UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Joseph T. Kelliher, Chairman;
Suedeen G. Kelly, Marc Spitzer,
and Jon Wellinghoff.

Midwest Independent Transmission System Docket Nos. ER06-18-004
Operator, Inc. ER06-18-005

ORDER CONDITIONALLY ACCEPTING TARIFF REVISIONS
(Issued March 15, 2007)

1. On November 1, 2006, as amended on November 8, 2006, the Midwest
Independent Transmission System Operator, Inc. (Midwest ISO) submitted proposed
revisions to its Open Access Transmission and Energy Markets Tariff (TEMT)' to
incorporate a proposed cost allocation methodology for Regionally Beneficial Projects.
Regionally Beneficial Projects are economic upgrades that meet specific standards, as
discussed herein. As discussed below, the Commission will conditionally accept the
proposed tariff revisions, to become effective April 1, 2007. In addition to a compliance
filing, the Midwest 1SO will be required to file annual reports that will help the
Commission, the Organization of MISO States (OMS)? and stakeholders evaluate the
effectiveness of the proposed transmission expansion cost recovery plan and provide the
basis for any potential future modifications.

l. Background

2. On October 7, 2005, the Midwest I1SO filed proposed revisions to the TEMT to
implement the transmission expansion cost allocation proposal that was developed

! Midwest Independent Transmission System Operator, Inc., FERC Electric Tariff,
Third Revised Vol. No. 1.

2 The OMS is a regional state committee formed in 2003 to address multi-
jurisdictional issues in the region served by the Midwest ISO. The OMS is comprised of
the public utility regulators with jurisdiction over entities participating in the Midwest
ISO (with one provincial and fourteen state members). The OMS coordinates electricity
transmission issues relating to pricing, market monitoring, generation and transmission
needs, and general coordination with the Commission and the Midwest ISO on issues of
mutual concern.
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through Regional Expansion Criteria and Benefits (RECB) Task Force (RECB | Filing).
The RECB | Filing addressed the cost allocation for various types of network upgrades,
including Baseline Reliability Projects, requests for generator interconnection, requests
for transmission service and economic upgrades. The RECB | Filing also proposed an
excluded projects list and an option to fund for transmission owners. The RECB | Filing
did not establish a permanent cost allocation methodology for the treatment of Regionally
Beneficial Projects, but stated that, until the Midwest 1ISO derived its new proposal, cost
responsibility for Regionally Beneficial Projects would be negotiated on a case-by-case
basis. The Midwest ISO stated that it would take up the cost allocation for Regionally
Beneficial Projects in further stakeholder conferences — its “RECB 11”” process — and
make a subsequent filing. The subsequent filing is at issue here.

3. On February 3, 2006, the Commission issued an order conditionally accepting the
RECB | Filing and suspending it for a nominal period, to become effective February 5,
2006, subject to refund.® The February 3 Order required the Midwest ISO to file a
proposal for Regionally Beneficial Projects on or about June 1, 2006, to coincide with the
development of a methodology for cross-border allocation of costs of economic upgrades
for the Midwest 1SO and PJM Interconnection, L.L.C. (PJM) regions.* The February 3
Order also directed a technical conference to discuss the degree of regional cost sharing
for Baseline Reliability Projects at 345 kV and above. The technical conference was held
on April 21, 2006.

4. On November 29, 2006, the Commission issued an order on the technical
conference, requests for rehearing and clarification, and compliance.” The November 29
Order found that the Midwest 1SO’s proposed methodology for cost allocation for high-
voltage Baseline Reliability Projects was just and reasonable. The November 29 Order
also denied requests for rehearing, granted in part and denied in part requests for
clarification, and accepted the Midwest ISO’s compliance filing. Requests for rehearing
and clarification have been filed as to the November 29 Order; these are addressed in the
order on rehearing and clarification being issued concurrently in Docket No. ER06-18-
006 (concurrent RECB | Order).

3 Midwest Independent Transmission System Operator, Inc., 114 FERC { 61,106
(2006) (February 3 Order).

*1d. P 90. The Commission granted the Midwest ISO several extensions of time
to permit filing of the cost allocation methodology for Regionally Beneficial Projects on
November 1, 2006.

> Midwest Independent Transmission System Operator, Inc., 117 FERC { 61,241
(2006) (November 29 Order).
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1. RECB |l Filing

5. On November 1, 2006 (as amended on November 8, 2006) the Midwest ISO filed
its proposed cost allocation methodology for Regionally Beneficial Projects (RECB 11
Filing). Under its “Weighted Gain-No Loss” proposal, the Midwest 1SO seeks to ensure
that proposed economic projects will have a regional benefit and that the cost of any such
projects are borne only by those entities that benefit from the proposed upgrade. For a
proposed project to qualify as a Regionally Beneficial Project in the Midwest ISO’s
Regional Transmission Expansion Plan (MTEP) process, it must satisfy two benefits
tests. First, the present value of the Adjusted Production Cost benefit (production cost
benefit)® and the Locational Marginal Pricing (LMP)-based energy cost benefit (LMP
energy cost benefit),” determined in aggregate for all generation and load nodes under the
TEMT, must each be greater than zero. The total project benefit is a weighted value
defined as the sum of 70 percent of the production cost benefit and 30 percent of the
load’s LMP energy cost benefit. Second, a proposed project must satisfy a variable
Benefits/Costs Ratio threshold, defined as the project benefit divided by the project cost.
The Benefits/Costs Ratio thresholds vary linearly from 1.2 for projects that have an in-
service date within one year of the project’s MTEP approval date to 3.0 for projects that
have an in-service date ten or more years from its MTEP approval date.

6. A proposed project must also meet three qualifying tests to be designated a
Regionally Beneficial Project and qualify for regional cost allocation. The project must:
(1) cost more than $5 million, (2) involve facilities with voltages of 345 kV or higher
(high-voltage), and (3) not be determined to be a Baseline Reliability Project or New
Transmission Access Project. If the project meets these three additional tests, then it is
determined to be a Regionally Beneficial Project and, therefore, eligible for cost
allocation. These tests are consistent with the qualifying tests the Commission accepted
for Baseline Reliability Projects proposed in the RECB | Filing.

7. According to the proposed cost allocation methodology, if a project: (1) meets the
Benefits/Costs Ratio threshold; and (2) meets the other threshold criteria tests specified
above to determine if it qualifies to be designated a Regionally Beneficial Project and
subject to regional cost allocation, then 20 percent of the costs of the project will be

® The production cost benefit metric is the calculation of production cost savings
(benefits) due to the transmission expansion adjusted to reflect changes in sales and
purchases that may occur as a result of the expansion.

" The LMP energy cost benefit is calculated by multiplying the LMP at each load
bus within the sub-region for each period of the planning model simulation. The intent is
to measure reductions in load energy payments resulting from LMP reductions associated
with the expansion.
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allocated to all Midwest ISO customers (i.e., on a “postage-stamp” basis) and 80 percent
will be allocated among the three geographic sub-regions (West, Central and East) on a
“license-plate” basis, based on a beneficiary analysis. Once each sub-region is assigned
its license-plate portion of the project cost, the cost allocation to each individual entity
within each geographic sub-region will be on a load ratio share basis to reflect the
potential for shifting beneficiaries within the sub-region over time.

8. The proposed methodology provides for a deviation from the above cost allocation
when the calculated benefits to any one of the three sub-regions, in terms of either
production cost benefit or LMP energy cost benefit, are negative. Under this
circumstance, that sub-region will not be allocated a share of the 80 percent sub-regional
component; the 80 percent of costs will be allocated only to benefiting sub-regions.
According to the Midwest 1SO, this “No Loss” piece of the Weighted Gain-No Loss
analysis is intended to protect customers in a sub-region from being allocated costs when
they may not benefit from the upgrade.

9. For cost allocation with transmission owners outside the Midwest 1SO region, the
Midwest 1SO proposes that costs related to Baseline Reliability Projects located in
neighboring regions be allocated among Midwest ISO customers in accordance with the
same procedures for comparable projects located within the Midwest ISO region. For
inter-regional Regionally Beneficial Projects, the Midwest 1SO is not proposing an
allocation methodology pending further discussions regarding cross-border allocation
with its neighboring Regional Transmission Organizations (RTOs).

10.  The Midwest ISO also proposes a modification to the language in Attachment FF
of the TEMT for reliability projects adopted in the RECB | proceeding to clarify the
definition of a Baseline Reliability Project with regard to applicable reliability standards.
The modification “addresses the concern that Baseline Reliability Projects to be cost
shared should only be based on criteria established by [the North American Electric
Reliability Corporation (NERC)] as the [Electric Reliability Organization (ERO)], or its
regional reliability organizations under which the Midwest ISO operates, as opposed

to . . . those based on local criteria, which may differ from zone to zone.”® This is a
revision that the OMS proposed in its comments on the RECB | Filing and that the
Midwest ISO committed to make.

I11. Notices and Responsive Filings

11.  Notice of the Midwest 1ISO’s RECB Il Filing in Docket No. ER06-18-004 was
published in the Federal Register, 71 Fed. Reg. 66,765 (2006), with protests and
interventions due no later than November 22, 2006. Notice of the Midwest ISO’s

® RECB Il Filing Transmittal Letter at 11.
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amendment to the RECB Il Filing in Docket No. ER06-18-005 was published in the
Federal Register, 71 Fed. Reg. 67,553 (2006), with protests and interventions due no
later than November 29, 2006.

12. The OMS filed a motion for extension of time to file comments on the
November 1 RECB Il Filing. Indianapolis Power & Light Company (IPL) filed an
answer in support of the OMS’s motion. The Commission granted an extension of time
for filing comments in both Docket Nos. ER06-18-004 and ER06-18-005 to

December 21, 2006.

13.  Timely comments and/or protests were filed by the parties listed in Appendix A.
On January 5, 2007, ATCLLC, ITC & METC and the Midwest 1SO filed answers to the
protests and comments.

IV. Procedural Matters

14.  Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,
18 C.F.R. § 385.214 (2006), the notices of intervention and timely, unopposed motions to
intervene serve to make the entities that filed them parties to this proceeding.

15.  Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.
8§ 385.213(a)(2) (2006), prohibits an answer to a protest unless otherwise ordered by the
decisional authority. We will accept the answers of ATCLLC, ITC & METC and the
Midwest 1SO because they have provided information that assisted us in our decision-
making process.

V. Discussion

A. Overview of RECB Il Process

16.  While the history of cost allocation and pricing in the Midwest ISO region is
explained in our prior orders addressing cost recovery and ratemaking, we describe the
major developments herein in order to put our findings below, as well as those in the
concurrent RECB | Order, into the proper context.

17.  The development of a comprehensive cost allocation and pricing mechanism for
the Midwest I1SO region has been an evolutionary process since the formation of the
Midwest ISO. The Agreement of Transmission Facilities Owners to Organize the
Midwest Independent Transmission System Operator, Inc., a Delaware Non-Stock
Corporation (TO Agreement),® which was originally accepted by the Commission in

% Midwest Independent Transmission System Operator, Inc., FERC Electric Tariff,
First Revised Rate Schedule No. 1.
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1998," lays out the skeletal structure for pricing and cost recovery for an initial transition
period. The pricing of services, and ultimately the recovery of costs, was further defined
and addressed in the various effective Midwest ISO tariffs. The instant filing is a further
step in the on-going evolution towards an efficient post-transition period pricing and cost
recovery paradigm within the Midwest 1SO region, which is scheduled to be filed by
August 1, 2007."

19 Midwest Independent Transmission System Operator, Inc., 84 FERC { 61,231,
order on reconsideration, 85 FERC 1 61,250, order on reh’g, 85 FERC 1 61,372 (1998).

1 Although the Midwest 1SO started providing transmission service under its own
Open Access Transmission Tariff (OATT) on February 1, 2002, the generic
interconnection proceedings at the Commission provided the mechanism to make a
thorough review of interconnections and grid enhancements in the region. Specifically,
in Order No. 2003 the Commission required all public utilities that own, control or
operate facilities for transmitting electric energy in interstate commerce to append to their
OATT pro forma Large Generator Interconnection Procedures (LGIP) and a pro forma
Large Generator Interconnection Agreement (LGIA). Standardization of Generator
Interconnection Agreements and Procedures, Order No. 2003, FERC Stats. & Regs.
131,146 (2003), order on reh’g, Order No. 2003-A, FERC Stats. & Regs. 1 31,160
(2004), order on reh’g, Order No. 2003-B, FERC Stats. & Regs. {31,171, order on
reh’g, Order No. 2003-C, FERC Stats. & Regs. 1 31,190 (2005), aff’d sub nom. Nat’l
Ass’n of Regulatory Util. Comm’rs v. FERC, No. 04-1148, 2007 U.S. App. LEXIS 626
(D.C. Cir. Jan. 12, 2007).

In order to achieve greater standardization of interconnection terms and
conditions, Order No. 2003 required such public utilities to file revised OATTs
containing the pro forma LGIP and LGIA included in Order No. 2003. Order
No. 2003-A, issued on rehearing, made certain revisions to the pro forma LGIP and
LGIA. The Commission permitted independent transmission providers, e.g., RTOs, the
flexibility to deviate from the pro forma LGIP and LGIA to meet their regional needs.
An independent transmission provider could either file: (1) a notice that it intended to
adopt the pro forma LGIP and LGIA; or (2) new standard interconnection procedures and
agreements developed under an “independent entity variation” standard. In its
compliance filings to Order Nos. 2003 and 2003-A, the Midwest 1SO proposed certain
variations from the pro forma Final Rule LGIP and LGIA that it asserted were based on
its operating requirements and were consistent with the flexibility provided to RTOs by
the Commission in Order No. 2003.
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18.  Inthe Commission’s order on the Midwest ISO’s compliance filings with Order
Nos. 2003 and 2003-A,*? the Commission encouraged the Midwest 1SO to work with
stakeholders to develop a permanent pricing policy for system upgrades based on the
OMS’s principle of payment for upgrades by parties that cause and benefit from the
upgrades. While the Commission accepted the Midwest ISO’s general proposal to
implement the “default” pricing proposal of Order No. 2003, it noted that the Midwest
ISO provided that the default pricing proposal would remain in effect only until a pricing
policy based on the “beneficiaries pay” approach could be established by the Midwest
ISO and its stakeholders. As this goal was supported by many stakeholders, the
Commission encouraged the Midwest ISO to continue to work with stakeholders to
develop such a pricing policy.

19.  In March 2004, the Midwest 1SO established the RECB Task Force to “explore the
criteria to be used to justify inclusion of expansion proposals in the MTEP and to
recommend appropriate tariff structures to recover the costs of such expansions.”*® The
charter of the RECB Task Force included working toward a comprehensive policy for all
upgrades, including generation and load growth as well as any other beneficial upgrades.

20.  Over the course of 18 months, the RECB Task Force served as a stakeholder
forum in which a “compromise” comprehensive cost allocation policy was developed.
The RECB Task Force basically divided the proposed cost sharing into two general types
of projects: (1) load growth or reliability projects (Baseline Reliability Projects), and

(2) economic projects (Regionally Beneficial Projects). The RECB Task Force
developed a regional cost sharing methodology for Baseline Reliability Projects, but was
unable to develop a permanent cost allocation methodology for the treatment of
Regionally Beneficial Projects.

21.  The proposal of the RECB Task Force was brought before the Midwest ISO
Advisory Committee in September 2005. The Midwest ISO Advisory Committee
endorsed most, but not all, of the RECB Task Force’s RECB | proposal. Faced with a
conflict among two stakeholder groups, the Midwest ISO Board of Directors opted to
present the Commission with the original proposal as set forth by the RECB Task Force
in the RECB | Filing on October 7, 2005.*

12 Midwest Independent Transmission System Operator, Inc., 108 FERC { 61,027,
at P 38, order on reh’g, 109 FERC { 61,085 (2004) (accepting, in part, the Midwest
ISO’s compliance filings to Order Nos. 2003 and 2003-A).

3 RECB | Filing Transmittal Letter at 2.
“1d. at 14-15.
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22.  As described above, the February 3 Order conditionally accepted the RECB |
Filing with the exception of the proposal for the degree of regional cost sharing for high-
voltage Baseline Reliability Projects, for which a technical conference was established.
In the November 29 Order the Commission found, among other things, that the Midwest
ISO’s proposed methodology for cost allocation for high-voltage Baseline Reliability
Projects was just and reasonable. As indicated above, requests for rehearing and
clarification of the November 29 Order are addressed in the concurrent RECB | Order.

23. The RECB Task Force next turned its attention to the cost allocation methodology
for economic projects so as to address the Commission’s requirement in the February 3
Order that the Midwest ISO file a cost allocation proposal for Regionally Beneficial
Projects. The Midwest 1SO states that stakeholders, including the OMS, were provided
opportunities throughout the formulation of the RECB 11 proposal to offer their views on
the appropriate treatment of Regionally Beneficial Projects. The Midwest I1SO states that
it conducted several formal and informal polls to evaluate and rank competing cost
recovery proposals, and it became clear that there are “many potential benefits of
[t]Jransmission [s]ystem expansions, and many possible ways to measure and calculate
these benefits.”* After receiving two extensions of time from the Commission to
provide for additional stakeholder comment and possible consensus, the Midwest ISO
made the RECB Il Filing to incorporate into the TEMT the methodology to allocate costs
for Regionally Beneficial Projects. This is the filing before us here.

B. Overview of Commission Findings

24.  In Order No. 890, the Commission explained its policy regarding regional cost
allocation:

Our decisions regarding transmission cost allocation reflect the premise that
“[a]llocation of costs is not a matter for the slide-rule. It involves judgment
on a myriad of facts. It has no claim to an exact science.” We therefore
allow regional flexibility in cost allocation and, when considering a dispute
over cost allocation, exercise our judgment by weighing several factors.
First, we consider whether a cost allocation proposal fairly assigns costs
among participants, including those who cause them to be incurred and
those who otherwise benefit from them. Second, we consider whether a
cost allocation proposal provides adequate incentives to construct new
transmission. Third, we consider whether the proposal is generally
supported by state authorities and participants across the region.

> RECB Il Filing Transmittal Letter at 3.
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25.

These three factors are interrelated. For example, a cost allocation proposal
that has broad support across a region is more likely to provide adequate
incentives to construct new infrastructure than one that does not. The
states, which have primary transmission siting authority, may be reluctant
to site regional transmission projects if they believe the costs are not being
allocated fairly. Similarly, a proposal that allocates costs fairly to
participants who benefit from them is more likely to support new
investment than one that does not. Adequate financial support for major
new transmission projects may not be obtained unless costs are assigned
fairly to those who benefit from the project.®

The proposal at issue in this case addresses regional cost allocation for economic

upgrades. In Order No. 890, the Commission held that the principles quoted above are
“particularly important as applied to . . . economic upgrades” and provided the following
additional guidance:

26.

As a general matter, we believe that the beneficiaries of any such project
should agree to support the costs of such projects. However, we recognize
that there are free rider problems associated with new transmission
investment, such that customers who do not agree to support a particular
project may nonetheless receive substantial benefits from it. In the past,
different regions have attempted to address such issues in a variety of ways,
such as by assigning transmission rights only to those who financially
support a project or spreading a portion of the cost of certain high-voltage
projects more broadly than the immediate beneficiary/supporters of the
project. We believe that a range of solutions to this problem are available.
We therefore continue to believe that regional solutions that garner the
support of stakeholders, including affected state authorities, are preferable.
Moreover, it is important that each region address these issues up front, at
least in principle, rather than having them relitigated each time a project is
proposed. Participants seeking to support new transmission investment
need some degree of certainty regarding cost allocation to pursue such
investments.’

Order No. 890, as indicated, underscored the importance of regional consensus. In

this case, however, the Midwest ISO’s participants have been unable to reach consensus.

1% Preventing Undue Discrimination and Preference in Transmission Service,

Order No. 890, 72 Fed. Reg. 12266 (Mar. 15, 2007), 118 FERC 1 61,119, at P 559-60
(2007) (internal citations omitted).

71d. p 561.
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Because consensus was not possible, we decide this case on the record before us and
consistent with the principles enunciated in Order No. 890 and prior cases. Consistent
therewith, we will give particular weight to the interests expressed by the states in the
Midwest I1SO region, as represented by the OMS. State support for regional cost
allocation is important because “[t]he states, which have primary transmission siting
authority, may be reluctant to site regional transmission projects if they believe the costs
are not being allocated fairly.”*® The OMS supports this view, stating that, “[i]f a state’s
regulators are not reasonably convinced that the state’s wholesale and retail customers
will benefit from new transmission or that transmission cost allocations are fair, then the
prospects for regulatory approvals for new transmission in that state will diminish.”*°

27.  Inthis overview we summarize our findings on the two major areas of dispute.
The first relates to the criteria for determining whether a particular project produces
benefits that are sufficient to qualify for regional cost allocation. The second relates to
the method for allocating the costs of those projects that do satisfy such benefits criteria.
We summarize our findings on each issue and address them in more detail in subsequent
sections.

28.  On the issue of calculating regional benefits, the Midwest 1ISO proposes various
metrics to determine whether a transmission project is likely to have regional economic
benefits and therefore should merit regional cost sharing. The first set of metrics uses a
weighted projection of production cost savings and reductions in LMPs to calculate
project benefits. The second set of metrics applies these benefits to a “sliding scale”
Benefits/Costs Ratio, such that projects scheduled to be constructed in a relatively short
time frame need to demonstrate fewer projected benefits than projects scheduled to be
built farther in the future. This sliding scale is intended to account for the difficulty of
projecting benefits over long periods of time.

29.  Before addressing these metrics, we emphasize that the RECB Il proposal is not
the exclusive method for sharing the costs of economic upgrades. The Midwest ISO’s
proposal retains the option for market participants to agree to develop and fund upgrades
pursuant to mutually-agreeable arrangements.”’ This is consistent with our finding in
Order No. 890 that “[a]s a general matter, we believe that the beneficiaries of [an
economic] project should agree to support the costs of such projects.”?* However, as

¥ 1d. P 560.
19 OMS Comments at 5.

20 Midwest 1SO Answer at 16 (“Limiting the types of projects that are eligible for
region-wide cost recovery does not prohibit other valuable projects from being developed
and recovered from specific zones that benefit . . . .”).

2 Order No. 890, 118 FERC { 61,119 at P 561 (emphasis added).
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Order No. 890 recognizes, “there are free rider problems associated with new
transmission investment, such that customers who do not agree to support a particular
project may nonetheless receive substantial benefits from it.”?* The RECB Il proposal
addresses this problem by ensuring that a project with significant regional benefits will be
constructed even if the affected participants cannot agree on how to fund it. The
availability of self-funding and regional cost sharing under the RECB 11 proposal ensure
that market participants can efficiently expand the transmission system in order to benefit
their customers.

30.  We now discuss the metrics for projecting benefits. The Midwest 1ISO proposes to
use production cost savings and the effect on LMPs to calculate project benefits. We
approve these metrics because they are accepted measures of the economic benefits

(and costs) of new investments. Further, no party argues that these measures are
inappropriate. Rather, the parties argue that: (1) other benefit metrics should be
considered as well, and/or (2) the proposed weighting of production cost savings and
LMP energy cost benefit is inappropriate. With respect to the first challenge, we agree
that other benefits may be relevant, but no party has presented a detailed methodology for
calculating them on this record. We therefore have no basis for requiring the Midwest
ISO to modify its just and reasonable proposal. However, we will, in response to the
commenters, require that the Midwest ISO evaluate the feasibility of other benefits
metrics and describe those efforts in future reports filed with the Commission. With
regard to the weighting of production cost savings and LMP energy cost benefits, we
agree with certain commenters that the proposal should be modified. In particular, we
will: (1) require that the benefits be calculated on a net present value basis, and (2) reject
the proposal to preclude regional cost sharing for projects that produce benefits on a net
present value basis, even though one of the two metrics is negative.

31.  With respect to the Benefits/Costs Ratio, the Midwest 1SO has proposed a sliding
scale whereby projects that can be constructed quickly face a lower Benefits/Costs Ratio
(e.g., 1.2) than projects that take longer to construct (e.g., 3.0 for ten-year projects).
Although some parties argue that there should be no sliding scale and that the ratio
should be 1.0 for all projects, we accept the Midwest 1SO’s proposal as a reasonable first
step. We agree that a sliding scale appropriately recognizes that benefits projections
become less reliable over time and can be more difficult to predict than project costs.
However, we also agree with the OMS that the Midwest ISO should continue to study
whether its Benefits/Costs Ratios should be modified over time. As the Midwest ISO
gains greater experience with projecting project benefits, we would expect these ratios to
be reconsidered.

22 4.
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32.  We now address the cost allocation methodology for projects that satisfy these
benefits tests. For such projects, the RECB Il methodology assigns 20 percent of the
costs on a postage-stamp basis across the entire Midwest ISO region and the remaining
80 percent among the three Midwest ISO planning sub-regions that benefit from the
project. Certain parties argue that: (1) the 20 percent figure is too high or too low, and/or
(2) the methodology for sub-regional allocation should be refined.

33.  Several parties argue that the 20 percent figure should be increased, perhaps to 50
percent or 100 percent. We disagree. Although we believe that higher percentages could
be justified on an appropriate record, we do not have such a record before us in this case.
The parties supporting these higher percentages fail to provide evidence to support their
proposals and some do not even specify a particular percentage. Furthermore, it is
important to note that the OMS does not support these alternative proposals. As we
indicated above, we carefully consider the views of the states on matters of regional cost
allocation.

34.  With respect to the sub-regional allocation, the OMS argues that the allocation
should be made to individual pricing zones, rather than to planning sub-regions. We
appreciate the OMS’s concern that a more granular allocation to pricing zones could, in
theory, more accurately match cost incurrence to project benefits. However, in response
to the OMS proposal, the Midwest ISO states that it does not, at present, have the
computer modeling tools available to perform an allocation to individual pricing zones.
We therefore decline to accept the OMS proposal, but require the Midwest ISO to work
with the OMS in the future to determine whether such a methodology may be feasible.

35.  Asexplained in detail below, although we conditionally accept the Midwest ISO’s
instant proposal, we will direct a series of annual updates to be filed with the Commission
to help us, the OMS, stakeholders and the Midwest ISO analyze the effectiveness of the
proposed transmission expansion cost recovery plans. The November 29 Order already
directed the Midwest ISO to study, as part of its post-transition rate design filing to be
made in August 2007, the effectiveness of the cost sharing methodology accepted therein
for new facilities.”® We direct the Midwest 1SO to include in that report a discussion of
how the cost allocation methodology for Baseline Reliability Projects that was approved
in the February 3 and November 29 Orders and the cost allocation methodology for
Regionally Beneficial Projects approved herein relate to the methodology that the
Midwest I1SO is planning to submit for allocating the costs of existing projects. We also
direct the Midwest ISO to make subsequent reports by August 2008 and August 2009 that
analyze the effectiveness of all of the transmission expansion cost allocation

*> November 29 Order, 117 FERC 1 61,241 at P 66. The November 29 Order also
directed the Midwest I1SO to file a report specifically as to generator interconnection cost
allocation by November 29, 2007. Id. P 83 and Ordering Paragraphs (C) and (D).
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methodologies. These reports will provide detail to enable the Commission to review,
among other things: (1) the effectiveness of the postage-stamp rates for both Baseline
Reliability Projects and Regionally Beneficial Projects, and (2) the discrete issues
discussed herein.?*

C. Requests for Rejection and Conditional Approval

1. Comments and Protests

36.  Several parties request that we either reject the proposal or conditionally approve
it subject to the filing of further transmission pricing allocation proposals later this year.
Most of these comments involve the timing of the proposal and the belief that there is a
need to coordinate with other transmission cost allocation proceedings in the region.
Additionally, a few comments request that the proposal be rejected in favor of alternate
proposals or pending policy guidance from the Commission.

37.  Forinstance, IPL argues that the RECB Il Filing should be rejected, without
prejudice, and the current rate proposal should be considered in connection with other
transmission rates due to be considered in mid-2007, including license-plate zonal rates
within the Midwest I1SO, pricing of Baseline Reliability Projects, and the Midwest ISO-
PJM cross-border rate design. IPL argues that the Commission should direct that the cost
allocation for Regionally Beneficial Projects be covered in these other proceedings.

38.  Xcel is also concerned that the proposed cost allocation methodology for
Regionally Beneficial Projects could be overtaken by the above mentioned on-going
proceedings. Xcel argues that the Commission should “approve the procedures proposed
in the RECB Il Filing to identify [Regionally Beneficial Projects] . . . so as not to delay
the Midwest 1SO’s efforts to develop such projects for its next MTEP (expected to be
completed in spring 2008), but only conditionally approve the cost allocation provisions,
subject to a requirement that these provisions ought to be revisited and re-justified when
the new rate design proposals for the post transition period are filed in August 2007.”%
Xcel also states that “[a]nother solution could be to use the RECB Il cost allocation
provisions for [Regionally Beneficial Projects] only over the initial five or ten years after
a new project is in service, and then transition to the provisions in place for reliability
projects, in recognition that over the long term we are unable to separate the reliability
impacts of projects from their potential to create economic benefit.”?

24 See infra section V.M.
% Xcel Comments at 10 (emphasis in original).

26 1d. at 11.
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39.  Additionally, the OMS and Consumers specifically note that the Commission has
not made a final decision regarding cost allocations for inter-RTO cost allocations. They
urge the Commission to ensure consistency between the methodology proposed herein
and the ultimately-adopted cross-border allocation methodology.

40.  Other entities provide alternative cost allocation methodologies to that proposed
by the Midwest ISO. For example, IPL argues that the “beneficiaries pay” concept,
standing alone, is too susceptible to arbitrary results to be considered just and reasonable.
IPL also argues that the filing fails to address “cost trapping.” In response to this IPL
proposes an alternative “surcharge methodology,” that is, “a surcharge can be applied to
all MW injections (and withdrawals) on a location specific manner. Money collected
from market participants will be distributed to Transmission Owners in the same
proportions as the cost they are allocated, thus providing each Transmission Owner their
annual revenue requirement and alleviating the trapped costs issue.”?” IPL suggests that
the Commission may wish to consider holding a technical conference in connection with
the issues raised by IPL and that the surcharge methodology could be discussed therein.
Additionally, IPL reiterates arguments raised in the RECB | proceeding that a “safe
harbor” mechanism is necessary to prevent disproportionate impacts on smaller
transmission owners — “a ceiling on costs that any single entity would face.”?

41.  ATCLLC argues the Midwest ISO proposal is excessively complex, incomplete
and presents so many hurdles for potential transmission projects to overcome that it will
hinder transmission infrastructure development. ATCLLC states that the proposal is, at
best, a work in progress and should be rejected with specific policy directions from the
Commission regarding regional cost sharing. According to ATCLLC, a Commission-
sponsored technical conference could be used as an appropriate method for allowing
stakeholders and the Midwest ISO to go back to the drawing board to implement the
policy directions.

2. Commission Determination

42.  The Commission may reject a filing under section 205 only if it is patently
deficient.®® The RECB Il Filing does not meet this test. The Midwest ISO was directed

2" IPL Comments at 12-13.
28 1d. at 18.

2 Municipal Light Boards of Reading and Wakefield Massachusetts v. FPC,
450 F.2d 1341, 1346 (D.C. Cir. 1971) (“A ‘rejection’ of a filing . . . may be used by an
agency where the filing is so patently a nullity as a matter of substantive law, that
administrative efficiency and justice are furthered by obviating any docket at the
threshold rather than opening a futile docket.”).
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to make this filing and it has made a good-faith effort to develop a “beneficiaries pay”
approach, as required by our prior orders. Furthermore, we do not believe that rejecting
the proposal would be in the public interest. No party argues that a compromise on these
issues is within reach if only the parties are given a little more time. Thus, rejection of
the proposal would mean that no allocation methodology for economic projects is in
place in the Midwest 1SO region for a significant period of time.

43.  Regarding the timing of this proposal and how it fits with other cost allocation
proceedings for the Midwest ISO footprint, we cannot reject the filing simply because
there are other on-going or future proceedings that relate to issues of cost allocation.
These other proceedings do not concern the same issue presented here, i.e., developing a
“beneficiaries pay” approach to Regionally Beneficial Projects. However, to the extent
the methodology adopted in this order should be refined or reformed based on
information or decisions in subsequent cases, we can consider the matter at that time. We
will therefore deny the requests that consideration of these issues be deferred until the
post-transition pricing proceeding or other cost allocation proceedings are concluded.

44.  Inarelated vein, we find that IPL’s proposal to convene a technical conference on
its surcharge concept for trapped costs in connection with the post-transition transmission
pricing discussions is premature. With respect to IPL’s efforts at engaging a debate on
alternative mechanisms in the context of the post-transition pricing discussions, we
decline to favor a specific outcome in those discussions as they are not presently before
us.

45.  We will also deny IPL’s request for an explicit safe harbor period to prevent
disproportionate impacts on smaller transmission owners. We find that proposed section
[11.A.2.1.iii of Attachment FF (which requires the Midwest ISO to make an annual
assessment of the impacts of the project portfolios, in conjunction with the further
reporting requirements discussed below), will provide adequate opportunity to ensure that
participants such as IPL have the necessary data in a transparent forum with which to
determine the impact of the allocation on smaller transmission owners.

D. Cost Allocation for Regionally Beneficial Projects

1. RECB 11 Filing

46.  The Midwest ISO generally proposes to assign 20 percent of a Regionally
Beneficial Project’s costs on a postage-stamp basis to all Midwest ISO customers, and to
allocate the remaining 80 percent of the project’s costs to customers on a license-plate
basis within three existing planning sub-regions.

47.  In support of the 20 percent postage-stamp allocation, the Midwest ISO states that
its analysis demonstrated that at least 20 percent of load within a pricing zone was served
under market conditions by the market in aggregate. Specifically, the Midwest ISO
found that “approximately 20 [percent] relative usage of the system of others by any
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given designated pricing zone is required for a utility to ‘self-serve’ its load reliably.”*

The Midwest ISO also notes an analysis presented to the RECB 11 Task Force
demonstrates that “when the loads of a single zone are served by all market generators in
aggregate . . . the relative usage of the transmission system of others was at least as high
as the 20 [percent] figure seen in the original evaluation for reliability purposes.”** The
Midwest I1SO states that these analyses are not intended to be definitive measures of grid
benefits, but rather are useful indicators of the general level of shared system usages and
reflective of an appropriate region-wide postage-stamp cost allocation. Additionally, the
Midwest 1SO states that the proposed 20 percent postage-stamp component is consistent
with the level applied to high-voltage Baseline Reliability Projects as set forth in the
RECB | Filing and accepted by the Commission in the November 29 Order.

48.  The Midwest ISO proposes to allocate the remaining 80 percent of a Regionally
Beneficial Project’s costs on a license-plate basis to three existing geographic sub-
regions.* The geographic sub-regions were developed as part of the Midwest 1SO’s
existing planning process and the sub-regions have approximately equal load.** Under
the “No Loss” piece of the Weighted Gain-No Loss approach described above, in order to
protect customers in a geographic sub-region from being allocated costs when they may
not benefit from the upgrade, if the calculated benefits to a particular sub-region, in terms
of either production cost benefit or LMP energy cost benefit, are negative, then that sub-
region will not be allocated any of the sub-regional share of costs, which will only be
applied to those sub-regions that do benefit from the project. The Midwest ISO states
that it does not presume that every customer within its large service territory will benefit
equally from all transmission expansion and, therefore, instead it requires a beneficiary
analysis to determine the relative project benefits to customers within each of three sub-
regions. Comments and protests about the Weighted Gain-No Loss approach are
discussed in section V.G, infra.

2. Comments and Protests

49.  Some entities, including the Midwest ISO TOs and Xcel, express general
agreement with the proposed 20 percent postage-stamp rate as a reasonable compromise
by the Midwest ISO’s stakeholders on a contentious issue. The Midwest ISO TOs state
that the Commission has accepted compromises resulting from the stakeholder process in

%0 RECB Il Filing Transmittal Letter at 8.
d.
%2 There are multiple pricing zones within each of the three planning regions.

% RECB Il Filing, Affidavit of Jeffrey R. Webb at P 15.
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the past and should also accept the compromise in the instant filing.** The Midwest 1SO
TOs conclude that the Midwest ISO’s proposal to include a regional and sub-regional
component to allocate costs associated with Regionally Beneficial Projects is appropriate.

50.  Other entities, including the Illinois Commerce Commission (as part of the OMS’s
comments), ITC & METC, the Midwest TDUs and WPS Companies ask the Commission
to reject the Midwest 1ISO’s proposed 20 percent postage-stamp rate on the grounds that:
(1) the Midwest ISO’s proposal is unsupported, and (2) a much higher percent postage-
stamp rate is warranted because high-voltage projects benefit all transmission customers.

51. The Midwest TDUs argue that “mechanically duplicating” the 20 percent/80
percent split used for Baseline Reliability Projects is inappropriate, because those
numbers were supported, if at all, by reliability studies.®> The Midwest TDUs argue that
a 20 percent postage-stamp allocation fails to recognize the true regional benefits of such
upgrades. The Midwest TDUs argue that studies demonstrate that over 90 percent of the
generation in the Midwest ISO footprint is available for designation as a network
resource throughout the region. The Midwest TDUs also argue that the Midwest ISO has
embraced broad regional cost sharing in contexts other than transmission upgrades.*
The Midwest TDUs also argue that Energy Policy Act of 2005 (EPAct 2005)*” serves as
a directive to the Commission to facilitate the expansion of the grid, a policy undercut by
a low postage-stamp cost allocation. Further, the Midwest TDUs argue that the failure to
properly spread the costs of regionally significant facilities would be inconsistent with
Commission precedent.®® The Midwest TDUs argue that, given that the Midwest 1SO
“has proposed that only selected 345 kV upgrades would be covered by RECB II, a 50
[percent postage-stamp] element would be amply justified. Ata minimum, if RECB Il
eligibility is extended to projects of 100 kV or higher, the regional component should be
raised to the one-third share that [Southwest Power Pool, Inc. (SPP)] applies to all Base
Plan facilities of 60 kV and higher.”*

% Midwest 1ISO TOs Comments at 4.
% Midwest TDUs Comments at 17.

% |d at 18 (citing Midwest Independent Transmission System Operator, Inc.,
117 FERC 1 61,237, at P 16, 22-23 (2006)).

%" Energy Policy Act of 2005, Pub. L. No. 109-58, 119 Stat. 594 (2005).

% |d. (citing New England Power Pool, 101 FERC 61,344, at P 36 (2002) and
Southwest Power Pool, Inc., 111 FERC { 61,118, at P 25-35 (2005)).

% 1d. at 21.
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52.  Inthe alternative, WPS Companies argue, if the Commission does not adopt a 100
percent postage-stamp rate, it should direct the Midwest 1SO to adopt the methodology
accepted by the Commission for Baseline Reliability Projects for Regionally Beneficial
Projects as well. Similarly, ITC & METC also argue for a broader regional allocation of
costs. UGPTC also supports a higher postage-stamp rate for economic projects that
qualify for cost allocation.

53.  Great River and ITC & METC also argue that the 20 percent postage-stamp cost
allocation should be treated as an “initial step” that is not intended to prejudge the
outcome of future rate design filings nor used to determine whether proposed projects are
constructed.

54.  UGPTC states that the 20 percent postage-stamp allocation is based on studies
defined and used in the RECB | Process, and that the findings of such studies will change
as new Regionally Beneficial Projects are added.

55. A number of entities focus on the issue of whether the Midwest ISO should
allocate costs directly to pricing zones or to the sub-regions that contain multiple pricing
zones. UGPTC accepts the 20 percent postage-stamp allocation “in reliance on the make
up of the sub-regional zones as represented in the filing and as presented in the
stakeholder meetings” and maintains that “[m]odifications that result in a reduction in
size of the sub-zones should be accompanied by an increase in the region wide [postage-
stamp] component of the cost allocation.”*

56. By contrast, other commenters seek an allocation based on pricing zones, rather
than the Midwest 1ISO’s established sub-regions. For example, the Ohio Commission
opposes any postage-stamp rate without an accompanying benefits test to ensure that
costs are “allocated only to those pricing zones who are shown to benefit from a project
and that no pricing zone that is not shown to receive benefit [sic] from the project should
be required to pay for that project.”** Similarly, the Missouri Commission argues that
the Commission should require, as a condition for including 20 percent of high-voltage
Regionally Beneficial Projects, that the portfolio of economic projects approved in MTEP
provides to every pricing zone expected measurable benefits in excess of its allocated
costs.

57.  The OMS supports the 20 percent/80 percent split for regional versus sub-regional
cost allocation. The OMS, however, argues that the Midwest ISO should apply the 80

percent sub-regional cost allocation methodology to pricing zones, rather than across the
three planning sub-regions set forth in proposed Attachment FF-3. The OMS argues that

0 UGPTC Comments at 4.

*1 Ohio Commission Comments at 4.
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the Midwest 1SO should allocate project costs to pricing zones for an initial period ending
five years from each project’s in-service date before socializing the costs to the planning
sub-regions.*> The OMS argues that the Midwest ISO has failed to support the concept
of using fixed geographic planning sub-regions, noting that “preliminary studies by the
Midwest 1SO regarding the level of interconnectedness of pricing zones to combine for
the purpose of calculating Loss of Load Expectations tend to indicate that the Planning
Sub Regions may not be the best specification of being highly interconnected.”*

58.  While the OMS does not propose to change the proposed tariff specification of
planning sub-regions, the OMS proposes that the Commission require the Midwest ISO
to submit a report on the appropriate sub-regions for the purpose of allocating the costs of
Regionally Beneficial Projects. The OMS states that this report, which could be included
as part of the three-year report proposed by the Midwest 1SO, should include a study of:
(1) the level of interconnectedness of proposed sub-regions; (2) other relevant factors to
determine proposed sub-regions; (3) how well the benefits from Regionally Beneficial
Projects are spread throughout the proposed sub-regions; (4) what, if any, transmission
projects would be needed to both decrease the number and increase the size of the sub-
regions; and (5) whether or not the benefits of such projects outweigh their costs.**

59.  The OMS also asks that the Midwest ISO be required to thoroughly explain “the
possible future implications of using the fixed geographic planning [sub-regions] as
proposed in Attachment FF so that the Commission can assess the justness and
reasonableness of that approach.”*

60.  Northern Indiana argues that if Regionally Beneficial Project costs are not
allocated based on the relative benefits to pricing zones, the Midwest ISO should be
required to determine the appropriate number and size of sub-regions to be used in the
cost allocation process. Northern Indiana suggests that if the economic analyses for a

“2 The Ohio Commission also supports this recommendation.

43 OMS Comments at 20. However, some OMS states would add a further
qualification that the 20 percent postage-stamp rate only apply when the proposed
projects add measurable benefits to at least one pricing zone in all of the planning sub-
regions. This further qualification is supported by the lowa Utilities Board, the Kentucky
Public Service Commission, the Minnesota Public Utilities Commission, the Missouri
Commission, the Montana Public Service Commission and the Minnesota Department of
Commerce.

“ OMS Comments at 21. The Ohio Commission also supports this
recommendation.

®1d. at 22.
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Regionally Beneficial Project cannot definitively identify beneficiaries, Regionally
Beneficial Projects should only be funded by the entities who believe that they will
benefit sufficiently from a project to justify the cost.

61. Minnesota Power, Montana-Dakota & Otter Tail protest the Midwest 1ISO’s
proposed method of allocating costs of Regionally Beneficial Projects among
transmission owners within the West Planning Region. They argue that the proposal to
allocate costs to all users within planning regions based on a load share analysis,
irrespective of the benefits projected for customers in the various pricing zones within
those planning regions, is inconsistent with the “beneficiaries pay” theory. Specifically,
Minnesota Power, Montana-Dakota & Otter Tail argue that Regionally Beneficial
Projects constructed in the transmission-constrained eastern portion of the region may
provide benefits to the region as whole, even though they are unlikely to provide
demonstrable net benefits to entities like Minnesota Power, Montana-Dakota & Otter
Tail. Minnesota Power, Montana-Dakota & Otter Tail argue that the “intra-planning
region . . . cost-allocation approach adopted by the Midwest ISO is also unduly
discriminatory, and in essence imposes guilt by association on all pricing zones within
the West Planning Region.”* Minnesota Power, Montana-Dakota & Otter Tail argue
that “[i]n order to move towards satisfying cost-causation requirements, the Midwest
ISO’s TEMT must provide more reasonably precise information about the details of the
method that the Midwest 1ISO will use to predict economic benefits from [Regionally
Beneficial Projects] and validate that all customers that are allocated [Regionally
Beneficial Project] costs are indeed beneficiaries of the [Regionally Beneficial Project]
transmission upgrades.”*’ They argue that the Commission should also require that the
Midwest ISO demonstrate the basis that it will use to allocate the costs of transmission
upgrades.

3. ANsSwers

62.  With respect to its proposed 20 percent postage-stamp rate, the Midwest 1SO
states that its proposal is consistent with reasonable assumptions that must be made given
the existing state of technology for modeling Regionally Beneficial Projects. The
Midwest 1SO disagrees with protestors that the proposal will inhibit the construction of
transmission, arguing that “[lJimiting the types of projects that are eligible for region-
wide cost recovery does not prohibit other valuable projects from being developed and
recovered from specific zones that benefit, based on existing state processes.”*

% Minnesota Power, Montana-Dakota & Otter Tail Comments at 15.
1d. at 17.

8 Midwest 1ISO Answer at 16.
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63.  The Midwest I1SO states that although “more equitable demarcations in the
[region] may be possible, at the current time the Midwest ISO believes that the proposed
[three sub-regions] are the most appropriate geographic regions available.”*® In response
to the OMS’s concern about its commitment to a planning objective for the development
of a portfolio of projects that will provide region-wide benefits, the Midwest ISO asserts
its commitment “to developing MTEP proposals that include [Regionally Beneficial
Project] which equitably allocate benefits, as well as costs, through the Midwest ISO
Region consistent with the requirements in section VI of Appendix B of the [TO
Agreement].”*

64. The Midwest ISO agrees with the OMS’s request that “the Midwest 1ISO prepare
an annual report to the Planning Advisory Committee and to the OMS of the steps taken
in the MTEP ‘to develop a portfolio of projects that spread benefits throughout each
[sub-region].””>* However, the Midwest ISO also states its disagreement with the OMS’s
request to provide an annual regional report of project portfolios. The Midwest ISO
states that report is, in essence, the MTEP report, which is required every two years under
the TO Agreement. The Midwest ISO states that it would be improper to rush this
important process by trying to develop reports on an annual basis. The Midwest ISO
agrees, however, “to continue its meetings with the OMS and other interested
stakeholders to ensure that they are able to participate in the MTEP process and the
evaluation of [Regionally Beneficial Projects]” and states that the results of this process
will be included in the three-year report proposed in the RECB 11 Filing.

4. Commission Determination

65.  We will conditionally accept the Midwest 1SO’s proposal to provide for a 20
percent postage-stamp allocation of costs to the whole region and an 80 percent
allocation among the three proposed sub-regions, as further explained below.

66.  We turn first to the proposed 20 percent postage-stamp allocation. Based on the
evidence before us, we find that the Midwest ISO’s proposed 20 percent postage-stamp
cost allocation is just and reasonable. The Midwest ISO based its proposal for 20 percent
postage-stamp cost allocation for Regionally Beneficial Projects on analysis that
demonstrated that when the loads of a single zone are served by all market generators in
aggregate, the relative usage of the transmission system of others outside that zone was at

“1d. at 7.
% d. at 3-4.
1 d. at 4.

%2 d. at 12. See section V.M, infra.
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least 20 percent. The Midwest I1SO states that this figure should not be considered a
definitive measure of grid benefits, but rather a useful indicator of general shared system
usage.”® We agree.

67.  Several parties oppose the 20 percent figure. Some argue that it is too high>* and
others argue that it is too low.”™ The Midwest ISO has provided adequate support for the
20 percent postage-stamp allocation and we therefore accept it as just and reasonable.
The parties opposing this allocation percentage, by contrast, fail to support their positions
with evidence. For example, the Midwest TDUs support a 50 percent postage-stamp
allocation but offer no evidence in support of that percentage.® Similarly, ITC & METC
support a postage-stamp allocation “up to one hundred percent,” but they do not provide
support for this position nor do they even specify a particular percentage that should be
adopted.>” Although we agree that higher percentages could be just and reasonable (upon
a proper evidentiary showing), given that the Midwest ISO has successfully supported the
justness and reasonableness of its proposal, we must approve that proposal even if there
are other just and reasonable ways to allocate transmission costs.

68.  We also find it important that the state commissions do not support a higher
postage-stamp allocation; indeed, the OMS generally supports the 20 percent
allocation.*®

>3 See RECB 11 Filing Transmittal Letter at 8.

> See Statement of Illinois Commerce Commission (lllinois Commission), OMS
Comments at 43 (stating that the Illinois Commission “does not support an arbitrary
allocation of any portion of the costs of so-called regionally beneficial transmission
projects . . . via an unsupported region-wide postage stamp allocation”).

% See ITC & METC Comments; Midwest TDUs Comments.
% Midwest TDUs Comments at 21.
> |TC & METC Comments at 14.

%8 November 29 Order, 117 FERC { 61,241 at P 62 (“Under the FPA, if we find
that the Midwest ISO has successfully supported the justness and reasonableness of its
proposal, we must approve it even if there are other just and reasonable ways to allocate
transmission costs.”). See also FPC v. Conway Corp., 426 U.S. 271, 278 (1976)
(Conway) (finding that “there is no single cost-recovering rate, but a zone of
reasonableness”).

> One state (Illinois) argues that it is too high. See supra note 54.
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This is important because, as we found in Order No. 890, regional cost allocation
proposals will be more successful in supporting new investment if they have the support
of affected states.”® As the OMS explains:

If a state’s regulators are not reasonably convinced that the state’s
wholesale and retail customers will benefit from new transmission or that
transmission cost allocations are fair, then the prospects for regulatory
approvals for new transmission in that state will diminish. Thus, customer
and regulator confidence in the value of new transmission and the fairness
of allocated transmission costs is crucial for needed and otherwise
beneficial transmission expansion.®*

69. The Midwest TDUs, however point to higher allocations adopted in other regions,
such as SPP and New England,® and urge the Commission to follow such an approach in
this proceeding. We disagree. The Commission accepts regional differences in cost
allocation and does not mandate a one-size-fits-all approach. The states in the Midwest
ISO region do not support the higher allocations proposed by the Midwest TDUs or
adopted in other regions. Further, there are important differences between the regions.
For example, the Midwest ISO serves an extremely large footprint that has not, to date,
had a history of regional transmission planning or cost allocation. It is therefore neither
surprising nor necessarily inappropriate that the Midwest 1SO’s proposal for regional cost
allocation would fail to allocate costs as broadly as regions with a smaller footprint and,
in the case of New England, a long history of integrated and coordinated operations.

70. By approving the Midwest ISO’s proposal, however, we do not imply that the
Midwest ISO could not justify, on a different record, a greater percentage postage-stamp
allocation. As the region gains experience with implementation of the RECB Il proposal,
the Midwest 1SO should re-evaluate the appropriateness of the 20 percent/80 percent split
in consultation with the affected states and market participants.

% Order No. 890, 118 FERC { 61,119 at P 560.
%1 OMS Comments at 5 (internal citation omitted).

%2 Midwest TDUs Comments at 20-21 (citing Southwest Power Pool, Inc.,
111 FERC {61,118, at P 25, 31, order on reh’g, 112 FERC { 61,319 (2005) (permitting
33 percent of new Base Plan upgrades to be allocated on a regional basis); New England
Power Pool and ISO New England, Inc., 105 FERC 61,300, at P 3, 21-23 (2003), order
on reh’g, 109 FERC 1 61,252 (2004) (allowing 100 percent of costs of upgrades rated at
115 kV and above that meet certain non-voltage criteria to be allocated on a regional
basis)).
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71.  While we recognize that the RECB Il Filing adopts the same percentage that is
used in the RECB | proceeding for high-voltage Baseline Reliability Projects, we are not
“mechanically duplicating” our acceptance of that percentage, as the Midwest TDUs
claim. The Commission must make, and is making, independent determinations of the
justness and reasonableness of the cost allocation proposals in each proceeding. As
indicated, the Midwest ISO has provided sufficient evidence to support its allocation and
no party has provided evidence to support any particular alternative allocation
percentage. Furthermore, we are not persuaded that using similar allocation percentages
for reliability and economic projects is necessarily inappropriate, given that, as all parties
generally agree, reliability projects can have economic benefits and economic projects
can have reliability benefits.®

72.  Among the Midwest TDUs’ arguments for a higher postage-stamp allocation is
that EPAct 2005 compels expansion of the grid, and that higher postage-stamp cost
allocation will accomplish this goal. The Midwest TDUs offer no support for their
contention that a higher postage-stamp allocation would better facilitate expansion of the
grid and, importantly, they fail to recognize that the states in the region do not support
such an approach. As indicated above, cost allocation proposals are more likely to
facilitate grid expansion if they are supported by the states in the region.

73.  We now turn to the proposed 80 percent allocation to the three planning sub-
regions. Many commenters, including the Ohio Commission, the OMS, the Missouri
Commission, Northern Indiana, and Minnesota Power, Montana-Dakota & Otter Tail,
support use of pricing zones or argue that the Midwest ISO’s proposal fails to consider
the benefit of each project to customers in the various pricing zones. The OMS opposes
all