

The majority of analysis performed by the task team converged on a similar 
number in the 4.00% standard deviation range. Using the NERC Bandwidths 
Variance Calculation a sigma value of 4.04% for the summer and 4.08% in the 
winter was determined. This load forecast uncertainty was applied to the entire 
footprint and more information (including the LFU values used as input to the 
MARS model) on LFU can be found in Appendix A Load Forecas t  Uncertainty 
(LFU) Final Weport. 
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Wind generation was not modeled in the GE MARS runs for the determination of 
PRM, because other analysis is done to determine the equivalent UCAP capacity 
for wind. As UCAP capacity is “perfect” capacity with no forced outage rate, the 
impact of including wind would have the same effect as the capacity adjustments 
which are made to achieve a 1 day in 10 LOLE solution. Therefore no specific 
treatment of wind is needed for determining the PRM, since there is no need to 
assign the final adjusted block of capacity to any particular resource type. The 
capacity rating for the wind is discussed in Section 4.2 and Appendix E. That 
process handles the hourly wind generation pattern by subtracting it from the 
hourly load. Then the balance of the resources addresses the net load. Some 
background work is also shown in Appendix E where the wind generation was 
alternatively modeled as generator statistically available at various power levels. 
This is a standard model available in the GE MARS program. The shape for the 
availability was developed from historical performance of Midwest IS0 wind 
generation during peak load times over the past five years. Simulated 
performance from 2003 and 2004 was also used in the establishment of 
availability. 

Once the base model with generation, load, and tie line capabilities was defined, 
a simulation was run to determine the Loss of Load Expectation (LOLE) value for 
the planning year. Capacity adjustments were then put in place to alter the 
available capacity in each zone to ensure that the probabilities for loss of load 
within the Midwest IS0 system over each integrated peak hour for the planning 
period summed to 1 day in 10 years or 0.1 days/year. When the Midwest IS0 
system as a whole is at 0.1 dayslyear then all zones within the system will have a 
LOLE of 0.1 days/year or less. All external zones were modeled at the same 
level of reliability to ensure that they were not providing more support than would 
be statistically available. When capacity was appropriately adjusted in each 
LOLE zone to bring all systems to a 0.1 dayslyear LOLE value the ratio of 
capacity to coincident load in the Midwest IS0 yielded a reserve margin of 15.4% 
of the 50150 net internal demand forecast. This value is the planning reserve 
margin as applied to the Midwest IS0 system coincident peak. 

In order to account for the diversity within the system and yield a reserve margin 
applicable to individual Load Serving Entity (LSE) monthly peaks, as mandated 
by Module E, a diversity factor adjustment was necessary. Historical load data 
was available on a CPNode or Local Balancing Authority basis. Each LSE 
reports their load forecasts separated into one or more CPNodes. For the 
purpose of this analysis the Midwest IS0 calculated historical peak month 
diversity factors for 2005 through 2009 by comparing the Midwest IS0 system 
peak to the sum of the CPNode Peaks for each peak month. Below is the 
calculation and resulting diversity factors for 2005 through 2009. 

MISO Coincident Peak Diversity Factor = 1 - Mont,, 

CPNode Peaks 
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Table 3: Historical Diversity Factors 

Jul-08 

Jun-09 

I Peak Month Diversitv 1 

6.29% 
5.27% 

I Month I CPNodeDiversitv I 

The amount of diversity experienced in the Midwest IS0 footprint since the start 
of the Energy Market in 2005 has ranged from 2.94% at its lowest in 2006 to a 
high of 6.51% in 2007. Because of the limited amount of historical data available 
to the Midwest IS0 and the significant impact diversity factor has on the resulting 
Planning Reserve Margin the Midwest IS0 sought feedback from stakeholders 
on how to account for diversity. In an attempt to quantify the risk associated with 
the variability of diversity, previous outputs from the LOLE model were used. By 
examining the contribution of Load Forecast Uncertainty to the Reserve Margin, 
an estimation for the effect of Diversity Uncertainty could be derived. Using this 
estimation, depending on input assumptions, it was determined that a Diversity 
Factor between 2.7% and 3.5% would not have a material impact on the Loss of 
Load Expectation. Taking into consideration the fact that diversity could not be 
accurately modeled in the allotted time and that diversity has a very significant 
impact on Reserve Margin, a diversity factor of 3.00% is used for the 201011 1 
Planning Year. This value was applied to the coincident load used in the original 
reserve margin calculation to yield a non-coincident peak load from the system 
coincident peak. This increased load value was utilized to yield an 11.94% 
planning reserve margin as applied to individual LSE peaks. 

The final step was determination of the planning reserve margin on an unforced 
capacity basis. The system wide average XEFORd for generation within the 
Midwest IS0 Market was 6.83% which was computed from the historical data for 
generators that represented 99.4% of the modeled generation. A system average 
XEFORd was developed by applying a 6.83% XEFORd value to all 141,991 MW 
of Generation within the Model and a 0% XEFORd to the 4,053 MW of Demand 
Resources. This methodology resulted in a System Average XEFORd of 6.644% 
for use in an Unforced Capacity Reserve Margin. This outage rate was then 
applied to the capacity in the previous reserve margin ratios. This lower capacity 
value was then divided by the previously adjusted load value to arrive at a new 
planning reserve margin of 4.50% which must be served with unforced capacity. 
Unforced capacity for an individual unit is derived by applying a unit’s XEFORd to 
its maximum capacity rating to arrive at a reliably provided MW value. 
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Table 4 utilizes the load values shown in Figure 2.2.6-1 within the GE MARS 
model and quantifies the various values relative to the resulting PRM’s, 
coincident and non-coincident peak load, diversity, and the XEFORd forced 
outage rate. The usage of IGEN, UCAP, XEFORd, etc. are exemplified in 

EFQRd, XEGORd, UCAP Metrics, and OMC Codes 

Non-coincident 
Load Based 

UCAP IGEN 

4.50% 11.94% 

Table 3: For the Midwest IS0 Market Planning Reserve Zones at 3.00% peak 
load diversity, XEFORd=6.644% and 15.40% PRMSYSIGEN 

Coincident 
Load Based 

IGEN 

15.40% 

A Generator MW Basis: 
Total PRM EFORd 

(first column is applicable to 
Forecast LSE Requirement) 

Midwest IS0 Market Zones Load 
Midwest IS0 Market Zones 
Rea u i red Ca Dacitv 
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The accumulation of LOLE throughout the 2010 planning year reveals that 41% 
of the accrued annual LOLE is realized in the month of July with the balance of 
59% occurring in August. Ficlure 4.1 . l-1 illustrates the distributions for PY 2009 
and PY 2010 along with the tracking of wind output metrics. 

E 
3 
v) 

PY 2010 50/50 Monthly Demand as % of Annual Peak 

i w  Jun Jut Aug Sep Oct Nov Dec 

Month Months occuring in following Year 
Each Planning Year starts June 1 

U 
0 
U 
E 
5 

U 
E 

E 
6 

Figure 4.1 . I4 Monthly Distribution of Annual LOLE 
And System Wide Wind Output Metrics 

Table 4 in Section 3.3 laid out the applicable Resource Adequacy Requirements 
(RAR) for the 201 0 Planning Year; 15.40% PRMSYSIGEN, 11.94% PRMLSEIGEN, and 
4.50% PRMUCAP. The relationship and calculation among these values for a 
solved LOLE case, and how they relate to the system wide average XEFORd is 
explained by example in Appendix B EFORd, XEFORcl, UCAQ Metrics. 
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The metric of Unforced Capacity (UCAP) was utilized in this year’s study in order 
to more equitably distribute the reserve requirement amongst a fleet of 
generation with varying outage rates. Through the use of Unforced Capacity all 
entities will utilize equivalent capacity to serve reserve margins. 

A study was conducted to determine what equivalent fixed percent of the 
registered wind capacity on the system would be PRM neutral. The specific 
method and results are in Section 4.2.2. To gain familiarity with performance of 
the intermittent wind resource at peak load times, it is first helpful to review 
recent year’s operations. Also, some discussion of Wind generation fleet 
performance versus the conventional dispatchable generation fleet performance 
is presented. While the illustrations are quantitative, only the calculations 
discussed in Section 4.2.2 drive the Wind Capacity Credit. 

a era 

From review of wind output over 5 years at time of 8 highest daily peak loads in 
each year) the median amount of Registered Wind capacity MW that is realized 
as output at time of peak load is about 11.3%, with the current wind fleet in the 
Market (11.3% is median value of the column headed “Output % of Registered 
Max at Daily Peak Load”, Appendix E Table El) .  The 50/50 confidence level of 
expected daily commitment percentages for wind capacity and dispatchable 
capacity are illustrated in Figure 4.2-1. In other words half of the observations are 
above or below this point. 
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Availability Distribution of Wind versus 
Avaliability of Dispatchable Fleet Capacity 

At time of 8 Top Daily Peaks in each of last 5 Years 

Disbatchable 
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Percent of Monthly "Rmax" for Wind or "Net Dependable" 

Figure 4.2-1 Wind Capacity Output at time of Daily Peaks 

Figure 4.2-1 and Figure 4.2-2 are created from 40 values of the committable 
generation at the time of the 8 highest daily peak loads in each of the past 5 
years. The wind data is taken from Market Settlements data, and the available 
dispatchable generation is taken form a special report that queried the GADS 
data at Midwest ISO. The curves performance is consistent with the GADS 
metric EFORd, but captured only for the particular 40 hours.. 

Two points along the X-axis of Figure 4.2-2 are of particular interest, because 
they indicate a comparison of wind and dispatchable capacity at a common 
bench mark. The 92.5% point noted on the Aggregate Dispatchable Fleet curve 
is essentially equal to the value ( I  - dispatchable fleet's EFORd) = 92.90%, 
where a 7.1% EFORd is from GADS Data. While the performance plotted is 
reflective of including the Out of Management Control (OMC) outages and 
therefore more directly comparable to EFORd rather than XEFORd, the 93.5% 
point noted on Aggregate Dispatchable Fleet curve is essentially equal to the 
value ( I  - dispatchable fleet's XEFORd) = ( I  - 0.0638) = 93.6%, where the 
6.38% XEFORd is from GADS data. Therefore, without accounting for wind 
penetration by means of doing an ELCC calculation, the first approximation to 
comparable treatment of the wind fleet to the distatchable fleet on the basis of 
availability would result in an upper Wind capacity credit of about 11.48%. 

Given the dispatchable fleet's UCAP being set at 93.6% of Net 
Dependable Capacity (NDC), occurs at coordinates (93.6%, 47.5%), 
and 
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m The comparable Wind resource fleet's UCAP would be at 11.48% of 
Registered Max Capacity, occurs at coordinates of same y-axis value 
as (I 1.5%, 47.5%) 

Likewise the corresponding lower bound for the Wind Capacity Credit may be 
realized by: 

m Starting on the X-axis at a point closest to the (I - EFORd) = 92.5% 
point, which would be the coordinates (92.7%,72.5%), and 
The comparable availability for the Wind resource would be at the 
coordinates (4.3%,72.5%) for a capacity credit of 4.3% 

In summary, Figure 4.2-2 illustrates the Wind's first pass comparability to the 
Dispatcable fleet's characteristic on both the XEFORd and EFORd basis. This 
indicates that the 2010 ELCC determined 8% is between the two values of 4.3% 
and 11 5% on the Wind characteristic curve. Other illustrations of the Wind and 
Dispatchable fleet's performance at peak times are shown in Appendix E. 

Availability Distribution of Wind versus 
Avaliability of Distatchable Fleet Capacity 

At time of 8 Top Daily Peaks in each of last 5 Years 
(comprable probability at XEFORd or EFORd performance measures) 

. . . . . . . . . 

............. 

0% 10% 20% 30% 40% SO% 60% 70% 00% 90% '100% 

Percent of Monthly "Rmax" for Wind or "Net Dependable" for Fleet 

Figure 4.2-2 Benchmarking Wind and Dispatchable Fleet 
On a quasi XEFORd and EFORd Basis 
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The calculation method uses a technique to determine the Equivalent Load 
Carrying Capacity (ELCC) of the wind generation to calculate a more precise 
value for wind capacity versus the comparison in Figure 4.2-1, or a historical 
median or average metric. This is required because the ELCC for Wind is 
dependent on the penetration level. The ELCC method is linked to using a LOLE 
application such as GE MARS used by the Midwest ISO. The ELCC metric is 
also commonly utilized by the National Renewable Energy Laboratory (NREL) 
when studying wind resources. 

The process involves running an LOLE simulation with a historical hourly wind 
output pattern that is synchronized in time with the historical hourly load pattern. 
In a second run of the LOLE case, the wind is replaced with a fixed MW capacity 
adjustment, and the size of that adjust is varied until the annual LOLE result 
equals the LOLE level in the original wind pattern case. The resulting capacity 
adjustment MW divided by the Registered Max wind capacity represented in the 
original case is the Effective Load Carrying Capacity for the year simulated. The 
results for 5 years are illustrated in Figure 4.2-3. Tracking along a trend line of all 
5 years’ results, the value for the expected 9 GW Registered Max wind capacity 
for the summer of 2010 has an ELCC of about 8.0%., and as the capacity 
penetration would increases to 30 GW the ELCC decreases to about 5.7%. One 
would expect that the load would be somewhat higher by the time the 30 GW 
penetration would occur, and it is also possible that the characteristic of the base 
ELCC could change if the emerging future wind fleet evolved to having greater 
geographically diversity. Compared to some other systems, the current 
geographic diversity of the wind in the Midwest IS0 Market is already fairly 
diverse. The Midwest IS0 is party to other studies that are examining the 
benefits of even greater geographic diversity. 

Prior to this study the Midwest IS0 had allowed a capacity credit for wind 
resources brought to Module E of the Tariff equal to 20% of the Registered Max 
MW associated with each wind resource with firm transmission. As a result of this 
new study the allowed wind capacity credit is being set at 8.0% for the Planning 
Year 2010. Figure 4.2-3 suggests that the ELCC for wind is likely to decrease 
because the amount of wind capacity will likely become a factor. For example 
the 30 GW level represents capacity that is on the order of one third of the peak 
load. For example, if an annual median output level of about 5.7% were to occur, 
the effect upon LOLE analysis is as if there were a single 1,710 MW unit on the 
system (0.057 x 30,000 = 1,710 MW). Regardless of the driving resource (i.e. 
wind, coal, etc.), that size unit has greater impact than the current largest units or 
contingency events now in the 1,000 to 1,500 MW range. A discussion of wind 
modeling methods utilized and considerations for future analysis are included in 
Appendix E Wind Capacity Credit. 

Attachment 2 of Item KIUC MISO 1-19 
Page 26 of 88 



Penetration Impact upon Midwest IS0 ELCC 
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Figure 4.2-3 ELCC for Wind Versus Wind Capacity Penetration 

otion of aggregate deliverability impact between 
zones in GE-MARS, and a quantifiable MW capacity impact upon LOLE achieved 
by modeling the zones on a congestion-driven basis. Zones are developed from 
the process that utilizes two stages of PROMOD I@). The steps are outlined in 
the Module E Tariff and the Resource Adequacy Business Practice Manual. This 
process also applies to the GE-MARS zones developed for Planning Years 2014 
and 2019 in Section 5. One stage identifies the zones impacted by congestion 
and keys of the sign of the (MCC - $/MWh). A second stage of PROMOD lV@ 
determines the amount of transmission support (EITC and/or EETC - MWs) that 
is available into or out of the zone. is 
a geographical depiction of the resulting zones, that emerged from the raw output 
illustrated in Figure 4.4.1 -1. is a view of the more direct 
information resulting from the first stage 2009 PROMOD I\$ run. The blue zones 
indicate zones where generation resources tend to have their schedules reduced 
as a result of managing congestion, and the red zones are zones where 
generation schedules are increased in order to maintain reliable operations to 
serve load. The yellow areas are indifferent to congestion at time of summer 
peak conditions. Fiqure 2.2 2010 GE MARS Modeled Zones shows the 
quantitative metrics (load, generation, and tie values) that were developed from 
the PROMOD I@) zonal analysis, and is an illustration of the input to the GE 
MARS LOLE program. 
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Figure 4.2.2-1 Illustration of clusters from first stage PROMOD I\$ analysis 
results For Planning Year 201 0 
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c 
The GE MARS LOLE program was utilized again to determine planning reserve 
margins (PRM) for 2014 and 2019. The program utilization for these future years 
analysis was very similar to the  assessment done previously for the 2010 
planning year, but including the appropriate modeling changes in load forecast, 
unit additions or retirements and transmission modifications. The Load Forecast 
Uncertainty (LFU) was held constant for the analysis of the future years and the 
same value for the initial planning period was utilized. This ensures that year one 
and future planning years are comparable and acknowledge that when a future 
year is studied later as planning year one the uncertainty will decrease. In both 
the 2014 and 2019 cases, Equivalent Forced Outage Rate Demand (EFORd) 
from GADS data over the historical period 2005 through 2009 was utilized a s  the 
modeled unit forced outage rate. 

Using the  same process a s  was done for the year 2010; new internal zones were 
developed for years 2014 and 2019 with the specific tie limits for each year. 
These inputs were modeled and the planning reserve margin was calculated for 
a2014caseanda2019case. 

5.1 .I. ize ones 
The same 2010 external equivalent zones configuration was utilized for the 2014 
and 2019 analysis. External load growth and known unit additions and 
retirements where applied to the  external system. The historically observed 
external Effective Import Tie Capacity (EITC) value of 6,320 MW was left 
unchanged from the 2010 model. As  was done with the 2010 model, the 2014 
and 2019 external systems were held to the same 0.1 day per year reliability 
level a s  the  internal system, by adjusting the external load level a s  needed to 
sustain the  external LOLE at 0.1. 

5.11.2. 2 e s 
Internal zones for 2014 were determined using the  same process as was 
used to determine zones for 2010. The model and data used for this analysis 
was obtained from the Midwest IS0 Top Congested Flowgate Study a s  a 
starting point. The base power flow model used was the  MTEP 09 2014 
Summer  Peak model, which includes Appendix A and B projects. During the  
course of expansion planning hypothetical Regional Resource Forecast units 
area added and Transmission Overlays are developed to support these units. 
Regional Resource Forecast units and associated Transmission Overlays 
were excluded from the model utilized for the Zonal Analysis process. The 
first stage output of sign based MCC clusters form the PROMOD analysis is 
shown in Figure 5.1.2-1, and Figure 5.1.2-2 shows the final GE-MARS 
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modeled zones. All candidate zones that were found to meet the 2,000 MW 
size thresholds were retained as modeled zones. Transfer limits were found 
for the 3 export zones and 1 import zone and the results input into the GE- 
MARS model. The quantitative values for each zones load, generation, and 
tie ratings for the 2018 GE-MARS model can be found in Figure 5.1 2-3. 

Figure 5.1 2-1 Illustration of clusters from first stage PROMOD lp analysis 
results for Planning Year 2014 
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Need 5,736 MW 
Has 19,336 MW 
29.7% of ElTC 

Zone Types: Export Limited 

Import Limited 

Transfer Level Limits: 
Average flow at daily peak load hours from forced 
dispatch case (monthly values are used in model) 

Neutral (J 
External System set to match LOLE 

External 0 + at 1 day in 10 years level of reliability 

Figure 5.1.2-3 Zones and Parameters Modeled in 2014 GE MARS 
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5.1.3. e sis 
Internal zones for 2019 were determined using the same process as was 
used to determine zones for 2010. The model and data used for this analysis 
was obtained from the Midwest IS0 Top Congested Flowgate Study as a 
starting point. The base power flow model used was the MTEP 09 2019 
Summer Peak model, which includes Appendix A and B projects. During the 
course of expansion planning hypothetical Regional Resource Forecast units 
area added and Transmission Overlays are developed to support these units. 
Regional Resource Forecast units and associated Transmission Overlays 
were excluded from the model utilized for the Zonal Analysis process. The 
first stage output of sign based MCC clusters form the PROMOD analysis is 
shown in Figure 5.1.3-1, and Figure 5.1.3-2 shows the final GE-MARS 
modeled zones. All candidate zones that were found to meet the 2,000 MW 
size thresholds were retained as modeled zones. Transfer limits were found 
for 1 export zone and 1 import zone and the results input into the GE-MARS 
model. The quantitative values for each zones load, generation, and tie 
ratings for the 201 8 GE-MARS model can be found in Figure 5.1.3-3, 

Figure 5.1.3-1 Illustration of clusters from first stage PROMOD l p  analysis 
results for Planning Year 201 9 
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LOLE 2019 Model Input Values 
for the month Of  July (peak load month) 

LOLE 2019 Model Input Values 
for the month Of  July (peak load month) 

External Svstem 
includes: 

PJM, SPP, SERC, TVA. 

Transfer Level Limits: 
Average flow at daily peak load hours from forced 
dispatch case (monthly values are used in model) 

External System set to match LOLE 
at 1 day in 10 years level of reliability 

Figure 5.1.3-3 Zones and Parameters Modeled in 2019 GE MARS 
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For the two intervals of time for years 2011 through 2013, and 2015 through 
201 8, the planning reserve margins with no congestion, and congestion adder 
(top two rows in Table 7); were calculated by interpolating the results on a 
straight-line basis between the detailed cases that were done for years 2010, 
2014 and 2019. In all years the third row was determined as the sum of rows 1 
and 2. The expected PRMSYS~GEN from these interpolations can be seen for all 
years in Table 7, where everything that was explicitly calculated is in red font, 
and all interpolated values are shown as blue font. 

Table 4: Expected PRMSYSIGEN for 2010-2019 

PRMSWIGEN (Results Ignoring Congestion) 
PRMSWIGEN (Congestion Contribution) 
PRMSWIGEN (Accounting for Congestion) 

Year 

The analysis indicates the amount of PRM, ignoring congestion, decreases 
steadily over the 10 year period from 15% to 14%. This decrease can be 
explained by new units coming online with better class average forced outage 
rates. New units get assigned class average forced outage rates because there 
is no performance history to calculate unit specific rates. Also by comparing the 
results ignoring congestion, the effects of zone definition, location and size have 
been neutralized by essentially studying a “Copper-Sheet” or One Zone System. 

The results show that the congestion contribution to the PRMSYSIGEN significantly 
increases for the first half of the 10 year period before decreasing in 2019 to 
0.9%, which is half of the value it peaked at in 2014 (1.8%). The change in 
congestion can be attributed to the change in size of the export limited system. 
The export zones for 2014 cover both a larger geographical area and contain 
more capacity and load than the single export zone for 2019. The expectation 
that congestion will improve at a future date is consistent with future transmission 
expansion plans. As the 201 9 results indicate, decreasing congestion can help 
lower the overall planning reserve margin. 
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Multiple-year Comparison 
2009 Study Results vesus 2010 Study Results 

Reserve Margin (Mw) 
Reserve Margin (%) 
ReserveReqrrirement (%) 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 
Year 

Figure 5.2 - Multiple-year PRM Comparison 

2010 2011 2012 2013 2014 2015 2016 2017 . 2018 2019 
35,178 33,743 34,302 34,522 33,965 33,282 32,350 32,078 31,854 30,916 
34.7% 32.4% 32.8% 32.9% 32.1% 31.2% 30.1% 29.6% 29.1% 28.0% 
15.4% 15.7% 16.0% 16.2% 16.5% 16.2% 15.9% 15.5% 15.2% 14.9% 
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Previous Year Report 

This report outlines the study work that the Load Forecast Uncertainty Task 
Team undertook for the 2009 LOLE study. Due to the timing of the NERC 
bandwidths release, the 201 0 task team recommended the use of the same 
findings for this year’s study. 

Scope 

Apply MISO stakeholder expertise in load forecasting together with the resident 
MISO expertise to determine the annual uncertainty associated with the variance 
between actual load and the 50150 forecast load. The LFU is for the 2009 
planning period and for the subsequent nine planning years. The work product of 
the LOLEWG-LFU Task Team will be recommended and presented to the 
LOLEWG by October I O ,  2008. Load Forecast Uncertainty is the result of 
weather, economic, and demographic factors. It is not forecast error or one’s 
ability to forecast accurately given the limitations of the models available for use. 

Executive Summary 

The Load Forecast Uncertainty Task Team recommends the use of the 
Summation of the NERC Variances method to calculate the load forecast 
uncertainty value necessary for GE MARS. This method produces a sigma 
value of 4.04% in the summer and a sigma value of 4.08% in the winter. The 
benefits of using the Summation of the NERC Variances are that the method 
has a solid methodology and most of the work has been completed through 
the NERC Load Forecasting Working Group (LFWG). The Load Forecast 
Uncertainty Task Team also recommends the use of a constant 4.04% 
summer LFU and 4.08% LFU value for years 2-1 0 analysis with one sensitivity 
case with a 5 year out LFU value of 8.95% in the summer and 7.14% in the 
winter. 

Overview 

The Load Forecast Uncertainty (LFU) Task Team was created to help develop a 
recommendation of the methods in which to obtain a value for Load Forecast 
Uncertainty to the Loss of Load Expectation Working Group (LOLEWG). Initial 
work had been started by Ryan Westphal of Midwest IS0 previous to the forming 
of the LFU Task Team. His work was the starting point for this group. This group 
was comprised of subject matter experts from the MISO stakeholder community. 
This group typically meets on a monthly basis, half day before the full day LOLE 
WG meeting. 
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I. Monthly Peak Comparison 

The monthly peak comparison work was the starting point in trying to determine a 
value for LFU. The summer and winter assessments use the same method for 
their determination of the 90110 and 10190 bands. The Load Forecast Uncertainty 
(LFU) value is derived from variance analysis to determine how likely monthly 
peak forecasts will deviate from actual monthly peak load. In order to establish a 
Load Forecast Uncertainty value three years of real-time load data was 
compared to forecasts for those same periods. Load forecasts for the months of 
June, July and August for summer and December, January, and February for 
winter were adjusted for the reported demand side management programs to 
arrive at coincident Net Internal Demand forecast values. Those monthly 
forecasts were compared to the actual monthly peak loads of the same period 
and the differences compiled into a sample space from which to derive a 
standard deviation. A load forecast uncertainty of approximately 4.1 % for the 
summer was calculated using this methodology. A graph of the monthly peaks is 
available in the appendix (Graph 1.1). For this model a normal distribution is 
assumed. From the graph we can see that the sample space for data is three 
years. 

2. Weather Sorting Model 

A weather sorting model was developed to evaluate LFU. The weather sorting 
model gives us a long statistical history. Since this model derives its statistical 
analysis from weather a long history of load is not needed. A long history of 
weather variables is easily obtained. The weather variables, specifically heat 
index, are then used to determine the sigma of the heat index over a 25 year 
history (Graph 2.1). To capture how load is affected by weather at the entire 
MISO footprint level a composite temperature is developed. The composite heat 
index is a load weighted average of the heat index at each weather station that is 
selected to represent the heat index for that balancing authority. To see how load 
responded to the composite heat index at each daily peak, the load and 
composite heat index are plotted together. The result of this plot is available in 
the appendix (Graph 2.2). From this graph we can use the equation to determine 
the number of MW's that are affected for each degree of heat index. If we 
assume that the equation representing weather above 72 degrees F is linear we 
get an equation of: 

Y ( x )  = 1742 * x - 62332 (1) 

Where Y equals MW's and x equals degrees F. If we take the derivative of 
equation (1) we get the following equation. 

dY -=1742 
dx 

Equation 2 states that for every unit change in x there is a 1742 unit change in y 
or for every change in degree F there is a 1742 MW change in load. From the 
model we can now construct the following table (2.1). 
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Table 2.1: Results to calculate LFU 

(1) 
Heat Index(F) 

80.9 
83.6 
86.3 
89.0 
91.7 
94.4 
97.1 

(2) (3) (4) 
Standard Deviations Delta Heat Index MW/deg MW 

-3 -8.1 1742 -141 10.2 
-2 -5.4 1742 -9406.8 
-1 -2.7 1742 -4703.4 
0 0.0 1742 0.0 

+ I  2.7 1742 4703.4 
+2 5.4 1742 9406.8 
+3 8*1_--- 1742 141 10.2 

Column number 5 is calculated by multiplying columns 3 and 4 together. Using 
this method a sigma of 4.4% is calculated. 

3. Other Studies 

A presentation was given showing the different values and method other regions 
are using for their studies. Looking at other regions we can evaluate a 
reasonable number to apply in the Midwest IS0 LOLEWG study. From the 
presentation a “Band of Reasonability” of 4-5% sigma was created. A link to the 
presentation is provided below. 

http://www.midwestiso.ora/~ublish/Document/81 di’e 1 I b6e66e758 - 
7a4bOa48324a?rev=I 

4. Summation of the NERC Variances 

NERC develops its own uncertainty bands for each of the NERC regions. This 
method will use these uncertainty bands with a load weighted variance 
calculation to determine the MISO-wide sigma. Three NERC regions have 
portions of their load in MISO. Those three regions are MRO US, SERC and 
RFC. To calculate the weights each MISO load balancing authority is assigned to 
its appropriate NERC regions and then the percent of the MISO load within the 
region is the weight used for the calculation. The NERC bands are stated in 
90110 and 10/90 projections. To convert those to a sigma value we divide by 
1.28. This corresponds to the x-value from the unit normal distribution for the 
90110 and 10190 bands. The general equation for summing random variables 
variances is used to determine the weighted variance for MISO. 
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If cor(x, y) = 1 

std(x+y)=Jat *std(x)’ +a: *std(y)2 +2*a, *std(x)*a, *std(y) 

std(x + y) = J[ax *std(x) + ay *std(y)]’ 
std(x+y) =ax *std(x)+ ay *std(y) 

If cor(x, y) = 0 

std(x + y) = ,/a: *std(x)’ + a: * std(y)’ 

As we can see from the above equation we have to make an assumption about 
the correlation between the three regions. It was suggested within the LFU Task 
Team to use the MISO coincident factor of .96 in the summer and .97 in the 
winter as the correlation between the three regions. Table 4.1 and 4.2 within the 
appendix summarizes the results of the Summation of the NERC Variances. The 
Summation of the NERC Variances produces a sigma of 4.04% in the summer 
and 4.08% in the winter. 

5. 2-10 Year Analysis 

The LFU Task Team ran the Summation of NERC Variance results through the 
MARS software to help determine how to model LFU in the 2-10 year LOLE 
analysis. Three summer LFU numbers were run in the MARS software, first year 
LFU of 4.04%, 5 year LFU of 8.95% and 10 year LFU of 12.50%. Graph 5.1 in 
the appendix summarizes all values calculated from the Summation of NERC 
Variances. The results of the analysis are shown in the following table 5.1. 

Table 5.1 MARS results with increasing LFU 
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From the  table w e  see that  in year  10 a 30.04% reserve margin is needed  to 
mee t  the  1 d a y  in 10 criteria. The LFU Task T e a m  believes this is unreasonable 
a n d  if the  LFU is grown it must be capped  from growing a t  s o m e  point. The LFU 
Task T e a m  believes that capping the  LFU a t  t he  5 year  number would be 
representative of the time it t akes  to  ge t  capacity built a n d  recommends that the  
LFU be capped  a t  the 5 year  value. 

The LFU Task T e a m  further discussed that holding the  LFU constant a t  the  1 
year  value for all years  would better represent what  reserve margins that can  be 
expected to be s e e n  in each year. It w a s  thought that  o n c e  w e  ge t  t he  each 
subsequent  year  that  a n  LFU value would be closer to t h e  1 year  out value, 
meaning that, o n c e  you g e t  to  year  5 the  LFU value will be a I year  out LFU 
value. 

6. LFU Task Team Recommendation 

The LFU Task T e a m  is recommending the  u s e  of the  Summation of t h e  NERC 
Variances to the  LOLE WG. This method has the  benefits of being tried a n d  
tes ted before and  much of the  work is complete through the  NERC LFWG. Also 
looking a t  t h e  other  s tudies  performed in the  LFU Task T e a m  each study results 
s e e m  to  converge t o  a similar number. The sigma values  that a r e  calculated 
through the Summation of t h e  NERC Variances a r e  a s igma of 4.04% in t he  
summer  a n d  4.08% in t h e  winter. In the  future of the  LFU Task Team the  
Weather  Sorting model will be helpful in sanity checking a n d  possible using it in a 
future study where weather  correcting is necessary.  

The LFU Task T e a m  recommends  running years  2-10 with a fixed 1 year  out  
LFU of 4.04% in t he  s u m m e r  a n d  4.08% in the  winter. The LFU Task T e a m  also 
recommends running o n e  case with a 5 year  out value or 8.95% in t h e  summer  
a n d  7.14% in t he  winter. 
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Appendix Item B.1 
EFORd, IGEN and UCAP Relationships and Findings for 2010 

1) For each generator: 

IGEN ( I -  XEFORd IGEN) = UCAP 

Where: Installed Capacity = IGEN 
Unforced Capacity = UCAP 

2) For the total system results applied to an LSE with a 1,000 MW Non- 
coincident load: 

PRM IGENEFORd = 11.94%, (3.00% diversity result highlighted value in 
Tables below) 

System Average XEFORd = 6.644%, (6.83% from GADS data blended 
with assumed 0% XEFORd for Demand Resources = 6.644) 

Forecast LSE Requirement = (Load + Load Modifying Resources) = 1,000 
MW 

IGEN Requirement= Forecast LSE Requirement * ( I  +PRM IGENEFORd) = 
1,000 * (1+0.1194) = 1,119 MW 

UCAP Requirement = ICAP Requirement * (1 - System Average 
XEFORd), and substituting values gives: 

UCAP Requirement = 1 , I  19 * (1 - 0.06644) = 1,045 MW 

3) By applying the following equation to define PRMucA~ metric: 

(1 - System Average XEFORd) (1 +PRMIGENXEFoRd) (1 +PRMUCAPXEFORd) 

PRMIGENXEFoRd' 1 1.94%, (3.00% diversity result highlighted Value in 
Tables below) 

System Average XEFORd = 6.644% 
Then (1 - System Average XEFORd) = 0.9336 

And, 
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0.9336 (1 +O. 1 139) = 1 + PRMUCAP 
PRMUCAPXEFOR~ = 0.9336 (I +0.1139) - 1 
PRMUCmXE$oRd = 0.0399 = 3.99% 

The total PRM is represented by the XEFORd driven component 
PRMUCmXEFoRd = 3.99% plus the system wide average Force Majeure 
component adder for generators of 0.52%. Therefore, the total 

4) Amount of Capacity Required for the Modeled Market Load 

Coincident Load x 115.40% = 110,779 x 1.1540 = 127,839 MW IGEN 

And within round off error: 

Non-coincident Load x 1 1 1.94% = 1 14,205 x 1. I 194 = 127,839 MW IGEN 

Table B I  -Summary of IGEN versus UCAP 
At 3.00% diversity for total Model footprint: 

Non-coincident Load Based 
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Appendix Item B.2 
OMC Codes used in Midwest IS0 

Switchyard circuit breakers - external 
Switchvard svstem Drotection devices - external 

The term XEFORd represents calculating the forced outage rate by excluding 
OMC outage causes when performing the calculation that would otherwise 
compute the EFORd. Currently, the Midwest IS0 study utilizes 27 cause codes in 
its OMC set of outages and otherwise uses the NERC default set of 36 OMC 
cause codes . The 27 OMC Codes approved by stakeholders for use in the 
Midwest IS0 LOLE study as listed in the BPM are shown in Table C2 below. 

1 
1 

Table B2 - Outage Cause Codes included in the OMC set for Midwest IS0 Studies 

Other catastrophe 
Lack of fuel (water from rivers or lakes, coal mines, gas lines, etc) where 
the operator is not in control of contracts, supply lines, or delivery of fuels 

Lack of water (hvdro) 

- 
Code 

1 
1 

1 

3600 

Labor strikes company-wide problems or strikes outside the company's 
jurisdiction such as manufacturers (delaying repairs) or transportation (fuel 
supply) problems. 
Low Btu coal 

361 1 

1 

1 

3612 
3619 
3710 

3720 

3730 

9000 
9010 
9020 
9025 
9030 
9035 
9036 
9040 
9130 

9135 
9150 

9250 

Description Midwest I S 0  
and PJM 
OMC List 

Switchyard transformers and associated cooling: svstems - external I 1 

Other switchyard equipment - external 
Transmission line (connected to powerhouse switchyard to 1 st Substation) 

Transmission equipment at the 1 st substation) (see code 9300 if applicable) 

Transmission equipment beyond the 1st substation (see code 9300 if 

1 
1 

1 

1 
applicable) 
Flood 1 
Fire, not related to a specific component 1 
Lightning 1 
Geomagnetic disturbance 1 
Earthquake 1 
Hurricane 1 
Storms (ice, snow, etc) 1 
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9300 I Transmission system problems other than catastrophes (do not include 
switchyard problems in this category; see codes 3600 to 3629,3720 to 
3730) 

9320 
9500 

Total 27 

Other miscellaneous external problems 1 
Regulatory (nuclear) proceedings and hearings - regulatory agency initiated 1 

The accommodation of Force Majeure outage causes by using the EFORd metric 

as the input data to the GE MARS application is normal; however a sensitivity run 

with the XEFORd metric can be done to examine the impact of the Force 

Majeure. 

9502 
9504 

9506 

95 10 

9590 
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Regulatory (nuclear) proceedings and hearings - intervener initiated 
Regulatory (environmental) proceedings and hearings - regulatory agency 

Regulatory (environmental) proceedings and hearings - intervenor initiated 

Plant modifications strictly for compliance with new or changed regulatory 

Miscellaneous regulatory (this code is primarily intended for use with event 

1 
1 

1 

1 

1 

initiated 

requirements (scrubbers, cooling towers, etc.) 

contribution code 2 to indicate that a regulatory-related factor contributed to 
the primary cause of the event) 
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Utilizing PROMOD Output 
To Determine Candidate Zones to Model in GE MARS 

In accordance with Module E Tariff and BPM Procedures 

Introduction 

This document is a starting place from which key text or points may be utilized to 
develop a final narrative in a section or appendix of the Midwest ISO’s 2010 
Planning Year LOLE report. The process to conclude zones from an annual 
PROMOD run has been implemented on three occasions. Those are: a proof of 
concept demonstration, the 2009 Planning Year LOLE report, and the current 
2010 Planning Year LOLE report. High level aspects of the process are defined 
in the Module E Section 68.1 of the Tariff, and this document is intended to give 
meaning and substance to that process by using the current data and results for 
the 2010 PY study. As an overview, keep in mind that determining the zones, 
and subsequently the import and export limits for them is part of building the 
LOLE model. This part of the model building process is focused on developing 
the simplified form network representation required in the LOLE software. That 
representation is manifested in the model by having multiple zones and 
quantified transfer capabilities between a zone and a neutral zone (central hub 
zone) in the LOLE model. Without this aspect the LOLE model would default to 
one internal Midwest IS0 a zone in the LOLE model, and a tie to the external 
equivalent. Such a “one zone” representation would be equivalent to what has 
been called a “copper sheet”. A copper sheet representation means that no 
transmission limitations are modeled. In comparison, a copper sheet scenario of 
the LOLE model would not contribute a congestion adder to the ultimate PRM. In 
the 2009 LOLE study for example, the representation of multiple zones (non- 
copper sheet model) accounted for 0.61% of a total 15.40% PRM. In other 
words, the copper sheet approach that would have ignored congestion would 
have concluded that a PRM of 14.79% would meet the LOLE criteria. The 
Midwest IS0 Tariff is dedicated to formulating zones driven by congestion 
throughout the network, versus for example; zones determined by transmission 
ownership or Load Balancing Area boundaries. In conclusion, while we need to 
consider the impacts of congestion in building the LOLE model, to date the 
impact of the network upon the PRM is small (0.61%) compared to major 
parameters like the forged outage rates of the generation (accounting for 8.49% 
of the 15.40% PRM) and the uncertainty of the load (accounting for 6.89% of the 
15.4% PRM). These quantitative values were taken form Table 6 in the 2009 
LOLW report. 
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Discussion 

The scope of the discussion is focused on explaining how the predominantly 
+MCC areas, -MCC areas or Neutral MCC areas transition from the annual 
PROMOD output to just reviewing a key peak week of PROMOD output. This 
narrative is organized about two currently available communication modes. The 
first being that the discussion will utilize a Q & A format, based on questions from 
discussions at LOLEWG meetings and the individual comments and shared 
discussions through e-mail to the Midwest IS0 staff involved with the LOLEWG. 
The second discussion mode is manifested by reference to attached materials, 
spreadsheets, figures, etc. The most significant of these is a spreadsheet that 
tracks the zone defining parameter for each of 1,556 geographically mapped 
busses, from the annual PROMOD output to a key July 19 through July 25 Peak 
Hours time period. Starting with the Q & A format: 

Q I :  Why review an annual mapping of the PROMOD output, when it may just 
add confusion and we are going to end up with a shorter time period, such as a 
week about the summer peak time? 

A I  : The annual findings in geographical mapped form have been shared with the 
LOLEWG in order that they could see the visual starting point in the analysis. 
The process starts at the annual level in order to confirm which shorter period of 
time within the year is most related to congestion. The findings to date have 
supported that the key time is around the peak (see Q3 and A3 for more 
discussion about the “shorter period of time”). The Tariff is explicit about starting 
with the annual view of things, and then proceeds to more detailed time periods. 
Staff needs the broader findings to confirm and track the quality control aspect of 
the process, reveal anomalies in models, etc. In the 2009 LOLE study for 
example the modeling tracked network changes phasing in new transmission 
projects monthly. That effort lead to the conclusion that a summer model of the 
network is sufficient and the monthly detail was not warranted. As confidence of 
stakeholders may increase sharing the findings at the broader time frame may 
not be necessary. Figure 1 from the 2009 LOLE work illustrates how the annual 
summary of output is used to focus in on a shorter time frame. The individual 
hourly points within the shorter time frame are shown in Figure 2. 
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2009 Planning Year Hourly MCC Values of 1,410 Busses 
That were sustained among either the highest 30,000 MCC values, or 

Among the lowest 30,000 MCC values Annually 
(value ranged from 3,156 $/MWH to negative 4,975 $/MWH 
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Q2: Why is there a +MCC zone emerging in Indiana in the 2010 zone process, 
and none appeared in the 2009 LOLE study? 

A2: The Indiana zone emerged from the 2010 analysis and not the 2009 
analysis because of further refinement of the PROMOD event file. The 
“Petersburg -to- Hanna” 345kv line contingency in the MISO Book Of Flowgates 
was included in the 2010 analysis and had not been included in the previous the 
2009 analysis. The PROMOD event file is constantly being updated and 
reviewed in many different Midwest IS0 stakeholder forms and other various 
studies. It is this ongoing dynamic interaction with stakeholders and focus studies 
that allow us to turn out a better product year after year. There was a small 
indication of +MCC predominance in the “zoomed in” week period 2009 Jul 28- 
Aug 3 7AM to12AM +MCC and -MCC Summary shown in Figure 3 below. The 
same area is more active in the 2010 output of Figure 4, and work is in progress 
to determining if the involved cluster indicated on the MCC buss map is large 
enough to meet the minimum 2,000 MW of generation or load, to qualify for 
modeling in the GE MARS LOLE application. 

Figure 3 MCC Map Utilized in 2009 Zone Formation Process 
2009 JuI 28-Aug 3 7AM t012AM 

Attachment 2 of Item KlUC MISO 1-19 
Page 62 of 88 



Q3: What are the details about what is going on as the MCC map transitions from 
the annual view to the zoomed in one week period. Figure 5, the 2010 annual 
map and Figure 4, the 2010 week long map illustrate the basis of the question. 
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I 1 

Figure 5 Annual MCC Map of 20lOPROMOD Output 

A3: Table 1 is an over view of how the MCC map metrics are changing as 
smaller time periods are viewed. The smallest time frame possible would be a 
particular hour, such as the peak load hour. For a single congested hour all 
busses would fall into three categories: 

1. Be among the 30,000 most Positive MCC values ( 
2. Be among the 30,000 most Negative MCC values ( 

either of the above and defined as in the Neutral zone 

However rather than one hour, the goal for the LOLE model is to create a more 
broad or diverse representation of congestion that is generically applicable to 
some short period of time, such as the peak week for example. Conflicts arise as 
one attempts to represent a long period of time, such as a year or several 
months. The requirement for a bus to be called Positive ( ) or Negative 

E) is for it to have experienced (over the hours in the shorter time period) 
only same sign MCC values or zero; or absent MCC values in the time period. 
Therefore, the process seeks a period of time as long as possible, while 
maintaining at a very minimum, the number of busses that experienced both 
Positive and Negative MCC values. The end result is that busses are 
characterized as being consistently or persistently either positive or negative for 
the given time period. Thus, the metrics of a single hour are spread over as many 
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hours as possible. The reader is encouraged to investigate trends or patterns by 
applying alternative combinations of Row I O  Column filters in the “Annual to 
Week Tracked “Tab of the “2010 Annual MCC transition to Ju119 Ju125 
PK-072409.xls” spreadsheet. The sheet tracks the classification of each bus as 
they transition from the annual report to the July 19 through July 25 period. Some 
shared observations of Table 1 are: 

Shifting occurs as different subsets of the larger set of reported values 
arge set extracted from the PROMOD run) are analyzed across the 

shorter specific time period. 
The set for each time period is analyzed for each of the 1,556 tracked 

buss across the Midwest EO, to determining if the hourly reported MCC 
values are mixed with both positive and negative signs (in which case they 
go into the neutral type) or if the hourly reported MCC values are uniquely 
of the same sign for the period. 

Column G in Table I tracks the number of busses that are declared as 
neutral due to there being at least one opposing sign for an hourly report in 
the period. As the time period gets smaller, such neutral busses are likely to 
transition to Red or Blue, as the occurrence of “neutralizing” opposite-sign 
MCC values fall outside of the more narrowly defined time period. Unlike 
the longer time period, a shorter time period therefore becomes associated 
with busses that: 

o sustain only positive hourly reported MCC 
o sustain only negative hourly reported MCC 
o has fewer busses in the neutral category associated with both 

positive and negative reported for MCC (less both-sign MCC 
busses left in the shorter time period). 

Similarly, Question and Answers 8 and 9 examine the effects depleting the 
opposite-sign MCC values by starting with different amounts of annual point than 
the standard 60,000. Figure 9 is a chart version of Table 1. Q&A 

An example of tracking a detail: by applying the filters in Row 10 of the “Annual to 
Week Tracked ‘ I  Tab of the “2010 Annual MCC transition to Ju119 Jul25 
PK-072409.xls” spreadsheet and counting, reveals that 29 of the 92 +MCC 
(RED) in the bottom row of Table 1 were (RED) in the original annual summary, 
and the remaining 63 of the 92 materialized because no negative MCC’s were 
reported for those busses. 

Another finding from analyzing the Row 10 filters is that: 
o None of the Annual Red busses transition to Blue 
o None of the Annual Blue busses transition to Red 
o Busses transition in both directions either between Red and Yellow 

or between Blue and Yellow. However, and individual bus 
transitions one way or the other. If a particular bus starts out as 
neutral in a larger set of MCC value reports it may transition to Red 
or Blue depending on which sign of MCC reports no longer exist, 
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and drives it to be exclusively Positive or Negative. If it starts as 
Red or Blue it can become Neutral if the smaller set of surviving 
MCC values, no longer contains a report for that particular bus. 

o As the "Switched Sign MCC" in Column G in Table 1 are depleted, 
the most reliable and consistent characterization of the zones is 
revealed, because on the surface, the view contains fewer 
undecided busses with both sign MCC values (see Question and 
Answers 8 and 9 for more detail on Switched Sign MCC as a metric 
for determining best zone characterization). 

Table I Summary of MCC Map Quantities versus Time Periods 

Inclusive 
Period 

I An nua I 

/July 3 -August 31 

Hours 
In 

Period 
AI I 

All 

All 

Peak 

AI I 

Peak 

- 

Q4: Directed to MISO staff: Do you feel the current process adequately captures 
the important Summer constraint patterns. 

A4: Yes, particularly in light of viewing more granular results that provide further 
understanding. While alternative granular analysis may provide some detail that 
is not needed, we can use the information to support implementing (or modeling 
for example) the big picture. 

Q5: The analysis starts at an annual level and then becomes more granular as 
sequential subsets of the annual data are studied. Could starting at the annual 
level with a finite number (0.4% of all values) of MCC points lead to not capturing 
important MCC points for the summer period? A different way to ask that 
question is whether starting with the highest and lowest (30k each) MCC values 
for just the summer period would end up with the same results. Since the 
contribution to LOLE occurs primarily in the summer, it would seem that an 
analysis focused on the MCC values for the critical summer period would be 
most valuable. Also, the results imply a seasonality to the MCC values as the 
number of import-constrained busses drop, and export-constrained busses 
increase, as the analysis gets more granularly focused on the summer peak 
period. [I think this makes sense from the standpoint that having more resources 
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on-line would help address import constraints (higher-cost units are now 
dispatched in given load areas decreasing the number of constraints; also more 
units on-line cause less distant flows to occur.) yet adds to export-constraints (as 
more resources try to pump out MWs in an area)]. This seems to make it all the 
more important to focus on, and adequately capture, the summer MCC patterns. 

A5: We agree and have found that focusing on the data over a shorter period of 
time like summer or the peak week provide the better view of what is essential to 
doing the LOLE study. One approach could be to change the starting point and 
gather 60,000 data points for example over a shorter period of time. We have 
investigated gathering more than 60,000 data points over a year and investigated 
gathering 60,000 data points over a period of time less than a year. We don’t feel 
that the Tariff needs revision to do that sort of analysis. The Tariff is clear that we 
need to do the Annual 60,000 as a start of the process, and so we view the 
60,000 annual data points quantified in the Tariff as performing a required 
consistent starting point bench mark. 

FYI - Technical side comment: 

Regardless of size (60,000 or another selection), the busses that fall 
outside the selection have some hourly MCC value other than zero. 
Because these busses don’t fall into the selected set, the bus locations 
define portions of the system that will not define a Red or Blue zone, and 
therefore the boundaries for zones begin to emerge. One would get the 
similar effect by setting a minimum MCC value for allowing a bus to be in 
a zone, but rather than set a minimum MCC value, the process ends up 
with an observed cut off value for positive MCC and negative MCC, that 
get set dynamically at the price where the positive set of points ends and 
where the negative set of points end according to the amount of data 
selected. The message is that the boundaries of zones get influenced by 
the resulting smallest positive or negative MCC values that make it into 
the selected size of the set (of 60,000 for example). This is comparable to 
not including the busses that are far removed from the active congestion 
on the system, a treatment similar to setting a generator shift factor cut off 
or power transfer distribution cutoff limit in various planning applications. 
Otherwise any non-zero MCC value, regardless of how small it’s influence 
could drive a zone boundary very far from the predominant area of an 
emerging candidate zone. Zone boundaries are a geographic parameter, 
whereas zone size (amount of load or generation MW) is a different 
parameter. 

In the 2010 cycle of LOLE study we have observed that on an annual basis that 
the 60,000 values we are keeping, contain lower $/MWH values in the 2010 
study than the MCC values screened out in the 2009 study. The lower $/MWH 
values indicate that we are keeping some “not so reliability pressing” congestion 
data. We investigated this effect. For comparison Figure 6 illustrates what would 
happen for the peak week period if we started with fewer points annually at 
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30,000 for both positive and negative. Figure 7 is our base case at 60,000 points 
annually for the Jull9-Jul 25 week. Figure 8 represents keeping about twice an 
many points for the Jull9-Jul 25 week. Figure 8 evolved from keeping 60.000 
over a 3-month period versus the annual, before zooming down to the on-peak 
hours of the Jull9-Jul 25 week. The tables at the top of each map include the 
metrics consistent with the metrics for the base case in the bottom row in Table 
1. For example the numbers of busses contributing to the evaluation are 
respectively 1535, 2566, and 5306. The column headed ”Switched Sign MCC“ 
has a count of 90 in Figure 8 which is much higher than the 3 in Figure 6 and 4 in 
Figure 7. The answers to Questions 7, 8 and 9 go into more detail about the 
“Switched Sign MCC”, and address a metric for determining what sample size of 
selected points might most appropriately reflect a zonal picture. By collecting 
60,000 points over a shorter period of time, lower absolute valued $/MWH points 
were retained and served to keep more opposite sign reports. Aside from the 
number of busses reporting values; as was varied across Figures 6, 7 and 8; we 
also took a second pass at specific areas during the Jull9-Jul 25 week and 
collect the data for all busses, to get detailed information for the model building. 
We have a ability to represent all busses over a limited area, like one state for 
example, and are not able to do that for the whole system. The special look at 
the “ail bus” version in specific areas of the system facilitates building the zones 
much more accurately, but not all areas warrant that detail review. 
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Figure 7 Starting with the 60,000 total points annually 
And drill down to the peak week 
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Figure 8 Starting with 60,000 total points over three months 
June, July, and August and drill down to the peak week 

Q6: Does the analysis include any or enough draws? Isn't congestion in MISO 
often an event-driven outcome? Are sufficient data points generated in the 
analysis to get to reasonable results? 

A6: All events in the event file are evaluated for all 8,760 hours in the PROMOD 
run. One generation outage draw is applied, the PROMOD run does not do 
probability analysis on additional outage draws like is implied in the subsequent 
GE MARS phase. We think the process is achieving what we want it to, as 
explained in the introduction paragraph. We have not run alternative PROMOD 
draws which can vary from one year to the next. While such a targeted study 
may reveal some impact on zone formation, it would only cause the modeling of 
slightly different zones. When modeled in GE MARS for 2009 for example, 
slightly different zones would not likely impact the sole essential determination 
that congestion has a 0.61% contribution to the 15.40% PRM. Other tests in the 
process assure that if a specific load zone (red zone) has a marginal combination 
of generation capacity and equivalent tie line capacity, a detailed review apart 
from the PROMOD draw is undertaken. Furthermore, there is no risk that entities 
with load in a particular zone will be faced with a different PRM. Consistent with 
the stakeholder process (which has included addressing a particular key point 
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raised at an LOLEWG); Tariff re-wording has been implemented and is under 
way in the clean up filing to clarify that for the first year of every planning cycle, 
all zones get the same PRM. It is only the contribution that congestion has upon 
the PRM (i.e. the 0.61% of 15.40% in 2009 for example) that is affected by 
modeling the zones differently. Midwest IS0 staff is most interested in observing 
how the “0.61 %” may change over time and the driving factors. 

Q7: Do you think the design of the methodology allows the results to be arbitrarily 
influenced? For example, the current analysis starts with 60k data points (0.4% 
of total). What if 100k data points were used? On one hand this could increase 
the number of positive busses only because more busses are included in the 
100k sampling, but on the other hand there are now more hours where one 
opposite-sign MCC value could “transform” the positive buss to neutral. What if 
the analysis started with 30k data points? If a simple change in the sampling 
size leads to changes in the results, and that seems somewhat likely with this 
methodology, then the methodology is suspect. Our results should not be 
dependent on sampling assumptions, especially if the starting sample size is 
somewhat arbitrary. 

A7: We know from analyzing historical congestion that a majority of congestion 
occurs only 1% of the time. This implies a close correlation to LOLE which is 
also driven by what happens over a relatively few key hours during the year. 
Regarding the sensitivity of one or the absence of one opposite sign data point 
biasing the whole thing, we see it this way. If one looks at the whole year, that is 
exactly the “mixed bag” that you are dealing with. In other words the annual 
situation has a lot of Switched Sign MCC busses. However, when you deal with 
the more essential peak week period for example the category of “Switched Sign 
MCC” essentially goes away. The vast majority of the remaining data is purely 
Positive, Negative, or Neutral and the issue of busses with both positive and 
negative becomes moot, because they become greatly minimized during that 
smaller time frame. Figure 6 illustrates the declining category of neutral busses 
that got defined by analysis, from Column G in Table 1. 
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Figure 9 Utilization Mix of 1,556 Buss Plotted versus 2010 Time Period 
Values for the charted percent of busses in categories are from Table I 

Q8: Does the methodology need to incorporate more of a statistical assessment? 
If I understand the process correctly, a single opposite-sign MCC value would 
cause a bus to be determined neutral. If a buss had 50 extreme high MCC 
values and only 1 low value, it would be considered neutral. Should it? At the 
same time, a bus with only one positive MCC and no negative MCC hours would 
be deemed positive. Should it? Wouldn’t a statistical threshold work better to 
identify positive and negative MCC busses? 

A8: The answer to Question 7 speaks to the “single opposite-sign” portion of the 
question. Regarding the statistical approach, the process is designed to be 
simple and consistent without the implications of high level statistical 
approaches. Because the amount of output from the PROMOD can be very 
large, analyzing that output alone is somewhat statistical. Therefore, the process 
capitalizes on that large amount of output and places the performance of each 
bus over selected time periods into three buckets: 

1. MCC value is always Positive or absent (or referred to as “zero”) 
from the retained data for the analyzed period 

2. MCC value is always Negative or absent (or referred to as “zero”) 
from the retained data for the analyzed period 

3. The third bucket of Neutral busses is due to: 
a. mixed positive and negative signs in the output (Switched 

Sign MCC data points), or 
b. by not having a reported value sustained from the top most 

positive or bottom most negative set extracted from the 
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PROMOD run, or values from the set that do not exist in 
shorter periods that are analyzed. For example, we have 
plotted the annual positive, negative, and neutral results to 
comply with the tariff, track the process and gain 
understanding of what is happening. However we feel that 
the annual results or any shorter period that has 
substantially remaining values in the Neutral category due to 
having both positive and negative reported values, is not a 
mature set or represents a lower quality representation of 
the big picture. The process seeks the “period of focus” to 
the point where there is essentially no impact from busses 
that are sometimes positive and sometimes negative. Also 
see the answer to Question 7 as referenced to Figure 9 
where the neutral busses that were driven by the opposite 
sign rule are weeded out, as one moves to the more 
important peak hours of peak week time frame. 

Figure 10 illustrates another perspective of how the “period of focus” is 
affected by alternative starting points of data different than the 60,000 
annual basis. Figure 10 illustrates two points: 

1. The plot in Figure 6 can be improved by having more data to start 
with, because there is clear indication that taking on additional data 
points, evident in the base 60,000 annual case, will still allow 
satisfying the condition of weeding out the neutral busses due to 
the PROMOD reporting both positive and negative values and still 
allow more information to drive the picture of things. 

2. Figure 10 also supports that the plot in Figure 8 does not represent 
the matured plot appropriate for the July 19 - July 25 period, 
because it still contains results that contain too many neutral 
busses (count shown the Figure 10) driven by both positive and 
negative values. In order to apply the starting point of 60,000 points 
over a three month period; either a smaller period of focus would be 
appropriate. Alternatively, to sustain the July 19 July 25 period of 
focus, the data for Figure 8 would need to be reduced from the 
60,000 starting point over three months by retaining fewer points, 
until the use of both positive and negative values is weeded out 
further. 

If one engages in a process that retains large amounts of busses with both 
positive and negative reports in the final utilized period of focus, then 
statistics would become necessary, and various complex rule making 
schemes or statistics would be necessary to “divide the baby” (“divide the 
baby” meaning resolve what to do with busses that have both positive and 
negative reported values based on the relative amounts of each). The 
present process under the Tariff and BPM applies a simpler approach 
where the appropriate period of focus is sought, where (except for 
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relatively very few busses) the questionable busses with positive and 
negative values fall out of the process and are not utilized or impact the 
results for the period of interest. In a sense, the resulting plot is as “locked 
in” as a one hour snapshot of values, where there would only be Positive, 
Negative: while having small Positive and Negative MCC’s values defined 
as Neutral (small MCC value correlating to that the buss is too far away 
from the influence of the prevailing flowgates under congestion to warrant 
tracking). In effect a one-size-fits-all single-hour construct suitable for the 
GE MARS model, is found that applies to all the peak hours in a week. 

Figure 11 shows the relationship between the number of busses utilized in 
the July 19 - July 25 period (surviving from the PROMOD, the specified 
retained, top thousands and bottom thousands of values) versus the 
number of Switched Sign MCC busses remaining. The remaining 
“Switched Sign MCC” is the metric that has been identified by Midwest 
IS0 subject matter experts, that correlates to “noise” or misinformation in 
the plotted maps. Previously, subject experts that needed to relied more 
extensively on experience and engineering judgment to determining the 
acceptance or suitability of a specific plot for zones, have concluded that 
greatly minimizing the Switched Sign MCC count correlates greatly to 
determining the best reflection of the zone clusters. Therefore, the extent 
to which depletion of Switched Sign MCC values can be achieved, can be 
used to determine if a plot is suitable for defining candidate zones. 
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Figure 11 Number of Hourly Report Buss Points and Active Busses Utilized 
Versus Number of Remaining Switched Sign MCC Busses 

For the Period July 19 through July 25 Peak Hours 

Q9: It is interesting that the buses with negative MCCs (export zones) increase 
rapidly in the summer months while the positive MCCs (import zones) seem to 
increase nearly linearly all year. The import zones might need emergency 
imports to sustain 1 day in 10 years LOLE and if import capability is limited, then 
the zone will experience more than the target LOLE. Conversely, if the export 
limited zones need to utilize emergency imports, the import capability should be 
there because the export limited zones are by definition not import limited. Is it 
appropriate to define LOLE zones based on a high congestion period that is 
driven by export limits? Aren't we really concerned with import limits? 

A9: There are two parts to this answer: 
1. The system is being studied for the appropriate Planning Reserve Margin, 

and there has been general agreement previously that studying the 
system for Summer conditions will provide adequate PRM during the 
balance of the year. The main driver is that LOLE accumulates primarily 
over one summer month. 

2. If an import limit were an issue during the summer, the urgency for that will 
be supported by it showing up in the results after the annual data points 
are cropped down for the shorter time period (i.e. July 19-July 25 in the 
case of the 2010 LOLE study). The showing of either sign type of zone in 
the annual data does not indicate an answer at that point in the analysis 
because of the multitude of busses with both positive and negative MCC 
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values (as discussed in Answer 8 regarding the need to deplete Switched 
Sign MCC busses). A suitable view of the situation is only revealed when 
the data is condensed down (or match to cover a time period) such that 
Neutral busses no longer exist (or are greatly minimized) that are driven 
by having both positive and negative MCC sign points. This condensing 
down of the annual data to a smaller time period to a point where there 
are very few Neutral busses determined by remaining data points with 
positive and negative MCC signs, is the scope of Answers Pand 8. The 
results are indicating that import is not emerging as an issue, and 
aggregate deliverability is emerging as the driver for influencing the PRM. 
We monitor for both relevant import and import limits, but the import limits 
are currently revealing no concern, as they are not driving the LOLE in 
particular areas or across the system. If import is an underlying problem in 
the network, we believe we have demonstrated that the process will 
respond accordingly and show that effect. 
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Q10: Does splitting the buses up into positive and negative MCCs really show 
the reliability-based congestion picture? For example, does a bus with an MCC 
of +20 $/MWh really belong in the same “bucket” as a bus with a +50 $/MWh 
MCC? It seems that the MCC difference between the two MCC buses is an 
indication of congestion between them. Perhaps we should really focus on the 
MCC spread between buses. Even two buses with negative MCCs can have 
congestion between them if the spread is significant. 

A10: It is only the sign of the MCC that is relevant to reliability, because that is 
the indicator that congestion is occurring regardless of price. Congestion would 
be indicated between two opposite MCC sign busses. The sign indicates the 
direction of congestion and conveys part of the information needed to construct 
the ties among zones modeled in the LOLE probabilistic application. That is why 
the process focuses on the MCC sign rather than the total LMP. The difference 
in MCC magnitude is only an indication of a “would be” economical optimum re- 
dispatch based on total LMP, or how distant (smaller MCC being electrically 
farther away from the prevailing congestion). The driving buss locations on the 
system are calling for generation to increase in some places, and at the same 
time decrease in other places. MCC magnitude screening is done to extract only 
the most positive and most negative MCC values to start the analysis. These 
largest magnitude MCC’s, are the choice to correlate to times when the 
congestion is most likely to be approaching a reliability issue. Retaining the lower 
value MCC’s correlates to a more casual redispatch situation that is less likely to 
imply that here are no additional units to commit (a reliability concern) to the 
redispatch process. While the LMP economic incentive to change generator 
output may vary, that only reflects the difference in signaled incentive to 
accomplish the redispatch. The fact that the redispatch signaled up versus down 
at different geographic locations (more specifically different electrical network 
topological locations versus the actual GPS geographic location) is the aspect 
being recognized for reliability needs. The congestion from a flowgate or a 
collection of flowgates simultaneously determines the extent to which power can 
be transferred among zones. The limit to transfer gets quantified in a later step. 
The subsequent PROMOD step that determines the Effective Export Import Tie 
Capability (EETC) or the Effective Import Tie Capability (EITC), quantifies that 
limit for use in defining limitations among zones modeled in the LOLE 
probabilistic model. 
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A Wind Capacity Credit of 8% of the Registered Max capacity of wind resources 
was set by the Midwest IS0 for the Planning Year 2010. The 8% value was 
based on calculating the ELCC over 5 historical years and aligning those results 
to a trend. The specific value applicable for the expected 7.0% penetration in PY 
2010, was then computed from the trend line as illustrated in Figure E3. Table E l  
is a listing of the Wind Output at time of 40 Daily Peak loads over the past 5 
years. Figures E l  and E2 compare the intermittent nature of the Wind resource 
relative to other metrics, like load and commitment properties of dispatchable 
resources. 
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Table E l  -Wind Output at Time of 8 top Daily Load Peaks 

I I I I I I I 
Wind Last Hour output % of Planning 1 EST 1 Regi$;rd 1 oftheDay I RegisteredMax I 1 I ;;;; 1 

START-TIME Hourly Output % of at Daily Peak Daily Peak 
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Availability Distribution of Wind versus 
Avaliability of Dispatchable Fleet Capacity 

At time of 8 Top Daily Peaks in each of last 5 Years 

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 

Percent of Monthly "Rmax" for Wind or "Net Dependable" 

Figure E l  - Charted Wind Values from Table E l  
And Dispatchable Fleet values extracted from GADS data base 

At Historical Daily Peak Load times in Table E l  
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Table E2 - 5 Historical Years of ELCC for Wind and Simulated Higher 
Penetration levels utilizing the same historical Wind and Load Patterns 

Penetration Penetration Penetration 
K K K m 

8.g K 2 %  2 2  
.- 5 g * s  0 *g. 3s 
9 CL I? I? 

- 
MN Wind 
Int. Study Midwest 8 $ 
Emulated IS0 
Annual ELCC 
20.1% 

I ! .  2 E d E  w =  

11.9% 

5.1% 16.7% 0.7% 14.3% 7.9% 12.8% 15.8% 11.9% 23.7% 

nla 39.6% 1.0% 23.5% 7.7% 15.0% 15.3% 11.6% 23.0% 

101,800 2007 2,065 nla 2.8% 1.8% 2.6% 8.5% 2.6% 17.0% 2.6% 25.5% 

96,321 2008 3,086 nla 12.8% 2.8% 12.9% 9.0% 12.4% 18.0% 11.6% 27.0% 

nla 3.1% 5.2% 2.8% 9.2% 2.6% 18.4% 2.3% 27.6% 

201 0 I n/a nla IC - - - Forecasted 2010 Penetration 

Penetration Impact upon Midwest IS0 ELCC 
45% 

2006 Wind and Load Synchronized hourly Pattern 
2007 Wind and Load Synchronized hourly Pattern 
2008 Wind and Load Synchronized hourly Pattern 
2009 Wind and Load Synchronized hourly Pattern 

40% 

35% 

30% 

25% 
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5% 

0% 
0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0% 35.0% 40.0% 

Wind Penetration (Registered Max as % of al l  Generation) 

Figure E3 - Charted Values from Table E2, 5 Historical Years of ELCC for 
Wind and Simulated Higher Penetration levels utilizing the same historical 
Wind and Load Patterns (Also, Including Proxy Characteristic ELCC (Red 

series) used in survey Figures E4 and E5) 
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Prior to the final calculation ELCC results in Table E2 and determination of Wind 
Capacity Credit by a trend line approach as depicted in Figure E3, a survey was 
sent out to the Loss of Load Expectation Working Group (LOLEWG) mailing list 
to obtain feedback regarding opinions on how the pending ELCC results might be 
utilized in setting the Wind Capacity Credit for Planning Year 2010. The mailing 
use two versions of charted proxy ELCC results as a back drop for requesting 
comments. Figures E4 and E5 are the two proxy charts use in the survey. For 
comparison to what ended up as the applied ELCC curve (black series) in Figure 
E3 for PY 2010, Figure E3 also shows the range for the proxy ELCC values (red 
series) utilized in the survey. The demonstration values for ELCC versus 
penetration depicted in Figures E4, E5 and E6 were generated from loss of load 
runs that used an un-calibrated probabilistic model of the wind fleet generation 
(i.e. the wind model had not yet been bench marked to actual ELCC runs based 
on wind patterns). The 5 proxy questions (with Figures and Table references 
updated for this Appendix E) and a summary of October 2009 survey answers 
follow 

. .  

these charts. 

50/50 5 Yr x 8 PeaksNr Weibull Model 
+10/90 5 Yr x 8 PeaksNr Weibull Model 
+Approximate 600 MW Design Range 
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Penetration as % of 89,374 MW Peak Load 

Figure E4 - Proxy Effective Load Carrying Capability (ELCC) of Wind 
As a Percent of Registered Capacity 

Versus 
The Penetration of Registered Capacity as a Percent of Peak Load 
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Figure E5 - Proxy Effective Load Carrying Capability (ELCC) 
Of Wind as a Percent of  Registered Capacity versus the Registered 

Capacity Increasing in Penetration as a Percent of Peak Load across a 
Range of Confidence Levels 

0% 5% 10% 15% 20% 25% 30% 35% 40% 

Penetration as % of 89,374 MW Peak Load 

Figure E6 - Proxy Megawatts of Wind Capacity Credit Realized at Risk 
For associated Confidence Levels versus the Registered Capacity 

Increasing in Penetration as a Percent of Peak Load across a Range of 
Confidence Levels 
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Table E3 - Capacity Credit 
By Applying a Probabilistic Model in LOLE Analysis 

(Wind pattern basis of ELCC was pending in Table E3, as seen below as of October 
2009) 

Wind Penetration MW 
Post Market Wind Resource 5,000 10,000 20,000 30,000 

Average hourly Capacity Factor 26.9% 26.9% 26.9% 26.9% 
Jun-Aug Average Capacity Factor at Daily Peak Load 14.8% 14.8% 14.8% 14.8% 
Jun- Aug Median Capacity Factor at Daily Peak Load 11.3% 11.3% 11.3% 11.3% 

Pre-2010 Capacity Credit % / MW 

Historical Data 

20%1 N/A N/A N/A 1.120 MW 

50/50 Weibull Distribution Median 9.79% 9.79% 9.79% 9.79% 

10/90 Weibull Distribution Median 2.79% 2.79% 2.79% 2.79% 

50150 Confidence Capacity Credit % 13.2% 11.9% 10.4% 9.1% 

50/50 Confidence Potential Capacity Credit MW 660 1,190 2,080 2,730 

20180 Confidence Capacity Credit % 6.2% 5.6% 4.9% 4.3% 

Two Confidence 
Levels In 

Wind Density 
Function * 

MARS Run 50150 
Confidence 

Level Results 

20/80 Confidence Potential Capacity Credit MW 31 0 559 977 1,283 

10190 Confidence Capacity Credit % 3.7% 3.3% 2.9% 2.5% MARS Results 

10190 Confidence Potential Capacity Credit MW 185 333 582 764 

7/93 Confidence Capacity Credit % 2.9% 2.6% 2.3% 2.0% 

7/93 Confidence Potential Capacity Credit MW 147 264 462 606 

2/98 Confidence Capacity Credit % 2.6% 2.4% 2.1% 1.8% 

2/98 Confidence Potential Capacity Credit MW 131 235 412 540 I 

Adjusted for 
Different 

Confidence 
Levels 

600 MW Design Range Capacity Credit % 13.2% 5.6% 2.9% 2.0% 

esign Range Capacity Credit % 19.8% 11.9% 4.9% 4.3% 

Selected 
MARS Results 

At Constant 
Design MW 

1,000 MW Design Range MW 1,000 1,190 977 1,283 Senirios 

* see Table E4 for all Confidence Level Density Function values that are 
used in the balance of Table E3 
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Table E4 Confidence Level Scenarios 
(Note: half of the output observations occur below the 10% level) 

4.60 
2.79 

Confidence 
Level 

50150 
0.200 
0.100 

20180 
I0190 
7193 
2199 

2.1 7 
I .94 

Range of Confidenc 

Registered Max. 
X-Axis 

Confidence 
Levels Fig 5 and 

Fig 6 

output % of 

0.070 
0.059 

? Values 

C um u la tive 
Probability 

9.79 I 0.500 

Leading Questions used in October 2009 survey sent to LOLEWG e-mail 
list, for feedback to the Midwest 60: 

Overall, general comments of respondents confirmed earlier information 
exchanges such as those at the LOLEWG, Wind Integration workshops, and 
direct contact with power suppliers that: 

The determination of wind capacity should be technically based and 
linked to Loss of Load Expectation, and the Effective Load Carrying 
Capability (ELCC) method is most widely accepted. 
Parties expressed desire to move from a system wide wind capacity 

credit to one that could distinguish different capacity credit 
geographically. The Midwest IS0 plans to have more granular credits 
starting in Planning Year 201 1. 

141 Most parties recognize that the currently applied 20% credit is likely to 
be too high compared to the expectations of what a more rigorous 
method would determine. Expectations start at about the 11% level 
and range downward. 
There is a desire to make the treatment of Wind Capacity as consistent 
as possible with the treatment of conventional dispatchable resources. 
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The eleven responding parties to the questions were: 

NREL - National Renewable Energy Laboratory 
WOW and AWEA -Wind on the Wires and American Wind Energy Association 
Xcel Energy 
Consumers Energy Company 
Indianapolis Power & Light Company 
Great River Energy 
Madison Gas & Electric 
Duke Energy 
Detroit Edison 
ITC Holdings Corp. 
Wisconsin PSC (staff member) 

Your thoughts on basing the wind capacity credit on a more likely to 
happen basis like the 50/50 confidence level versus warranting more 
conservative 7/93 level, for example, as illustrated in Figure E5 and Table 
E3 

Response: Among the six that responded, four concurred with the 50150 
and two suggested a more conservative approach for now. 

If you had to pick a less likely path, which one below the 50/50 confidence 
level, in your view is most appropriate (Le. the 2/98 confidence level or 
another as shown in Figure E6 and Table E3)? 

Response: Among the five that responded, comments ranged form on at 
sustain 50/50 to most conservative at1 0190 confidence. Some conditioned 
their suggestion for the planning year 2010, depending if the value set for 
the year 2010 would be followed by subsequent decreases as review 
would warrant or if the selection would be set at some expected future 
calculation where the amount of wind capacity penetration would be 
higher (penetration is the topic of following question 3). 

Do you see any pros or cons associated with starting with some higher 
capacity credit now (such as double digit percentage) as warranted from 
study information and decline to a lower number in future years, or fix 
capacity credit early on at some lower level that is expected to be 
appropriate as the penetration of wind resources increases. 

Response: Among the five that commented, two suggested starting lower 
because they were anticipating future more granular geographic data that 
would support increasing the credit. Therefore, they were being 
conservative on how to set the initial year. Those two entities seemed to 
reflect the notion of a “rules based” assignment of capacity. For example a 
rules based approach assigns capacity fairly to different locations by 

Attachment 2 of Item KlUC MISO 1-19 
Page 87 of 88 



tracking performance at time of peak for example, but does not 
necessarily tie the value to loss of load expectation. A rules based 
approach is what MAPP and PJM currently use. The remaining three 
indicated to set the capacity credit at a higher level initially and deal with 
the consequences of higher penetration in the future (that may tend to 
drive the capacity credit downward). 

4) If a practice of initially using a higher % credit at lower penetration levels 
and then later on decrease the % credit as penetration levels increase, 
were implemented; what are your comments about having that decline be 
consistent along the metric of some Design MW level as the driver? 
(Illustrated in Figures E4 and E6, and Table E3). 

Response: Four responded, with two recognizing that the amount of MW 
can be an important factor in deciding on a particular % capacity credit. 
One thought that setting some MW level as the criteria would be a poor or 
artificial construct, and the fourth restated the foundation of question #3 to 
start the % capacity credit higher in the initial year and change as 
warranted later on. 

5) If the Design MW level (that attempts to combine the chance of wind 
resources showing up at peak with the increasing consequence as 
penetration increases) is adopted, what MW level do you feel is most 
appropriate? (see Figures E4 and E6, and Table E3). 

Response: Four responded, with two selecting the 1,000 MW level, one 
selecting the 600 MW level, and one indicating that a MW amount 
construct is inappropriate. 
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€U3SPONSE TO KIUC’S 

MARCH 26,201 0 FIRST DATA REQUEST 

April 7, 2010 
PSC CASE NO. 20 10-00043 

Item KIUC MISO 1-20) Refer to lines 10-22 of page 21 of your direct testinzony. 

Please provide Docicnierits arid Studies, including workpapers, that obtain estiniates of 

the Resource Adequacy beliefits referred to as “Generator Availability Iniprovement. ” 

Isn’t it true that, generally speakirig, generator unit availability for  the industry as a 

whole has improved over tlie past decade? How would one know, as a matter of 

causation, that tlie improvement in availability is attributable to unbundled 

reorganization of wholesale markets under MIS0 or attributed to otlier fuctors? 

Please elaborate. 

Response) The Midwest IS0  is not in possession of data to determine if, or the extent 

to which, unit availability factors have been generally increasing. The Midwest IS0  is in 

the process of conducting a study with outside vendor data to evaluate availability trends 

in otlier regions. The data for the Midwest IS0  demonstrates increased availability of 

generation capacity within the Midwest IS0  region. The underlying documents 

demonstrating the Generator Availability Improvement benefit as well as its causation 

can be found on the Midwest IS0  web site in electronic format, as indicated in my 

testimony. Copies of those documents are attached. 

Witness) Richard Doying 
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