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ORGANIZATION OF MISO STATES, INC. 

Board of Directors Meeting  
Conference Call Minutes 

September 8, 2011 
 
Approved October 13, 2011 
 
Robert Kenney, President of the Organization of MISO States, Inc. (OMS), called the September 8, 
2011 meeting of the OMS Board of Directors to order via conference call at approximately 1:00 
p.m. (CDT). The following board members or their proxies participated in the meeting: 
  

Sherman Elliott, Illinois 
Kari Bennett, Indiana 
Libby Jacobs, Iowa 
Bill Bowker, proxy for David Armstrong, Kentucky 
Kurt Simonsen, proxy for Graham Lane, Manitoba 
Bill Bokram, proxy for Orjiakor Isiogu, Michigan 
David Boyd, Minnesota 
Robert Kenney, Missouri 
Brad Molnar, Montana 
Tony Clark, North Dakota 
Eric Callisto, Wisconsin 

Absent 
Ohio 
South Dakota 

 
Agency members participating 
Randy Rismiller – Illinois 
Dave Johnston – Indiana 
Angie Butcher, Chris Devon, Cody Keilen – Michigan 
Burl Haar – Minnesota 
Josh Harden, Adam McKinnie – Missouri 
Brian Dekiep – Montana 
Jerry Lein – North Dakota 
Brian Round – South Dakota 
John Feit, Don Neumeyer, Randel Pilo, Julie Urban – Wisconsin 
 
Others on the call 
Steve Kozey – MISO 
Mike Proctor – OMS Contractor 
Bill Smith, Julie Mitchell – OMS Staff 

 
 
The directors and proxies listed above established the necessary quorum for the meeting of at least 
seven directors being present. 
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Prior to the commencement of the meeting, President Robert Kenney recognized the new members 
of the Board: Libby Jacobs of the Iowa Utilities Board and Orjiakor Isiogu of the Michigan Public 
Service Commission. He also announced the recommendations of the Nominating Committee for 
2012:   

President: Robert Kenney 
Vice-President: Kari Bennett 
Secretary: Tony Clark 
Treasurer: David Boyd 
At-Large: Eric Callisto 
 

He also announced that the Executive Committee had elected Commissioners Kenny as Vice 
President, Commissioner Clark as Secretary, and Commissioner Callisto as the At Large member.  
Upon the resignation of Commissioner Martinez, September 2, 2011, Commissioner Kenney 
became President. 

 
For the remainder of 2011 state regulatory representatives to the MISO Advisory Committee will 
be: Commissioners Kenney, Clark, and Callisto. 
The PAC rep will be Commissioner Callisto, although Adam McKinnie of Missouri is planning to 
attend the next meeting as well. 
 
Approval of Minutes from August 11, 2011 

Kari Bennett moved approval of the minutes. Robert Kenney seconded. The minutes were 
approved by consensus. 

 
Treasurer’s Report 

The August Treasurer’s report was approved by consensus.  
 
Review of the August 25, 2011 Executive Committee Meeting 

Bill Smith highlighted the following items from the August 25, 2011 Executive Committee 
Meeting: 

• Filling officer vacancies; 
• Planning issues; 
• Board Meeting agenda; 
• Commissioner Training 

 
Administrative Report  

The Executive Director’s written report was distributed prior to the meeting. Bill Smith asked if 
OMS members wished to join the South Carolina commission in its filing asking FERC for a joint 
board on EPA issues (no one expressed interest) and noted that the planning meeting will be 
scheduled in conjunction with the Annual Meeting in October. 

 
BUSINESS 
 
1.  MISO Advisory Committee 

The September 14 MISO Advisory Committee meeting is cancelled and the hot topic for 
October is on Policy Impact to the MISO Market Design.  
 
Robert Kenney presented a follow up from the August MISO AC meeting. The MISO Board had 
questions about the OMS white paper, particularly the discussion of the IMM and what the 
IMM’s role is or should be. The Market and Tariffs WG will follow up on those questions and 
report back to the Board with recommendations on how to present that to MISO at the next 
meeting. 
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2.  Planning Advisory Committee – Robert Kenney 
• A written report was submitted. The first and second drafts of the MTEP report have been 

posted and MISO staff is seeking input from the PAC with an expected vote on the report at 
the next PAC meeting at the end of the month.  

• There will be a separate report on the MVP projects that will come out in October. There will 
be two separate meetings regarding MVP before the report comes out. 
 

3.  Nominating Committee Report 
• Bill Smith noted that the Nominating Committee’s slate of officers is as presented by 

President Kenney at the beginning of the meeting.  
• Due to turnover, those officers serve out the 2011 terms and will be voted on for 2012 at 

the Annual Meeting. The Nominating Committee is still recruiting for next year’s Nominating 
Committee. 

 
4.  Action Item – OMS Comments on FERC Incentives Rules, Docket RM11-26 

Eric Callisto summarized the Wisconsin edits to this document. There were no objections to the 
edits.  

Eric Callisto moved to accept the comments as modified by Wisconsin. Kari Bennett seconded. The 
motion passed by voice vote, with Iowa, Kentucky, Manitoba and Michigan abstaining. 

 
Following the vote, there was discussion of the APPA comments.  

Eric Callisto moved that OMS join the APPA comments. Kari Bennett seconded. There was a voice 
vote. Illinois voted no; Iowa, Kentucky, Manitoba and Michigan abstained; Ohio was absent. The 
vote carried with 7 ayes. 

 
5.  Action Item – OMS Comments on MISO Resource Adequacy Filing 

• Don Neumeyer presented the draft of the OMS comments for Resource Adequacy and there 
was significant discussion with the resource adequacy issue. 

• Wisconsin and Michigan submitted additional edits after the draft was distributed. Eric 
Callisto presented Wisconsin’s edits. Michigan’s edits were explained in the distributive 
email. Illinois submitted several non-substantive edits (grammar, typos, formatting). 

• Kentucky requested a minor wording edit based on statutory concerns. 
• Iowa requested a footnote on page 18. 
 

Eric Callisto moved to adopt the comments as amended. Kari Bennett seconded. There was a roll 
call vote: 
 
Illinois - abstain 
Indiana - yes 
Iowa - no 
Kentucky - yes 
Manitoba - abstain 
Michigan - yes 
Minnesota - yes 
Missouri - yes 
Montana – yes (subject to review) 
North Dakota - yes 
Ohio - absent 
South Dakota – absent (they will email vote) 
Wisconsin - yes 
 
The motion passed with 8 yes votes, 1 no vote, 2 abstentions and 2 absent 
 
Vote changes are due by the close of business on September 14. 

 
6. Action Item – OMS Comments to FERC on MISO Demand Response Compliance 
Filing, Docket ER11-4337 
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John Feit presented the comments, which are due on September 23. The Board has three 
options: 1) do nothing; 2) adopt this proposal; 3) do something that would support MISO’s 
filing. 

Kari Bennett moved to adopt the comments. David Boyd seconded. The motion passed by voice 
vote with Illinois, Kentucky, and Manitoba abstaining. 

 
7. Action Item – OMS Budget for 2012 

Bill Smith presented the final draft of the OMS Budget. 
Sherman Elliott moved to approve the OMS 2012 budget and forward it to the MISO Finance 
Subcommittee for inclusion in the MISO budget. Kari Bennett seconded. The motion passed by 
unanimous voice vote. 

 
8. Action Item – Comments to DOE on Delegation of Transmission Functions 

There was discussion about the OMS options on how to proceed with this issue. It was 
suggested that OMS draft a letter in support of NARUC’s comments to be sent to Secretary Chu.  

Sherman Elliott moved to file the letter. David Boyd seconded. The motion passed by voice vote 
with North Dakota and Manitoba abstaining. 

 
9. Briefing: MISO’s Plans for Extended Locational Marginal Pricing 

Bill Bokram and Mike Proctor presented a report to the Board on ELMP. 
 

10. Update: Eastern Interconnection Planning Process 
Marya White submitted a written status report.  Board and staff were requested to email 
Marya White with any EISPC questions. 
 

Updates and Work Group Status Reports 
Demand Response WG  

• No Report; 
 

Transmission Cost Allocation WG  
• Written Report; 

 
Markets and Tariffs WG  

• No Report; 
 

Resources WG  
• Written Report; 
 

Regional Planning WG 
• Written Report; 

 
Governance and Budget  

• Written Report; 
 
Modeling WG 

• Written Report; 
 
 
ADJOURNMENT 
The OMS Board of Directors meeting adjourned at 2:40 pm CDT. 













 
100 Court Avenue, Suite 315 Phone: 515-243-0742 
Des  Moines,  Iowa   50309 Fax:     515-243-0746 
 www.misostates.org 
 
 
OMS Executive Director Report 
September 5, 2011 
 
 
FERC and DOE Activity 
 
1. No filings were made to FERC during the month.  Work groups were 

preparing filings on MISO’s Resource Adequacy filing, MISO’s 
Demand Response filing, and FERC’s Incentives questions. 

2. OMS members have engaged in informational calls with DOE and 
FERC relating to the proposal to delegate congestions and corridor 
issues to FERC. 

 
 
OMS-MISO Activity 
 
1. OMS gave a response to the August Hot Topic: The Role of the IMM 

and the IMM State of the Market Recommendations. 
2. The OMS Executive Committee on August 25 filled officer vacancies. 
3. Bill Smith conducted in-person discussions with the Wisconsin 

Commission on August 23 and the Iowa Board on August 31. 
4. A Black Sea Regional Regulatory Initiative Workshop on Renewable 

Energy Investment Framework and Development of Principles of 
Regulation will be held October 10-12 in Budapest.  

 
 
Public Relations 
 
1. Presentations: 
 On August 24, Bill Smith met with the Independent Power 

Producer and Power Marketer Sectors.  
 
2. Pending speaking/meeting invitations: 
 October 4:  Bill Smith has been asked to brief the NARUC 

International Relations Staff Subcommittee on the Black Sea 
project. 
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Upcoming dates: 

 
• Next regular OMS Board of Directors meeting: September 8, 

2011, at 1:00 pm CDT  
• Next OMS Executive Committee meeting:   September 22, 2011, 

at 1:00 pm CDT 
• Regular OMS Board meetings:  October 13, November 10, 

December 1 
• OMS Executive Committee meetings:  October 27, November 22, 

December 15 
• September 15-16, 2011:  Midwest Governors Transmission 

Summit, Des Moines 
• OMS Planning Meeting:  October 18, Carmel 
• OMS Annual Meeting:  October 18, 2011, in Carmel 
 
 
Upcoming Midwest ISO FERC Filings  
Filing Date  Docket No.  Description  Pursuant to 

Commission 
Action  

Working Group or 
Committee where 
issue/change will be 
reviewed  
 

09/30/2011  ER10-2869-000 MISO to submit a compliance 
filing regarding exports of 
generation from MISO to an 
external border to serve load 
outside of MISO. 
 

136 FERC ¶ 
61,148 

N/A 

03/01/2012 
 

ER10-1791-000 The Midwest ISO to submit a 
compliance filing to describe 
what changes to its allocation of 
congestion rights are necessary to 
reflect the allocation of Multi 
Value Project costs. 
 

133 FERC ¶ 
61,221 (2010) 

RECB TF 
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OMS Planning Advisory Committee Update 
Meeting of August 24, 2011 

 
• MTEP 11 Work –Draft Review Schedule  

o The first draft of the MTEP11 Report has been released by MISO Staff.  MISO Staff is 
seeking input from the PAC on the following schedule: 
 First draft released – 8-1-11 
 Input on first draft requested by 8-15-11.  Looking for input on content, grammar 

and word choice, general direction of the document, plus any questions 
 Second draft planned posted on 9-1-11 
 Looking for feedback on that document by 9-9-11 in order to get the document 

into the MISO Board Report.  For this round of input, MISO Staff is seeking 
feedback directed towards the MISO Board. 

o Ultimately, MISO Staff would like PAC to consider approving the document at the 9-28-
11 PAC meeting. 

o Additionally, MISO Staff announced that there will be separate Multi Value Project 
report that will come out in the October time frame, and what is discussed regarding 
MVPs in the MTEP is an “executive summary” of sorts.  This makes it slightly more 
difficult to fully evaluate the MVPs without the full report, yet the PAC is being asked to 
vote on MTEP report without the MVP report. 

 
  There will be a motion at the 9-28-11 PAC meeting to approve the MTEP11 Report. 
 

• MVP Business Case Analysis 
o Two summary workshops for MVP business case explanations (especially useful if you 

haven’t been to all the Candidate MVP (CMVP) meetings) – September 19th in Carmel, 
another on September 29th in St. Paul 

o Similar to what was given at the final CMVP meeting on August 22nd. 
o Sliding scale of benefit / cost ratios from the seven local resource zones are given for the 

projects, depending on assumptions regarding how many years of benefits are considered 
(20 years or 40 years) and discount rate (~3% or 8%).  The B/C ratios in the local 
resource zones range from a minimum of 1.6 to a maximum of 3.2 

 
• EPA Study Update 

o MISO Staff presented a spreadsheet detailing how the different RTOs were studying the 
impact of the EPA rule. 

o MISO staff was urged by a commenter to write regarding the proposed EPA rules from a 
transmission point of view – do we need a lot of transmission because of the rule, or only 
small incremental additions? 

o MISO Staff also received comments wanting a shorter term look at rule impacts, such as 
for 2012 and other years in the short term.  Stakeholders supported that approach, to get 
analysis on the “Cross State Air Pollution Rule” (CASPR) done quickly and vetted 
through transmission owners (TO).  

o The full report on the EPA Study will be reviewed by the PAC later this year. 
 

• FERC Order 1000, especially Seams 
o Plan is for MISO Staff to present a plan at the September PAC Meeting 
o Discussion of whether to come up with a “MISO-centric” view first that could be 

presented to seams neighbors for consideration, or to discuss with seams neighbors first. 
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o General stakeholder comments on the lack of and difficulties in the past regarding both 
cross border transmission planning and construction.  
 

• Other presentations 
o Credible Double Contingencies, Engineering Issue, presented by ATC  
o Queue reform for Generation Interconnection requests 
o Energy Storage Technical Review Group 

 A third Technical Review group meeting for the Energy Storage Study has been 
scheduled for September 22, 2011 from 9:00 am to 2:00 pm ET 

 
  Next PAC Meeting – Wednesday September 28, 2011 in Carmel, Indiana 
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REPORT OF THE NOMINATING COMMITTEE 
 
Nominations for 2012 Officers 
 
President  Robert Kenney Missouri 
Vice-President  Kari Bennett Indiana 
Secretary  Tony Clark North Dakota 
Treasurer  David Boyd Minnesota 
At-Large  Eric Callisto Wisconsin 
 
 
Nominating Committee for 2012: 
Not yet determined 
 
 
Submitted by the 2011 Nominating Committee: 
 
Monica Martinez - Michigan 
Sherman Elliott - Illinois 
Gary Hanson – South Dakota 



UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 
 

Promoting Transmission Investment   )  Docket No. RM11-26-000 
Through Pricing Reform     ) 

 
 

COMMENTS OF THE ORGANIZATION OF MISO STATES  

Pursuant to the Federal Energy Regulatory Commission’s (“Commission”) Notice of 

Inquiry (“NOI”) issued on May 19, 2011, and the Notice Extending Comment Period issued on 

June 14, 2011, the Organization of MISO States (“OMS”) respectfully submits the following 

comments regarding the Commission’s transmission incentive regulations and policies.   

I.  INTRODUCTION 

The Commission states that it has been nearly five years since rules were promulgated by 

the Commission in Order No. 679 to implement the directives of section 1241 of the Energy 

Policy Act of 2005, which added a new section 219 to the Federal Power Act (“FPA”).1   In the 

time since the issuance of those rules, the Commission has received over seventy-five requests 

for transmission incentives.  Citing changes in the electric industry, the Commission’s 

experience to date in applying Order No. 679, and the ongoing need to ensure that incentive 

regulations and policies are encouraging the development of transmission infrastructure in a 

manner consistent with FPA sections 219 and 205 and 206, the Commission issued its NOI on 

transmission incentive regulations and policies.2

                                                 
1 NOI, at P 1. 

  In the NOI, the Commission poses seventy-four 

specific questions regarding its transmission incentives and regulations for which it seeks input 

from interested parties.  These comments are limited to the Commission’s incentive policies with 

2 NOI, at P 2. 
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respect to transmission-owning companies operating within regional transmission organizations 

(“RTOs”) and in particular, the Midwest ISO (“MISO”).  Given the nature of its organization 

and purpose, the OMS is not herein offering any advice or making any recommendations 

regarding incentive rate policies for non-RTO areas.   

To that end, the OMS offers the following comments, which include the following advice 

and recommendations.  These issues, as well as other issues, are discussed in more detail in 

Section II of these comments.  

(1) The Commission should adopt a mechanism to promote project cost 
containment and project schedule containment.   

 
In these comments, the OMS recommends that the Commission adopt a two-step process 

for applicants seeking transmission incentives.  The first step focuses on addressing financial 

barriers that are preventing the applicant from raising the capital necessary to finance the 

transmission project.  The second step focuses on cost and schedule containment by tying return 

on equity (“ROE”) bonuses and penalties to the applicant’s ability to reasonably restrain project 

costs to a pre-established definitive cost estimate.       

(2) The Commission must focus its incentive rate policy on the benefits it produces 
for electricity consumers as required by section 219(a). 

 
Section 219(a) of the FPA requires the Commission to establish an incentives policy for 

the purpose of improving reliability and reducing congestion for the purpose of benefiting 

consumers.3

(3) When considering transmission rate incentive applications, the Commission 
should closely examine the types of barriers faced by the applicant and tailor the 
incentives granted to the barriers faced. 

  Accordingly, the focus of incentive rate policy reform must be on benefiting 

consumers.   

                                                 
3 Section 219 of the Federal Power Act at 16 U.S.C. 824s(a). 
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Distinguishing between the financial and regulatory barriers would permit the 

Commission to tailor the incentives to best address the challenges of the proposed transmission 

development while ensuring compliance with section 219 of the FPA.  Particular incentives or 

combinations are well-suited to help overcome certain types of barriers that one applicant may be 

facing and different incentives or combinations are well-suited to help overcome other types of 

barriers that another applicant may be facing. 

(4) Reliability projects should not receive incentives.   

As a general rule, the Commission should not grant incentives for reliability projects, as 

the construction of these projects is generally required to comply with reliability standards set by 

the North American Electric Reliability Corporation (”NERC”) and recognized reliability 

authorities.  This is especially true in the case of RTOs, as the build is effectively required under 

the conditions of RTO membership.  In unique cases where financial barriers are an issue, it may 

be appropriate to grant limited incentives for reliability projects.  In addition, the criteria for 

evaluating reliability projects should be cost-effectiveness (i.e. meeting the reliability 

requirement at lowest cost) rather than net-benefits (i.e. benefits of a project exceed the project’s 

costs). 

(5) Projects that are undertaken under a contractual obligation should generally 
not be eligible for incentives. 

 
(6) ROE incentive adders should not be granted to address non-financial barriers to 

project development.    
 

Challenges facing developers such as regulatory, siting, or environmental obstacles 

cannot be cured by granting ROE adders.  Consequently, it would not be reasonable to grant 

ROE adders for that purpose. 
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(7) The Commission’s reliance on the rebuttable presumption technique in 
incentives cases is flawed and should be eliminated. 

 
The OMS does not believe that the Commission’s policy of using rebuttable 

presumptions in transmission incentive cases has been working well.  Not only is this approach 

inconsistent with the way in which section 205 filings are normally processed, but it 

inappropriately places the burden of proof on stakeholders and protestors rather than applicants.  

Rather than continue with the rebuttable presumption technique, the Commission should instead 

issue a rule listing the standards or conditions that a prospective applicant will be required to 

meet in order to be eligible for transmission incentives pursuant to section 219 of the FPA.  At 

that point, all applications for incentive rate treatment would be based on an independent 

showing by the applicants.   

(8) A Meaningful net-benefits test must be developed and implemented for 
economic efficiency projects. 
 

Section 219 of the FPA requires the Commission to provide incentives “for the purpose 

of benefitting consumers by ensuring reliability and reducing the cost of delivered power by 

reducing transmission congestion.”  In order to comply with section 219 of the FPA, the 

Commission needs to implement a meaningful net-benefits test to ensure that consumers benefit 

from a transmission project that receives transmission incentives pursuant to section 219 of the 

FPA.    The OMS believes that benefit/cost analysis can be a very important tool in developing 

rates that are just and reasonable since this type of analysis assists in ensuring that costs are not 

only just and reasonable, but commensurate with the benefits that are received by electricity 

consumers (at least in the aggregate). 
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II.  QUESTIONS AND RESPONSES 

A. General Questions Regarding Incentive Rate Policy 

Q1. What have been the effects of the incentives policies adopted in Order  
No. 679 with respect to the goals set for th in section 219?4

Q2. Are the Commission’s incentives policies appropr iately promoting 
investment in transmission infrastructure in accordance with section 
219?

 

5

Given that the Commission’s current incentive rate policy does not require applicants to 

make any definitive showing that electricity consumers will benefit and does not collect ongoing 

data regarding this key objective in section 219, these questions cannot be answered with any 

real certainty or without speculation.  One objective of incentive rate policy reform should be to 

establish relevant base-lines and to collect project data to enable the Commission to evaluate 

whether its transmission rate incentive policy and the application of that policy to specific cases 

is actually advancing the goals set forth in section 219. 

 

Q3.  Some barr iers to construction of new transmission facilities fall outside 
of the scope of the Commission’s jur isdiction.  How do the Commission’s 
incentive policies affect such barr iers? 6

New transmission facility construction often requires state regulatory certification 

approval.  In cases where incentives have no material effect on the developer’s decision to build 

or not build, granting the incentives only increases the risks that the state certificate would not be 

issued.  This type of barrier is likely to be most apparent in cases involving projects that are not 

needed to meet reliability requirements, but may be driven by other issues.  The strength of this 

barrier may be increased by the Commission’s incentive policy if granting incentives is 

  

                                                 
4 NOI, at P 15. 
5 NOI, at P 15. 
6 NOI, at P 15. 
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perceived by state regulators to increase transmission costs and rates without increasing the value 

of, or benefits expected to be produced by, a project.  In such cases, the potential for the 

Commission’s incentive policy to increase rates without producing commensurate benefits is a 

barrier to state certification of the project, and therefore to the construction of new transmission 

facilities.  

Q4.  How can the Commission’s rate incentives policies balance the need for  
regulatory cer tainty with the changing investment climate over  time? Are 
there metr ics the Commission should monitor  to achieve this balance, and if 
so, what are they? Are there other  factors that change over  time that the 
Commission should consider  in evaluating incentives applications? Should 
the Commission consider  these changes over  time on a gener ic or  case-by-
case basis?7

In order to balance the need for regulatory certainty with the changing investment climate 

over time, the Commission should take into account the state of capital markets related to utility 

investment at the time of the initial application and each periodic re-evaluation.  Metrics of 

scarcity of financial capital should be chosen from publicly available information and monitored 

by Commission staff.  This will provide background information that will allow the Commission 

to evaluate individual proposals for incentives, on a case-by-case basis, based on an argument for 

the need of increased capital.  However, the financial positions of individual developers cannot 

be ignored.  The Commission needs to take evidence on a case-by-case basis of the applicant’s 

need for incentives to attract the capital needed.  For example, ROE should be established 

through discounted cash flow (“DCF”) analysis using comparable companies that reflect the 

applicant’s financial condition.  Once granted, a company’s continued need for incentive rates 

 

                                                 
7 NOI, at P 15. 
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should be periodically revisited by the Commission to account for changing circumstances in the 

underlying economy and the specific circumstances of the transmission owning company. 

Q5.  Should specific rate incentives be tailored to address specific goals set 
for th by Congress in section 219?8

The purpose of an incentive is to accomplish a desired goal.  Section 219 requires the 

Commission to establish a rule on incentive rate treatments for the purpose of benefiting 

consumers by ensuring reliability and reducing transmission congestion.

  

9

Q6.  Are there other  factors or  considerations which the Commission should 
consider  as par t of its tr ansmission incentive policies, in order  to be 
consistent with the goals of section 219?

  This is the goal set 

forth by Congress in section 219—benefiting consumers.  Rate incentive policies that are not 

tailored to achieve that goal should not be considered by the Commission.   

10

The stated goal of section 219 is for the Commission to establish incentive rate policies 

for the transmission of electric energy in interstate commerce by public utilities for the purpose 

of “benefitting consumers by ensuring reliability and reducing the cost of delivered power by 

reducing transmission congestion”.  To comply with this, the Commission should; (1) require a 

net-benefits test for developers seeking incentives for projects proposed to improve economic 

efficiency; and (2) not provide incentives for reliability projects except in the narrow 

circumstance where the developer of a transmission project that is required to maintain 

established reliability standards faces demonstrated financial barriers to project completion.   

 

                                                 
8 NOI, at P 15. 
9 Section 219 of the Federal Power Act at 16 U.S.C. 824s(a). (underlining added) 
10 NOI, at P 15. 
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With respect to requiring a net-benefits test for developers seeking incentives for projects 

proposed to improve economic efficiency, the OMS clarifies that these projects may span 

multiple states and carry a substantial price tag.  However, it is not enough for the Commission 

to grant incentives on the simple assumption that these types of projects will reduce the 

aggregate cost of delivered power.  Furthermore, the reduced cost of delivered power, in and of 

itself, does not ensure that consumers benefit, even in the aggregate.  This is because, in the 

aggregate, consumers only benefit when the reduction in delivered power costs is greater than 

the cost of the transmission investment.  It would not be rational to say that consumers benefit 

because the total cost of delivered power decreased by $5 million over the life of the project 

when the total cost of constructing that transmission project is $100 million.  As such, the 

Commission needs to develop and implement a meaningful net-benefits test to ensure that, in the 

aggregate, consumers would benefit from a transmission project that receives incentives pursuant 

to section 219 of the FPA.  In this regard, it is important for the Commission to include not only 

the Engineering and Construction costs in such net-benefit test, but also to include the rate of 

return being requested, and a calculation of the rates that ultimate beneficiaries will have to pay.    

With respect to reliability projects, careful attention must be paid to the words that 

Congress chose to use in section 219.  Section 219(a) uses the words “ensuring reliability.”  The 

section does not say “improving reliability” or “enhancing reliability.”  Reliability is “ensured” 

when the system is designed, constructed, and maintained to satisfy the reliability standards 

established by NERC, the regional reliability entities, and other applicable reliability standard-

setting bodies.  Therefore, section 219 is envisioning the possible granting of rate incentives for 

transmission projects that are needed to ensure reliability by enabling the network system to 
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continue to meet established reliability standards.  Section 219 does not encompass rate 

incentives for a transmission project that is not needed to maintain established reliability 

standards, but may have the effect of improving the reliability of the transmission network.  

Nearly any loop that is added to a network would enhance the reliability of the network.  

However, if the additional network reliability is not needed to maintain established reliability 

standards, it would not be eligible for rate incentives under section 219(a).  Perhaps Congress’s 

rationale is that such projects may provide very little incremental benefit for electricity 

consumers. 

In the RTO context, MISO membership carries an obligation to exercise best efforts to 

construct facilities that are needed to maintain established reliability standards.11

The Commission must also acknowledge and address the critical connection between 

incentive rates and regional transmission cost allocation in situations where the costs of new 

transmission facilities are shared between states.  In the traditional regulatory model, the costs of a 

new transmission facility were borne by the ratepayers in the state in which the facility was to be 

physically located, with that state usually having decisional authority over the project in the form of 

required siting and certification approvals.  If the state found that the costs of the facilities to its 

ratepayers (including any incentive rate costs) would exceed the expected benefits of the project, the 

state could decline to issue a certificate of convenience and necessity.  If incentive rates of return 

raised costs above levels the state deemed reasonable, the state could avoid paying those costs by not 

  Accordingly, 

the Commission should generally not grant incentives for such projects, unless there are 

demonstrated financial barriers for the assigned developers of such projects.     

                                                 
11 This issue is discussed in more detail in Q10.   
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granting the certificate.  Therefore, the state in which the facilities were to be located and paid for 

had leverage over what projects would be approved for siting and construction. 

When the RTO planning process assesses new transmission facilities under a process that 

shares costs across multiple states, this useful check breaks down.  In this case, as a state in which 

proposed facilities are to be physically located exercises its siting and certification authority, it would 

be reasonable to take into account only the facilities costs that will be allocated to ratepayers in its 

state.  The state would reasonably grant the certificate if the expected benefits from a project exceeds 

the costs that will be allocated its ratepayers and ignore the costs that will be allocated to other states. 

With the exception of filing a section 206 complaint case, the other states in which the facilities will 

not be physically located, but to which costs will be allocated, typically have no say in this matter.   

Therefore, regional cost sharing of transmission project costs creates a new problem and 

concern with FERC’s incentive rate policy (and with the pass-through into retail rates of these costs). 

The remedy for this problem lies in a stronger role for states in the regional planning process that 

would regionalize the decision-making responsibility for projects where project costs are allocated 

among states.  

Q7.  Have the incentives granted to transmission projects had an impact on 
consumer  rates and service, including impacts related to reliability and the 
reduction of congestion?12

No comment.  The response to Q1/Q2 is related to this Q7. 

 

Q8.  Have the incentives granted to transmission projects had an impact on 
investment patterns in the electr icity industry?  Do the incentives  

                                                 
12 NOI, at P 15. 
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impact the allocation of investment capital among transmission, generation 
and distr ibution facilities? 13

The OMS is not able to provide a definitive answer as to the impact that the 

Commission’s incentive policy has had on investment patterns in the electric industry.  Indeed, 

there are a myriad of other legislative and regulatory initiatives which also influence the 

allocation of investment capital among transmission, generation and distribution facilities.  For 

example, state renewable energy standards will have an enormous impact on investments made 

in wind generation and the transmission needed to deliver that generation. 

 

However, given that allowed rates of return established by state regulators for distribution 

assets are generally lower than the rates of return allowed by the Commission for transmission 

assets (including rate incentives), it stands to reason that the tendency of integrated companies 

would be to allocate more capital to transmission and less to distribution than otherwise would 

have been the case absent the transmission rate incentives. 

Q9.  How should the Commission best balance the promotion of transmission 
investment with the assurance of just and reasonable rates? 14

First, Congress’s directive in section 219 is not to promote transmission without 

conditions; rather, the objective of section 219 is “benefitting consumers by ensuring reliability 

and reducing the cost of delivered power by reducing transmission congestion”.   

 

In response to Q6, the OMS has pointed out the need for a net-benefits test for 

transmission projects designed to improve economic efficiency.  The OMS acknowledges the 

Commission’s flexibility to consider non-cost factors in its rate determinations, but also believes 

that benefit/cost analyses can be a very important tool in developing rates that are just and 

                                                 
13 NOI, at P 15. 
14 NOI, at P 15. 
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reasonable since this type of analysis assists in ensuring that costs are not only just and 

reasonable, but commensurate with the benefits that are received by electricity consumers (at 

least in the aggregate).   

In addition, the Commission should ensure that each RTO tariff includes criteria for 

evaluating the cost effectiveness of reliability projects (meeting the established reliability 

standard at lowest cost). 

Further, distinguishing between the financial barriers to project development and 

regulatory/environmental/engineering uncertainty barriers would permit the Commission to tailor 

any incentives to best address the challenges of the proposed transmission development while 

complying with section 219.  Financial barriers to project development are those related to 

obtaining the capital necessary to build the transmission project.  These barriers arise because of 

capital scarcity that may result from tight capital markets or from capital demands coming from 

other utility related investments that are needed within the same time frame, such as 

environmental upgrades or replacements to existing power plants required to meet new 

environmental standards.  Regulatory/environmental/engineering uncertainties relate to areas that 

are unknown in the developmental stage of a transmission project and can drive up the estimated 

cost of a project, such as construction costs related to the detailed routing of new transmission 

lines and placement or upgrades of transmission substations.  While these unknowns can result in 

the cancellation of a project, (e.g., if a project’s costs increase as these unknowns are resolved to 

the point where expected costs exceed expected benefits), good planning should allow the 

determination of a cost cap at the early developmental stage along with the likelihood of project 

cancellation. 
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In order to ensure just and reasonable rates, the Commission needs to adopt procedures 

for ensuring cost and schedule containment for all reliability and economic efficiency projects 

seeking rate incentives.  The OMS recommends the following two-step process for this purpose.  

The first step is to determine whether the developer of a transmission project is in need of 

transmission rate incentives due to financial barriers to project development such as capital 

scarcity.  At this stage, it is important to distinguish between financial barriers to project 

development and regulatory/environmental/engineering uncertainties which require additional 

time to resolve, and can therefore be better determined at a later time in the second step.  

i.  The First Step: Financial Barr iers to Project Development     

In this first step, the Commission must require the applicant to demonstrate that its 

proposed project either ensures reliability (i.e., is needed to maintain established reliability 

standards) or reduces the cost of delivered power by reducing transmission congestion (i.e., is an 

economic efficiency project) as required by section 219.  The OMS understands that projects 

driven by reliability requirements may provide some economic benefit, but whether or not such a 

project provides benefits in excess of costs is not at issue.  Instead, such projects are needed to 

maintain reliability standards and should be designed to maintain those requirements in the most 

cost-effective manner.  If a project designed to maintain reliability standards is not least cost, it 

must provide incremental economic benefits in excess of incremental costs above the least cost 

design.  In this case, reliability projects that are not least cost must provide evidence that they are 

cost-beneficial in comparison to the least-cost design.   

Any incentives granted by the Commission in this first step should be designed to 

overcome just the issue of capital scarcity.  The Commission’s evaluation of these step one 

filings would primarily focus on financial needs and non-ROE incentives required to meet those 
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needs.  At this point, there should be no incentive ROE awarded for the risks related to 

regulatory/environmental/engineering uncertainties.  Rather, in this step, ROEs should be 

determined through a proper DCF analysis that focuses on the financial position of the applicant 

and the state of capital markets.   

ii.  The Second Step: Performance-Based Incentives 

The second step should occur after an entity seeking further incentives has developed 

both a definitive cost estimate and construction schedule necessary for completion of the project.  

Any entity that requests and is granted incentives under the first step, must submit a definitive 

cost estimate and construction schedule.  Entities that don’t need incentives to address capital 

scarcity can still submit their projects for performance-based incentives under the second step. 

In this second step, the project developer will submit to the Commission its definitive 

cost estimate and schedule for implementation.  Definitive cost estimates would typically include 

more concrete cost estimates and other project-specific information such as line routes, 

engineering studies and, where required, state determination of the routes for the transmission 

project.  Assembling this type of information may take a year or longer after the initial request 

for incentives in step 1.  For projects requiring a cost-benefit test, such projects must continue to 

prove to be cost-beneficial.  For all projects, there should be a showing that the investment is 

cost-effective in meeting the purpose for which the project was initially approved.  This will 

require detailed elements for the cost estimate, and a determination that these estimates are not 

out of line with industry experience.   

After the applicant files the definitive cost estimate and construction schedule, the 

Commission would determine a framework of incentives and penalties associated with: (1) 
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incentives earned for being below the cost estimate or completing the project before scheduled 

completion date; and (2) incentives taken away for exceeding the cost estimate or completion of 

the project after the scheduled completion date.15

While the incentives will allow the Commission to promote transmission investment, this 

two-step process provides the Commission with the necessary policies for cost and schedule 

containment for all projects to ensure that costs are not only just and reasonable, but 

commensurate with the benefits that are received (at least in the aggregate).   

  For example, these schedules could give 

increasing/decreasing rates of return for lower/higher costs and implementation times. More 

details are included in answer to Q30. 

B.  Section 219(a) Statutory Threshold  

Q10.  Do the rebuttable presumptions established in Order  No. 679 serve as 
appropr iate bases for  satisfying the statutory threshold for  section 
219(a)? 16

No.  The Commission should discontinue use of the rebuttable presumption technique in 

transmission incentive cases. 

 

The Commission has established rebuttable presumptions that a proposed transmission 

project satisfies the section 219(a) statutory threshold (i.e., that the project will either ensure 

reliability or reduce the cost of delivered power by reducing transmission congestion) if such 

project: (i) results from a Commission-approved fair and open regional planning process that 

considers and evaluates a project for reliability and/or congestion; or (ii) has received 

                                                 
15  Such incentives and penalties have effectively been used for interstate highway upgrades.  For example, the 

upgrade of Interstate 64, which is a main artery from the west suburbs of St. Louis, Missouri to the downtown 
area, used such incentives, and the project was completed ahead of schedule.  The schedule was critical, as this 
major artery was shut down during the two-year construction period, placing traffic congestion on other routes 
downtown to St. Louis city. 

16 NOI, at P 17. 
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construction approval from an appropriate state commission or state siting authority that takes 

reliability and/or congestion into account.17

The OMS recommends that the Commission discontinue its use of the rebuttable 

presumption approach in its incentive rate policy.  Such an approach is inconsistent with the way 

in which section 205 filings are normally processed, and inappropriately places the burden of 

proof on stakeholders and protestors rather than on incentive rate applicants.  In addition, even if 

a project satisfies one of the rebuttable presumptions, it does not necessarily mean that the 

project can be presumed to either ensure reliability or reduce the cost of delivered power by 

reducing transmission congestion.  RTO regional planning processes pursue numerous objectives 

other than just these two (for example, public policy initiatives) and state commission siting 

cases are not necessarily focused on regional impacts.  So, while satisfying the rebuttable 

presumptions should be a necessary condition for an applicant to charge and collect incentive 

transmission rates, it is not sufficient in and of itself for the Commission to presume that an 

applicant’s project satisfies the section 219(a) threshold criteria. 

   

In addition, the Commission’s current practice compounds the problems associated with 

the Commission’s reliance on rebuttable presumptions because the Commission has exhibited a 

willingness to approve incentive rate applications conditioned on the applicant subsequently 

satisfying one of the rebuttable presumptions.  So, the Commission’s practice has frequently 

been to grant applicants’ incentive rate requests even though the applicant has not satisfied either 

of the rebuttable presumptions at the time of its application and has not made an independent 

showing that the section 219(a) threshold criteria (i.e., that the project will either ensure 

reliability or reduce the cost of delivered power by reducing transmission congestion) have been 
                                                 

17 NOI, at P 16. 
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met.  As a result, through the rebuttable presumption technique and the Commission’s practice of 

conditionally approving incentive rate applications based on subsequent satisfaction of one of the 

rebuttable presumptions, the Commission has avoided the rigorous evaluation of incentive rate 

applications that the public interest demands.  

The OMS also notes the Commission’s final rule on transmission planning and cost 

allocation, which requires every public utility to participate in a regional transmission planning 

process.18

Rather than continue with the rebuttable presumption technique, the Commission should 

instead issue a rule listing the standards or conditions that a prospective applicant will be 

required to meet.  The standards and conditions would be different for each of the two threshold 

criteria in section 219(a), namely ensuring reliability or reducing the cost of delivered power by 

reducing transmission congestion.  Once these standards have been developed and put in place, 

the Commission will have better control over its own processes (i.e., will not be holding itself 

hostage to another entity’s actions and decisions, be it the regional planning organization or the 

state siting authority) and will be better able to independently assess whether an applicant has 

demonstrated satisfaction of one of the two threshold conditions set forth in section 219(a).   

  Given that every project that receives regional cost allocation will now meet the 

standard of being the product of a regional planning process, the Commission’s rebuttable 

presumption test becomes hollow once Order 1000 is implemented.   

                                                 
18  Transmission Planning and Cost Allocation by Transmission Owning and Operating Public Utilities, 136 FERC 

¶ 61,051 (2011), at P 146. 
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Q11.  Are there other  cr iter ia that the Commission should adopt as 
additional rebuttable presumptions for  satisfying the statutory 
threshold for  section 219(a)? 19

No.  As noted above, the rebuttable presumption approach is flawed.  The OMS 

recommends that the Commission discontinue use of the rebuttable presumption technique in its 

review and assessment of transmission incentive rate applications.  Rather, the Commission 

should specify in a rule the standards or conditions that a prospective applicant will be required 

to meet in order to demonstrate satisfaction of the section 219(a) threshold criteria (i.e., that the 

project will either ensure reliability or reduce the cost of delivered power by reducing 

transmission congestion). 

  

Q12.  What types of information, data, or  studies should the Commission 
consider  in evaluating whether  an applicant has made an independent 
showing that satisfies section 219(a)? 20

Section 219(a) requires that the incentive-based rate treatments provided to public 

utilities must be for the purpose of benefitting consumers by ensuring reliability or reducing the 

cost of delivered power by reducing transmission congestion.  As explained above, the OMS 

recommends elimination of the rebuttable presumption approach for making these threshold 

showings.  If such presumptions are eliminated, then all applications for incentive rate treatment 

would be based on an independent demonstration by the applicant that the threshold is met, 

including a showing that electric consumers will be benefited from the proposed project and by 

the grant of incentives for such project.   

 

With respect to the showing for ensuring reliability, the project must be designed to 

address a violation of an established reliability standard of an official reliability standards 

                                                 
19 NOI, at P 17. 
20 NOI, at P 17. 
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organization such as NERC or a regional reliability entity.  In MISO, these types of projects are 

referred to as baseline reliability projects.21

With respect to evaluating projects designed to reduce transmission congestion, the 

Commission should require a study of the effect the project has on locational marginal prices and 

adjusted production costs.  Such analysis should be conducted for various different reasonable 

future scenarios.  This type of study would allow the Commission to assess whether the proposed 

project would be beneficial to consumers by reducing the cost of delivered power and to what 

degree it is beneficial and which sets of customers would be impacted.   

     

Q13.  Would it assist applicants if the Commission established a procedure 
that applicants may follow to make such an independent showing? If 
so, what should be the character istics of that procedure? 22

Yes.  The OMS is recommending that the Commission eliminate its reliance on 

rebuttable assumptions.  Therefore, each incentive rate application would need to make an 

independent showing that it meets the threshold requirements of section 219(a) in order to be 

eligible to be considered for transmission rate incentive authority.  Such a showing would 

include economic and engineering studies as described in the response to Q12.   

 

Q14.  In some cases, when an applicant has sought incentives, the 
Commission has conditionally approved the request subject to the 
project receiving approval in a regional transmission planning process 
or  state siting process.23

                                                 
21 Because the construction of baseline reliability projects in MISO is a contractual obligation of transmission-

owner membership, such projects should not normally be granted transmission rate incentives, except in cases 
where the applicant can show extraordinary financial barriers associated with undertaking the contractually-
obligated project. 

  Intervenors in var ious rate proceedings have 
raised concerns that a project scope may change in the planning and 
siting process.  In light of this, how should the Commission balance the 

22 NOI, at P 17. 
23 As discussed above, these processes are related to satisfying the rebuttable presumptions set forth in Order No. 

679. 
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value of and need for  the requested incentives in promoting project 
development and financing with the potential uncer tainty surrounding 
project scope? 24

The OMS recommends that the Commission require transmission projects to be included 

in a regional transmission expansion plan in order to be eligible for ROE performance incentives 

under Step 2 of the OMS’s proposal, or to charge and collect incentive transmission rates.  In 

reforming its incentive rate policy, the Commission should not make changes that would 

undermine the importance of participating in the regional transmission planning process.   

 

The Commission should not approve incentive requests conditioned on a project 

subsequently being included in a regional transmission expansion plan.  As noted in the NOI, the 

scope of a project can significantly change in going through the regional planning process and 

the project that is ultimately approved may be significantly different than the project upon which 

the Commission conditionally granted incentives.25  Since the Commission needs to evaluate the 

total package of incentives,26

                                                 
24 NOI, at P 17. 

 a change in the scope of the project can impact that evaluation and 

a project may be granted incentives that are either too generous or not adequate for the project.  

Granting incentives on a conditional basis may also result in unintended consequences.  For 

instance, a scenario may occur where several potential developers are proposing competing 

projects in the regional planning processes.  If all are granted transmission incentives on a 

conditional basis, but only one project is ultimately placed into the regional expansion plan, the 

other project developers may feel compelled to petition the Commission for recovery of pre-

commercial expenses and abandonment costs.  Such a process will unnecessarily consume the 

resources of both the Commission and affected parties.  The granting of incentives on a 

25 NOI, at P 17. 
26 Order No. 679-A, FERC Stats. & Regs. ¶ 31,236 at P 21. 
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conditional basis may also provide developers with an opportunity to use someone else’s money 

to pursue a project well after it appears that the project will not qualify to be entered into the 

regional expansion plan.  Such a policy is problematic, as it provides developers with the 

opportunity to “throw good money after bad”.   

Consequently, the Commission should not approve incentive rate applications 

conditioned on subsequent achievement of milestones such as inclusion of a project in the 

regional transmission expansion plan.  Rather, the Commission should require each applicant for 

incentive rate treatment to independently demonstrate satisfaction of the threshold criteria in 

section 219(a) (i.e., that the project will either ensure reliability or reduce the cost of delivered 

power by reducing transmission congestion).  The OMS recommends that, in order to be eligible 

for ROE performance incentives under Step 2 of the OMS’s proposal, or to charge and collect 

incentive transmission rates, applicants must demonstrate that their project has been selected in a 

regional plan.  In conjunction with the ROE analysis conducted in step 2, the Commission may 

re-visit incentives granted in step 1 if circumstances for which the granting of those incentives 

was based has materially changed. 

C.  Additional Goals of Section 219 

Q15.  Pursuant to section 219(b)(1), what steps could the Commission take to 
‘‘promote reliable and economically efficient tr ansmission and 
generation of electr icity by promoting capital investment in the 
enlargement, improvement, maintenance, and operation of all facilities 
for  the transmission of electr ic energy in interstate commerce’’? 27

No comment. 

  

                                                 
27 NOI, at P 20. 
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Q16.  How would these steps affect other  aspects of the Commission’s r ate-
making policy?28

No comment. 

  

Q17.  Pursuant to section 219(b)(3), what steps could the Commission take to 
‘‘increase the capacity and efficiency of existing transmission facilities 
and improve the operation of the facilities’’?   

No comment. 

Q18.  As indicated above, applicants must show that their  project meets the 
threshold under  section 219(a). What showing should the Commission 
require to suppor t a request for  incentives under  section 219(b)(1) and 
(b)(3)? 29

No comment. 

 

D.  Order No. 679 Nexus Test 

Q19.  Does the focus of the nexus test on the r isks and challenges of a given 
transmission project r emain appropr iate for  the purpose of justifying 
incentives?  Is that focus more appropr iate for  some incentives than 
others?  What other  factors should the Commission consider?30

The Commission describes the nexus test as follows: “that the incentives being requested 

are ‘rationally tailored to the risks and challenges faced’ by a project.”

 

31

                                                 
28 NOI, at P 20. 

  Focusing on risks and 

challenges faced by a developer for a particular project is not unreasonable.  The OMS 

encourages the Commission to focus, in particular, on the financial barriers (specifically, capital 

scarcity) that an applicant faces.  As explained in response to Q36, it does not make sense for 

the Commission to grant incentives such as ROE incentive adders to developers facing 

29 NOI, at P 20. 
30 NOI, at P 25. 
31 NOI, at P 21 quoting Order 679, at P 26. 
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regulatory, siting, or environmental challenges.  Those kinds of challenges cannot be cured by 

granting ROE adders. 

Experience with the Commission’s transmission rate incentive policy over the years has 

demonstrated that the nexus test is not sufficiently rigorous and is prone to subjectivity.  The 

“rationally tailored” part of the nexus test needs to be objectively defined.  Applicants for 

transmission incentives should be required to identify and explain the particular risks and 

challenges faced, and the link between each requested incentive (and the interactions between 

the requested incentives) and the particular risks and challenges faced.  The effect of the 

requested incentive on the asserted barrier must be clearly described.  The tailoring of the 

incentive to the asserted risk or challenge must be specific. 

The two-step process described elsewhere in these comments provides the framework for 

making the required showings. 

Q20.  Would focusing on project character istic or  effects be a more effective 
means than focusing on a project’s r isks and challenges as the basis for  
granting incentives?  What character istics or  effects would be 
appropr iate for  the Commission to consider  for  that purpose, 
consistent with section 219?32

Yes.  In particular, when related to “risks and challenges” other than financial barriers to 

project development as described in step 1 of the OMS’s proposed two-step process.  Focusing 

on a project’s effects in step 2 of the OMS proposed two-step process, instead of risks and 

challenges, would provide the Commission with a more effective means of achieving the goals 

of section 219.  By focusing on aggregate benefits delivered by a transmission project and cost 

 

                                                 
32 NOI, at P 25. 
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containment, developers would be motivated to look for those projects that would deliver the 

most value to consumers.   

With respect to the estimation of benefits, RTOs have methods in place for estimating 

benefits such as production cost savings, LMP reduction metrics, and savings in losses.  Other 

benefit metrics are being developed by RTOs that could also be used to measure benefits.  

However, it is critical that sensitivity studies be performed to determine a reasonable range of 

benefits coming from a specific project requesting incentives.   

The OMS recommends that the Commission require an RTO’s tariff to describe the 

methods by which the RTO will ensure that each project designed to address an identified 

reliability issue be cost effective and each project designed to increase economic efficiency by 

reducing transmission congestion be cost beneficial.   

Q21.  What r isks and challenges are transmission developers facing today?  
Have such r isks and challenges evolved since the issuance of Order  No. 
679, and if so how?33

No comment. 

 

Q22.  Is the distinction between a routine and non-routine project in 
analyzing ‘‘r isks and challenges’’ useful in providing guidance to the 
industry on how to apply the nexus test?  Does this distinction 
appropr iately differentiate between the level of difficulty in 
constructing var ious tr ansmission projects? 34

Any non-performance based transmission rate incentives should be limited to unusual 

circumstances and special projects.  In administering a transmission rate incentive program, it 

would help for the Commission to develop a list of project and applicant types for which the 

 

                                                 
33 NOI, at P 25. 
34 NOI, at P 25. 
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Commission would not normally grant transmission incentives.35

Examples of routine projects might include those that are located within one transmission 

owner’s zone, are required to be developed under contractual or similar obligations, are driven 

by reliability requirements and/or do not display any use of advanced technologies.  Such 

projects either do not warrant incentives or any incentives that are granted should not be through 

ROE incentive adders.  All told, appropriate compensation for routine projects should be 

reflected in the standard Commission treatments and ROE. 

  In this sense, it would help for 

the Commission to publish a list of “routine” project types.  Typically, there would not be a need 

for the Commission to provide incentives to routine projects.   

On the other hand, projects that span the territories of multiple transmission owners, or 

even span multiple regions which are not being built under contractual obligations and/or display 

the use of advanced technologies, may have a claim for being considered as non-routine.  Such 

projects are likely to have a higher level of risk relative to routine projects and may well merit 

being granted a higher level of incentive, particularly if the projects also display considerable 

benefits relative to their costs.  However, a project should not simply be granted incentive 

treatment because it is considered to be non-routine.  Rather, only non-routine reliability projects 

that are shown to be cost effective and that face extraordinary financial barriers and non-routine 

economic efficiency projects with expected benefits in excess of cost should be considered for 

incentive treatment.     

Q23.  What types of cr iter ia should the Commission consider  when 
evaluating the ‘‘scope of a project’’ or  the ‘‘effect of a project,’’ in 
determining whether  a project is routine or  non-routine?  Should the 

                                                 
35 If such a list is developed, it would be important to recognize that projects or applicants included in the list may 
still qualify for transmission incentives if they face genuine financial barriers to project development. 
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Commission establish br ight line cr iter ia, such that a project meeting 
those cr iter ia is non-routine regardless of the applicant, or  should this 
evaluation depend on the circumstances of the applicant, e.g. the 
estimated cost of the project relative to the applicant’s transmission 
rate base? 36

As explained in response to Q22, the Commission’s administration of the incentive rate 

program may be eased by development of a routine project list or similar such list of project 

types or applicant types that would not normally qualify for incentives.  Crafting a non-routine 

project list is likely to be more difficult because a project that is non-routine for one company 

may be routine for another.  Because of such circumstances, the Commission should expect to be 

faced with requests for exceptions if it does choose to develop a list of non-routine project types.   

 

Q24.  Are there aspects of the Commission’s accounting and ratemaking 
policies, including the use of formula rates, that reduce or  increase the 
r isks and challenges of a transmission project?  If so, how should the 
Commission take into account the effect of its accounting and 
ratemaking policies in evaluating incentive applications?37

The use of formula rates, including those that permit forward-looking costs to be 

incorporated into the formula rate reduce the risk associated with recovery of costs or timing of 

recovery of cost for a transmission project.  Therefore, the Commission should consider the risk 

reducing features of formula rates and other accounting techniques when considering 

transmission incentive requests. 

 

Q25.  In Order  No. 679-A, the Commission stated that ‘‘[i]n general, we do 
not consider  that contractual commitments or  mandatory projects, 
such as section 215 reliability projects, disqualify a request for  
incentive-based rate treatment.  Provided applicants are able to 
demonstrate they meet the requirements of section 219, including 
establishing the required nexus between the requested incentive and the 
investment, they may qualify for  incentive-based rate treatments.  A 

                                                 
36 NOI, at P 25. 
37 NOI, at P 25. 
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pr ior  contractual commitment or  statute may have a bear ing on our  
nexus evaluation of individual applications.’’  Is the existence of a 
contractual commitment to build a relevant factor  in consider ing 
applications for  rate incentives? 38

Yes, contractual commitments are a relevant factor in assessing rate incentive 

applications.  An incentive is aimed at motivating a specific type of behavior.  A contractual 

commitment requires a specific behavior.  In light of this, the existence of a contractual 

commitment should be considered a relevant factor in the incentive rate applications.  However, 

while a contractual obligation will likely reduce the need for incentives, it still may be beneficial 

to grant incentives to projects that are the result of a contractual obligation.  This is true because, 

when properly designed, incentives can motivate developers to research and formulate plans for 

beneficial projects that may not be discovered through the RTO transmission planning processes.  

This is especially true of the development of economic efficiency projects relative to reliability 

projects.  Reliability projects are developed through the application of operational and planning 

protocols, which are standardized.  They are also planned under regulatory compulsion and 

penalties.  On the other hand, economic projects are not required because of operational 

necessity, but rather are the product of professional acumen and therefore could still be 

motivated by certain incentives - even when subsequent planning results in a contractual 

commitment to build.  In either case, both incentives for cost and schedule containment could be 

applied.   

   

When a contractual commitment to build transmission facilities exists, one cannot help 

but question the premise that a nexus exists for transmission rate incentives, outside of those 

related to capital scarcity and cost and schedule containment.  Under those circumstances, 

                                                 
38 NOI, at P 25 (footnote omitted). 
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granting incentives simply leads to increased rates for transmission customers for facilities that 

most likely would have been built without the incentives.  The resulting rate, when such 

incentives are provided to transmission developers already under an obligation to construct 

facilities, does not appear to be a rate where the benefits received by transmission customers are 

commensurate with the additional costs imposed on them by the incentives granted by the 

Commission. 

To the extent any nexus can be drawn between transmission rate incentives and the 

building of required facilities under section 215, applicants for the incentives should have to 

demonstrate that incentives allow the project to be completed sooner than it would have been 

otherwise.  An earlier completion date could yield increased benefits to ratepayers and thereby 

justify some increased costs for transmission customers. 

Q26.  The Commission has encouraged the joint ownership of transmission 
facilities but declined in Order No. 679 to make it a requirement for 
receiving incentives.  Does this approach adequately account for the 
benefits of joint ownership?  Are there other approaches to providing 
incentives that encourage joint ownership of transmission facilities? 

 
No comment. 

E.  Interrelationship of Incentives 

Q27.  Are there specific cr iter ia the Commission should use in evaluating 
whether  and how to adjust cer tain incentives to account for  the impacts 
of other  incentives? 39

No comment. 

  

Q28.  Do cer tain incentives sufficiently mitigate the r isks and challenges of a 
transmission project so as to obviate the need for  granting other  
incentives, or  war rant adjustment in the level of those incentives? For  
example, should granting 100 percent CWIP and recovery of 

                                                 
39 NOI, at P 26. 
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abandoned plant affect the evaluation of a request for  an incentive 
ROE adder  based on a project’s r isks and challenges?40

Rate incentives cannot reduce the regulatory/environmental/engineering risk associated 

with a transmission project.  Rather, they can either shift the risk to another party, such as CWIP 

or recovery of abandoned plant, or they are meant to compensate the developer for bearing the 

risk, as does an increased ROE.  Given that the determination of an appropriate ROE is to 

compensate a developer for bearing a certain amount of risk, any request for incentive ROE 

should be evaluated in light of the other incentives that were awarded a project developer and the 

associated risk which was shifted to other parties.  The OMS recommends that the Commission 

employ its standard DCF approach to establish the ROE for an applicant in the first step of the 

proposed two-step process.  Incentive ROE would not be granted in this first step in any case.  

Other incentives authorized in the Commission’s Order 679 should be tailored to the specific 

financial barriers demonstrated by an applicant proposing a particular project.  The need for 

incentive ROE may be considered in the second step but it is expected that the Commission 

would only infrequently find such pleadings persuasive enough to grant an ROE incentive 

because, by the time a project reaches this second step, most non-financial barriers will have 

been worked out and most financial barriers will have been addressed by measures adopted in 

the first step.

  

41

F.  The Role of Cost Estimates  

   

Q29.  Should the Commission limit the application of incentives to the cost 
estimate utilized for  including or  retaining the project in the plan 
submitted through the regional planning process?  If so, which 
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incentives should be applied to the cost estimate, and which should be 
applied to all prudently incurred costs? 42

Many of the incentives available under Order No. 679, such as ROE adders, have been 

allowed to apply to the actual costs of the projects rather than estimated cost of the project that is 

provided by the sponsors of the project.  Basing rate incentives, particularly ROE adders, on a 

project’s actual costs does not provide transmission project developers with an incentive to 

contain costs and more likely gives them an incentive to drive up costs, since they will 

effectively earn a bonus return for doing so. 

 

Experience has shown that developmental cost estimates used in the regional planning 

process are not definitive cost estimates and have been off by as much as 50 percent when 

compared to a project’s actual costs.  Assuming good faith on the part of project cost estimators, 

this difference may be primarily related to cost elements that cannot be known until detailed 

engineering studies have been performed to specifically determine line routes.   

In order to counteract this critical problem of project cost over-runs, the first step of the 

OMS’s proposed two-step process can be implemented before a definitive cost estimate is 

available.  In the first step, the Commission will evaluate an applicant’s request for transmission 

rate incentives, other than ROE adders.  In this step, the Commission should also require each 

applicant to provide a cost cap on capital that will be needed for the proposed project.  Incentives 

to address identified financial barriers in the first step would only be applied up to the allowed 

cost cap.  The second step would be initiated only after a definitive cost estimate is submitted, 

and any additional bonuses and penalties granted to the applicant with regard to ROE would be 

based on performance relative to the definitive cost estimate and scheduled time for completion. 
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Q30.  How could such an approach be implemented? Would this approach 
work in all regions of the country? What processes for  developing, 
evaluating, and updating cost estimates must be in place within 
regional transmission planning processes to facilitate such an 
approach?43

It may take an applicant a year or longer to move from the initial incentive request in the 

first step to the point where a definitive cost estimate is filed in the second step, where 

performance-based incentives for cost containment could be implemented.  This timing is 

primarily a matter of having to narrow the unknowns that exist prior to performing detailed 

engineering studies and obtaining regulatory approval for specific line routes.   

  

With respect to the Commission’s awarding bonuses and imposing penalties on an 

applicant with regard to ROE in the second step, the OMS recommends that they be based on 

actual performance relative to the definitive cost estimate and scheduled time for project 

completion.  For example the Commission could implement a narrow dead band limit of +10 

percent cost increase in actual cost incurred over the definitive estimate before penalties.  In this 

way, project investors can decide when their estimates have addressed unknowns sufficiently to 

meet this +10 percent upper bound on cost increases. 

Where actual costs come in below the estimate, any ROE bonuses should not be so large 

as to wipe out the project cost savings.  For example, if actual costs come in at 5 percent below 

the definitive estimate, the non-incentive ROE times the 5 percent savings would put an upper 

bound on what can be added to the ROE that is applied to the entire cost of the project.  In short, 

the ROE should be set at a level so that any savings are shared equally between the developer 

and the rate payers.  While the authorization decision for eligibility for an ROE bonus would be 

made by the Commission when the applicant provides the definitive cost estimate in the second 
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step, the actual earning of the authorized bonus by the developer would be awarded only upon 

project completion (when final project cost is known and project completion is final).   

Q31.  If a change in cost estimate is not due to the failure to contain costs but 
instead reflects the r eal cost in building the proposed transmission line, 
should the Commission take that consideration into account, and if so, 
how?44

The OMS’s proposed two-step process will largely address this issue.  An initial project 

cost estimate will be provided by an applicant in the first step along with a cost cap on capital 

that is expected to be needed for the project.  Any incentives granted in the first step would only 

apply up to this established cost cap.  In the second step, the applicant would provide a definitive 

cost estimate.  Any ROE bonuses or penalties authorized in the second step will be based on the 

relationship between actual finalized project costs and the definitive cost estimate (allowing for a 

dead-band on cost increases).    

  

With respect to Q31, the OMS assumes that the phrase “real cost in building” means a 

change in construction cost variables that are still unknown at the time the project developer 

submits a definitive cost estimate to initiate the second step.    The Commission could deal with 

this unusual circumstance by allowing changes in the definitive cost estimate subsequent to 

making its findings in the second step.  By having the details of the definitive cost estimate in 

evidence and a determination that this estimate is consistent with industry experience, the 

Commission could review the specific changes that have occurred.  Any filings to change the 

definitive cost estimate should be limited to those that exceed the 10 percent dead band 

established in the original findings.  In most cases, however, the developer should expect to be 
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held to the definitive cost estimate established by the Commission when the developer makes its 

filing in the second step. 

Q32.  Should new repor ting requirements be in place to allow the Commission to 
audit compliance with a requirement to limit incentives to some project 
cost estimate? 45

If the Commission chooses not to implement the OMS’s suggested two-step process, the 

Commission should require regular updates that indicate how well the project implementation is 

doing compared to the cost estimates used to approve the project.  An implementation schedule 

that includes expected dates for completion of various parts of the project and associated costs 

could also be required so that the Commission will have a basis for filings that compare not only 

costs, but also schedule implementation.  Information could relate to the cost over-runs by major 

project phases.  Requirements could include an assessment of the reason for the cost over-runs as 

well as the lessons learned and a final net customer benefit analysis based on the final project 

costs.  However, it should be noted that imposing a filing/compliance requirement effectively 

increases the costs of a project. 

 

If the Commission adopts the OMS’s two-step cost containment approach, it would be 

prudent to have a developer file a limited number of update reports.  The pre-specified penalty 

and strict review of cost over-runs should effectively discipline project managers. 

G.  Individual Incentives 

Q33.  The Commission has general ratemaking policies with respect to CWIP 
and recovery of abandoned plant costs, as discussed below. Pursuant to 
Order  No. 679, incentives above and beyond those general ratemaking 
policies may be requested on a case-by-case basis. Would it be appropr iate 
to remove these issues from the case-by-case analysis of incentive requests, 
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in favor  of explor ing changes to the Commission’s general ratemaking 
policies? What would be the impact on ratepayers of r evising these 
ratemaking policies, rather  than author izing higher  levels of CWIP or  
recovery of costs of abandoned plant on a case-by-case basis?46

The Commission should not incorporate the CWIP and abandoned plant incentives into 

its general ratemaking policy. Rather, it should retain these mechanisms as options to be 

employed in its section 219 rate incentives rule. 

  

CWIP and recovery of abandoned plant costs are basically mechanisms to shift project 

risk from developers to ratepayers.  Shifting the risk may result in lower financing costs for the 

developer and, therefore, lower rates for ratepayers.  However, this beneficial result for 

ratepayers results only if the project is completed and is used and useful.  If the project is not 

completed and is not used and useful, then ratepayers end up paying costs for nothing.  The 

incentives application process constitutes a useful means to assess these cost/risk/rate trade-offs.  

Allowing 100 percent of CWIP in rate base and 100 percent recovery of project cost 

abandonment as part of the normal ratemaking process would unnecessarily pre-decide these 

cost/risk/rate trade-offs in a generic, rather than case-by-case basis. 

Q34.  The Commission stated in Order  No. 679 that it had not established 
specific eligibility cr iter ia or  conditions for  incentives because it would 
limit the Commission’s flexibility with respect to its application of the 
Rule.  The Commission is interested in receiving comments regarding 
whether  the establishment of cr iter ia for  eligibility for  par ticular  
incentives would enhance regulatory cer tainty and predictability and 
serve to fur ther  encourage appropr iate investment in transmission 
infrastructure.  Should the Commission establish specific cr iter ia or  
conditions that applicants must meet in order  to be eligible for  these 
individual incentives?47
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While the establishment of eligibility criteria for incentives would enhance regulatory 

certainty and predictability, the Commission must ensure that the criteria that it establishes are 

meaningful and not just a “check the box” requirement.  If a proposed incentive case is not 

contested, then a minimum criterion could reduce excess incentives; but a required criterion set 

too low would void disputing need for incentive in a contested case. 

Specific criteria for incentives for capital scarcity may be developed over time as the 

Commission gains experience with individual filings.  However, for ROE incentives for cost 

containment, the OMS has already proposed eligibility criteria for economic projects.  All 

projects need to provide evidence of being cost-effective. 

H.  Incentive ROE Adder for Project Risks and Challenges 

Q35.  What r isks and challenges are appropr iately addressed by the 
incentive ROE adder?  Is it appropr iate for  the Commission to evaluate 
these r isks and challenges on a project-by-project basis or  on an 
aggregate basis for  the applicant?48

As the OMS has explained elsewhere in these comments, non-routine project risks and 

challenges should be addressed through non-ROE incentives in the first step of its proposed two-

step process.  ROE for the applicant should be established in the first step using the 

Commission’s normal DCF analysis mechanism.  Incentive ROE adders should not be granted in 

the first step and would only be granted in the second step upon the showing of a change in need 

with respect to capital scarcity.  Granting incentive ROE adders at any stage in the process to 

address non-financial barriers to project development does not make sense. 

 

For applicants that can show a need in the second step for incentives due to capital 

scarcity, only risks and challenges that cannot be reduced through a non-ROE incentive or other 
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project-tailored provisions should be considered for an incentive ROE adder.  Since this is about 

capital scarcity being faced by the applicant, risks and challenges would seem to be primarily on 

an aggregated basis for the applicant.  However, the specific project for which an incentive ROE 

adder is being requested may pose additional risks and challenges that the Commission should 

consider.  

Q36.  Are there other  considerations that the Commission should focus on 
when awarding an incentive ROE adder?49

The Commission should generally use non-ROE incentives to address specific financial 

barriers faced by applicants and only apply ROE incentive adders in extraordinary cases where 

the applicant can identify a financial barrier not addressed by its normally allowed ROE and non-

ROE incentives.  

 

The levels granted by the Commission under its current policy (inclusive of incentive 

ROE adders) often provide developers with returns that are in excess of those granted by state 

commissions for distribution and generation assets.  The Commission should study whether this 

differential significantly skews investment between these different business lines.  Moreover, as 

in step 2 of the OMS’s proposed two-step process, ROE adders should generally be 

performance-based.  

In addition, given that the general financial environment in the United States has changed 

dramatically over the last few years, it may be in the public interest for the Commission to re-

visit some of its past incentive cases to see if the ROE incentives that were granted are still 

appropriate for the current financial environment. 
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Q37.  Does the base ROE adequately compensate investors for  the financial 
r isk of the company, including r isks associated with the par ticular  
transmission project for  which incentives are sought?50

In theory, the base ROE adequately compensates investors for the financial risk borne by 

the company, including risks associated with routine transmission projects.  As discussed in 

more detail below, a non-routine transmission project may or may not have higher risks for 

which incentives may be appropriate.  To the extent that a non-ROE incentive which addresses 

the specific risks faced by the company is granted, no incentive ROE is necessary. 

 

Q38.  In determining the incentive ROE adder , and the requisite r isks and 
challenges that suppor t such an adder , should the Commission identify 
with specificity the types of r isks and challenges that most war rant an 
incentive ROE?51

It may be appropriate for the Commission to distinguish between barriers in determining 

the type of incentives to use.  Issues concerning capital scarcity should first be addressed with 

non-ROE incentives that reduce the risks to the developer caused by the financial barriers.  If 

non-ROE incentives are not sufficient in reducing financial barriers, and the normal ROE does 

not adequately compensate for the risks, then the overall level of ROE could be increased 

through incentive adders.  However, the OMS expects that to be a rare circumstance. 

 

Specific types of incentives are best targeted to specific types of financial barriers.  For 

example, CWIP recovery addresses cash flow issues.  Regulatory barriers, on the other hand, 

may be best addressed by the use of the abandonment incentive.  Distinguishing between the 

financial and regulatory barriers would permit the Commission to tailor the incentives to best 
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address the challenges faced by the developer for a specific proposed transmission project while 

reducing the impact upon ratepayers. 

Q39.  In determining the incentive ROE adder , should the Commission make 
a distinction between financial bar r iers to transmission development 
such as the ability to attract capital, and regulatory barr iers, such as 
siting or  environmental challenges?  If so, how?52

Yes.  In the two-step process proposed by the OMS in these comments, step one relates to 

having the Commission address financial barriers.  Financial barriers relate to the overall 

financial environment combined with the financial position of the entity that is attempting to 

raise capital.  If financial markets are tight, this will result in the supply of capital going to 

investors who have the highest probability of obtaining the highest rates of return with the lowest 

risk of downside losses.  These types of financial barriers can be addressed through reducing the 

risk of loss and performing a correct analysis of the ROE needed to raise capital. 

 

Step two in the OMS’s recommendation relates to bonuses and penalties to induce project 

cost and schedule containment.  Regulatory barriers related to siting or environmental concerns 

can result in higher costs for projects.  However, if step two is taken subsequent to the siting of 

the transmission upgrade, then the definitive cost estimate should have significantly reduced if 

not eliminated these risks. 

Q40.  In determining the incentive ROE adder , how should the Commission 
balance the impact of other  r isk-reducing incentives (such as CWIP 
and abandoned plant recovery)? 53

The determination of the appropriate level of ROE is company specific and inextricably 

tied to the level of risk associated with a project.  In the first step of the OMS’s two-step 
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proposal, when granting incentives that reduce risk for the developer, such as CWIP and 

abandoned plant, the Commission must incorporate the impact of those factors into its 

determination of the overall level of ROE to ensure rates are just and reasonable.  Indeed, 

because those incentives lower the risk to transmission developers, higher ROE incentives may 

not be necessary or appropriate.  The Commission should consider promoting non-ROE 

incentives first in conjunction with an ROE established through the normal DCF approach and 

then, after those are established, determine if a higher incentive ROE as the base from which 

performance ROE adders are calculated is really necessary in the second step.  Finally, projects 

granted incentives that lower the developer’s risks should not be granted incentive ROE adders 

that move the overall ROE beyond the midpoint of the zone of reasonableness in a DCF analysis.  

The normal ROE determination process properly takes into account financial market conditions 

and the financial condition of the applicant through comparison to companies with comparable 

corporate risk/return profiles. 

Q41.  Does regulatory assurance of cost recovery, either  at the state or  
regional levels, mitigate the r isks and challenges facing a transmission 
project?  If so, how should the Commission give consideration to this 
mitigation in evaluating a request for  incentive ROE adder  based on a 
project’s r isks and challenges?54

Yes.  Regulatory assurance of cost recovery at any level mitigates the downside risk of 

under recovery.  Under such circumstances, no ROE adder would be needed beyond the standard 

ROE determined through a proper DCF analysis. 
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I.  Incentive ROE Adders for Transcos 

Q42.  Is it appropr iate to promote voluntary formation of Transcos, as 
defined in Order  No. 679, through an ROE adder? Would other  
incentives promote Transco formation more effectively? 55

The impact of offering adders to Transcos, and defining Transco broadly as the 

Commission did in Order 679, is that it incents utility companies to spin off transmission into a 

separate transmission holding company simply to gain a higher ROE on their transmission 

investment.  Then when a transmission upgrade is needed in the utility’s service territory, it will 

pass that upgrade to its transmission affiliate without there being a competitive solicitation for 

that upgrade.  While Order 1000 eliminates the right-of-first refusal, subject to specific 

exceptions, it is not clear at this point whether or not Order 1000 clearly prevents this type of 

behavior.  The transmission affiliate has the benefit of the utility’s financial position by being in 

the same holding company, and from a step one financial perspective may not need an ROE 

adder to attract capital.  The result in this case is simply a higher cost to ratepayers without any 

justification outside of the Commission’s policy “to promote voluntary formation of Transcos.”   

 

If the Commission believes there are benefits to promoting the voluntary formation of 

Transcos, any ROE adder should be limited strictly to stand-alone transmission companies that 

have no affiliation with a utility.  In addition, the Commission should re-examine its presumption 

that having Transcos as compared to some other form of business structure for transmission 

facility ownership actually benefits electricity consumers.  Conducting an actual study on this 

question would be useful because benefiting transmission consumers is the threshold 

requirement for incentives eligibility under section 219(a). 
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Q43.  Order  No. 679 does not distinguish between Transcos that are 
independent of generation owning market par ticipants and Transcos 
that are affiliated with such market par ticipants. Would such a 
distinction be appropr iate in terms of eligibility for , or  the amount, of a 
Transco adder?56

Yes.  See answer to question 42.  The Commission should distinguish between Transcos 

that are independent of generation owning market participants and those that are not independent 

of those entities.  As noted in the OMS comments in the original incentive rate rulemaking, there 

is a significant difference between Transcos that are affiliated with generation resources and 

those that are “stand-alone” transmission companies.

  

57

Q44.  Fur ther , Order  No. 679 did not distinguish between Transcos that 
result from divestiture of a ver tically-integrated utility’s existing 
transmission system and Transcos that are created for  the purpose of 
developing a par ticular  new transmission facility. Would such a 
distinction be appropr iate in terms of eligibility for , or  the amount of, a 
Transco adder?

  The presumption is that stand-alone 

Transco business structure is more likely to be beneficial to electricity consumers than the 

affiliated Transco business structure.  However, it would be reasonable for the Commission to 

study this matter and adjust its transmission rate incentive policy accordingly,  

58

The OMS recommends that the Commission conduct a study on the benefits of various 

Transco business structures for electricity consumers for the purpose of administering section 

219(a). 
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J.  Incentive ROE Adders for Transmission Organizations (RTO/ISO)  

Q45.  Is it appropr iate to offer  a standard ROE adder  for  all utilities that 
join or  remain members of an RTO/ISO?59

No.  Granting a standard ROE adder for any particular action without regard to the 

particular circumstances faced by the company is not a reasonable policy.  The OMS is not 

opposed to encouraging utilities to join or remain in an RTO.  However, the encouragement 

should be tailored to the particular circumstances facing the company and not merely a standard 

ROE adder. 

  

Q46.  In the alternative, are there other  incentives that the Commission 
should consider  to encourage joining or  remaining in an RTO/ISO?60

Yes.  One of the largest missing components of RTOs in the Midwest is electric 

Cooperatives.  An ROE adder is not an incentive for a not-for-profit Cooperative to join or 

remain in an RTO.  There appear to be two major barriers for Cooperatives joining RTOs: (1) 

loss of pancaked transmission rate revenues; and (2) having their cost increased through the 

application of region-wide, postage stamp rates.  These barriers would have to be overcome by 

benefits that the RTO can provide to the Cooperatives.  Such benefits are most likely to be found 

through production cost savings in the energy and ancillary services markets.   

  

The Commission may be able to offer incentives that are tailored to the particular barriers 

faced by different types of companies proposing to join RTOs.  Using Cooperatives as an 

example, a form of rate adder during a transition period to compensate for lost transmission 

revenues could be considered.   
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In summary, granting a standard ROE adder to all companies that join an RTO is not the 

most effective way to encourage RTO participation.  Tailoring an incentive to the particular 

circumstances and needs of different applicants would be more effective and more likely to 

produce benefits for electricity consumers. 

Q47.  Should the existing 50 basis point adder  be increased to better  
encourage the formation and continuance of RTO/ISO 
arrangements? 61

No.  Indeed, the Commission should explore whether rescinding the standard 50 basis 

point adders that it has already granted or tailoring an incentive adder to the particular 

circumstances of existing RTO transmission owning members would benefit electricity 

consumers as required by section 219(a).  As explained in the response to Q46, the Commission 

may be able to offer incentives that are tailored to the barriers faced by certain types of 

transmission owning companies seeking to join or remain in RTOs. 

  

The OMS also notes that there are many non-incentive factors that encourage the 

formation and continuance of RTOs.  For example, some states have placed statutory obligations 

on their utilities to participate in an RTO.  Further, RTOs typically feature competitive energy 

markets, resource adequacy payment programs, transparent market operations, regional planning 

and an independent framework.  The benefits that these features provide to RTO members are 

not insignificant and may induce RTO membership on their own.   

Q48.  Is the existing 50 basis point adder  appropr iately scaled to encourage 
the formation and continuance of RTO/ISO arrangements? 62

No comment. 
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K.  Recovery of Abandoned Plant 

Q49.  How does the current incentive allowing recovery of 100 percent of 
prudently incurred abandoned plant costs affect the shar ing of r isks 
between investors and customers? Are there r easonable conditions or  
safeguards that could be imposed to ensure r isks are appropr iately 
allocated? For  example, should recovery of abandoned plant costs be 
exclusive of car rying charges? Should car rying charges exclude any 
ROE incentive?63

Under the abandoned plant incentive, the only costs for abandoned plant not subject to 

recovery are imprudently incurred costs, which would have been disallowed even if the plant 

went in service.  The Commission appears to be asking if full recovery of the costs of abandoned 

plant appropriately allocates the risks associated with plant abandonment, or are there certain 

conditions under which it should allow only partial recovery of those costs.  The current 

Commission incentive policy allocates 100 percent of the risk of abandoned plant to ratepayers.  

This appears to be appropriate if the abandonment was approved as a part of a stakeholder 

approved change in the transmission plan on economic grounds, where it was determined that 

abandoning one project and starting an alternative project would be more cost effective.  The 

calculations for this should compare the costs of completing the project underway minus any 

economic benefits to the costs of the alternative project plus the costs of the abandoned project 

minus any economic benefits.   

 

If full or partial recovery of abandoned plant is allowed, since the abandoned plant is not 

used and useful and will not provide the transmission capacity, its costs should be amortized over 

an appropriate period of time.  The Commission appears to be asking whether or not an 

appropriate carrying charge should be included in the amortization, and if so should those 
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charges exclude any ROE adder.  Because abandoned plant is not used and useful, ROE adders 

should be excluded from the calculation of any ongoing carrying charges.  

In addition, the Commission may be asking whether carrying charges already incurred on 

the project (i.e., interest accrued during construction) should be included in the recovery of 

abandoned plant, and if so, should that interest included any ROE adder.  Since the plant is not 

used and useful, it seems more appropriate to include only interest on debt incurred during the 

construction period.  In addition, it could also be reasonable to share the cost by allowing 

recovery of the abandoned asset, without recovery of carrying costs incurred during the recovery 

period. 

Q50.  Should abandoned plant costs be prohibited in instances where an 
affiliated project eliminates the need for  a transmission project? 64

The Commission should closely examine any attempt to recover abandoned costs on a 

project where the same developer has eliminated the need for one project by proposing another 

project.  The presumption in such cases should be against abandoned cost recovery.  However, in 

special cases where the stakeholders in a regional transmission planning process have determined 

the abandonment to be the proper course of action, consideration may be given by the 

Commission. 

 

Q51.  Are there additional measures that can be taken to either  limit the r isk 
of abandonment, or  mitigate the impact of allowing recovery of 100 
percent of abandoned plant costs on customers?65

The Commission can limit the risk of abandonment and mitigate the impact of allowing 

recovery of 100 percent of abandoned plant costs on customers by better defining what factors 
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are considered to be “outside of the control” of the requestor seeking recovery of abandoned 

plant and better defining the prudence of costs incurred.  Doing so will remove a significant 

amount of uncertainty regarding the conditions under which developers can expect to recover 

any abandoned costs. 

Q52.  Some intervenors in var ious transmission incentives proceedings have 
raised concerns that the incentive of allowing 100 percent recovery of 
prudently-incurred abandoned plant costs could encourage applicants 
to pursue projects of greater  r isk. How should the Commission 
consider  and address this factor? 66

The Commission should require the analysis of risks of alternative projects in the 

transmission planning process.  This includes the risk of abandonment.  Such analysis would 

need to identify the events and actions which could cause abandonment.  The higher the risk of 

abandonment, the higher the floor of net-benefits that the project would need to provide before it 

would be considered viable.  Transmission planners also need to account for cost-side risks in 

developing a range of likely costs.  For example, a transmission upgrade through existing right of 

way has a lower risk than transmission planned along new right of way.  Transmission through 

or close to environmentally sensitive land will have a higher risk of being rerouted than 

transmission that is more distant.  Certain types of non-standard transmission upgrades may have 

higher risks than more standard types of upgrades.  All of these various risk factors should be 

taken into account. 

  

In the case of upgrades associated with improved economic efficiency, the benefits from 

various projects may have different risks.  Sensitivity analysis should be used to determine 

comparable ranges of benefits for alternative projects.  Ultimately, projects should be chosen in a 
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way that takes into account varying risks associated with competing alternatives.  At this time, 

the OMS is not recommending a formulaic approach, as this type of analysis is in its beginning 

stages.  But the Commission should set a policy that requires transmission planners to include 

and evaluate risks related to both costs and benefits.  Furthermore, the incentive should not be 

applied in such a manner that owners become indifferent between low risks and high risk 

alternatives.  Where the Commission determines that the company did not make an effort to 

minimize the likelihood of abandonment, the Commission should not provide this incentive. 

Q53.  Should the Commission allow recovery for  par tial abandonment of 
projects? If so, how should par tial abandonment be defined? What 
cr iter ia should the Commission consider  when deciding whether  a 
project has been par tially abandoned? What would be the 
consequences of the Commission allowing recovery of abandoned plant 
cost for  a por tion of a project and later  denying recovery of abandoned 
plant costs for  the entir e project (e.g., finding that abandonment of the 
full project was under  the control of the project developer)? 67

No comment. 

  

Q54.  If the recovery of abandoned plant costs were made contingent on the 
abandonment or  cancellation of all or  a substantial por tion of a 
transmission project, how should the Commission define a ‘‘project’’ 
for  the purpose of applying the abandoned plant incentive? The 
Commission has stated that several individual transmission projects 
may be character ized as a single project, or  as several individual 
projects, depending on the showing made by the applicant. Should this 
character ization limit how an applicant may recover  abandoned plant 
costs? 68

No comment. 

 

Q55.  If a project developer  is granted the incentive for  100 percent r ecovery 
of abandoned plant costs, but is denied a request to recover  abandoned 
plant costs under  this incentive, then is it appropr iate to r ecover  those 

                                                 
67 NOI, at P 36. 
68 NOI, at P 36. 
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costs through other  accounting treatments in a subsequent section 205 
filing? If so, what accounting treatments would be appropr iate?69

No comment. 

  

Q56.  If a utility receives recovery of abandoned plant costs incentives and 
subsequently abandons its project, what rate of return (including 
incentive ROE adders), if any, should be applied to the abandoned 
plant costs until the costs are ultimately recovered in rates? 70

It would be reasonable that carrying costs for abandoned projects should not include the 

incentive ROE.  This is because the abandoned plant is not used and useful and will not provide 

the transmission capacity that the incentive was intended to compensate/incent.  It could also be 

reasonable to share the cost by allowing recovery of the abandoned asset, without recovery of 

carrying costs incurred during the recovery period. 

  

Whether or not any return on equity should be included for abandoned plant or should 

only interest on debt be used also needs to be considered.  The OMS understands the argument 

that the cost of money to a utility, as a corporate entity, is considered to be its average costs that 

includes various form of debt and equity.  However, in the case of abandoned plant, the question 

needs to be raised as to whether stockholders are entitled to receive a return on plant that it is not 

used and useful at the expense of ratepayers having to provide that return.  The OMS believes 

that allowing recovery of abandoned plant can be justified, but increasing the interest costs over 

the amortization period is going beyond what ratepayers should have to pay for plant that will 

never provide them with services.  Moreover, such a policy treats the abandoned plant as a cost 

of the project that displaces the abandoned project.   

                                                 
69 NOI, at P 36. 
70 NOI, at P 36. 



49 

 

L.  Construction Work In Progress (CWIP) in Rate Base  

Q57.  What are the appropr iate bases for  evaluating a request to recover  100 
percent of CWIP? Does including 100 percent of CWIP in rate base 
more appropr iately address project specific r isks and challenges or  the 
aggregate r isks and challenges associated with all projects an applicant 
is under taking in a cer tain time per iod? If the aggregate r isks and 
challenges are more appropr iately addressed by including 100 percent 
of CWIP in rate base, how should the r isks be reconciled with a 
Commission policy to evaluate r isks and challenges on a project specific 
basis?71

Including 100 percent CWIP in rate base is viewed favorably by the investment 

community, regardless of the specific risks and challenges of the project and should be 

considered in the first step of the reforms proposed in these comments.  The cash flow provided 

by CWIP substitutes for external financing and reduces the need for project developers to raise 

capital, and therefore can have a significant impact on the issue of the ability of the applicant to 

raise capital.  This can be a significant benefit to transmission developers, particularly in a 

difficult capital market. 

  

If the Commission wishes to limit the use of this incentive to only selected projects or 

applicants for which the early recovery is needed to provide access to capital for the applicant; 

some factors that could be considered are:  (1) Whether or not the applicant has a significant 

amount of other investments already providing earnings;  (2) The financial backing of the project 

owner – whether or not it is a new independent Transco or it has financial backing from 

established utilities or utility holding companies;  (3) The time-line for construction 

expenditures, as well as the overall size of the project; and (4) Evidence that transmission 

financing is currently under distress. 

                                                 
71 NOI, at P 37. 
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Q58.  What is the impact on ratepayers of allowing 100 percent CWIP in rate 
base pr ior  to commercial operation? What kind of information should 
an applicant submit to make a showing that granting 100 percent 
CWIP will benefit consumers? 72

No comment. 

 

Q59.  In addition to the rate impact data required under  18 C.F.R. § 
35.13(h)(31) and (32), what rate impacts tests could be considered in 
evaluating a request for  including 100 percent of CWIP in rate base? 73

No comment. 

 

Q60.  Should the CWIP incentive not apply or  be suspended in circumstances 
where an incentives project has been suspended for  an indefinite per iod 
of time and there is no additional construction activity on the project? 74

No comment. 

 

Q61.  In the past, the Commission implemented a phasing-in of rate 
treatments to limit their  rate impact to consumers.  Should the 
Commission consider  such limits for  cer tain incentives such as 
CWIP?75

No comment. 

  

Q62.  If the applicant is granted an incentive ROE adder  and 100 percent 
CWIP in rate base, should the incentive ROE adder  be applied to 100 
percent of CWIP included in rate base? 76

No.  It would be reasonable that carrying costs for CWIP should not include the incentive 

ROE since receiving a current return on CWIP is in itsself a benefit/incentive.  

  

                                                 
72 NOI, at P 37. 
73 NOI, at P 37. 
74 NOI, at P 37. 
75 NOI, at P 37. (footnote omitted) 
76 NOI, at P 37. 



51 

 

M.  Hypothetical Capital Structure 

Q63.  Is there a r easonable debt to equity split, or  a procedure for  
determining such, that should be applied generally to future 
applications, or  that can be applied generally to classifications, such as 
a general split for  publicly owned projects and a general split for  
investor  owned projects? Or  is this best suited for  case by case 
determination? What kind of information should an applicant provide 
in order  to suppor t an application for  a hypothetical capital 
structure? 77

Since increasing the percentage of equity has the same impact as placing a higher ROE 

on a lower percentage of equity, a hypothetical capital structure incentive should not normally be 

granted. 

  

Q64.  Is there a r easonable point in time at which the actual capital structure 
should be required to match the hypothetical capital structure and that 
should be applicable generally to future applications?78

No comment. 

 

N.  Pre-Commercial Cost Recovery  

Q65.  CWIP related costs should not be recorded as pre-commercial costs. 
What additional measures could be considered to prevent the inclusion 
of costs as pre-commercial that should appropr iately be recorded as 
CWIP and recovered over  the useful life of a project? In the case of 
defer red recovery, would limiting the per iod of time that car rying 
charges will be allowed help to ensure timely development of a project 
and guard against unreasonable delays?79

To the extent the Commission permits carrying charges on deferred recovery, it should be 

limited to a defined period when the Commission grants the incentive.  This would ensure timely 

development of a project while protecting the interests of ratepayers.  For example, if a 

developer encounters serious obstacles to developing a project or a project is placed in abeyance 

 

                                                 
77 NOI, at P 38. 
78 NOI, at P 38. 
79 NOI, at P 39. 
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by the regional planning organization, it is critical to ensure that a developer does not have an 

incentive to defer determining that the project should be abandoned.  Limiting the period of time 

any carrying charges are allowed on deferred cost items is one way of doing this. 

Q66.  If incentives for  both pre-commercial cost recovery on a defer red basis 
and 100 percent recovery of abandoned plant costs are granted, is there 
a relationship between the two incentives such that the Commission 
should review the type of costs that included in the regulatory asset, the 
allowance of car rying charges, or  the time per iod over  which a 
regulatory asset is recovered in rates for  pre-commercial cost 
recovery? 80

The answer to this question depends on when a developer starts to recover pre-

commercial costs.  If a developer is permitted to recover costs associated with a regulatory asset 

concurrent with cost recovery with CWIP, then it will be imperative to insure that double 

collection of costs has not occurred.  If the recovery of costs associated with the regulatory asset 

does not start until the project is placed in service, the risk of double recovery of costs is 

minimized. 

 

The Commission needs to clarify how costs will potentially be recovered through its 

various incentive mechanisms. The Commission has largely deferred consideration on these 

items until future section 205 filings.  This places a burden upon ratepayers since it makes it 

difficult for ratepayers to determine the impact of various incentive grants upon the rates when 

evaluating an applicant’s petition for incentive rate treatment.  Increased clarity on these issues 

will benefit ratepayers. 

With respect to carrying charges on pre-commercial expenses, if the project is granted an 

abandonment incentive, the carrying charges should reflect the reduced risk to the developer.  

                                                 
80 NOI, at P 39. 
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This means ROE incentive adders and other incentive treatment such as hypothetical capital 

structure should not be used in the determination of the carrying charge.  Furthermore, carrying 

charges on the regulatory asset should only be allowed to accrue over a finite period of years so 

as to remove any incentive for the developer to delay declaring a project is abandoned. 

Q67.  Does the current practice of allowing car rying charges on defer red 
recovery of pre-commercial costs at the overall cost of capital, including 
incentive ROE adders, appropr iately balance the shar ing of r isks of 
transmission project development between utility applicants and customers 
and affect the overall level of pre-commercial costs? How should this practice 
be changed to better  allocate the r isks between applicants and customers and 
to ensure that pre-commercial costs are reasonable?81

The current practice does not appropriately balance the risks of transmission project 

development between developers and ratepayers.  At a minimum, incentive ROE adders should 

not be applied to the regulatory asset created to recover deferred costs. 

 

Furthermore, the carrying charge should be determined using the actual capital structure 

of the developer rather than the hypothetical capital structure used in the development phase of 

the project.  This is appropriate since the asset will not be amortized until the project is placed 

into service at which point the actual capital structure of the developer should be known. 

Q68.  Should the Commission change the way it determines what constitutes 
an ‘‘advanced’’ technology that is appropr iate for  incentives? 82

No comment. 

   

Q69.  Section 1223 of EPAct 2005 defines advanced transmission technology 
and lists technologies that fall within that definition. How should the 

                                                 
81 NOI, at P 39. 
82 NOI, at P 44. 
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Commission account for  what Order  No. 679 identified as the evolving 
nature of technology?83

No comment. 

   

Q70.  Does the above-noted standard -- examining whether  a proposal 
reflects a new or  innovative domestic use of a technology that will 
improve reliability, reduce congestion, or  improve efficiency -- str ike an 
appropr iate balance?84

No comment. 

   

Q71.  Should an applicant’s level of previous exper ience with a technology be 
a factor  in determining whether  that technology is ‘‘advanced’’ for  
purposes of evaluating a request for  incentives? If an applicant has 
previous exper ience using a technology that otherwise has not been 
widely adopted, should that applicant’s proposed use of the technology 
be considered ‘‘advanced’’? If an applicant has no previous exper ience 
in using a technology that is otherwise widely adopted, should that 
applicant’s proposed use of the technology be considered 
‘‘advanced’’?85

No comment. 

  

Q72.  Where the Commission grants an incentive ROE adder  for  the use of 
advanced technology, should the adder  apply to the entire cost of a 
project, or  just to the advanced technology?86

No comment. 

  

Q73.  Should incentives for advanced technology continue to be assessed on a 
case-by-case basis, or would it be preferable and practical to establish 
generic standards for advanced technology incentives?  For example, 
should the Commission consider identifying particular technologies or 
applications of technology that may be appropriately granted 
incentives?87

 
 

                                                 
83 NOI, at P 44. 
84 NOI, at P 44. 
85 NOI, at P 44. 
86 NOI, at P 44. 
87 NOI, at P 44. 
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No comment. 

Q74.  What types of incentives, e.g., incentive ROE adder, accelerated 
depreciation, will be most effective in encouraging the deployment of 
advanced technology?88

 
  

No comment. 

III.  CONCLUSION  

The OMS appreciates the Commission’s initiative to re-visit its transmission incentive 

rate policies.  The OMS respectfully offers the advice and recommendations herein for the 

Commission’s consideration. 

The OMS submits these comments because a majority of the members have agreed to 

generally support them.  Individual OMS members reserve the right to file separate comments 

regarding the issues discussed in these comments.  The Iowa Utilities Board, the Kentucky 

Public Service Commission, the Manitoba Public Utilities Board, and the Michigan Public 

Service Commission abstained from voting on 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:  September 12, 2011 

                                                 
88 NOI, at P 44. 
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System Operator, Inc. 
 

 
NOTICE OF INTERVENTION AND PROTEST OF 
THE ORGANIZATION OF MISO STATES, INC. 

 
 
I.  Background 
 

On July 20, 2011, the Midwest Independent Transmission System Operator, Inc. 

(“MISO”) proposed modifications to the Module E portion of its Open Access Transmission, 

Energy and Operating Reserve Markets Tariff (“Tariff”).  These modifications concern the 

Resource Adequacy Requirements (“RAR”) provisions of its Tariff and, according to MISO, are 

intended to ensure the deliverability of Load Modifying Resources in MISO’s voluntary capacity 

auction and to address congestion that limits aggregate deliverability in compliance with certain 

orders of the Commission.   

MISO states that its July 20 filing (“MISO Filing”) is made in compliance with two 

orders of the Commission.  The April 21, 2010, Compliance Order directs MISO “to file a 

permanent solution to ensure the deliverability of load modifying resources in the monthly 

voluntary capacity market.”  The June 8, 2010, Compliance Order requires that MISO “develop a 

permanent approach to address congestion that limits aggregate deliverability and examine 

whether a locational capacity requirement is needed to ensure reliability.”  

The Organization of MISO States (“OMS”) submits that the MISO Filing goes far 

beyond what the Commission directed in its two Compliance Orders and that the filing 

negatively impacts state jurisdictional responsibilities, lacks clear net benefits, and should not be 

found just and reasonable.  The OMS also suggests ways in which the filing can be reshaped to 

remove its most negative features.  Last, the OMS cautions that if the Commission is unwilling 

to order modifications in the filing, it should retain intact certain key design elements and assure 

a degree of permanence to the new RAR structure. 
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II. Intervention 
 

Pursuant to Rules 211 and 214(a)(2) of the Federal Energy Regulatory Commission’s 

(“FERC” or “Commission”) Rules of Practice and Procedure, 18 C.F.R. § 385.211 and § 

385.214(a)(2), the Organization of MISO States , Inc. (“OMS”) files its Notice of Intervention 

and Protest of the July20, 2011 MISO filing.  Service of all pleadings, documents, and 

communications in this matter should be made on the following:  

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

III.  Overview 
 

In developing its response to the Compliance Orders, the MISO began with the 

presumption of a mandatory forward capacity auction, and then developed deliverability rules 

under the mandatory forward auction pretext.  The OMS protests the MISO Filing as the OMS 

does not agree that MISO’s proposal of a forward capacity auction is necessary in order to 

comply with either of these orders.  The MISO Filing provides no argument or evidence that its 

current Module E construct is unjust and unreasonable.  The OMS urges the Commission to 

reexamine the current Module E construct as being sufficient, and just and reasonable, to meet 

both reliability and resource adequacy needs in the Midwest.  The OMS opposes a centralized 

mandatory1

In the transmittal letter in the MISO Filing, MISO writes of the “extensive” stakeholder 

process and its working relationship with the OMS.  However, the OMS considers MISO’s 

process of compliance in this instance to be unreasonable, and certainly not as stated in the 

MISO Filing.  From September 2010 until late May 2011, even though stakeholder votes 

consistently and strongly rejected these concepts, MISO insisted on a longer term forward 

 forward auction, as it sees no need for such a construct, given the unique 

circumstances of the Midwest and the ability of the states within the MISO geographic footprint 

to assure both reliability and resource adequacy. 

                                                           
1 While acknowledging self-supply and opt out provisions, all LSEs and resources must be accounted for in the 
process of calculating local clearing requirements. 



- 3 - 

mandatory capacity auction with no opt out provision or other consideration of state 

jurisdictional authority.  In March 2011, MISO was still studying the different styles of capacity 

auctions.  It was not until April and May that its proposed resource adequacy construct started to 

be more complete (although still relatively bare bones, considering the complexity of the issue) 

and was explained to the MISO Supply Adequacy Work Group (“SAWG”).  The opt-out and 

other key provisions were not included in the proposal until the third week of May, when, in the 

face of almost universal stakeholder opposition to its proposal, MISO finally started to consider 

some of the stakeholder positions.  MISO did offer many opportunities for comments from late 

May until mid-July, but did so with such short lead times that it was practically impossible for 

the OMS to analyze, much less provide comments on, a proposal that was significantly changing 

every two weeks.  Considering that under the MISO Filing the first planning year is not until 

June 2013-May 2014 with first data process exchange starting in November 2012, such haste 

was not necessary.  The filing timeline followed by MISO has hindered sufficient understanding 

and analysis of the proposal and prevented stakeholders the opportunity to see a complete 

proposal before the filing.  The OMS requested a relatively minimal one month delay of the 

filing in order to reconcile with MISO major areas of concern in the Tariff for the OMS and to 

carefully review the final draft of the Tariff before it was filed.  MISO’s refusal to grant this 

simple request in full counters its statements of working with the states. 

 
IV.  The MISO Filing, as Presented, Is Not Just and Reasonable Nor in the Public Interest. 
 

The OMS believes the MISO Filing is not just and reasonable nor in the public interest 

for the following reasons. 

 
A. MISO has failed to show that a MISO run capacity auction is necessary to address 

congestion that limits aggregate deliverability. 
 
Capacity auctions were promoted in the eastern United States to address the “missing 

money” problem--the fact that it is difficult for peak generators to raise sufficient revenue to 

cover their costs.  This occurs in the Eastern markets because generation owners and developers 

are commonly unregulated entities, so there is no mechanism for states or commissions to order 

them to build needed generation.  This is not a problem in the Midwestern grid.  Load Serving 

Entities (LSEs) that are retail electric utilities have a legal obligation to ensure reliable, safe and 
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reasonably priced electric service.  State statutes establish these requirements, consumer 

advocates and other interested parties monitor utility compliance with these requirements, and 

state utility commissions review or approve utility resource plans and investigate utility 

performance to assure that utilities meet their reliability and resource adequacy obligations. 

From the viewpoint of state commissions MISO’s mandatory auction is unnecessary for 

states to ensure resource adequacy within their jurisdictions.  Under state resource adequacy 

planning and more recently MISO’s transmission planning, there have never been inadequate 

planned resources nor is there any indication that there will be in the future. The MISO footprint 

continues to have capacity well in excess of the required reserve margin and that condition is 

projected to extend for at least seven more years.  MISO’s proposal could be read to suggest that 

the state regulatory authorities (and also MISO) will not continue our long history of appropriate 

resource and transmission planning over the coming years.  

MISO filed its RAR proposal to comply with the Commission’s April 21, 2010, and June 

8, 2010, Orders.  The latter requires the development of “a plan that details the steps that will be 

taken to incorporate these market mechanisms into the Resource Adequacy Plan.”2   The 

Commission stated that it intends for MISO “to complement the Midwest ISO’s traditional 

resource planning with market mechanisms, such as locational capacity requirements, which 

would allow the Midwest ISO to take advantage of the incentives that can be provided via price 

signals and market rules.”3  The MISO Transmission Expansion Plan is an important component 

of MISO’s resource planning process.  For example, on August 16, 2011, MISO presented its 

Robust Business Case for its Proposed Multi Value Project Portfolio where MISO evaluates 

projects by calculating economic benefits to each of the planning zones developed in the RAR 

construct.4

MISO’s own analysis has shown that there is no congestion problem to be corrected.  It is 

the OMS’ understanding that, as part of its proposal, MISO anticipates establishing seven Local 

Resource Zones (“LRZs”) and a methodology to calculate import and export limits between 

 

                                                           
2  131 FERC ¶ 61,228 (June 8, 2010)  at P 24   

3 131 FERC ¶ 61,228 (June 8, 2010)  at P 26   

4 “Proposed Multi Value Project Portfolio,” presentation by MISO at the  meeting of MISO System Planning 
Committee of the Board of Directors, August 16, 2011, p. 13. 
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these zones.  MISO conducted a preliminary indicative analysis of import and export limitations 

for each of the seven LRZs.  In the June 8, 2011, Loss of Load Expectation (“LOLE”) Working 

Group and the June 9, 2011, SAWG meetings, MISO presented indicative information for the 

2015 planning year.  None of the candidate zones showed a binding constraint with their 

respective import limits and their associated Local Clearing Requirement.  MISO’s Planning 

Year 2011/12 LOLE Report included an assessment of forward years ranging from 2012 through 

2020.  The analysis checked for import and export limits using marginal congestion analysis 

from a multi-area production cost program.  The MISO footprint was modeled down to a 2,000 

MW zone resolution.  The analysis showed no potential zones (large or small) failing to meet a 

load deliverability check for the years of 2015 and 2020.  In short MISO’s own analysis going 

out for almost a decade shows no deliverability problems between zones.   

Conducting this calculation for forward years on an annual basis will provide the 

necessary locational signal and this information can be incorporated into state and MISO 

planning processes for transmission, generation, or demand side management programs to be 

completed by the forward planning year.  Furthermore, the FERC Compliance Order did not 

require MISO to consider a capacity auction in addressing locational resource adequacy.5

Therefore the incorporation of a mandatory forward capacity auction into the resource 

adequacy construct is unnecessary and should be rejected. 

  

Consequently, the adoption of a mandatory forward capacity auction is neither a compliance 

issue nor a requirement of the June 8, 2010, Order. 

 
B. The price signals produced by capacity auctions are not sufficient to incent the 

proper amount of capacity in the right location.  
 

MISO’s proposal relies on the establishment of LRZs to reflect the need for an adequate 

amount of planning resources to be located in the right physical location within the region to 

meet demand and LOLE requirements.    MISO indicates that it will use its LOLE analysis in 

designating LRZs.  Eastern capacity markets also have zones.  In 2007 PJM’s Reliability Pricing 

Model (RPM) replaced the voluntary Capacity Credit Market (CCM).  Recognizing the 

locational value of capacity, PJM has identified each transmission owner zone and aggregates of 

those zones as Locational Deliverability Areas (LDAs).  A subset of the total number of 
                                                           
5 Order on Compliance Filing (Issued June 8, 2010), Docket No. ER08-394-024, p. 8. 
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constrained or potentially constrained LDAs is identified with separately defined variable 

resource requirement curves.  However, there is a persistent lack of capacity in particular zones.  

Eastern style capacity auctions have failed to incentivize generation where it is needed most, 

despite high prices in these regions. 

The recent FERC technical conference on PJM Minimum Offer Price Rules (MOPR) 

confirmed this point with strong statements from New Jersey and Maryland.6

 

  These eastern 

style auctions fundamentally separate generation capacity from its physical attributes such as: the 

generator’s fuel source, fuel transportation, combustion process, emissions, cooling 

requirements, load following capability, electrical characteristics, and transmission system 

characteristics.  These auctions do not incorporate load forecast uncertainty due to weather and 

other drivers.  The singular element of a capacity only auction compromises the transmission 

network’s electrical dynamic and steady-state stability characteristics, as well as the NERC 

reliability operating and planning standards.  Capacity is not a homogeneous, single-attribute 

commodity.  The simple capacity auction is further complicated by the fact that capacity is an 

asset that has a 3 to 8 year design-build time and a 40 year-plus life time of productive energy 

production.  Resource adequacy is a long term planning process that cannot be split into separate, 

unrelated, commodities on the electrical network.   A short term capacity auction will not 

achieve efficient resource adequacy in the long run. 

C. Attempts to preserve the “market integrity” of capacity auctions can unreasonably 
impinge on states’ jurisdiction over resource adequacy. 

 
As part of resource adequacy planning, state commissions make decisions on resources 

that will affect retail rates of the utilities under their jurisdiction for decades into the future, and 

do not rely on or even need additional locational capacity price signals beyond the current 

residual auction.  State and regional planners plan for a significantly longer term using criteria 

that are significantly broader than price alone. 

MISO states that its RAR proposal preserves the authority of and is not intended to 

undermine or diminish the authority of State Commissions and Relevant Electric Retail 

                                                           
6 Comments by Douglas R. M. Nazarian, Chairman, Maryland Public Service Commission and Lee A. Solomon, 
President, New Jersey Board of Public Utilities, FERC Technical Conference on Self Supply and PJM’s Minimum 
Offer Price rule, July 28, 2011.  
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Regulatory Authorities7 and that “acknowledgement of the jurisdiction of state regulatory 

commissions to establish planning reserve margins for their state”8

Retail electric utilities own or control (via contract) the resources and planning reserves 

for the load that they serve.  The remaining load is served by LSEs that also own or contract for 

load via the bilateral wholesale market in and near MISO.   MISO’s stated need for transparent 

prices for the bilateral market is therefore only applicable to incremental capacity that is 

currently purchased and sold via MISO’s voluntary capacity market for short run compliance 

purposes and not for long-run planning purposes.   

 is a key element.  However, 

MISO’s statement that its proposal will be “more efficient” and “more effective” suggests 

knowledge and judgment of states’ resource planning that is undeserved and incorrect.  In the 

MISO footprint, the decision of what is efficient or effective in the long term lies within state 

jurisdiction.  Relying on short-run price signals from a one year forward auction will not achieve 

long-term efficiency, although it may be an additional tool that states can use within their 

planning processes and approval of resources. 

LSEs that are retail electric utilities have a legal obligation to ensure reliable, safe and 

reasonably priced electric service.  State statutes establish these requirements, consumer 

advocates and other interested parties monitor utility compliance, and state utility commissions 

review or approve utility resource plans and investigate utility performance to assure reliability 

and resource adequacy, as well as just and reasonable rates.  Section 201 of the Federal Power 

Act denies the Commission authority over retail sales of electric energy, as well as distribution 

and generation facilities. When utilities joined MISO, many states in the OMS required a 

regulatory approval process for utilities under their jurisdiction to participate in MISO Day 1 

(transmission operation), MISO Day 2 (energy operations), and more recently Ancillary Service 

Markets (ASM).  These approval processes were necessary under state commissions’ authority to 

ensure that retail customers continue to receive reliable, safe and reasonably priced electric 

service.  In some states, similar approval processes were also required to transfer functional 

operation of transmission assets, certain control area operations and balancing authority 

functions.  

                                                           
7 MISO transmittal letter at page 9. 

8 Todd Hillman affidavit at P8. 
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As noted by the courts and the Commission, MISO and other ISOs are organizations with 

voluntary membership, and therefore, utilities clearly have the ability to leave, or state 

commissions can issue orders to show cause why membership in MISO by utilities under their 

jurisdiction continues to be in the interest of retail ratepayers. To date, MISO has not provided 

any clear benefits for its Resource Adequacy Proposal.  In the past, under MISO’s efforts 

including the MISO Day 1 and 2 in the Energy Markets and the Ancillary Service Markets, states 

and the Commission have been able to work out concerns and issues regarding the costs and 

benefits of the states’ utilities participating in these markets.  Being able to work out this concern 

is a significant matter since there will be clear costs associated with MISO’s Filing but MISO has 

been unable to show any clear benefits. 

 
D. MISO has not clearly explained the benefits to stakeholders of this RAR proposal. 

 
MISO has not demonstrated tangible benefits for its RAR proposal (excluding the zonal 

deliverability issue that is also being addressed in this filing).   Demonstration of tangible 

benefits with a high degree of certainty is a significant matter since there will be clear costs of 

the MISO’s RAR proposal.  Unfortunately, a clear cost-benefit analysis needed to evaluate a 

major change in operations has not been forthcoming from MISO.  While the protections MISO 

has added to the RAR proposal may have reduced some state concerns as discussed below, there 

is no guarantee that these protections will provide tangible benefits, will be approved by the 

Commission or will remain intact over time.  In addition there are remaining issues that will need 

to be resolved. As a result, the MISO Filing presents significant risks of present and future 

impingement on state jurisdictional authority, particularly in light of recent FERC orders 

regarding the capacity auctions of PJM and of the New England ISO, without any showing of 

benefits to stakeholders or to the ratepayers who will bear the ultimate burden of paying for 

MISO’s capacity auction proposal and its resulting prices. 

As far as possible benefits, MISO has given some indication, but has failed to give 

sufficient information.  For example: 

• In a January 6, 2011, SAWG Meeting, MISO included a discussion about how its 
RAR proposal addressed under-forecasting issues.  However, there is no mention 
of this benefit in the MISO Filing.  OMS seeks clarification on whether 
elimination of Free Rider continues to be a possible benefit.  
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• In a June 24, 2011, SAWG Meeting, MISO provided a presentation entitled 
“Overview of Costs and Benefits” that on page 4  cited the following benefits:  
augments state planning process, retail choice tracking and settlements, 
incorporate energy efficiency resources and enhanced market transparency and 
efficiency.  Unfortunately, specifics on how these items are benefits and how they 
are provided by MISO’s RAR proposal are not provided or supported in the 
MISO Filing.  Benefits are not quantified and remain unsupported. 

• On page 3 of the MISO Filing, MISO indicates the RAR proposal is the next step 
in preserving an appropriate level of RAR by establishing appropriate locational 
capacity market mechanisms to encourage a proper mixture of Planning 
Resources (e.g. Capacity Resources, Demand Resources, Behind the Meter 
Generation, Energy Efficiency Resources) to be available in the right locations in 
the MISO Region during the right times, in the most economic and efficient 
manner.  MISO is suggesting this, too, is a benefit.  However, MISO has not 
explained and it is not clear how MISO’s RAR proposal “encourages a proper 
mixture of Planning Resources”. 

Based on OMS’s overall review of the MISO Filing, there do not appear to be any clear 

benefits of this proposal beyond the initial FERC compliance requirements.  An operational 

change of this large magnitude will impose unnecessary costs on market participants, not to 

mention capital and administrative costs to MISO.  But for the protections MISO acquiesced to 

late in the stakeholder process (discussed below) OMS states would have very significant 

concerns due to negative impact on state jurisdiction, lack of overall benefits, and uncertainty 

about the permanence of the aforementioned protections. 

 

E. There is no evidence that the proposed capacity auctions will provide adequate 
incentive for the development of new, cleaner generation that meets consumer 
needs. 

 
Mandatory capacity auctions are not like other markets.  Capacity is not a homogeneous 

one-dimensional product that is easily understood or well-defined by market participants.  Some 

buyers and sellers are not willing participants.  The demand curve is administratively determined 

and does not necessarily represent willingness to pay.  Supply is manipulated by market rules 

such as Minimum Offer Price Rules (“MOPRs”).  In a footprint like MISO’s with predominantly 

vertically integrated and state-regulated utilities, a capacity auction is likely to lead to results not 

consistent with desirable outcomes.  Inclusion of a MOPR provision in the tariff for such an 

RTO, if not subjected to very specific limitations, implies state commission prudency decisions 
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regarding resource investments by their jurisdictional utilities cannot be relied on to be in the 

public interest.  There is no basis for that premise.  And, as discussed in Section B above, price 

signals are inadequate and therefore capacity auctions are unable to achieve long-run efficiency.  

Capacity auctions and their resulting price signals will not, in and of themselves, achieve States’ 

policy goals.  The OMS is not advocating for a more forward capacity requirement.  Prices in a 

residual capacity auction are not primary determinative factors.9

Eastern style capacity auctions have failed to incentivize generation where it is needed 

most, despite high prices in these regions.  Billion dollar investments in generating resources that 

can serve load in the MISO footprint for decades are better left to state resource planning 

processes.  Very little new generation has been built since these auctions have been 

implemented.  Instead they have perpetuated the life of inefficient, less clean older generation.

  In our region, states have 

assured resource adequacy for a long time, and will continue to do so in the future. 

10

Capacity auctions have resulted in a substantial transfer of wealth from electricity 

consumers to generators.  Prior to the introduction of the PJM capacity auction, capacity costs 

made up less than one percent of the wholesale price of electricity, including a low of 0.04 

percent in 2005.  In 2010 capacity costs accounted for 18.1 percent of the total wholesale price.

 

11

There has been constant litigation and mitigation since the implementation of capacity 

auctions, both signs of a flawed and controversial mechanism. 

 

Achieving the lowest cost for long term resource adequacy is a concept that is difficult to 

quantify or judge.  However, in our region, each utility and state has been ensuring resource 

adequacy on their own for decades, well before the existence of a capacity market price signal.  

Typically, a utility would bring forth a proposal to its commission for approval, denial, or 

modification.  The proposal could include the results of a request for proposal (RFP) for 

resources, as well as the results of integrated resource planning performed by the utility.  When 

the state commission made its decision, it based it on a variety of factors, most of which are 

simply not captured by a capacity auction.  These characteristics include, but are not limited to: 

economic development considerations (an incentive to build within a state or utility service 

                                                           
9 This statement is not meant to imply that Commissions support a longer term auction. 

10 Wittenstien and Hausman, Synapse Energy Economic, Inc.  “Incenting the Old, Preventing the New.”  

11 PJM 2010 State of the Market Report, Volume 2 (“Detailed Analysis”), Table 1-9, page 22. 
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territory), the use of a local fuel such as coal or natural gas, the need for the resource, the type of 

resource needed (base load, peaking, or intermediate), state and/or federal tax incentives and 

other policies favoring a certain technology type, the potential resource site’s cost and location, 

its proximity to water and other transportation systems, its proximity to the electric transmission 

system, and its proximity to load.  All of these factors, along with the simple project cost, are 

considerations for the state commission as it makes a decision.  Lowest cost is not an exclusive 

goal. 

There is no evidence that a short-term capacity market will achieve the desired long-term 

mix of resources that each state prefers as it oversees long-term resource adequacy.  Whether the 

mix of resources available to any state over the long-term will be “efficient,” or the lowest cost, 

lies in the judgment of the state.  Moreover, what constitutes “regional resources” is uncertain, as 

the definition of the “region” can change substantially in a short period of time as members exit 

and join particular RTOs. 

The recent EPA Cross State Air Pollution Rule is another example of how electric power 

generation must be carefully planned, for fuel and siting at a multiple RTO level in the Eastern 

Interconnection.  Local resource zone auctions, such as proposed by MISO, will not provide the 

right “signal.”  In fact, emission issues such as seasonal ozone limits suggest that electric 

generation should be located away from dense load centers and instead focus on transportation 

vehicles and fuels.  The solution is a much more complex set of energy planning issues overseen 

by state regulatory authorities.  Short-term or even longer-term multi-year auction signals can be 

counterproductive to long term electrical resource adequacy. 

In contrast to how the stock of capacity  resources are developed over time in the 

Midwest region, optimizing the use of those resources on a daily basis is a legitimate and very 

beneficial activity of the RTO.  While the OMS strongly believes in the benefits that MISO 

brings in the optimization of the day ahead and real time energy and ancillary services markets, 

procuring lumpy capacity is an entirely different enterprise.  Capacity construction and 

procurement tends to be lumpy (i.e., constructed or procured in large amounts at a time) because 

of the economies of scale and cost savings of building fewer larger generation units.  On the 

capacity side, each project has unique attributes. Capacity does not lend itself to a 

commoditization through capacity auctions since each resource type meets different needs and 

has different operating characteristics.  In our region each state has retained its jurisdiction to 
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decide upon the resource mix and the relevant physical attributes of the capacity that affect the 

public interest (location, environmental, and long-term needs) that it believes meets the short and 

long-run needs of its retail customers in the best way.  The OMS states will continue to rely on 

our long term planning processes as they always have, and will incorporate new information 

such as the results of the analysis of import/export constraints as part of their decision-making 

for new resources. 

Therefore the incorporation of a mandatory forward capacity auction into the resource 

adequacy construct is unnecessary and should be rejected. 

 
V.  The Commission may accept certain reasonable elements of the MISO Filing and if it 
retains the capacity auction, should retain all related key design elements. 
 

A. An alternative approach to addressing aggregate deliverability is available. 
 

The MISO Filing states that no party presented comprehensive tariff language reflecting 

an alternative proposal; however, the MISO Filing fails to mention that alternative proposals 

were presented (just not in “comprehensive tariff language”, something MISO did not achieve 

until its actual filing).  In addition, MISO did not evaluate any alternatives, including simply 

doing what FERC had ordered it to do. 

It is important to note that the MISO Filing does not state that its current Module E 

construct is unjust and unreasonable. As a result, OMS urges the Commission to reexamine the 

current Module E resource adequacy provisions.  OMS see no need for a mandatory forward 

auction.  The OMS is in favor of adding locational elements to the resource adequacy process to 

check for capacity deliverability problems and then utilize this information in the state and MISO 

planning processes.  The OMS can accept the use of a residual auction as an additional tool for 

LSEs to meet their MISO resource adequacy requirement.   

In order to address deliverability and the locational aspect of resource adequacy required 

by the Commission, MISO anticipates developing seven LRZs.  Transfer capability across zones 

will be analyzed and import and export limits will be established for each zone prior to the 

proposed mandatory auction. This process must be completed each year prior to the auction. The 

proposed auction clearing process will observe these import and export limitations in allocating 

capacity resources offered in the auction across the zones.  
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Since these zonal limitations will be analyzed each year prior to the auction and MISO 

has indicated that there are no binding import and export constraints across the LRZs at this 

time,12

MISO has a good set of Committees, Subcommittees, Work Groups, Task Forces, and 

meeting schedules to complete an alternative resource adequacy process for 2013.  These regular 

RTO processes will guide the development of rules for transmission, generation, and demand 

side programs while balancing the financial and reliability attributes for the electric customers of 

each state separately and collectively. 

  the OMS proposes that instead of forcing LSEs into a mandatory locational auction, the 

results of this zonal deliverability analysis be incorporated into and addressed through the 

planning process.  A one year forward residual capacity auction can be used by LSEs to obtain 

any residual capacity needed to meet their planning reserve margin requirement not provided 

through self-supply or bilateral contracts. 

The OMS looks forward to being a significant stakeholder in this planning process at 

MISO, especially given that FERC Order 1000 and new EPA rules puts long range, interregional 

transmission planning at the forefront of ISO concerns.  The completion of the alternative 

approach proposed by the OMS can be accomplished within the timeframes outlined by MISO 

and through the MISO stakeholder process, of which the OMS, its member states and staff, are 

an integral part. 

 
B. If the Commission declines to consider the alternative approach, then OMS urges 

the Commission to retain intact specific key design elements of the capacity auction. 
 

Late in the RAR stakeholder process MISO agreed to five critical protections in its RAR 

proposal: i.e., a one-year forward Product, the “Opt Out” Provision, Self Scheduling, Vertical 

Demand Curve and MOPR exemptions and special conditions.  Weakening or removing these 

protections would upset the fragile balance of the MISO Filing and would be a very serious 

error.  Although OMS does not believe the MISO RAR proposal is just and reasonable because it 

negatively impacts state rights and it lacks clear net benefits, these added protections do afford a 

greater measure of balance to the proposal.  MISO acknowledges this somewhat fragile structure 

when it states on the top of page 23 of its filing that, “MISO encourages the proposal to be 

                                                           
12 “Application of Transfer Limits in New Resource Adequacy Construct,” presentation by MISO at the SAWG, 
June 9, 2011. 
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viewed as a whole and not a series of elements that can be interchanged without upsetting the 

balance of interests.”  The OMS believes modifications by the Commission to the necessary 

protections of a one-year forward product, the self-scheduling and opt out provisions, as well as 

the vertical demand curve and MOPR restrictions, would upset this fragile balance and would be 

a very serious error.  Indeed, these protections must be preserved now and into the future to 

avoid harm to retail customers who may have to pay unreasonably high costs for capacity. 

Unfortunately, MISO’s commitment to preserving these protections into the future is 

called into question when, on page 21 of  its filing, MISO states that, “Although MISO has 

initially committed to a single year auction, MISO plans to continue discussions with 

stakeholders regarding possibly extending the forward term . . .” OMS is concerned that a 

planning resource requirement beyond one year would add costs and uncertainty with no 

corresponding benefits, as a result of future changes in forecasts and less accuracy in forecasting 

beyond one year that would also lead to higher costs for utilities and their ratepayers.  If the 

MISO Filing is accepted, it should remain intact. OMS believes the Opt Out procedures are 

essential to ensuring that utilities and their ratepayers will not have to pay higher costs for 

capacity when a utility already has sufficient generation and demand resources to meet its load.  

According to MISO on page 13 of its filing, “Load Serving Entities (LSEs) will be able to submit 

a Fixed Resource Adequacy Plan to MISO to demonstrate that the LSE has sufficient Zonal 

Resource Credits to meet all or a portion of its Planning Reserve Margin Requirement for Local 

Resource Zone.”  OMS believes this is a critical provision in MISO’s Resource Adequacy 

proposal. 

OMS also considers Self-Scheduling an important protection to ensure that utilities and 

their ratepayers do not pay unnecessary higher costs.  MISO discussed on page 14 of its filing 

that: 

Under the Self Scheduling procedures, which are different than the Opt Out Procedures, 
an LSE will be able to avoid the financial consequences of the Planning Resource 
Auction to the extent that its Zonal Resource Credits are equal to or greater than its 
Planning Reserve Margin Requirements.  If an LSE elects to offer its Zonal Resource 
Credits into the Planning Resource Auction price at zero, then the Zonal Resource Credits 
will clear and the LSE’s Planning Resources will be paid the applicable Auction Clearing 
Price.  Because the LSE’s obligations under the Planning Resource Auction will be at 
least equal to payments that it receives for its Zonal Resources Credits, MISO will be 
able to financially “net” the two amounts in the MISO’s settlement process, so that the 
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LSE will be exempt for the financial consequences of the Planning Resource Auction – 
see Section 69A.7.8.   

Though similar to Opt Out, Self-Scheduling involves different mechanisms and is a critical 

design element that must be retained.  

OMS considers the Vertical Demand Curve as an important protection to ensure utilities 

and their ratepayers do not pay unnecessary higher costs.  In the OMS Hot Topic Comments 

dated February 10, 2011 to the MISO Board, OMS provided the following discussion for why 

the OMS supports the vertical demand curve: 

The current auction construct reflects a vertical demand curve located at the planning 
resource requirement. The OMS supports a vertical demand curve rather than a sloped 
demand curve. With a vertical demand curve, the resource requirement equals the amount 
necessary to meet reliability.  However, with a downward sloping demand curve, the 
procured level of capacity could be less or more than the amount necessary for a 
specified level of reliability.   . . .  [T]he states in OMS where LSEs own generation 
(LSEGOs) are more concerned about procuring a specified level of capacity for a 
specified level of reliability than avoiding the consequences of price volatility associated 
with a vertical demand curve. This is because the prices, for the most part, are irrelevant, 
after the fact, and have little bearing on the states planning processes that typically look 
farther forward than the Midwest ISO construct. The overwhelming majority of OMS 
states regulate all segments of vertically integrated utilities, and therefore, load serving 
entities (LSEs) in coordination with their regulatory authority have greater control over 
the consequence of changes in price than they do over the consequences of changes in 
quantity. 

The state regulatory authority can reallocate all funds regardless of auction price for the 
planned quantity, but payments to resources beyond that quantity, assuming that those 
resources are not under the state’s regulatory control, represent financial outflows that 
cannot be reallocated by a state authority. An auction with a vertical demand curve clears 
the exact quantity of resources that a state commission understands it must plan for based 
on the Midwest ISO’s planning reserve margin. An auction with a sloped demand curve 
has the potential to undermine a state’s right to determine resource adequacy because it 
could obligate LSEs to purchase capacity beyond the planning reserve margin and make 
capacity payments to resources not under the states’ regulatory control. An auction with a 
vertical demand clears the exact quantity that a state commission with LSEGOs must 
plan for based on the Midwest ISO’s established planning reserve margin. 

A vertical demand curve ensures that the equilibrium amount of capacity determined in 
the auction equals the planning reserve margin that meets the reliability standard. This is 
the target that the LSEGO states plan for, whereas a variable requirement from a sloped 
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demand curve creates an unpredictable quantity that could result in an unnecessary 
increase in cost to ratepayers. 

Under the proposed tariff, the Independent Market Monitor (IMM) will have authority to 

request the Commission to direct MISO to impose MOPR for new capacity resources that are not 

otherwise deemed exempt by the tariff but only after a required Commission filing where the 

IMM bears the burden of proof.  As noted above, utilization of a MOPR in the MISO footprint, 

which is predominantly vertically integrated and state-regulated, if permitted at all, must be done 

in a very measured fashion, otherwise it is likely to lead to capacity not clearing a capacity 

market or raising the overall clearing price, neither of which are good for ratepayers.  Inclusion 

of a MOPR provision in the MISO tariff, if not subjected to very specific limitations, implies 

state commission prudency decisions regarding resource investments by their jurisdictional 

utilities cannot be relied on to be in the public interest.  There is no basis for that premise. 

The OMS is very concerned about the application of a MOPR for the utilities in their 

jurisdictions.  Given the states’ abilities to provide capacity resources, and their demonstrated 

track record in doing so, the OMS can see no public interest rationale supporting the use of a 

MOPR in the MISO construct.  MISO’s proposed exemptions and special conditions for use of a 

MOPR under the RAR filing appear to be an effort by MISO to craft a MOPR that recognizes 

MISO’s singular industry structure and will minimize the likelihood of unintended consequences 

given those industry conditions that set it apart from other RTOs.  

 
VI.  Conclusion 
 

MISO’s filing relies on an assemblage of countervailing components to strike a balance, 

albeit very delicate, apparently intended to address repeatedly expressed misgivings by 

stakeholders about the need for such a centralized capacity market.  Stakeholder reservations 

stem from the absence of demonstrable, prospective benefits that warrant a major change in the 

provisioning of planning reserves at this time.  As indicated in the preceding comments, the 

OMS shares that concern about MISO’s proposal, as well as the negative impact on state 

authority.  Consequently, the MISO Filing, as presented, is not just and reasonable nor in the 

public interest, and it should not be accepted by the Commission.   

The Commission has the alternative of accepting those elements of the MISO Filing 

dealing with zonal deliverability and locational pricing that would achieve compliance with the 
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Commission’s two orders.  However, if the Commission does not reject MISO Filing in its 

entirety and concludes the public interest would be served by changes beyond those dealing with 

zonal deliverability and locational pricing, then the OMS strongly urges the Commission to keep 

intact the key provisions that afford the proposal a measure of balance; i.e., limiting the planning 

horizon to one year, the self-scheduling and opt out provisions, the vertical demand curve and 

the MOPR exemptions.  Without assurance of these provisions on a permanent, going-forward 

basis, OMS must be on record as opposing the proposal.  In addition, the OMS requests that the 

tariff be modified to address the three concerns presented in the attached Appendix.  

The OMS submits these comments because a majority of the members have agreed to 

generally support them. Individual OMS members reserve the right to file separate comments 

regarding the issues discussed in these comments. The following members generally support 

those comments: 

Indiana Utility Regulatory Commission 
Kentucky Public Service Commission  
Michigan Public Service Commission 
Minnesota Public Utilities Commission 
Missouri Public Service Commission 
Montana Public Service Commission  
North Dakota Public Service Commission 
South Dakota Public Utilities Commission  
Wisconsin Public Service Commission 
 

The Public Utilities Commission of Ohio did not participate in this pleading.  The Illinois 

Commerce Commission and the Manitoba Public Utilities Board take no position on this 

pleading.  The Iowa Utilities Board opposes the pleading except that it agrees that that the 

Commission needs to retain the “five critical protections” described at pages 13-16 of this filing. 

The Indiana Office of Utility Consumer Counselor, the Iowa Office of Consumer 

Advocate, the Minnesota Department of Commerce, and the Missouri Office of the Public 

Counsel, as associate members of the OMS, participated in these comments and generally 

support these comments. 

  
 Respectfully Submitted, 

 
 William H. Smith, Jr. 
 

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

Dated:  September 15, 2011 
 
 

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 15th day of September, 2011. 
 
 William H. Smith, Jr 
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APPENDIX 

A.  State Regulator Access to Resource Adequacy Information 

In several locations of the proposed tariff, MISO states that it will provide relevant 
resource adequacy data to state regulators only upon request pursuant to Section 38.9 of the 
tariff.  For example, Section 69A states, 

The Transmission Provider shall provide states, upon request, with relevant 
resource adequacy information as available, subject to the data confidentiality 
provisions in Section 38.9 of the Tariff. 
 

Similarly, Section 69A.6.1 states, 

The Transmission Provider will assist states in meeting any state resource 
adequacy standards by providing relevant MECT information as available and 
as may be requested by states, subject to the data confidentiality provisions in 
Section 38.9 of this Tariff.  

 
Finally, Section 69A.6.4 states,  
 

The Transmission Provider shall, upon request, submit RAR information to the 
applicable RE, Electric Reliability Organization, state (in the case of an LSE 
subject to regulation or using delivery services rates, terms or conditions 
established by such state regulatory authority) or to the Commission, subject to 
the provisions of Section 38.9 of this Tariff. 

 
These three sections of MISO’s proposed resource adequacy tariff do not identify the 

information at issue as confidential, but, nevertheless, require that states request such 
information under the confidentiality provisions of Section 38.9.   

 
This is unacceptable.  MISO itself recognizes that States have authority over resource 

adequacy and confirms that fact in its resource adequacy tariff, which states, 
These requirements recognize and are complimentary [sic] to the reliability 
mechanisms of the states and the Regional Entities (RE) within the Transmission 
Provider Region. Nothing in this Module E-1 affects existing state jurisdiction 
over the construction of additional capacity or the authority of states to set and 
enforce compliance with standards for adequacy. The Resource Adequacy 
Requirements (RAR) in this Module E-1 are not intended to and shall not in any 
way affect state actions over entities under the states’ jurisdiction.13

 
 

                                                           
13 Section 68A, emphasis added. 
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When resource adequacy information is not confidential, the Commission should require MISO 
to provide that information to states, either as a matter of course, or, at least, upon request.  
Sections Section 69A, 69A.6.1, 69A.6.4, and any other provision of MISO’s proposed resource 
adequacy tariff dealing with non-confidential data should be revised accordingly. 
 
B.  Under-Forecasting and Over-Forecasting 

It appears that MISO proposes to recover the costs incurred to commit cleared capacity in 
the auction from all LSEs that participate in the auction in proportion to their load forecast for 
coincident peak demand compared to the sum of all LSE’s load forecast for coincident peak 
demand.14

These procedures will allow the Transmission Provider to initially allocate an 
appropriate portion of the total forecasted Coincident Peak Demand to each LSE, 
and to re-assign ZRC-related charges caused by customer switching between 
suppliers to the appropriate LSE. 

  Specifically, MISO’s proposed tariff states, 

15

 
 

The apportionment is not based on each LSE’s actual peak demand during the applicable 
planning year or some proxy for that figure.   

If MISO is proposing to allocate the total cost of the commitments it incurs in the PRA to 
LSEs based on their demand forecasts, then this design provides a powerful incentive for LSEs 
to manipulate their load forecasts.  MISO’s proposed Module E tariff does not attempt to address 
these perverse incentives in any meaningful way. 

Section 69.6.6 of the current Module E tariff contains a section where MISO monitors for 
LSE under-forecasting and reports LSE under-forecasts to the relevant state commissions.  This 
kind of provision modified to also monitor for over-forecasting) is needed in the proposed 
Module E because LSEs will still have incentives to under- or over-forecast their demand 
(depending on their circumstances).  It is critical to monitor the accuracy of forecasting, as 
significant under-forecasting can threaten the achievement of regional resource adequacy and 
significant over-forecasting will unnecessarily raise total market costs of resource adequacy.  
Since the states are responsible for resource adequacy, the proper remedy is for MISO to report 
both under- and over-forecasting to the appropriate state authority - as it is done under the 
current version of Module E.  Accordingly, the Commission should direct the Midwest ISO to 
incorporate such a feature in its proposed tariff.  The OMS recommends the following language: 

                                                           
14 July 20 Filing, at Tab A, section 69A.1.b  

15 July 20 Filing, at Tab A, section 69A.1.b  
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Review of Under-Forecasting and Over-Forecasting 
 
On an annual basis, following the conclusion of each Planning Year, the Transmission 

Provider shall review data submitted by an LSE for the prior Planning year to evaluate the 
accuracy of the forecasted demand submitted by each LSE for such Planning Year.  If the 
Transmission Provider determines that an LSE under or over- forecasted its demand, then the 
Transmission Provider will notify the LSE of the under- or over forecast and will request a 
written response detailing the reasons for the under- or over-forecast. If an under- or over-
forecast is statistically significant (which shall mean rejection of the null hypothesis that the 
actual Load falls within the forecasted Demand plus or minus one (1) standard deviation), with 
respect to the LSE’s forecasted Demand, then the Transmission Provider will address the LSE’s 
under- or over-forecast by informing state authorities charged with establishing resource 
adequacy standards with respect to a Load Serving Entity subject to its jurisdiction. 
 
C.  An Additional Exemption is Needed for the Minimum Offer Price Rule (“MOPR”). 

Section 65.7.1.a lists seven conditions under which ZRC offers will be exempt from the 
MOPR.  The OMS supports those seven exemptions.  However, an additional exemption is 
needed to exempt ZRC Offers from resources located in unconstrained zones.  Inclusion of such 
an exemption would be consistent with Commission precedent.  For example, PJM’s MOPR 
tariff applies only to Planned Generation Capacity Resources in local deliverability areas 
(“LDA”) “for which a separate VRR Curve [variable resource requirement] has been 
established.”16

This exemption was approved by the Commission in an Order issued on December 22, 
2006

 

17 and has remained basically unchanged under the Commission’s Order issued on April 12, 
2011, in which the Commission accepted PJM’s proposed revisions to other aspects of the 
MOPR.18

In MISO’s proposed capacity construct, a capacity constrained zone is generally defined 
by the way its planning reserve margin requirement (“PRMR”) is determined.  Section 68A.7.a 
of MISO’s proposed tariff sets forth the formula for establishing each LRZ’s PRMR and the 
formula employs a multiplier which is the higher of two values.  When the higher of the two 
values for the multiplier is 1 + PRMUnforced Capacity (rather than LCRLZR ÷ forecasted Coincident 
Peak Demand LRZ), then the zone is effectively defined as unconstrained for capacity. 

  In the PJM capacity construct, establishment of a VRR curve effectively defines a 
capacity constrained zone or a zone that is potentially capacity constrained.   

                                                           
16 PJM Open Access Transmission Tariff, Attachment DD, Section 5.14(h)(2). 

17 PJM Interconnection, L.L.C., 117 FERC ¶ 61,331, (2007), at P 104. 

18 PJM Interconnection, L.L.C. et al., 135 FERC ¶ 61,022, (2011), at P 3.  
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Therefore, in order to make MISO’s MOPR exemption parallel the MOPR exemption in 
the PJM tariff, the OMS recommends that the following exemption language be added to Section 
65.7.1.a of MISO’s tariff:   

(viii) ZRC Offers from resources located in an LRZ that is unconstrained for 
capacity (i.e., an LRZ for which the PRMR has been determined pursuant to 
Section 68A.7.a using the MultiplierLRZ equal to 1 + PRMUnforced Capacity. 



- 1 - 
 

UNITED STATES OF AMERICA 

BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

______________________________________________________________________ 

Midwest Independent Transmission ) Docket ER11-4337-000 
 System Operator, Inc. ) 
  ) 
Order No. 745 Compliance Filing ) 
______________________________________________________________________ 
 

Notice of Intervention and 
Comments of the Organization of MISO States 

 
I.  Background 

 On August 19, 2011, the Midwest ISO filed with Federal Energy Regulatory 

Commission (Commission) a compliance filing in accordance with the provisions of the 

Commission’s Order 745.1

 

  In the filing, the Midwest ISO describes and proposes (a) 

the use of a net benefits test to determine a price threshold above which demand 

response resources would be compensated for load reductions with a payment equal to 

the full LMP, (b) a method for allocating among market participants the cost of 

payments made for such load reductions, and (c) the measurement and verification 

protocols that would be used to measure and confirm such load reductions.  

II.  Notice of Intervention 

Pursuant to Rule 214(a)(2) of the Federal Energy Regulatory Commission’s 

Rules of Practice and Procedure, 18 C.F.R. § 385.214(a)(2), the Organization of MISO 

States (“OMS”) gives notice of intervention in the above-captioned proceeding.  Service 

                                            
1 Demand Response Compensation in Organized Wholesale Energy Markets, Order No. 745, FERC 
Stats. and Regs. ¶ 31,322 (2011). 
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of all pleadings, documents, and communications in this matter should be made on the 

following: 

William H. Smith, Jr. 
Executive Director 
Organization of MISO States 
100 Court Avenue, Suite 315 
Des Moines, Iowa  50309 
e-mail:  bill@misostates.org 

 

III. Comments 

A. OMS continues to support its position that the correct compensation for 
demand response load reductions is LMP – Retail Rate and that the cost 
of payments made for load reductions should be directly assigned to 
the Load Serving Entity that provides retail service to the customer that 
makes load reductions. 

This is the third proceeding involving demand response compensation and cost 

allocation in which the OMS has provided comments to the Commission. 

On October 2, 2009, in Docket No. ER09-1049-002, the Midwest ISO filed a plan 

to comply with the provisions of Order 719 relating to the participation of Aggregators of 

Retail Customers (ARCs) in wholesale regional markets.  The filing contained proposed 

tariff revisions which had the objective of accommodating the participation of ARCs in 

Midwest ISO markets.  Among other provisions in that filing, the Midwest ISO proposed: 

(1) To compensate ARCs by subtracting the retail rate paid by participating retail 

customers from the LMP (LMP-Retail Rate), and (2) To directly assign the costs of 

payments made by the Midwest ISO to ARCs to the Load Serving Entity (LSE) that 

provides retail service to the participating retail customer.  The OMS submitted 

comments to the Commission in support of that filing, in particular in support of the 

proposed compensation and cost allocation mechanism.2

OMS also filed comments in the Commission’s rulemaking proceeding in Docket 

RM10-17-000 that resulted in the issuance of Order 745.

   

3

                                            
2 Comments of the Organization of MISO States, Docket ER09-1049-002, November 5, 2009.   

  In it comments, OMS 

reiterated its  position that the correct compensation for demand response load 

reductions is LMP – Retail Rate and that the cost of payments made for load reductions 

3 Comments of the Organization of MISO States, Docket RM10-17-000, May 13, 2010. 
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should be directly assigned to the Load Serving Entity that provides retail service to the 

customer that makes load reductions.  OMS also filed a petition for rehearing of Order 

745 on the basis that the Commission’s decisions regarding demand response 

compensation and cost allocation in that order were in error.4

However, OMS wants to make it clear that this recitation of its position on 

demand response compensation and cost allocation should not be construed as a 

“collateral attack” on Order 745.  As noted above, OMS filed a Petition for Rehearing of 

Order 745 with the Commission and there is no need for OMS to revisit the arguments 

made in that proceeding.  Rather, OMS believes that it is necessary to reference the 

positions that it has taken in that docket and in the Midwest ISO’s Order 719 compliance 

filling in order to provide the rationale for the OMS position concerning the Midwest 

ISO’s proposal that is at issue in this proceeding. 

   

 

B. OMS cannot support the proposal made by the Midwest ISO in this 
proceeding because it is contrary to the position OMS is supporting in 
other proceedings currently before the Commission. 

As discussed above, OMS supports a different mechanism for demand response 

compensation and cost allocation than the one proposed by the Midwest ISO in this 

proceeding.  Therefore, OMS cannot support the Midwest ISO proposal. 

However, given the decisions made by the Commission in Order 745, OMS 

realizes that its preferred solution for demand response compensation and cost 

allocation is not available to the Midwest ISO for the purpose of complying with Order 

745.  OMS participated in the Midwest ISO stakeholder process that resulted in the 

Midwest ISO proposal which included the examination of various alternatives.  OMS 

believes that the overall proposal submitted by the Midwest ISO this docket complies 

with the provisions of Order 745 and does not oppose it. 

 

                                            
4 Request for Rehearing of the Organization of MISO States, Docket RM10-17-000, April 14, 2011 
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V.  Conclusion 

While OMS does not support the compensation and cost allocation mechanism 

proposed by the Midwest ISO in its filing, OMS does not oppose it. 

The OMS submits these comments because a majority of the members have 

agreed to generally support them.  The Illinois Commerce Commission, the Kentucky 

Public Service Commission, and the Manitoba Public Utilities Board abstained from the 

vote on this pleading.  Individual OMS members reserve the right to file separate 

comments regarding the issues discussed in these comments. 

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: September 23, 2011 
 
 

 
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 23rd day of September, 2011. 
 
 William H. Smith, Jr 
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Budget 
2009

Actual  
2009

Budget 
2010

Actual  
2010

Budget 
2011

Actual 
through 
June 30 

2011
Budget 

2012 Comments
1 Ordinary Income/Expense

2 Income

3 Excise Tax Refund - IRS 49,375      
4 MISO Grant 480,000 480,000 660,000 560,000    600,000    250,000 600,000
5 Interest - Checking Acct and Savings 391 117           17
6 Miscellaneous revenue 1939 1,498        1,500         962
7 Total Income 480,000 531,539 660,000 561,615    601,500    250,979 600,000

Cash carried forward from prior year 110,000 96,325 114,000 98,255      98,255       139,112 120,000
Total funds available 590,000 627,864 774,000 659,870    699,755    390,091 720,000

8 Expense

9 Personnel Compensation and Benefits

10 OMS payroll and retirement matching funds

11 Compensation - Exec Director 140,000 138,343 147,000 142,340    147,000    68,931 153,000
12 Compensation - Admin Asst 75,000 64,174 79,000 62,017      79,000       31,351 83,000
13 Compensation - additional personnel 35,000 10,195 135,000 11,417      135,000    6,773 135,000
14 Other Personnel Expenses

15 Staff Training 2,000 0 2,000 0 2,000         0 2,000
16 Paychex Accounting Fees 1,500 1,312 2,200 1,527        1,600         763 1,600
17 Total Personnel Expenses 253,500 214,024 365,200 217,301    364,600    107,818 374,600

18 Office Expenses (non-personnel)

19 Computers 6,000 0 6,000 65             6,000         154 6,000 Capitalized
20 Computer support 8,000 6,286 8,000 5,752        10,000       2,600 8,000
21 Web Development & Site Hosting 600 450 600 955           10,000       5,733 1,000
22 Furniture/Office Equipment 1,500 0 1,500 0 1,500         42 1,500

Organization of MISO States
2012 Budget - approved  9/8/2011
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23 Rent, parking, other occupancy 11,500 20,497 20,500 20,237      20,500       10,239 20,500
24 Books, subscriptions, reference 3,000 2,125 3,000 2,185        3,000         2,225 3,000
25 Equip rental & maintenance

26 Printer/Copier/Fax Rental 2,000 490 1,000 668           1,200         55 2,500
27 Postage, shipping, delivery 1,000 553 1,000 322           1,000         525 1,000
28 Printing & copying 600 914 1,000 0 1,000         136 1,000
29 Supplies 2,000 2,155 3,000 1,538        2,000         704 2,000
30 Phone, Fax, DSL 3,000 3,558 4,000 3,065        3,500         1,838 3,500
31 Miscellaneous Operating Expense 0 31 257           0
32 Total Office Expenses (non-personnel) 39,200 37,059 49,600 35,044      59,700       24,251 50,000

33 Organizational (corp) and Insurance Expenses

34 Professional, Audit, Other 3,200 5,537 5,000 5,200        5,000         4,837 5,500
35 General Office Insurance 2,600 2,274 2,600 2,560        2,600         2,330 2,600
36 Workers' Comp 600 600 0 600            0 0
37 Directors & Officers Insurance 3500 3324 3,500 3,324        3,500         0 3,500
38 Total Organization and Insurance Expense 9,900 11,135 11,700 11,084      11,700       7,167 11,600

39 Consultants / DC Counsel 100,000 4,266 140,000 12,420      80,000       9,062 60,000

40 OMS - meetings and training

41 Officers 3,000 3,067 3,000 4,319        4,000         0 4,000
42 Exec Dir 12,000 14,189 13,000 13,866      13,000       8,282 21,000
43 Other Staff 2,000 690 2,000 275           2,000         275 2,000
44 Total OMS Officer and Staff Expenses 17,000 22,212 18,000 18,460      19,000       8,557 27,000

45 MISO Meeting Expenses

46 MISO work groups and committees 45,000 13,473 45,000 15,948      30,000       10,479 30,000
47 MISO BOD,AC - Lead States 20,000 15,216 20,000 13,484      18,000       22,078 25,000
48 Consumer Advocate Travel 30,000 8,944 30,000 5,868        30,000       3,228 30,000
49 Exec Dir (MISO AC,BOD) 10,000 3,455 11,000 4,855        8,000         5,538 10,000
50 Total MISO Meeting Expenses 105,000 41,088 106,000 40,155      86,000       41,323 95,000
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51 OMS Meetings

52 OMS Annual Meeting 

53 Director attendance expense 20,000 11,451 25,000 20,391      25,000       930 30,000 2010 cost pd 2011

54 Annual Meeting Location Costs 2,500 970 2,500 2,204        2,500         0 2,500
55 Total OMS Annual Meeting 22,500 12,421 27,500 22,595 27,500       930 32,500

56 Regular OMS BOD Meeting

57 Regular BOD Mtg Location Costs 4,000 0 4,000 0 4,000         1,546 4,000
58 Regular BOD Meeting attendance expe 12,000 0 20,000 0 20,000       1,940 20,000
59 Total Regular OMS BOD Meeting 16,000 0 24,000 0 24,000       3,486 24,000

60 OMS Executive Committee Meeting

61 OMS Exec Com Mtg attendance expen 3,000 0 3,000 21,130      8,000         415 8,000
62 OMS Exec Comm - Meeting Location 500 0 500 3,114        3,000         0 3,000
63 Total OMS Executive Committee Meeting 3,500 0 3,500 24,244      11,000       415 11,000

64 Conference Calls 24,000 12,202 12,000 4,235        12,000       2,619 7,000
65 OMS Work Group Meetings - attendance ex 12,000 0 12,000 0 12,000       0 5,000
66 OMS Work Group meeting - location costs 0 0 -             0 0
67 MWDRI meetings - attendance exp 55,000 0 0 0 -             0 0
68 MWDRI meetings - location/call costs 0 0 0 0 -             0 0
69 FERC/DOE Tech Conference - attendance e 8,000 18,662 8,000 3,199        10,000       0 8,000
70 OMS Technical Training 10,000 148,124 25,000 103,685    25,000       15,300 30,000
71 Technical training location costs 7,141 10,000 23,284      10,000       0 10,000
72 Total OMS Meeting and Training Expenses 273,000 274,271 246,000 205,486    236,500    72,630 249,500

73 Total Expenses 675,600 536,489 812,500 468,915    752,500    220,928 745,700

74 Operating surplus of funds available over expenses -85,600 1,930 -38,500 190.955 (52,745)     169,163 -25,700

75 Depreciation allowance

Net Surplus of available funds over expenses



Extended LMP Update 
 
Basic concept:  

• To extend LMP by adding in unit commitment cost (start up / no load) 
• Requires a separate model for determining prices that integrates unit commitment costs into the 

cost functions for specified unit.  
o The ELMP pricing model moves from determining prices using infinitesimal calculations 

of marginal costs that ignore unit commitment costs (LMP approach) to using an 
incremental cost approach that incorporates these costs into price determination (ELMP 
approach) 

 
Purpose/Benefits:  

• The primary goal of ELMP is to allow block loaded resources (i.e., fast start Combustion 
Turbines and Emergency Demand Resources) to set prices. 

o IMM recommendation on CTs 
o FERC requirement on EDRs  

• ELMP will also reduce uplift charges related to under collection of unit commitment costs and 
below offer prices for block loaded resources when other units are constrained down to allow 
block loaded resources to be dispatched. 

• In addition, by allowing the model to dispatch certain uncommitted fast start units, the new 
pricing will eliminate transient shortage prices (e.g., dispatched units that cannot make 
dispatched level for a short period of time). 

• Examples of ELMP presented at ELMP meetings show hours where ELMP prices are both 
higher and lower than LMP prices.  Several examples show that overall costs (including uplift 
charges) are lower for ELMP than LMP, but this is not always the case. 

 
Potential Concerns: 

• Overcompensation of generators 
• Implementation costs 

 
Staged Implementation: 

• ELMP model simplified for sooner filing (Jan 2012) and implementation and to gain experience 
with new pricing 
o Unit commitment cost  

 Included for fast-start units 
 Not included for slow-start units 

o Fast start uncommitted units included in ELMP pricing model only when constraints or 
transient shortages are involved 

o Optimization for single period until look ahead features are added to dispatch 
• As look-ahead features are added to unit commitment and dispatch, ELMP will add similar 

features to incorporate multi-period optimization with cost incurred in a current period being 
allocated to the period(s) that caused those costs. 

 
June proposal supported by Market Sub-Committee 

• Proceed with approach - adding details and working up tariff language 
o Monthly ELMP meetings start up again September 9 

• Seams Management WG is evaluating potential impacts of MISO moving to ELMP on the joint 
operating agreement with PJM. 



o PJM has expressed interest in this use of ELMP. This depends on the Interchange 
Optimization process moving forward.  

o Stakeholders expressed some concern that PJM has not yet committed to ELMP and 
asked that they are made aware when MISO presents this topic to PJM. 

 
Mike Proctor 
September 8, 2011 
Update on ELMP to OMS Board 



EASTERN INTERCONNECTION STATES PLANNING COUNCIL 

Briefing to the Organization of MISO States 

September 8, 2011 

 

RECENT MEETINGS 

• EISPC did not meet in August, however, EISPC’s participation in its own and the SSC’s Workgroups and 
Taskforces continue to be active.   

• Upcoming EISPC in-person Meeting – September 22-23:  EISPC will review the modeling results for 
the entire package of 76-80 Future/Sensitivity modeling runs; select the final three scenarios upon 
which the transmission “build-out” modeling will be conducted;  and review the progress of various 
Studies and Whitepapers as well as the Clean Energy Zone Study.   

 
Membership Notes 
 
As you know, Rob Berntsen has left the Iowa Utilities Board, and EISPC, to take a position with MISO.   EISPC thanks 
Rob for his active participation as an EISPC Designee, EISPC Representative to the SSC and as an EISPC 
Representative to the SSC’s new Scenario Taskforce (please see below.)  We wish Rob all of the best in his new 
endeavor. 
 
And EISPC is pleased to welcome Eric Callisto as an EISPC Designee replacing Lauren Azar who left for DOE.  Not 
only is Eric taking Lauren’s Designee position but he has also agreed to take Rob’s SSC Representative position AND 
Rob’s position as EISPC Representative to the SSC Scenario Taskforce.  Thank you, Eric! 

MODELING UPDATES  

All modeling has been completed on the 76 Futures and Sensitivities selected by EISPC and the SSC (four modeling 
runs were “reserved” for use in case one of the three selections needs to be re-run for any reason.)  Now the 
results of all of those runs is being examined to assist in the process of narrowing down the 76 choices in order to 
finally select three Scenarios upon which to conduct transmission planning.  
 
PHASE 2 TRANSMISSION “BUILD-OUT” PLANNING 
 
Work by the SSC Phase 2 Transmission Build-Out Scenario Taskforce (in which EISPC holds 3 of the 10 seats) as well 
as SSC’s Modeling Workgroup and EISPC’s Build-Out Workgroup continues.  The work is focusing on identifying 
how the 76 modeling runs compare and contrast with each other and how similar modeling runs can represent 
different Sensitivities from different Futures.  
 
The Transmission Owners/Transmission Dependent (TO/TD) Sector of the SSC has put forth a proposal which EISPC 
and the other Sectors are currently reviewing.  The TO/TD proposal shows a large inter-regional transmission build-
out but selecting the National Carbon Future 2 , one to show a smaller inter-regional transmission build-out by 
selecting the Regional RPS Future 4 and a third to show something in the middle by selecting the Business As Usual 
Future 1.   There have been further discussions about defining the TO/TD or other proposals by choosing 
Sensitivities that address main variables (including load growth, costs, emissions, energy inter-regional transfers, 
etc.).  EISPC is currently formulating its own thoughts. 



  
ENERGY ZONES WORKGROUP  

Now that the foundation of the Study has been established and approved at the July EISPC meeting, the Energy 
Zones Workgroup and the three National Labs (Argonne, Oak Ridge and NREL) have gone forward in identifying 
which tasks are needed to conduct the Study and, of those, which tasks the National Labs can fulfill.  At last week’s 
Workgroup call, it approved a proposal by the Labs to conduct the majority of the Study.  The remaining tasks 
would be contracted out via RFPs which the Labs and the Workgroup will formulate for EISPC’s and DOE’s 
approval.  That work will take much of the month of September.   

 

OTHER STUDIES AND WHITEPAPERS 

In August EISPC issued an RFP to fulfill tasks in a number of the Studies and Whitepapers currently addressed.   

The Studies and Whitepapers Workgroup also updated the Council on the status of the following: 

Study No. 2—Identification of State-by-State Potential for Demand Side Resources 
Study No. 3—Assessment of State-by-State Potential for Energy Storage 
Study No. 4-- Identification of State-by-State Potential for Distributed Generation 
Study No. 6—State-by-State Assessment of Existing Customer Sited Generation 
Whitepaper No. 2—Market Structures: Identification of Relevant Market Structures that Will Effect Resource 
Development 
Whitepaper No. 9—Smart Grid – Identify the Potential for Smart Grid Developments and Impacts 
 

UPCOMING MEETINGS  

EISPC’s next in-person meeting will be held on September 22-23, 2011 in Baltimore Maryland.  The next scheduled 
EISPC meeting after that is slated for November 16-17, 2011 in St. Louis, Missouri (immediately after the NARUC 
meeting.)  Information about the September meeting will be posted as it becomes available at www.eispc.org. 

 

Respectfully submitted, 
Marya White, Director 
Eastern Interconnection States Planning Council 

http://www.eispc.org/


OMS Governance & Budget Work Group Status Report    September 8, 2011 

The OMS Governance and Budget Work Group (G/B WG) is responsible for assessing the 
reasonableness of the Midwest ISO’s new products and services, strategic plan, short-term and long-
term incentive plans, and budgets.  http://www.misostates.org/WG9LongTermDevelopmentWIP.htm. 

Work Group Update: 

1. Midwest ISO Budget:  2011 budget has been updated; 2012 will be presented for stakeholder 
comments in October.  Work Group will review materials as they become available. 

2. MISO Management Incentive Metrics:  First draft was presented to MISO Board at the August 
meeting.  Work Group will be monitoring. 

3. Reviewed OMS bylaws for needed or desirable updates in anticipation of new member states 
stemming from possible Entergy membership.  It appears limited edits will be required: e.g., the 
geographical balance on the Executive Committee will need to be addressed; references to 
“states” will be needed to be changed to account for the possibility of the municipality of New 
Orleans being a member. 

4. Reviewing other stakeholder process changes for Entergy membership. 
5. Tasked with evaluating the rate impact of adding Entergy to the Midwest ISO. 

 

 

http://www.misostates.org/WG9LongTermDevelopmentWIP.htm
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1. MISO Hot Topic for October AC Meeting 
MISO’s hot topic for the October Advisory Committee meeting is “Policy Impacts to the MISO 
Market Design.”  MISO is in the process of developing questions, but they have not yet provided 
those for comment.   
 
Status:  Waiting for questions, then expect to meet and prepare comments for 10/13 OMS 
Board approval.    
 
 
2. MISO Extended Locational Marginal Pricing (ELMP) 
MISO plans to extend LMP by adding in unit commitment cost (start up / no load) to energy 
prices.  This will require a separate model for determining prices that integrates unit 
commitment costs into the cost functions for specified unit.  The purpose is to allow block 
loaded resources (i.e., fast start Combustion Turbines and Emergency Demand Resources) to 
set prices.   It is also intended to reduce uplift charges related to under collection of unit 
commitment costs and below offer prices for block loaded resources when other units are 
constrained down to allow block loaded resources to be dispatched. 
 

September 9th is next MISO ELMP Task Force meeting set to discuss Stage 1 implementation, 
drafting and review of tariff language.  MISO expects to file in October.  Mike Proctor will 
provide update to OMS Board on September 8th.  MISO’s Paul Gribik will provide MISO’s view to 
the OMS Board at the annual meeting in Carmel October 18th.  
 
Status:  Presentations to OMS Board on 9/8 and 10/18.      
 
 
3.  MISO August 30 MSC Meeting 
 
From the last Market Subcommittee meeting, here are some items of interest:  
 
 ATC Reliability Proposal for Special Second Contingencies  

Following a double circuit transmission outage on 5/11 that resulted in the loss of over 500 MW of 
load, ATC discussed an optional control of double contingencies as a single contingency.   This 

generated a lot of discussion.  MISO said that it would not normally consider this N-2 as a N-1, but 
supports stakeholders discussing this and would operate as a single contingency until is it fixed. 

 
 Constraint Relaxation Status Update   

MISO is still working with the IMM to resolve this issue. MISO thinks preferable long term approach is 
a sloped demand curve.  The solution will be worked into software queue for 2012. 
 
 Voltage and Local Reliability Commitment Issues 
This concerns the allocation of costs due to system conditions where MISO must commit Generation 
Resources to maintain system voltage or address local constraints or reliability issues.  The 2010 SOM 

report showed that Voltage Support Commitments associated with local voltage issues in WUMS 

(Wisconsin – Upper Michigan) resulted in more than $25 Million in RSG payments between 
September and December and was a primary driver behind increased over-all RSG costs in 2010.  

Day Ahead and Real Time RSG Costs for Voltage and Local Reliability Commitments will be allocated 
to energy Withdrawals in LBAs affected by Voltage and Local Reliability conditions.  MISO expects to 

file with FERC during September. 
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 Module D Reference Level Changes 
The 2010 SOM report concluded that resources committed to satisfy voltage and reliability 
requirements increased Revenue Sufficiency Guarantee Payments by $16 Million due to increasing 

offers.  The IMM recommended (Recommendation #6) that MISO implement tighter market power 

mitigation thresholds for resource commitments made for local reliability needs (including voltage 
support).  MISO proposes to use a lower threshold to test commitment costs (startup, no load, and 

energy costs up to the commitment level) for Voltage and Local Reliability Commitments, and would  
continue to test  dispatchable energy and ancillary service offers as currently applicable under Module 

D, at NCA/BCA thresholds. 

 
Transmission Rating Presentation 

WE Energies (Chad Koch) presented a proposal for MISO to allow TOs to voluntarily use 
dynamic ratings for transmission lines to allow for hourly input of ratings based on 
forecasted ambient conditions for the next day for the DA market and for next hour in the 
RT market.  The use of such ratings could reduce production costs. 
 
 

4. 2010 State of the Market Report 
David Patton will meet with OMS on September 28th to discuss the State of the Market Report. 
 
 
5.  Update on MISO Hot Topic for August - discussion at the 8/17 MISO Advisory 
Committee on “The role of the IMM and IMM State of the Market Recommendations.”   
Overall, there seemed to be a rough consensus that the current IMM should be more involved 
in the stakeholder process, and that the IMM’s role in market design is only advisory.  Most 
opposed SOM Recommend no 14, the capacity market design using a sloped demand curve.  
The IPP sector stood out with its opinion that the IMM’s role is more than advisory, saying that 
the IMM’s role includes developing MISO tariff provisions on mitigation (such as a minimum 
offer pricing rule), and “exclusive unilateral filing rights.”   Their opinion turns on a clause that 
follows FERC Order 719 determination that the IMM should not become involved in 
implementing the RTO tariff “unless a tariff provision specifically concerns actions to be 
undertaken by the MMU itself.”    
 
Regarding discussion on OMS comments, Director Feldman agreed that the IMM should be as 
independent from MISO as possible and commented that the board constantly tells the IMM to 
be independent and questioned how they could improve on this point further. 
 
Directors Feldman and Evans questioned the idea that the IMM should participate in the 
transmission planning process.  Director Evans stated that transmission planning is an open and 
transparent process and asked for further clarification on how the IMM would improve the 
process. 
 
The presentations by PM Marka Shaw and IPP majority Marty Blake generated discussion during 
and after the meeting regarding whether informal meetings with the IMM, like they have with 
PJM IMM Joe Bowring, would be helpful or compromise the IMM independence.   The MISO 
Board seemed to see such meetings as compromising independence, while the stakeholders 
(which also included comments by Melissa Seymore and Bret Kruse) did not.  Director Walsh, 
for example, stated her concern that the IMM must remain as independent as possible and 
commented that there needs to be a balance in stakeholder access to the IMM and the IMM 
independence. 



OMS Markets and Tariffs Work Group Status Report For 9/08/11 OMS Board Meeting  

 

3 

 
For those interested, please note the following MISO meetings: 
MISO Market Subcommittee - monthly meetings (10/4 next mtg) 
MISO RSG Task Force – monthly meetings (10/05 next mtg) 
MISO FTR Working Group – monthly meetings (10/05 next mtg) 
MISO ELMP Task Team – as needed meetings (9/9 next mtg) 
MISO Seams Mgt Working Group – monthly meetings (10/3 next mtg)  
---------------------------- 
The OMS Markets and Tariffs Work Group covers: Energy and Operating Reserve markets, 
Market Monitoring and Mitigation. See 
http://www.misostates.org/index.php?option=com_content&view=article&id=63:markets-a-tariffs-
workscopereference&catid=60:workscopereference&Itemid=206  
 

Christine Ericson and Bill Bokram, Markets and Tariffs Work Group co-chairs 
 
 

http://www.misostates.org/index.php?option=com_content&view=article&id=63:markets-a-tariffs-workscopereference&catid=60:workscopereference&Itemid=206
http://www.misostates.org/index.php?option=com_content&view=article&id=63:markets-a-tariffs-workscopereference&catid=60:workscopereference&Itemid=206


OMS Board Meeting (September 8, 2011) 

Regional Planning Work group Report 

EPA Study Draft 

MISO issued its draft study that evaluated the potential impacts of four new EPA 
regulations including potential impact of carbon requirements.  The study evaluated the 
impacts on capacity cost, resource adequacy, and cost of energy and transmission 
reliability.  The analysis revealed that a number of generation units will be affected. 
Impacts ranged from the installation of control equipment and expected redispatch to 
meet emission budgets, to potential retirement of units where the costs to comply 
outweigh the benefits of continued operation.   355 units are affected by the four 
proposed regulations and that the majority of the units (55 percent) are affected by three 
or all four regulations.  The results of MISO’s analysis indicate that: 

• Alternative 1: Assumes $4.50 gas and no carbon cost -- 2,919 MW at-risk for 
retirement 

• Alternative 2: Assumes $4.50 gas and $50 carbon cost - 12,652 MW at-risk for 
retirement 

• Total 20-year net present value capital cost of compliance may range from $31.6 
billion for 2,919 MW of retirement to $33.0 billion for 12,652 MW of retirement 

• There will also be an increase in the MISO load weighted LMP of between 
$1.2/MWh-$4.8/MWh (2011$). 
 

MTEP 11 

MISO staff provided an update on the MTEP 11 draft report during a WG call. MTEP 11 
report contains: 

• Appendix A total projects 
– 566 projects 
– $9.69 billion planned investment through 2021 
– 6,540 miles of new or upgraded transmission 

• Combining Load Cost and Adjusted Projection cost, at a 30/70 percent ratio, 
yields annual market congestion benefits of $956 million for MTEP 11 Appendix 
A projects in-service 2011- 2016 

• A full report on MVPs will be published in October.  An executive summary is 
provided in MTEP 11.  After MISO’s reliability and economic analysis, MVP 
“Candidates” have graduated to “Proposed.” MISO BOD during August reviewed 
the proposed MVP Portfolio.  MISO BOD will consider this portfolio for approval 
at their November or December meeting 

• The MISO Planning Reserve Margin (PRM) for the 2011/2012 Planning Year 
(PY) is 17.40 percent (increase of 2% from the 2010/2011’s 15.4%); Unforced 
Capacity Planning Reserve Margin declined from 4.50 % to 3.81%.   

• MISO’s total internal demand and net internal demand for the 10-year peak are 
expected to be approximately 101 GW and 96 GW. 



 
Queue Reform 
 
MISO is working on round three of queue reform.  MISO expects to file this on 
September 7.  MISO feels that this proposal will further help clear the Generator 
Interconnection queue as MISO continues to consider alternatives to its position on 
cash only for the Definitive Planning Phase (DPP). 
 
MTEP 12 
 
MISO has started the MTEP12 process.  MTEP12 project types, for June approval, are: 
any expected NERC Ratings Alert driven Reliability Projects that cannot (for reliability 
reasons) wait till December approval consistent with MISO Review Process for these 
projects; and Expected RECBII Economic Projects from MTEP Top Congested 
Flowgate Study 



OMS Resources WG Report to OMS Board – September 8, 2011 

SAWG 

The September SAWG meeting was cancelled since everyone was focusing on preparing 
comments to FERC which are due Sept. 15. 

The OMS Board directed the Resources Work Group to prepare a set of comments on MISO’s 
resource filing.  The draft presented to the Board had three different “paths” for comments.  
The Commissioners communicated they would like the OMS response should be something 
referred to as a Protest and alternative pleading.  It combines the elements of a objecting while 
acknowledging possible outcomes and stating an argument for retention of keeping intact 
certain key elements.  It also suggests improvements.  The WG had several conference calls to 
developed the 22 page draft Protest for the September 8 OMS Board meeting.  That document 
was sent to the Board on September 5.  

The next SAWG meeting is scheduled for October 6.  

LOLE 

FERC issued an RFP in July concerning the economics of the reliability criteria referred to as the 
“1 in 10 LOLE.”  The study is to investigate the attributes and economics of the utilities and the 
customer side.  The LOLE WG will monitor. 

 The MISO staff is working to bring the LOLE processes in line with the new Resource Adequacy 
filing, especially as it references the new zones.  

The LOLE WG had a meeting September 7.  A 2012 LOLE/PRM Study Update was presented.  
The content was focused on: external tie modeling with MISO’s seven major adjacent systems, 
system wide XEFORd, and sensitivities studies. 

A separate Load Forecast Uncertainty Task Team had a draft report.  The team recommended 
the continued use of the Summation of the NERC Variances method to calculate load forecast 
uncertainty value to be used in GE MARS model.  

The next LOLE meetings will be two half days to accommodate several conflicts. The first will 
October 5 in the afternoon and the second October 13 in the afternoon. 

 

Submitted by: 

Don Neumeyer, Chair Resources WG 
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Transmission Cost Allocation Working Group 
 

Monthly Report for the OMS Board Meeting 
August 8, 2011 

 
 

FERC NOI on Transmission Incentives, RM11-26  

On May 19, FERC issued a Notice of Inquiry (NOI) on Promoting Transmission Investment 
Through Pricing Reform (Docket No. RM-11-26-000).   

The NOI focuses on several topics related to FERC's implementation of its transmission 
incentives program, such as the following:  

• What factors should the Commission consider in evaluating an application for incentives?  
• What obstacles are faced by transmission developers and what incentives are best suited 

to addressing those obstacles?  
• How should the Commission consider changes in cost estimates?  
• What other factors should the Commission consider in implementing the law?  

There are 74 questions asked by FERC throughout the NOI.  The comment period was extended 
by FERC to September 12.  The draft comments that were prepared for the August Board 
meeting were not edited by the TCAWG during August.  They will be voted on at this Board 
meeting.   

 

FERC NOPR on Transmission Planning and Cost Allocation, RM10-23  

FERC released an order on July 21, naming it Order 1000.  Excerpts from the FERC fact 
sheet are below.  TCAWG members are still digesting this large order.  In late August, FERC 
received more than 60 requests for rehearing and/or clarification.  FERC is holding an 
informational Conference on Order No. 1000 focusing on compliance issues related to RTO/ISO 
regions on Monday, September 12, from 1-4 p.m.  As with all FERC webcasts, they are archived 
on their website.  

 
 Planning Reforms  
The rule establishes three requirements for transmission planning:  
 

• Each public utility transmission provider must participate in a regional 
transmission planning process that satisfies the transmission planning 
principles of Order No. 890 and produces a regional transmission plan.  
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• Local and regional transmission planning processes must consider 
transmission needs driven by public policy requirements established 
by state or federal laws or regulations. Each public utility transmission 
provider must establish procedures to identify transmission needs 
driven by public policy requirements and evaluate proposed solutions 
to those transmission needs. 

• Public utility transmission providers in each pair of neighboring 
transmission planning regions must coordinate to determine if there 
are more efficient or cost-effective solutions to their mutual 
transmission needs.  

 
Cost Allocation Reforms  
The rule establishes three requirements for transmission cost 
allocation:  
 

• Each public utility transmission provider must participate in a regional 
transmission planning process that has a regional cost allocation 
method for new transmission facilities selected in the regional 
transmission plan for purposes of cost allocation. The method must 
satisfy six regional cost allocation principles.  

• Public utility transmission providers in neighboring transmission 
planning regions must have a common interregional cost allocation 
method for new interregional transmission facilities that the regions 
determine to be efficient or cost-effective. The method must satisfy six 
similar interregional cost allocation principles.  

• Participant-funding of new transmission facilities is permitted, but is 
not allowed as the regional or interregional cost allocation method.  

 
 
Compliance  
 

• Order No. 1000 takes effect 60 days from publication in the Federal 
Register.  

• Each public utility transmission provider is required to make a 
compliance filing with the Commission within 12 months of the 
effective date of the Final Rule.  
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• Compliance filings for interregional transmission coordination and 
interregional cost allocation are required within 18 months of the 
effective date.  

 
 
 

MISO Filing Regarding Transmission Cost Allocation Waiver for Entergy, ER11-3278  
  
On April 25, Entergy announced its intention to join the Midwest ISO.  Entergy is a large, multi-
state holding company with operating companies in Arkansas, Mississippi, Louisiana and Texas.  
It has around 30,000 MW of generating capacity and approximately 15,000 miles of 
transmission.   

The move will need to be approved by elected officials and regulators in each of Entergy’s 
jurisdictions.  The Entergy operating companies are Entergy Arkansas, Inc., Entergy Gulf States 
Louisiana, L.L.C., Entergy Louisiana, LLC, Entergy Mississippi, Inc., Entergy New Orleans, 
Inc. and Entergy Texas, Inc.  The integration has a targeted implementation date of December 
2013.  

MISO filed for a waiver of certain tariff provisions on June 3, 2011 (ER11-3728-000), asking for 
a FERC ruling on or before July 31, 2011 so that the states that will be considering Entergy 
filings will know the outcome of the FERC decision regarding the allocation of transmission 
project costs. 

The waiver centers on studying and, ultimately, ensuring the comparability of the Northern 
Planning Region (MISO footprint today) and the Southern Planning Region (the Entergy area).  
Until comparability is achieved or confirmed, between 5-10 years, each region will pay for its 
own projects.  When comparability is assured, the both regions will participate in cost sharing as 
a single region.  However, even after the 5-10 year transition period, cost sharing in the Southern 
Region for MVPs will be phased in over four years, with their share going from 25%, 50%, 75% 
and 100% in year four.   

Currently awaiting FERC action. 

Midwest ISO Reliability Expansion Criteria and Benefits Task Force (RECB), Phase III: 
Market Efficiency Projects 
 

After spending 2009-10 working on issues that became the MISO MVP proposal, in 2011 
the RECB Task Force took up the last of its three tasks (the first was to address interconnection 
issues in low load areas, aka the “Otter Tail problem”), which is to reexamine the criteria and 
cost allocation for market efficiency projects.  These projects are also known as “RECB II 
projects” because in the first iteration of the RECB TF in 2005-2008, first reliability projects 
were dealt with (“RECB I projects”) and then market efficiency projects were dealt with; both 
resulted in FERC filings and tariff changes.  A market efficiency project is just how it sounds: a 
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project that isn’t needed for reliability but one that can produce benefits by relieving 
transmission congestion and lowering the costs of power for customers. 

 
At the July 26 RECB meeting, MISO proposed to postpone any filing until March of 

2012.  Two reasons for this are to evaluate any implications from the recently released FERC 
Order 1000, and that MISO has just started another Top 10 Congested Flowgates study.  The 
results of that study may inform possible economic transmission projects.  The August and 
September RECB meetings are cancelled, and a new proposal will be developed during the 
October, November and December meetings. 

 
   

Midwest ISO Multi-Value Project Case, ER10-1791 
 

On December 16, 2010, FERC approved the Midwest ISO filing in ER10-1791-000.  The 
FERC order approved the new transmission project category of Multi-Value Projects (MVPs) 
and sharing the costs throughout the Midwest ISO footprint to MISO load.  FERC rejected the 
MISO proposal to initiate an export charge to PJM for projects constructed in MISO that benefit 
PJM load.  FERC directed MISO to make a compliance filing by February 14, 2011, on four 
items, including FERC’s directive to explain the portfolio conceopt. 

 
 The Midwest ISO made its compliance filing on February 14, addressing all four items.   
 
MISO’s explanation of the review of MVPs on a portfolio basis is the following: 

 
In compliance with the Commission directive to revise the Tariff to state that all MVPs will be 
reviewed on a portfolio basis, the Midwest ISO has revised Attachment FF to clarify that 
a “Multi Value Project must be evaluated as part of a portfolio of projects, as designated 
in the transmission expansion planning process, whose benefits are spread broadly across 
the footprint.”7 The new defined term “Portfolio” has also been added to Module A to 
clarify that it refers to MVPs that, when evaluated together, have the effect of addressing 
one or more Transmission Issues. (page 3) 

 
The OMS filed a Request for Rehearing on January 14, 2011.  The OMS sought 

rehearing on the following issues: 
 

• The Commission Erred in Accepting a Cost Allocation that Does Not Allocate Any Cost 
of MVPs to Interconnecting Generators.  

• The Commission Erred in Eliminating the Midwest ISO’s Proposal to Apply an MVP 
Charge to Exports Sinking in PJM.  

• OMS Clarifies That There Was Not Full OMS Consensus of This Complex Cost 
Allocation Issue, However, There Was a Nine State Majority That Generally Supported 
the Midwest ISO’s MVP Proposal.  

• The Commission Erred in Accepting the Midwest ISO’s Proposed MWh-Only Charge.  
• The Commission Erred in Accepting a Portfolio Approach to MVP Project Selection. 
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The Midwest ISO also filed for rehearing, seeking to overturn FERC’s decision to not 
allow the export charge to PJM. 

 
We are still waiting on the FERC order on rehearing. 
 
 

Generator complaint against MISO interconnection cost allocation and reimbursement 
option, EL11-30-000 
 
 On March 22, a group of wind developers/generators filed a complaint against MISO and 
it Transmission Owners.  The developers want to eliminate Option 1 for how they pay for 
generator interconnections.  This option allows a transmission owner to initially reimburse the 
interconnecting customer and then to establish a monthly charge that includes the Project Cost 
for Network Upgrades, and components for the recovery of O&M expenses, General and 
Common Depreciation (“Depreciation”) Expense, Taxes other than Income Taxes, Income 
Taxes, and a Return.   
 

On May 13, 2011, the OMS filed comments arguing that eliminating Option 1 could have 
detrimental effects on the TOs, and, consequently, their ratepayers.  On May 20, 2011, 
Complainants filed an answer. 
 

Currently awaiting FERC action. 
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