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be required to post an irrevocable letter of credit payable to the Midwest [SO in the amount
equal to their actual or estimated contribution to the SNU costs.”’

3. Justification for the Proposed Cost Allocation Methodology Under the
Independent Entity Standard

The Commission reviews RTO proposals to modify the procedures for generation
interconnection set forth in Order No. 2003 under an “independent entity™ standard of review.
Under that standard, RTOs like the Midwest ISO “are entitled to more flexibility in proposing
variations than are non-independent entities,” because they are “less likely than non-independent
entities to favor one generator over another.”>? Accordingly, the Filing Parties must show that
the changes proposed in this filing “are just and reasonable and not unduly discriminatory, and
that they would accomplish the purposes of Order No. 2003.”'*

151

In addition, the Commission explained in the October 23 Order that “cost allocation for
generator interconnection-related network upgrades must strike an appropriate balance between
the entity that ‘caused’ the need for an upgrade (i.e., by deciding to interconnect a new
generator) and the larger set of entities that will actually benefit from that upgrade.”>* The
instant proposal is just and reasonable and superior to the Order No. 2003 methodology, as well
as an improvement upon the RECB III Phase I proposal accepted in the October 23 Order and
earlier Midwest ISO GIP cost allocation methods. Specifically, the instant proposal is just and
reasonable because it addresses the free rider/late comer issue, appropriately allocates costs
among those who cause the need for and benefit from network upgrades, and appropriately
shares costs between generation and load, as discussed below.'*>

The proposed revisions also address the concern expressed in the Transmission NOPR
regarding the complexity and uncertainty of transmission cost allocation that, “any individual

130 Laverty Testimony at 33.

131 See Standardization of Generator Interconnection Agreements and Procedures, Order

No. 2003, 2001-2005 FERC Stats. & Regs. § 31,146, (2003) (“Order No. 2003™), order
onreh’g, Order No. 2003-A, 2001-2005 FERC Stats. & Regs. § 31,160 (2004) (“Order
No. 2003-A”), order on reh’g, Order No. 2003-B, 2001-2005 FERC Stats. & Regs.
31,171 (2004) (*Order No. 2003-B™), order on reh’g, Order No. 2003-C, 2001-2005
FERC Stats. & Regs. 131,190 (2005) (“Order No. 2003-C™), aff 'd sub nom. Nat’l Ass’'n
of Regulatory Utility Comm'rs v. FERC, 475 F.3d 1277 (D.C. Cir. 2007).

152 Midwest Indep. Transmission Sys. Operator, Inc., 129 FERC {61,301, at P 14 (2009)
(“Phase IT Order™).

153 Id

34 October 23 Order at P 54 (citation omitted).

133 See Laverty Testimony at 36-39.
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beneficiary of a project has an incentive to defer investment in the hopes that other beneficiaries
will value the project enough to fund its development.”"*® Consequently, transmission
investment can result in free rider problems because “customers who do not agree to support a
particular project may nonetheless receive substantial benefit from it.”'*’ The Transmission
NOPR also reaffirmed the cost causation principle and explained that “[t]o the extent that a
utility benefits from the costs of new facilities, it may be said to have ‘caused’ a part of those
costs to be incurred, as without the expectation of its contributions the facilities might not have
been built or might have been delayed.”'®

The SNU and MVP cost allocation methodologies are intended to provide for an
equitable allocation of charges to generators and load based on use of and benefits derived from
the transmission system. By determining the extent to which later Interconnection Customers
benefit from the SNU and having them contribute to the first mover Interconnection Customer,
the proposed SNU will more fairly link costs and benefits.' As explained in the Testimony of
Eric Laverty, upgrades are not custom designed to fit the precise needs for a given
interconnection, but use standardized equipment to take advantage of economies of scale.®® The
Commission has recognized a similar principle for upgrades needed to support a cluster of

156 Transmission NOPR at P 40. The Commission also noted that few cost allocation

structures exist to accommodate transmission facilities that involve multiple transmission
planning regions. Id. at P 41. The risk of free rider problems is particularly high for
projects that affect multiple utilities’ transmission systems and is not easily addressed.
Relying exclusively on participant funding without respect to other beneficiaries of a
transmission facility increases the incentive to defer investment in the hope of being a
free rider. On the other hand, if costs are allocated to entities that receive no benefit from
a transmission facility, such entities are more likely to oppose inclusion of the facility in a
regional transmission plan or impose obstacles that delay or prevent construction of the
upgrade. Id at P 153.

Id at P 124. Different regions have addressed the free ridet/late comer problem
differently. Some regions have assigned transmission rights only to those who
financially support a project or have spread the cost of high voltage projects more broadly
than the immediate beneficiaries of the project. /d. at P 124 n.125.

157

138 1d. at P 140 (quoting Ill. Commerce Comm’n, 576 F.3d at 476 (internal quotation marks

omitted)).

139 See SPP Order at PP 62-89 (approving the RTO’s cost allocation proposal and discussing

the general requirement that costs must be roughly commensurate with benefits). To
paraphrase the Seventh Circuit’s explanation, to the extent a generator benefits from new
Network Upgrades, “it may be said to have ‘caused’ a part of those costs to be incurred,
as without the expectation of its contributions the facilities might not have been built, or
might have been delayed.” Ill. Commerce Comm 'nv. FERC, 576 F.3d at 476.

Laverty Testimony at 12-13 (discussing the lumpy nature of transmission upgrades).
36
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generators studied under the group study methodology used by the Midwest ISO because, where
projects are studied as a group, the cost responsibility of an individual project may be greater
than if it were studied individually. However, “it is also possible that the use of group studies
will result in cost savings for a customer and that the cost responsibility of an individual project
may be less than it would have been had the project been studied individually.”161 This situation
is especially pronounced when a group of projects seek to interconnect in a wind-rich region that
lacks sufficiently robust transmission infrastructure. Because these upgrades can have the lumpy
quality that impacts the first mover while creating an upgrade from which other generators later
benefit, the SNU will require late comers who benefit from the project to help fund the SNUs
from which they benefit.

The proposed revisions will also accomplish two goals noted in Order No. 2003 for
participant funding by encouraging efficient siting of generation and preventing improper
subsidies.'® The revisions will encourage projects to site generation efficiently by assigning the
majority of the costs associated with Network Upgrades to the Interconnection Customer(s) that
benefit from them. For example, under the changes proposed in this filing, long 345 kV
upgrades may be designated as MVPs; however, if a generator chooses to locate far from MVPs
in a part of the Midwest ISO transmission system with less robust transmission infrastructure in
place, that Interconnection Customer will bear the full cost responsibility associated with its
siting decision. Even in that instance, the proposed revisions would provide an opportunity for
cost sharing and an appropriate price signal for such a first mover Interconnection Customer
through the SNU. A late comer Interconnection Customer siting nearby and using Freviously-
funded upgrades could reduce the cost of the first mover by contributing to'a SNU.'® In the
event that no MVP or SNU designation applied, then the Interconnection Customer would
appropriately bear the full cost of upgrades based on its siting decision. A Network Upgrade that
is under consideration for inclusion in MTEP Appendix A will also be listed as a contingency in
the Interconnection Customer’s GIA until it is accepted. During this time period, the
Interconnection Customer will be on notice that it may be responsible for funding the necessary
Network Upgrade based upon the results of the System Impact Study and can make business
decisions based upon this knowledge. If the upgrade is later moved to Appendix A, the
generator will benefit from knowing that its interconnection service will not be contingent on its
funding of the Network Upgrade, but rather will be contingent only upon the Network Upgrade
actually being in service.'®

1ot Midwest Indep. Transmission Sys. Operator, Inc., 131 FERC ¥ 61,165, at P 19 n.26

(2010)(internal quotation marks and parenthetical removed).

See Midwest Indep. Transmission Sys. Operator, Inc., 125 FERC 761,210, at P 19 (2008)
(citing Order No. 2003 at P 695).

Laverty Testimony at 20-21, 28.

162

163

164 See Laverty Testimony at 34-35.
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The Common Use Upgrade (“CUU”) definition in the current Midwest ISO Tariff
provides a mechanism for several known beneficiaries (i.e., Interconnection Customers with
interconnection requests concurrently pending in the interconnection queue) to share the costs of
these upgrades in advance.'® The SNU builds on this concept and addresses the same issue
when beneficiaries are identified later in time (i.e., the benefiting Interconnection Customers are
not identified in the interconnection queue at the time the first mover is assigned responsibility
for the SNU). In combination, these revisions will permit each Interconnection Customer to
assess the estimated cost associated with its GIP at the time it will be built (including any CUU
identified) and the likelihood of potential reimbursement for a SNU if the project funds an
upgrade that is later designated as a SNU. For example, a first mover in a wind-rich region
would likely be studied in a group study and might contribute to a large upgrade to reach load as
part of a CUU. The CUU process would require projects to commit to fund the CUU early in the
process and increase certainty for those projects that remain. To the extent that the size of the
CUU permits extra headroom due to the lumpiness of the upgrades, the funding Interconnection
Customers could assess the likelihood that a late comer Interconnection Customer would propose
a proj&%t nearby in order to make use of that capacity and later contribute to the CUU as an
SNU.

The proposed revisions address the free rider/late comer issue and the concern with the
improper subsidization of late comer projects by first movers who create headroom on the
system from which late comer Interconnection Customers benefit. In particular, the SNU will
minimize the possibility of free riders and should reduce the number of upgrades for which an
Interconnection Customer would bear sole responsibility. The Commission expressly noted the
free rider/late comer issue when it accepted the implementation of the Midwest ISO’s MPFCA
and the CUU. The MPFCA and the CUU permit multiple Interconnection Customers that will
use a CUU to fund such an upgrade jointly to increase the certainty for all identified beneficiary
projects that the CUU will actually be built.'®” In accepting the CUU, the Commission noted that
allocating Network Upgrade costs among multiple Interconnection Customers through an

165 Phase II Order at P 29 (explaining that “[t]he pro forma MPFCA is intended to provide a

cost-sharing mechanism that places the cost responsibility with identifiable, queued
generation that would require the common use upgrade [CUUL™)

166 The Midwest ISO will amend a GIA to remove the funding contingency for a Network

Upgrade that is subsequently approved for inclusion in MTEP Appendix A (which
includes MTEP projects that are recommended by Midwest ISO staff and approved by
the Midwest ISO Board of Directors for implementation by Transmission Owners) within
the later of: (1) one year from the execution or unexecuted filing of the GIA; or (2) the
date of issuance of the next annual MTEP report. In such a case, the Network Upgrade
will be funded pursuant to the appropriate MTEP rules. Laverty Testimony at 33-34,

167 See Phase II Order at P 33 (accepting the CUU proposal and noting the ongoing

discussion on the issue of headroom created by upgrades and the potential windfall for
late comer projects).

38



20100716-0206 FERC PDF (Unofficial) 07/15/2010

The Honorable Kimberly D. Bose
July 15, 2010
Page 39 of 45

MPFCA “simply implements existing tariff language™ that permits the determination of cost
responsibility for projects in a group study to be determined by factors other than queue
position.'"® The SNU concept is analogous.

The SNU also responds, in a manner that is consistent with Order No. 2003 principles, to
the concern that a later identified beneficiary of an upgrade would avoid the cost of construction.
The SNU approach retains the importance of queue position while denying a windfall to late
comer projects at the expense of first movers. This concept 1s in line with the Commission
precedent that addresses first movers who move ahead with funding upgrades before a higher
queued project. In such situations, the higher queued, but later-starting Interconnection
Customer will repay the lower queued first mover for upgrades that would have been the
responsibility of the higher queued project.'®® Accordingly, requiring late comer Interconnection
Customers to pay their share of Network Upgrades used to support the interconnection requests,
even if the?r were previously funded by another project, is consistent with Order No. 2003
principles.'” By requiring future beneficiary Interconnection Customers to contribute to the
upgrades that they use, SNUs provide for an appropriate cost sharing to refine further the cost
sharing provided by the CUU to the ongoing concern with fair treatment of additional headroom
on the system created by upgrades and how to allocate that benefit to a future generator that uses
such an upgrade.'”!

As described above, SNU cost-sharing is time-limited; future GIPs may be assigned a
cost of earlier Network Upgrades so long as the publication date of the final System Impact
Study for each of those additional future beneficiary Interconnection Customers is no more than
five years after the actual in-service date of the Network Upgrade.'” The five-year period is a
reasonable time limitation that 1s comparable to the near-term planning horizon described by the

'8 Jd at P 32 (citing Midwest ISO Tariff at Second Revised Sheet No. 3073 ).

See, e.g., Order No. 2003-A at P 318 (citing Va. Elec. and Power Company, 104 FERC
161,249 (2003)) (noting that “[i]f another Interconnection Customer 1s ready to proceed
with its project, it should be allowed to use the capacity that has been earmarked for a
higher queued Interconnection Customer that has suspended its project. The Network
Upgrades can be built when the latter customer is ready to proceed.”).

169

170 1d. at P 320 (noting that an Interconnection Customer is responsible for “funding the cost

of [among other facilities] all Network Upgrades (other than those already in the
Transmission Provider’s current expansion plan) that must be constructed to support that
Interconnection Customer’s In-Service Date[.]”). The SNU applies these principles to
combat the incentive for projects to delay funding in hopes of benefiting as a free rider by
applying cost sharing to late comer projects. See Transmission NOPR at PP 40-41, 124
(discussing free rider concerns for transmission upgrades).

i Transmission NOPR at PP 40-41, 124; see Phase II Order at P 33,

12 Laverty Testimony at 25.

39



20100716-0206 FERC PDF (Unofficial) 07/15/2010

The Honorable Kimberly D. Bose
July 15, 2010
Page 40 of 45

Testimony of Jeffrey Webb, which is the planning horizon that takes into account generation
additions that can be reasonably anticipated. 173

For all of these reasons, the GIP cost allocation proposal is just and reasonable and
consistent with the Commission’s direction that “cost allocation for generator interconnection-
related network upgrades must strike an appropriate balance between the entity that ‘caused’ the
need for an upgrade (i.e., by deciding to interconnect a new generator) and the larger set of
entities that will actually benefit from that upgrade.”174

VI. PROPOSED EFFECTIVE DATE AND REQUEST FOR EXTENDED COMMENT
PERIOD

The Filing Parties respectfully request that the proposed Tariff revisions become effective
on July 16, 2010, one day following the date of this filing. As explained in the Testimony of
Clair Moeller, such an effective date is necessary and appropriate in order to provide guidance
and certainty in connection with pending public policy driven transmission project proposals and
with respect to the generator interconnection process. The July 16, 2010 effective date was
selected to allow transmission projects that may be approved in Appendix A of the 2010 MTEP
for MVP cost allocation methodology if applicable. ' This effective date allows the Midwest
ISO to apply the MVP criteria to those transmission projects eligible for approval in the 2010
MTEP and report the projects that are eligible for the MVP cost allocation methodology to the
Midwest ISO Board of Directors for approval in December 2010."® Moreover, given the
Commission’s directive to adopt subsequent Tariff revisions by July 15, 2010 to address issues
identified in the October 23 Order, stakeholders have been on notice that changes in the Midwest
ISO cost allocation methodology were forthcoming and have had ample opportunity to
participate in the process, as described above and in the Testimony of Jennifer Curran.

If the July 16, 2010 effective date is not accepted, projects that are being considered in
the 2010 MTEP that may qualify as MVPs would not be eligible for MVP cost allocation. This
could result in delays in the construction of new transmission infrastructure, the termination of
certain projects, delays in realizing incremental regional benefits, and impediments to the
Midwest ISO’s ability to foster transmission infrastructure to meet documented energy public
policies.”” Also, delaying the effective date would create uncertainty for Interconnection
Customers deciding how to proceed with interconnection requests involving significant Network

173 Webb Testimony at 7 (discussing the short term (one- to five-year) planning horizon); see

also Laverty Testimony at 26 (noting that the five-year period is comparable to the five-
_ year planning horizon used in the MTEP).

17 October 23 Order at P 54 (citation omitted).

17 Moeller Testimony at 20,

76 Moeller Testimony at 20.

17 Moeller Testimony at 21.
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Upgrades that might qualify as MVPs under the new methodology. This uncertainty will drive
existing Interconnection Customers to try to time when to move to the next phase of the
generator interconnection process. It may even result in Interconnection Customers exiting and
re-entering the generation interconnection queue, which could have a cascading adverse impact
on lower-queued generation interconnection requests. Accordingly, the Midwest ISO
respectfully requests that the Commission waive the 60-day notice requirement set forth in
section 205 of the FPA, 16 U.S.C. § 8244, and section 35.3(a) of the Commission’s regulations,
18 C.F.R. § 35.3(a), and make the Tariff revisions proposed herein effective as of July 16, 2010,
for good cause shown. 8

In addition, the Filing Parties respectfully request that the Commission provide an
extended period for parties to file comments on this filing until September 10, 2010. Given the
complexity and extent of the proposed Tariff changes, the Filing Parties believe an extended
comment period is appropriate to permit all interested parties adequate opportunity to analyze
and submit comments on the proposed Tariff changes. In this regard, the Filing Parties note that
the proposed extended comment period should better align with the OMS processes, and provide
the OMS and its members the opportunity to discuss and comment on the filing.

The Filing Parties further respectfully request that the Commission act on this filing
during or prior to its December 16, 2010 meeting. Action by this date will help to provide
certainty with regard to complex issues presented herein to the Midwest ISO and its
stakeholders.

VII. CORRESPONDENCE AND COMMUNICATIONS

Correspondence and communications with respect to this filing should be sent to, and the
parties request the Secretary to include on the official service list, the following persons, who
shall also be authorized to receive notice in this docket:

Arthur W. ller* Michael L. Kessler*
. Assistant General Counsel David DeSalle
Matthew R. Dorsett Michael A. Splete

178 See S. Cal. Edison Co., 132 FERC 9 61,007 (2010) (waiving the 60-day notice

requirement for good cause shown) (citing Cent. Hudson Gas & Elec. Corp., 60 FERC
961,106, at 61,338-339, order onreh’g, 61 FERC 4 61,089 (1992); see also Allegheny
Power, 131 FERC 461,278, at P 32 (2010) (“Pursuant to 18 C.F.R. § 35.11, the
Commission may waive the 60-day prior notice requirement for good cause shown.”);
Central Hudson Gas & Elec. Corp., 60 FERC 961,106, at 61,339 (noting that when
considering a waiver request, the Commission “must balance the requirement that utilities
promptly file their rates as embodied in the Federal Power Act and the need of utilities to
transact business on short notice. Accordingly, we will grant waiver of notice if good
cause is shown and the agreement is filed prior to the commencement of service.”).
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Attorney Sejal C. Shah

Midwest Independent Transmission Duane Morris LLP

System Operator, Inc. 505 9™ Street, N.W.

P.O. Box 4202 Washington, D.C. 20004-2166
Carmel, IN 46082-4202 Telephone: 202-776-7808
Telephone: 317-249-5497 Fax: 202-776-7801

Fax: 317-249-5912 mlkessler@duanemorris.com

ailer@midwestiso.org

Wendy N. Reed*

Paul M. Flynn

Matthew J. Binette
Wright & Talisman, P.C.
1200 G Street, N.W.
Suite 600

Washington, D.C. 20005
202.393.1200 (phone)
202.393.1240 (fax)
reed@wrightlaw.com

*Persons designated to receive official service.

VIII. SUMMARY OF PROPOSED TARIFF CHANGES

In addition to the description of Tariff changes provided above, a summary description of
the complete set of changes to existing Tariff provisions, and proposed new Tanff provisions, is
attached hereto as Tab A.'”

IX. SUPPORTING DOCUMENTS

In addition to this Transmittal Letter, the following documents are being submitted with
this filing:

Tab A — Summary of Proposed Taritt Revisions

179 The Commission recently accepted certain revisions to Attachment X in Docket No.

ER10-1366-000, with an effective date of July 28, 2010. Due to the order issued in that
proceeding, the Midwest ISO is submitting two versions of the revisions to Attachment
X; the first set of revisions is redlined against the currently effective Tariff and reflects an
effective date of July 16, 2010 on all sheets, the second set (separated by a divider
reflecting that the sheets contain recently approved language), contain revisions accepted
in Docket No. ER10-1366-000, with the applicable sheets reflecting effective dates of
July 28, 2010 (Sheet Nos. 3093, 3093A, 3244 and 3245).
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Tab B — Clean Tariff Sheets

Tab C — Redlined Tariff Sheets

Tab D — Ramey Testimony

Tab E — Moeller Testimony

Tab F -- Lawhorn Testimony

Tab G - Curran Testimony

Tab H — Laverty Testimony

Tab I — Webb Testimony

Tab J — List of Starter Projects

Tab K — Midwestern Governors Association Letter
X. ADDITIONAL INFORMATION REQUIRED BY COMMISSION REGULATIONS

While the Midwest ISO submits the instant filing under Part 35 of the Commission’s
regulations, the Midwest ISO’s proposal is not procedurally subject to the requirements set forth
in 18 C.F.R § 35.13(a) given that the MVP proposal is a cost allocation filing and not a rate
increase filing.'*® As determined by the Commission in the SPP Highway/Byway Order, cost
allocation proposals are not subject to the filing requirements for rate increases as outlined in
section 35.13(a)(2). Rather, the Commission views such filings “as having been made under the
narrow reqlilsilrements of section 35.13(a)(2)(iii), which pertain to tariff changes other than rate
increases.”

The Commission’s regulations in section 35.13(a)}(2)(iii) require that companies file
general information in section 35.13(1))182 and information relating to the effect of the rate
change in section 35.13(c).'®*® The instant filing includes all the information required under

18 See SPP Order at P 108,

181 Id

182 The general information required under section 35.13(b) includes a list of documents

submitted, the effective date, list of recipients of the filing, brief description of the filing,
statement of the reasons for the filing, a showing of requisite agreement to the filing, and
a statement that there were no illegal, duplicative, or unnecessary costs that are the result
of discriminatory employment practices.

183 Specifically, the information relating to the effect of the rate change includes a

comparison of revenues from services under the rate schedule before the rate change and
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section 35.13(b) as applicable. In particular, sections 35.13(b)(6)'** and 35.13(b)(7)'* do not
apply to this filing. Otherwise, the instant transmittal letter adequately provides a description of
and the reasons for the Midwest ISO filing. Additionally, this transmittal letter provides a list of
documents submitted with the filing, a proposed effective date, and a statement of service to all
Midwest ISO stakeholders.

XI. NOTICE AND SERVICE

The Midwest ISO notes that it has served a copy of this filing electronically, including
attachments, upon all Tariff Customers, Midwest ISO Members, Member representatives of
Transmission Owners and Non-Transmission Owners, the Midwest ISO Advisory Committee
participants, as well as all state commissions within the Midwest ISO Region. In addition, the
filing has been posted electronically on the Midwest ISO’s website at www.midwestmarket.org
under the heading “Filings to FERC” for other interested parties in this matter.

XII. CONCLUSION

Wherefore, for all the reasons stated above, the Filing Parties respectfully requests that
the proposed Tariff revisions be approved as set forth herein, effective July 16, 2010.

Respectfully submitted,
Arthur W. Iler

Arthur W. Iler

Assistant General Counsel
Matthew R. Dorsett

Attorney

Midwest Independent Transmission
System Operator, Inc.

after the rate change, a comparison of the rate change and the utility’s other rates for
similar transmission services and an appropriate map showing any specifically assignable
facilities that will be installed or modified in order to provide service.

184 Section 35.13(b)(6) requires a showing that all requisite agreements to the rate change

have been obtained. The proposed revisions to the Midwest ISO Taniff do not require
any such agreements.

183 Section 35.13(b)(7) requires a statement showing any expenses or costs included in cost

of service statements that have been alleged or judged to be illegal, duplicative or
unnecessary costs that are demonstrably the product of discriminatory employment
practices.
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Michael L. Kessler

David M. DeSalle

Michael A. Splete

Sejal C. Shah

Duane Morris LLP

Counsel for the Midwest ISO

Wendy N. Reed

Paul M. Flynn

Matthew J. Binette

Wright & Talisman, P.C.

Counsel for the

Midwest ISO Transmission Owners

Attachments

cc: Jeffrey Hitchings
Patrick Clarey
Christopher Miller
Penny Murrell
Melissa Lord
Michael Donnini
Natalie Tingle-Stewart
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