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Northern States Power Company-Wisconsin   ) 
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COMMENTS OF THE ORGANIZATION OF MISO STATES 
 

Pursuant to Rules 211 of the Rules of Practice and Procedure of the Federal Energy 

Regulatory Commission (“Commission”), 18 C.F.R. § 385.211 and the Notice issued by the 

Deputy Secretary of the Commission on November 26, 2013, establishing January 6, 2014, as the 

deadline for answers, intervention and comment in these proceedings, the Organization of MISO 

States (“OMS”) respectfully submits the following comments in the above-captioned docket 

regarding a complaint against the Midcontinent Independent System Operator, Inc. ("MISO") 

and its transmission owning members (“TOs”).  The complaint was submitted to the Commission 

by the Association of Businesses Advocating Tariff Equity ("ABATE"), Coalition of MISO 

Transmission Customers ("CMTC"), Illinois Industrial Energy Consumers ("IIEC"), Indiana 

Industrial Energy Consumers, Inc. ("INDIEC"), Minnesota Large Industrial Group ("MLIG"), 

and Wisconsin Industrial Energy Group ("WIEG") (collectively, "Complainants"), on November 

12, 2013 (“November 12 Filing”). 

The OMS filed an intervention on November 15, 2013, and therefore, is a party to this 

proceeding. 

I.  COMMENTS 
As discussed below, the November 12 Filing provides sufficient evidence to warrant 

Commission review of the base Return on Equity (“ROE”), ROE adders and capital structure 

currently in effect for the MISO TOs.  Accordingly, the OMS recommends that the Commission 

review the base ROE, capital structure and ROE adders currently in effect for the MISO TOs to 

determine if they are still just and reasonable.  Moreover, as explained below, the OMS 

recommends that the Commission set an effective date of November 12, 2013, for any changes 

that may be adopted.  
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A.  The OMS Recommends that the Refund Effective Date Be Set for the Earliest 
Date Possible, which Would Be November 12, 2013, the Date on which the 
Complaint Was Filed with the Commission.   

The November 12 Filing requests that the Commission set the refund effective date as the 

earliest date possible.1  In that regard, the OMS notes that in other cases concerning transmission 

formula rates, the Commission has regularly set the refund effective date at the earliest date 

possible as part of its general policy of providing maximum protection to customers.2  If the 

Commission decides to examine the current ROE, capital structure and/or ROE adders, the OMS 

requests that the Commission provide “maximum protection to customers” by setting 

November 12, 2013, as the refund effective date in this case.   

B.  The Currently Authorized Base ROE for the MISO TOs May No Longer Be Just 
and Reasonable.   

The ROE for MISO TOs has not been updated for over a decade and regulated rates of 

returns authorized for utility services have generally declined over that period.3  Financial 

witnesses representing utility entities have provided testimony supporting lower returns, ones far 

lower than the current base rate of return for the MISO TOs.4   Economic and regulatory 

conditions have changed since the ROE was set.  These could alter the currently authorized base 

ROE.  Therefore, it is appropriate to review the ROE in light of the existing and expected 

economic and regulatory conditions.  The November 12 Filing provides sufficient evidence for 

the Commission to review the existing base ROE of 12.38 percent.  The Complainants in this 

                                                 
1 November 12 Filing, at P 85. 
2 See, e.g., Old Dominion Electric Coop. and North Carolina Electric Membership Corp. v. Virginia Electric and 

Power Co., 133 FERC ¶ 61,009 at P 36 (2010) (citing Seminole Elec. Coop., Inc. v. Fla. Power & Light Co., 65 
FERC ¶ 61,413, at p. 63,139 (1993); Canal Elec. Co., 46 FERC ¶ 61,153, at p. 61,539, reh'g denied, 47 FERC ¶ 
61,275 (1989)). 

3 Edison Electric Institute’s Rate Case Summary Q3 2013 Quarterly Report of the U.S. Shareholder-Owned Electric 
Utility Industry; at 
http://www.eei.org/resourcesandmedia/industrydataanalysis/industryfinancialanalysis/QtrlyFinancialUpdates/Doc
uments/QFU_Rate_Case/2013_Q3_Rate_Case.pdf, at 7 and 8. 

4 Id. 
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case provide testimony, including DCF analyses,5 supporting a zone of reasonableness with a 

median high value of 10.33 percent and a median low value of 7.97 percent.  The midpoint of 

this median range is 9.15 percent.6  According to the complainants, the difference between the 

revenue requirement using the current ROE of 12.38 percent and that using the midpoint ROE of 

9.15 percent is approximately $327 million.7  The OMS requests that the Commission consider 

whether retaining the current Base ROE of 12.38 percent (12.2 percent for American 

Transmission Company) is just and reasonable for transmission ratepayers in the MISO region.  

An appropriate ROE on FERC jurisdictional assets is necessary to avoid a misallocation of 

financial resources between transmission, generation and distribution assets.8   

C.  FERC’s Policy of Awarding ROE Adders to Incentivize the Development of 
Independent Transmission Companies and RTO Membership May No Longer 
Be Appropriate for MISO TOs.  

The use of ROE adders as a means for the Commission to meet its objectives regarding 

RTO membership and the formation of independent transmission companies in the MISO region 

warrants review.9  With respect to the Commission’s ROE adder for independent transmission 

companies, the Commission justified the ROE incentives on the basis that independent 

transmission companies had a “superior record of adding infrastructure” and were “spending 

capital aggressively, reinvesting any earned returns and spending a significant amount more than 

they are earning.”10  The Commission stated that in providing independent transmission 

                                                 
5 November 12 Filing, at P 40. 
6 November 12 Filing, Affidavit of Michael P. Gorman, at 32. 
7 November 12 Filing, Affidavit of Michael P. Gorman, at 21. 
8 OMS members express no position for state law purposes with respect to any particular pinpoint ROE “number,” 

DCF methodology, or other cost of equity methodologies, as the FERC cost of equity methodology serves a 
different purpose than the rate methodologies and ROE determinations utilized by OMS members. 

9 OMS has commented to FERC previously on this matter.  See, Comments of OMS, at 40-43, (Sept. 12, 2011), in 
Promoting Transmission Investment through Pricing Reform, Docket RM11-26-000, decision issued 116 FERC ¶ 
61,057 (2006). 

10 Promoting Transmission Investment through Pricing Reform, 116 FERC ¶ 61,057, at P 225 and 226 (2006). 
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companies the ROE adder its focus was on “actually getting transmission built.”11  MISO’s 

recent transmission expansion plans include billions of dollars of transmission investment12 and 

there has been significant increased transmission plant in service that is part of utility rate base in 

the MISO region.  Thus, transmission infrastructure is “getting built,” and not just by 

independent transmission companies.  However, beyond transmission investment, there appears 

to be significant evidence that the electric utility industry in general is in a large capital 

expenditure cycle and that the financial market is willing to meet the need for significant 

amounts of external capital.13  For these and other reasons put forward in the complaint, the time 

is right for the Commission to examine whether its policy concerning the incentive ROE adders 

for independent transmission companies is needed and should continue.14   

ROE adders for joining an RTO may have been useful in the past to offset the uncertainty 

that accompanied a TO’s participation in a fledgling RTO.  However, MISO’s operations and the 

markets have matured to the point where such an RTO membership incentive may no longer be 

warranted.  Indeed, MISO has provided numerous studies documenting the benefits that it 

provides its members.15  Such benefits that accrue to a TO through RTO membership include 

expanded energy markets, transparent market operations, regional planning, production cost 

                                                 
11 Id. 
12 On December 12, 2013, MISO announced approval of its Transmission Expansion Plan 2013 (MTEP 2013), 

noting that it covers 317 projects representing an incremental cost of transmission infrastructure projects totaling 
$1.48 billion. Available at https://www.misoenergy.org/AboutUs/MediaCenter/PressReleases/Pages/ 
MISOMTEP13MarksaDecadeofPlanningfor.aspx (last visited December 18, 2013). 

13 See November 12 filing, Affidavit of Michael P. Gorman, at 5. 
14 Michigan PSC Footnote: The Michigan PSC believes that there may be benefits to providing some amount of 

incentive ROE adder for independence given our state’s decade-long experience with independent transmission 
companies.  Notwithstanding, the Michigan PSC encourages the Commission to review its policies in a 
comprehensive manner to account for the overall ratemaking treatment, including the interaction among the 
incentive ROE adders, allowed base ROE, formula-based forward looking rates, and the overall allowed rate of 
return for each MISO TO.  The Michigan PSC believes that a comprehensive review of FERC’s policies and the 
factual evidence put forth in the complaint can yield appropriate levels of incentives and returns that balance risk 
and provide just and reasonable rates. 

15 See, e.g., MISO’s 2012 Value Proposition, which valued MISO’s quantitative benefits for 2012 at $1.9 – 2.4 
billion dollars.  Available at 
https://www.misoenergy.org/WhatWeDo/ValueProposition/Pages/ValueProposition.aspx. 
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savings and ancillary services markets.  The Commission should review whether these benefits, 

on their own, are sufficient to ensure a TO’s continued membership in MISO.         

D.  In Setting Rates in the Context of MISO’s Formula Rate Framework, 
Consideration Should Be Given to Limiting Equity Ratios in Excess of 50 
Percent. 

The Complainants argue that capital structures in excess of 50 percent are unjust and 

unreasonable.16  In support of such a claim, the Complainants point out that the common equity 

ratio of certain MISO TOs does not reflect the low operating risk of transmission operations.17  

Complainants express the opinion that the capital structure of the MISO TOs may be excessively 

weighted with common equity.18  The Complainants’ witness Mr. Gorman contends that over the 

last five years, the actual common equity ratio for most MISO TOs has been 53 percent or less.19  

Mr. Gorman also contends that while other MISO TOs have common equity ratios well in excess 

of 55 percent, the electric utility industry has been awarded capital structures with common 

equity ratios between 48 percent and 51 percent.20  For contrast, Mr. Gorman's national proxy 

group had an average common equity ratio of 48.8 percent.21 

The November 12 Filing provides substantial evidence supporting a conclusion that a 50 

percent common equity ratio reduces the overall cost of capital to TOs, while at the same time 

supporting a strong credit standing for the transmission operations of the MISO TOs.  

Consequently, the OMS supports a Commission review of appropriate equity ratios for MISO 

TOs.22 

                                                 
16 November 12 Filing, at P 86.  
17 November 12 Filing, Affidavit of Michael P. Gorman, at 11.  
18 November 12 Filing, Affidavit of Michael P. Gorman, at 11. 
19 November 12 Filing, Affidavit of Michael P. Gorman, at 12. 
20 November 12 Filing, Affidavit of Michael P. Gorman, at 12. 
21 November 12 Filing, Affidavit of Michael P. Gorman, at 12. 
22  November 12 Filing, at P 96.  The Michigan PSC takes no position at this time on the appropriate capital 

structure and reserves the right to present its position during the course of this proceeding.   
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II.  CONCLUSION 
There is sufficient evidence on the record of this case to warrant Commission review of 

the base ROE, ROE adders and capital structures currently in effect for the MISO TOs.  

Accordingly, the OMS recommends that the Commission review the current base ROE, capital 

structure and ROE adders currently in effect for the MISO TOs to determine if they are still just 

and reasonable.  In addition, OMS recommends that the Commission set a refund effective date 

of November 12, 2013, to provide maximum protection to ratepayers in this case. 

The OMS submits this pleading because a consensus of its members has agreed to 

generally support it.  Individual OMS members reserve the right to file separate pleadings 

regarding the issues discussed herein.  The Indiana Utility Regulatory Commission, the 

Louisiana Public Service Commission, the Manitoba Public Utilities Board, and the Mississippi 

Public Service Commission abstained from this pleading. 

Respectfully Submitted, 
 
William H. Smith, Jr. 
William H. Smith, Jr. 
Executive Director 
Organization of MISO States 
100 Court Avenue, Suite 315 
Des Moines, Iowa  50309 
Tel:  515-243-0742 
 

Dated: January 6, 2014 

CERTIFICATE OF SERVICE 
 

I hereby certify that I have this day served the foregoing document upon each person designated 
on the official service list compiled by the Secretary in this proceeding. 
 
Dated at Des Moines, Iowa, this 6th day of January, 2014. 
 

William H. Smith, Jr. 
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