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COMES NOW, Interstate Power and Light Company (IPL) and, pursuant
to the lowa Utilities Board (Board) Final Decision and Order of January 10, 2011,
in Docket No. RPU-2010-0001, submits the following report detailing: (i) IPL’s
actions relating to the transmission planning process; and (ii) IPL’s collaborations
with other stakeholders on managing its relationship with ITC Midwest, LLC:

1. Pursuant to the Board’s January 10, 2011, order in Docket No.
RPU-2010-0001, page 142, IPL was required to provide the following:

5. IPL will be required to file semi-annual reports, with the first
report being due June 30, 2011, and subsequent reports every
six months thereafter, detailing its review, suggestions, and
input to such things as ITC Midwest's transmission planning and
budgeting processes and any FERC interventions or
proceedings, including an evaluation of the long-term impact of
those transmission plans on IPL and its ratepayers, as detailed
in the body of this order. The report shall include what impact, if
any, IPL's input has had on the transmission planning process.

6. IPL shall file a report of its semi-annual collaborations with other
parties on how IPL can better manage its processes and
relationships with ITC Midwest and FERC, with the first report
being due June 30, 2011, and subsequent reports every six
months thereatfter.
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As with its initial June 30, 2011, filing in response to these requirements, IPL has
combined the content for each requirement into this filing.

2. IPL hereby provides to the Board in this instant filing its semi-
annual updates, included as Attachment A, as required by Docket No. RPU-
2010-0001.

3. IPL is willing to provide additional information or meet with Board
staff to provide clarification or further discussion on this status report of its
transmission-related activities.

WHEREFORE, IPL respectfully requests the Board accept the attached
documents in compliance with the requirements of the aforementioned docket.

Dated this 22" day of December, 2015.

Respectfully submitted,

Interstate Power and Light Company

BY: /s/ Samantha C. Norris
Samantha C. Norris

Senior Attorney

Alliant Energy Corporate Services, Inc.
200 First Street S.E.

P.O. Box 351

Cedar Rapids, IA 52406-0351

Phone: (319) 786-4236
samanthanorris@alliantenergy.com
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Executive Summary

Interstate Power and Light Company (IPL) continues managing the processes and
relationship with ITC Midwest, LLC (ITC-M) and influencing transmission benefits,
service levels, and cost impacts to IPL customers. This Report focuses on the most
significant new and continued issues, actions, and results since the last Report filed with
the lowa Utilities Board (Board) on June 30, 2015 (June 2015 Report).

This Executive Summary highlights only the most notable activity and results since
the June 2015 Report.

IPL’s strategy continues to be customer-centric by influencing the balance between
the cost and benefits of transmission service provided to IPL customers through
advocacy with ITC-M, MISO and FERC and through engagement in and influence of
regulatory policy at the local, regional and federal level.

ITC-M Relationship Management

Numerous interactions occur at all levels within IPL and between IPL and ITC-M on
daily and weekly frequencies to support activities such as planned transmission outage
coordination, transmission and distribution construction and maintenance, planning for
future work, outage investigation, and coordination and communication with [PL
customers. In addition, IPL has access to and periodic contact with ITC-M executive
leadership to discuss current and future operational performance and customer cost
issues. The companies continue to coordinate well on operations and planning issues
and view the relationship as a partnership.

FERC Transmission Activity, IPL Engagement

A. Cost Increase Resulting from ITC-M Bonus Depreciation Tax Treatment
Opt Out (Docket Nos. ER16-206-000, ER16-208-000, ER15-1250)

Results and Actlvity:

IPL learned that ITC Holdings Corp. has not taken bonus depreciation
available to it under federat internal Revenue Service (IRS) regulation since
2009. This election to opt out of bonus depreciation resuits in additional
revenue requirement in the Attachment O Rates for ITC-M, increasing
customer rates.

Formal Challenge:

» IPL initiated an Information Exchange and issued an Informal
Challenge under the MISO Formula Rate Protocols regarding the
ITC-M handling of available bonus depreciation.

+ IPL prepared a Formal Challenge under the MISO Formula Rate
Protocols challenging the “prudence of actual costs and
expenditures” in the Attachment O rate. It was filed at FERC on
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December 18, 2015. Interested parties may file comments to the
Formal Challenge at FERC.

IPL has estimated that ITC-M’s 2015 revenue requirement is roughly
$18 million higher than it would have been had ITC-M not opted out
of bonus depreciation in the years since 2009. ITC-M’s opt out
results in approximately 5% higher ITC-M transmission rates,
unnecessarily increasing costs to ITC-M's customers -- including
IPL and its customers. As a result of ITC-M’s decision, IPL’s cost to
its customers increases by about 1%, given that transmission costs
make up roughly 20% of IPL’s cost.

WPL Bent Tree Wind Farm Facilities Services Agreement:

MISO filed at FERC the ITC-M and Wisconsin Power and Light
Company (WPL, Alliant Energy’s Wisconsin utility) Facilities Service
Agreement (FSA) for the WPL Bent Tree Wind Farm Network
Upgrades. The FSA was filed unexecuted due to ITC-M refusing to
acknowledge in the agreement that it would use bonus depreciation,
if available, to reduce the cost of the transmission system network
upgrades associated with the WPL Bent Tree Wind Farm.

WPL filed at FERC a Protest to the ITC-M and WPL FSA for Bent Tree
due to ITC-M’'s refusal to acknowledge the availability of bonus
depreciation.

IPL filed at FERC comments supporting WPL’s position on the FSA
for Bent Tree.

ITC-M filed an Answer to the WPL Protest at FERC.

WPL filed a response to ITC-M’s Answer at FERC.

If this issue is not resolved and ITC-M refuses to acknowledge the
availabiiity of bonus depreciation for the network upgrades at IPL’s
Marshalltown Generating Station (MGS), it will likely impact the FSA
for the MGS transmission upgrades, resulting in a higher cost for
these upgrades to IPL.

B. IPL's Complaint on ITC-M Attachment FF {Docket No. EL12-104-000)

Updated Results and Activity:

On November 10, 2015, FERC issued an order in response to
NextEra’s rehearing request. FERC denied the rehearing request
and affirmed its earlier decision that the cost allocation approach in
place at the time a provisional GIA is amended shall be used. This
is consistent with IPL's position on this issue and will provide
greater savings to IPL custemers through a more rapid transition to
the new cost allocation approach adopted by FERC in which the
interconnecting customers, instead of ITC-M transmission
customers, pay for the cost of network upgrades. IPL bhelieves this
FERC proceeding is now complete.

Projected annual revenue from generators interconnecting to ITC-
M's system under the revised Attachment FF policy for ITC-M
increased from about $1.2 million in 2015 to $5.9M in 2016. These
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revenue credits represent on-gocing ITC-M transmission customer
savings resulting from the revised Attachment FF policy for ITC-M
which we expect to continue to grow.

C. Developments on transmission owner (TO) return on equity issues.

Updated Results and Activity:

+ First MISO Industrial Customer Complaint against MISO TO ROE,
Capital Structure and ROE Adders {Docket No. EL14-12-000)

o FERC sent the complaint to settlement and hearing
procedures, with a refund period covering the 15 month from
the date of the complaint on November 12, 2013 to February
11, 2015,

o The Initial Decision was to be issued by the ALJ by November
30, 2015. The decision deadline has been extended to
December 23, 2015. IPL will provide an update in the June
2016 Report.

MISO Activity, IPL Engagement

Planning Associated with Marshalitown Generation Station (MGS)

Network Upgrade Cost Redlctions

IPL continues to anticipate a significant cost decrease for the network
upgrades associated with the interconnection of MGS. The interconnection
cost is estimated to be decreased by over $200 million from the $255 million
initially estimated in the 2011 MISO System Planning and Analysis (SPA)
Study, to approximately $21 million currently. This reduction of over $200
million in capital cost was achieved in part as a result of IPL’s direct and
substantial involvement in the study process at MISO and with ITC-M.

Generator Inferconnection Agreement (GIA)

A conditional GIA is anticipated to be complieted with MISO by
December 31, 2015. it will need to be executed by IPL and ITC-M within
60 days following (beginning of March 2018). A MGS FSA will need to
be completed within 30 days after the GIA {near end of March 2016).
Similar to the WPL Bent Tree Wind Farm FSA, there is potential for the
FSA for the MGS network upgrades to be filed at FERC unexecuted, due
to IPL and ITC-M disagreement oh bonus depreciation. However, the
status of the FSA is not expected to impact the MGS GIA, network
upgrade construction schedule or accreditation of MGS.

Planning associated with MGS has prompted additional engagement by IPL at
MISO regarding MISO interconnection, capacity accreditation, resource adequacy
and stakeholder processes. IPL continues to advocate at MISO and with other
stakeholders for changes to these processes.
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IPL Analysis of ITC-M and MISO Rates

ITC-M posted the 2016 Projected Attachment O Rate on its MISO OASIS
website at http://www.oasis.oati.com/ITCM/, item number 105 on August
31, 2015. The posted information indicates customers of ITC-M will be
charged $9.798/kW-Mo for 2016, up $0.53 from $9.265/kW-Mo for 2015,
or 5.75%.
0 The increase is due to more invested capital and additional
operating expenses.
IPL asked ITC-M questions regarding the 2014 Attachment O True-Up
posting, the ITC-M Partners in Business Meetings in May and October
2015, and the 2016 Proposed Attachment O Rate.
IPL reviewed ITC-M’'s responses and found them satisfactory.
As aresult of the pending MISO transmission ROE dockets at FERC and
actions to date, IPL expects that transmission ROE will very likely
decrease. An ITC-M total ROE decrease of 1to 2 % is plausible.
0 Refunds may begin as early as 2017, and are anticipated to flow
through ITC-M Attachment O Rates and True-Ups. Prompt flow-
through to IPL customers is anticipated through the RTS Rider.

Transmission Outage Performance and Operations Coordination

Transmission reliability and asset performance metrics have been updated with
October 2015 year-to-date data in Figures 1, 2 and 3 below and illustrate a
continued, significant and maintained trend of fewer sustained and momentary
transmission outages, as well as shorter durations.

Outages

ITC Midwest Outage Performance

2008 2009 2010 2011 2012 2013 2014 2015 through Oct

———Sustained 69K+ 182 a4 138 76 a7 75 79 46
=—Sustained 34 5kV 196 a5 166 125 69 &9 60 48

Momentary Gk 167 12 310 248 192 219 210 170

= Momentary 34.5kV 808 413 770 475 404 333 353 232

Figure 1 — ITC-M Outage Performance
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Figure 2 — Transmission Reliability, SAIDI (System Average Interruption Duration Index)

- Average length in minutes of outages for all customers.
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Index) - Average number of outages experienced by all customers.

Transmission Stakeholder Meetings

On December 2, 2015, IPL held its tenth semi-annual Transmission Stakeholder

meeting in Cedar Rapids.
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During the Open Q&A Panel and Collaboration session a number of cost, efficiency
and transmission rate comparison issues were discussed amongst transmission
stakeholders and IPL representatives. In particular, topics of interest that generated the
most interest and discussion with stakeholders during the overall meeting were:

« Base assumptions associated with future IPL resource planning, in
conjunction with transmission planning

* |TC-M bonus depreciation opt out

s Energy Price Outlook

Conclusions

The activities and results detailed in this Report continue to demonstrate that {PL’s
actions and advocacy have a positive influence in managing the relationship with ITC-M
and with IPL’s customers to provide reliable and cost-effective service.

IPL and ITC-M continue to coordinate well on operations and planning issues and
view their relationship as a partnership.

IPL recognizes and acknowledges that ITC-M is making needed investments in the
transmission system, including system rebuilds, conversion and new facility construction.
As a result, transmission system reliability has improved and is being maintained.

Aspects of customer savings noted in this and prior Reports from IPL advocacy and
ITC-M investments include:

+ Engagement with ITC-M and at FERC on the bonus depreciation opt out
issue.

« As a result of iPL challenging the iTC-M Attachment FF policy, the ITC-M
self-funding of $39 million of network upgrades for the WPL Bent Tree Wind
Farm in Minnesota will be borne by WPL and its customers rather than all
customers of ITC-M, which would have included IPL and its customers. This
is only one example. When IPL initiated the complaint against the [TC-M
Attachment FF policy, IPL estimated that as much as $170 million in ITC-M
generator interconnection costs would have been absorbed by ITC-M
network transmission customers over the period 2008-2016 under the policy,
thus increasing ITC-M transmission customer rates.

« An anticipated significant cost decrease for the network upgrades associated
with the interconnection of MGS. The interconnection cost is estimated to be
decreased by over $200 million from the $255 million initially estimated in the
2011 MISQO System Planning and Analysis (SPA) Study, to approximately
$21 million currently. This reduction of over $200 million in capital cost was
achieved in part as a result of IPL’s direct and substantial involvement in the
study process at MISC and with ITC-M.

s An IPL study in early 2015 of the ITC-M Salem-Hazelton 345KV line that went
in service in 2013 showed the line enables a lower market cost to serve IPL
load. Looking at just the IPL load control area and using a 2019 MISO study
base case as a proxy to examine, IPL estimated the line provides
approximately $8 million savings annually from serving IPL load from MISO
market resources and increasing IPL generation margins from selling its
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resources into the MISO market. ITC-M has previously indicated that prior
studies estimated the Salem-Hazleton Project provided approximately $103
million per year in lower regional (larger impact than just IPL load area)
energy costs across MISO due to lower congestion costs and removal of key
transmission constraints.

» Customer outage reduction cost savings estimated in the range of $168-498
million, over the life of the assets (in 2013 dollars), from a joint IPL and iTC-M
study analyzing savings resulting from the improved current and future
reliability from ITC-M's transmission ownership and investment in years 2008-
2013.

With the results noted in this Report, IPL has demonstrated that it has and will
continue to engage and influence regulatory policy, MISO processes and ITC-M directly
through appropriate venues with the objective of reliable and cost-effective electric
service to IPL customers,



Detailed Report - Introduction

Interstate Power and Light Company (IPL) submits this semi-annual Report of its
transmission-related activities, pursuant to the requirements of the lowa Utilities Board's
(Board) January 10, 2011, Final Decision and Order in Docket No. RPU-2010-0001,
which conditionally allowed IPL to implement an automatic recovery mechanism for
transmission costs (Regional Transmission System (RTS) Rider). This Report provides
details of IPL's activities in and results from managing its processes and relationship
with ITC Midwest (ITC-M) and influencing the transmission service levels and cost
impacts to IPL customers. This report focuses on the following areas, with particular
emphasis on activities and results since IPL's last semi-annual transmission Report filed
June 30, 2015 (June 2015 Report):

1. ITC-M Relationship Management;
. Review, Analysis of and Response to ITC-M Dockets at the Board;

3. Federal Energy Regulatory Commission (FERC) Transmission Activity and IPL
Engagement;

4. Midcontinent Independent System Operator, Inc. (MISO) Activity and IPL

Engagement;

IPLand ITC-M's Joint Project Planning Process;

IPL Analysis of ITC-M and MISO Rates;

Transmission Outage Performance and Operations Coordination;

Stakeholder informational Meeting; and

Timetable of Events influencing Transmission Rates & Service.

© ®~ oo

With this and prior Reports, IPL is specifically responding to the Board expectations
that IPL “...improve its processes and relationships with ITC Midwest...” and “...to
provide semi-annual Reports detailing its review, analysis, suggestions, and input to
such things as ITC Midwest's transmission planning and budgeting process and any
FERC interventions or proceedings, and what impact IPL’s input has had.”

Further, the Board required “...IPL to collaborate with other interested parties on at
least a semi-annual basis. The IUB envisions these collaborations to be an opportunity
for other parties to offer suggestions to IPL on how it can better manage its processes
and relationships with ITC Midwest...”

In this Report, IPL continues to emphasize results it has achieved on behalf of its
customers. This Report addresses the most significant new and continued issues,
actions and results affecting transmission service and cost since the June 2015 Report.
The Report does not necessarily address afl activity or previously reported items without
new developments. However; some background information from prior reports is
selectively retained in this Report in order to provide continuity and context.
Updates and significant resuits are generally in bold text and/or proceeded by
“Updated Results and/or Activity” at the beginning of the major sections.

IPL is continuing to include in this Report analysis on changes to ITC-M rates, their
drivers and reasonableness in the context of value for IPL’s customers.

IPL's strategy continues to be customer-centric by influencing the balance between
the cost and benefits of transmission service provided to IPL customers through its
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advocacy for customer interests with ITC-M, MISO, and FERC including active
engagement with large customers, interveners, the lowa Office of Consumer Advocate
(OCA) and Board in stakeholder meetings and other forums.

IPL's strategy is further driven by the “IPL Transmission Management
Approach”:

Goal: Provide access to a reliable, cost effective electric transmission system
that creates long-term value for IPL customers
» Provide benefits to IPL customers through effective and purposeful
planning of and investment in the transmission system
« Advocate for appropriate transmission costs to IPL customers that align
with benefits provided
» Engage and inform stakeholders regarding transmission management
approach and implementation
» Maintain effective management oversight of and engagement in
transmission activities, including regional and federal regulatory and
policy venues to address key transmission issues

Notable, Updated Resuits and Activity discussed in this Report include:

* ITC-M opting out of use of bonus depreciation, related customer cost
impacts, and resuiting IPL and Wisconsin Power and Light Company’s
(WPL, Alliant Energy’s Wisconsin utility} actions.

e |PL’s Complaint on ITC-M Attachment FF and related funding of network
upgrades.

+ Developments on transmission owner (TO) return on equity issues.

1. ITC-M Relationship Management

IPL has an internal management structure with groups and individuals designated to
interface with ITC-M and manage the overall relationship and coordination activities with
ITC-M.

Numerous interactions occur at all levels within IPL and between IPL and ITC-M on
daily and weekly frequencies to support activities such as planned transmission outage
coordination, transmission and distribution construction and maintenance, planning for
future work, outage investigation, and coordination and communication with |PL
customers.

in addition, IPL has access to and periodic contacts with ITC-M executive leadership
to discuss current and future operational performance and customer cost issues. A
variety of financial, planning, operational and regulatory topics are discussed, with
additional support from appropriate representatives of each company. For example,
these meetings have resulted closer coordination on distributed generation that connects
to IPL distribution and can have transmission impacts, and closer coordination on ITC-M
transmission planning associated with IPL generation resource planning.
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The companies continue to coordinate well on operations and planning issues and
view the relationship as a partnership.

The committee structure with ITC-M is represented in Figure 4. No notable changes
in personnel assignments have occurred since the June 2015 Report.

The IPL Executive Stakeholder Team continued to meet internally monthly with staff
to review status of various |PL-related transmission issues and provides oversight and
direction to IPL’s overall transmission strategy and relationship management with [TC-M.
This includes monitoring developments with, and directing responses to the following
entities regarding events, issues, processes and regulatory policies that impact ITC-M
rates and ultimately the cost to IPL customers:

MISO, and
Board
IPL / iTC-M Committee Structure.
T takeholdar Te. _|PL Cgtg Team 1PLAITC-H Requiatory & IPL Policy Subcommbiee
‘LirdaMaties ~Chair LindaMattes - Cheir Stakeholdes Relations Joel Schimidl
DoligKopp DougKopp Subcornmiftee Eric Gueiker
JoplSehmigt Jowl Sehmidt Eric Guelier
— Exfc Guelker JohnWoyar )

»  Provides overall sxecutive Joé HMcGovesm Punyi Patel - ITG-4 +  Proddes paticy
direclion fof IPL fransmission Deb Yoder Dave Grover - {TFC-H guidance .
actaties ) Derise Faust Hike Dabney— 1G4 - Developpolicy joiidy

+  Ueels quartery with Core Seoll Smith wiliiiC @
Teamandas nesded Sam Nomis VP/DUaCtor Lever

Anne Lenzen * Meels asneeded
JohnWayer +  Discusgionofstate,

tederg) reguidtory issues

o_r muhralinterast,
stakeholder relations -
» keels quanery

«  Discussion ofspedfic
actipnilems

+  Ensurescoordinaed
‘approachlo iTC-M
-Resolvesissuss.
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Gquanerly with Execulive

Naleg .
= tiamed represenlatives with Akant

Eneigy — PL or AEant Energy
Campotale Services, c. unleas
otheTwize noles )

*  Oolykey PL persoaneland TC-1

2 ; personnel shown
Slakeholder Team, and o Dues vl peflect pB@L. and TCIE
asneeded resoutces or poinisaf inleraction
1PL HITC Planning iPLZITC Projacls IPL#{TC44 Operations. IPL 2ITG-H, Execulive
= : Sibeommiien Subcommities Commitiee
Stacy Van-Zante ‘LisaHenderson KimDurgin Lindatiates
Jefl Eddy —TCH JmSpicer —17G-M ~Darrel Yohink — iTC-H Jon Jipping=1TC-#
Cther representatives from olher ispresentatives Tom Othar representatives from Krisia Tanner ~FC-M
wach company az requirad cach companyas requiréd each'company asTequired ’

+ Ensures cootdinalion ol
oviarall kansmission &
distributon planning;

«. Meels'alizastmonthiy

+ Engures coordinaticn of
projects .
» Moels atieastmonthiy
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TSC o protectintegiity &
retiability o the systems

+  Heels atleasibi-monthly

v 11-25-20%5
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(While the committee structures appear very formal, they are in reality very flexible in the composition of
members and meeting frequency in order to maximize efficiency and effectiveness in addressing issues in
the interests of customer costs and service levels. )

Figure 4 — IPL / ITC-M Committee Structure



2. Review, Analysis of and Response to ITC-M Dockets at the Board

IPL’s strategy includes maintaining active and vocal engagement with ITC-M's
regulatory activity that could potentially affect transmission related benefits as well as
rates, and therefore, costs to [PL customers.

IPL continuously monitors filings made on a routine basis by ITC-M to the Board.

IPL makes a determination on a case-by-case basis regarding whether any response
by IPL to an ITC-M filing is necessary and whether other filings in these venues could
have an impact on IPL customer transmission costs or service.

Through its Transmission Planning, Delivery System Planning departments and
other resource areas, IPL performs a daily and weekly review of all new filings by ITC-M
through the Board’s Electronic Filing System. [IPL's Delivery System Planning
department, and others as appropriate, review any new docket related to [TC-M. IPL
has developed criteria to determine what, if any, actions it should pursue. The criteria
for participation, whether in support of or opposition to a particular project, are listed
below. Please note these criteria are general in nature; IPL may decide to take different
actions depending on the specifics of a particular docket.

IPL’s response to an ITC-M docket can include one of the following actions, as
supported by the corresponding general criteria for each action:
s  Support;
o ITC-M requests franchise renewals;
o ITC-M proposes a conversion project related to IPL long-term plans;
o ITC-M proposes new IPL substation connections;
o ITC-M plans projects to satisfy North American Electric Reliability
Corporation (NERC) compliance; or
o ITC-M's proposal supports reliability and aging infrastructure projects
identified by IPL.

» Oppose:
o The proposed project does not materially improve reliability; or
o The proposed project would make [PL customers responsible for a
disproportionate amount of the costs.

» No Action:

o ITC-M's project supports customers other than 1PL;

o ITC-M's filing is a routine reporting filing;

o The docket is not related to a specific project;

o The project is driven by regulatory policy, unless justification is not
aligned with the needs of IPL’'s customers; or

o A project identified at the time of the transmission system sale does not
fall into the support criteria.

IPL reviews all projects, starting at the planning level with ITC-M and continues
throughout the various MISQ and regulatory processes. |PL takes advantage of multiple
opportunities to provide input and feedback to influence the reliability, efficiency and/or
cost impact of these projects. Ultimately, IPL has the ability to intervene in the
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appropriate state regulatory process should it not be successful with influencing a project
in the desired direction.

Since IPL's June 2015 Report, IPL has reviewed 9 new dockets filed by ITC-M with
the Board, and provided letters of support to the Board for all 9. A summary of IPL’s
review of new [TC-M filings to the Board is provided in Table 1.

June 15, 2015 — December 11, 2015

Table 1 — New [TC-M Filings with lowa Utilities Board Reviewed by IPL

Week Of Dil(;k‘et Short Description lPI_T_::(cetrl‘on Reason
07/05/2015 |E-22219Fairfield to Denmark 161kV Support |Franchise Renewal
07/15/2015 |E-22211Hanlontown to manly 69kV line Support | Franchise Renewal
07/26/2015 !E-22223 Douds Substation to Highway 17 69kV Support Conversion
08/23/2015 1E-22227 Wapello County to Jefferson 6SkV Support |Franchise Renewal

Monticello North to County Line 6SkV, Wyoming
08/29/2015 |E-22240[East Double Circuit 69kV, Wyoming to Onslow Support Conversion

69kV lines

Lovell to CIPCO 69kV, Monticello IND. To MVEC

Lovell Sub 69kV, Monticello to Amber 69kV, Franchise Renewal
08/29/2015 |E-22241 Amber to Center JCT 69kV Lines Suppert
10/18/2015 |E-22243 Coulter Sub Tab 69kV Support | Franchise Renewal
11/01/2015 |[E-22246Denmark to BGS 161kV Lines Support | Franchise Renewal
11/01/2015 |E-22247 Denmark to BGS 161kV Lines Support | Franchise Renewal

Supported generally means the filings are for projects IPL views in the best inferests of IPL customers, such as franchise
renewals, rebuilt facitities, certain new facifities, North American Electric Reliability Corporation (NERC} compliance, or the
MISO Multi Value Porifolio.

No Action generally applies to filings of nc consequence fo IPL customers.

Objected to or With Gomments generally applies to projects unnecessary for IPL customer reliability or inappropriate cost
allocations to IPL customers.

3. FERC Transmission Activity, IPL Engagement

IPL’s strategy includes maintaining active engagement with ITC-M's reguiatory
activity that could potentially affect transmission related benefits as well as rates, and
therefore, costs to IPL customers.

Specifically in its advocacy for customer cost interests at FERC, 1PL supports
transmission investment that provides benefits to customers through effective and
purposeful planning along with the proper alignment of costs and benefits.

IPL does not object to FERC's policy of providing transmission owners with
incentives to encourage particular practices and to meet specific policy goals where and
when needed. However, in its FERC engagement, IPL has proffered that the most
efficient and effective way to achieve such policy is for FERC to take a holistic approach
to its transmission investment policy in general and ROE treatment in particular.
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Since the June 2015 Report, IPL notes the following most significant FERC activity,
and IPL’'s engagement.

A. Cost Increase Resulting from ITC-M and Bonus Depreciation Tax
Treatment Opt Out (Docket Nos. ER16-208-000, ER16-208-000, ER15-
1250)

Results and Activity:

IPL learned that ITC Holdings Corp. has not taken bonus depreciation
available to it under federal Internal Revenue Service (IRS} requlation since
2009. This election to opt out of bonus depreciation results in additional
revenue requirement in the Attachment O Rates for ITC-M, increasing
customer rates.

¢ IPL initiated an Infermation Exchange and issued an Informal
Challenge under the MISO Formula Rate Protocols regarding the
ITC-M handling of available bonus depreciation {Attached as
Appendix 1).

e  MISO filed the ITC-M and WPL Facilities Service Agreement (FSA) for
the WPL Bent Tree Wind Farm Network Upgrades, unexecuted at
FERC, and a revision (Attached as Appendix 2).

s WPL filed a Protest at FERC to the ITC-M and WFL FSA for Bent
Tree, and an updated Amendment {Attached as Appendix 3).

e |PL filed Comments at FERC to the ITC-M and WPL FSA for Bent
Tree (Attached as Appendix 4).

e ITC-M filed an Answer at FERC to the WPL Protest (Attached as
Appendix 5).

« WPL filed a response at FERC to ITC-M’s Answer (Attached as
Appendix 6).

e |PL prepared a Formal Challenge under the MISO Formula Rate
Protocols challenging the “prudence of actual costs and
expenditures” in the Attachment O rate. It was filed at FERC on
December 18, 2015 and is attached as Appendix 7.

Background

Bonus depreciation has been in effect since 2008 and is the result of
provisions in the federal tax laws that allow a corporation to deduct either
50 percent or 100 percent of the qualifying capital investments in the first
year an investment is placed in-service for tax purposes.

Congress is currently looking at the potential of extending many of the
tax provisions in the Internal Revenue Code that expired at the end of 2014
including a five year extension for bonus tax depreciation under which
expenditures through December 2019 wouid qualify for bonus depreciation.
This extension of bonus depreciation is part of the “Protecting Americans
from Tax Hikes Act of 2015” and has been passed by the House of
Representatives. Alliant Energy expects, similar tc prior years, that the tax
extenders will be signed into iaw sometime before the end of 2015 and will
apply to facilities placed into service from 2015 through 2019.



Bonus depreciation significantly increases deferred tax liabilities. For
utilities, the deferred tax liabilities associated with bonus depreciation are
required to be included in rate base, which has the effect of reducing rate
base and lowering customer costs.

The default presumption is that companies will not elect out of using
bonus depreciation. However, the U.S. Treasury Department has provided
taxpayers with an opportunity to opt out of taking bonus depreciation.

This opt out election is useful when failure to do so might cause a
permanent loss of tax benefits. As bonus depreciation works to reduce
rate base and thus customer rates, it would be imprudent for a company to
elect out of bonus depreciation if it is paying current taxes and is not
protecting any permanent tax benefits. Notably, if a company chooses to
elect out of bonus depreciation it may later request to revoke the election
by obtaining IRS consent through a private letter ruling.

IPL has determined that a significant majority of alt utilities have taken
bonus depreciation to the fullest extent possible.

Results:
IPL. Engagement with ITC-M through MISO Formula Rate Protocols

IPL initiated in June 2015 the Information Exchange and
Challenge process with ITC-M under the MISO Formula Rate
Protocols. ITC-M did not agree with IPL’s requests for |TC-M to
effectively reverse its decision, particularly with respect to ITC-M’'s
2014 Attachment O True-Up to be applied to ITC-M's 2016
Attachment O projected rate. ITC-M's responses did not offer to IPL
an appropriate and acceptable rationale for its decision. Further,
ITC-M has indicated that it believes IPL’'s challenge is invalid and
that it does not intend to reverse its decision,

IPL prepared a Formal Challenge under the MISO Formula Rate
Protocols challenging the “prudence of actual costs and
expenditures” with respect to the 2014 ITC-M Attachment O True-Up
(that reflects the added revenue required from not taking bonus
depreciation) and its application to the projected 2016 ITC-M
Attachment O rates. It was filed at FERC on December 18, 2015 and
is attached as Appendix 7. It was filed in FERC Docket No. ER15-
1250, which is the annual ITC-M transmission rate informational
Filing under the MISO Formula Rate Protocols. There is opportunity
for interested parties to file comments at FERC.

If the result of a Formal Challenge under the Protocols is deemed
unsatisfactory, then IPL will consider filing a Section 206 complaint
against ITC-M at FERC. If a Section 206 complaint is filed, it will also
be an opportunity for interested parties to file comments.

If this issue is not resolved and ITC-M refuses to acknowledge
ITC-M will use bonus depreciation, if available, for the network
upgrades at IPL’s Marshalitown Generating Station (MGS), it will
likely impact the FSA being developed for the network upgrades for
the MGS transmission upgrades, resulting in a higher cost for these
upgrades to IPL.
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Importantly, when bonus depreciation is utilized it is done so on
all capital investments within a given class of assets in a given year,
not selected projects, so ITC-M’s choice to not utilize bonus
depreciation will not affect only the Bent Tree or MGS network
upgrades, but will affect all capital investments in the asset class,
including those elsewhere in the ITC-M transmission system,
resulting in higher customer costs. These asset cost impacts
directly affect IPL’s customer’s cost of transmission services.

IPL has estimated that ITC-M’s 2015 requirement is roughly $18
million higher than it would have been had ITC-M not opted out of
bonus depreciation in the years since 2009. ITC-M’s opt out results
in approximately 5% higher ITC-M transmission rates, unnecessarily
increasing costs to ITC-M's customers -- including IPL and its
customers. As a result of ITC-M's decision, IPL’s cost to its
customers increases by about 1%, given that transmission costs
make up roughly 20% of IPL’s cost.

Consumers Energy, the principal utility subsidiary of CMS
Energy {CMS) and DTE Electric, a utility subsidiary of DTE Energy
(DTE) are both utility customers of ITC Holdings transmission
company subsidiaries in Michigan, METC and ITC Transmission,
respectively. IPL informed both CMS and DTE of the decision of iTC
and its operating companies to elect out of bonus depreciation.
Both CMS and DTE have since engaged with their respective |ITC
companies on this same issue. They have similar interests
regarding ITC’s decision and IPL is actively discussing this issue
with them.

WPL Bent Tree Wind Farm FSA Unexecuted with ITC-M

In addition, a WPL and ITC-M disagreement on the ITC-M
handling of bonus depreciation has resulted in the WPL Bent Tree
FSA with ITC-M being filed at FERC unexecuted in October 2015.
The FSA was filed unexecuted due to ITC-M refusing to acknowledge
in the agreement that it would use bonus depreciation, if available,
to reduce the cost of the transmission system network upgrades
associated with the WPL Bent Tree Wind Farm project. In response,
WPL has filed a Protest. The Large Energy Group (LEG) provided
WPL a letter of support for its Protest, concerned that the MGS FSA
costs to IPL could also be increased because of the bonus
depreciation issue, IPL and other interveners {e.g. Board, Office of
Consumer Advocate (OCA), and lowa Consumers Coalition {ICC))
have filed supportive comments. ITC-M filed an Answer to the WPL
Protest. WPL filed a response to ITC-M’s Answer.

Approximately $38 million of the required Bent Tree network
upgrades are being self-funded by ITC-M under Attachment X of the
MISO Tariff. However, WPL as the generator and its customers are
responsible for those costs. The FSA specifies the payments from
WPL to ITC-M for the required Bent Tree network upgrades,
amortized over the life of the project. If the project qualifies for
bonus depreciation and if ITC-M does not utilize bonus depreciation,
the impact to this project may exceed $12 million in additional
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transmission service costs to WPL and its customers over the 25
year life of the FSA,

B. FERC Investigation into MISO Attachment O Formula Rates (Docket Nos.
EL12-35-000, ER13-2379-000)

Updated Results and Activity:

« |PL has continued to engage in the processes through the updated
protocols resuiting from the proceeding, allowing additional review
of Attachment O rates with ITC-M to gain clarity on projected rates,
as well as the bonus depreciation issue discussed above in Section
3. A

« With no further activity in this docket, IPL believes this FERC
proceeding is now complete.

Background

Following complaints regarding MISO transmission formula rates, FERC
initiated an investigation in 2012, noting that the current structure may be unjust,
unreasonable, unduly discriminatory, preferential or otherwise unlawful. Areas of
concern where FERC requested comments from interested parties included the
scope of participation, transparency of the information and ability to challenge.
Ability to engage the prudency and details of formula rates is essential to IPL's
advocacy for customer cost interests.

Results:

+ |PL submitted comments to FERC in June 2012. IPL suggested
improvements in the above-noted areas of concern. A copy of IPL’s
comments was provided in the June 2012 Report. IPL comments noted
that, with IPL’s transmission service substantially delivered through the
fTC-M system, 85 to 90 percent of [PL’s total transmission costs are a
direct result of ITC-M rates. Further, these costs are transparent to IPL
end-use retail customers as a separate line item on their IPL bills. {PL
sought greater detail and transparency from both ITC-M and MISO in the
determination of Attachment O rates. Specifically, more information
should be provided regarding the need for, quantifiable benefits of, priority
of and reasonableness of each of the components, especially individual
project capital cost. The need for such detail and transparency have
been expressed and emphasized in feedback from IPL customers in view
of the historical rapid rise in ITC-M rates.

« In May 2013, FERC issued an order which found that MISO’s and
individual company formula rate protocols are insufficient. FERC directed
MISO and the impacted TOs, which includes ITC-M, to make certain
changes to their formula rate protocols. Changes were directed to assist
in making certain interested parties have the information and processes in
place to help ensure just and reasonable rates. The new protocols
require TOs to provide more support for information included in formula
rates as well as have a well-defined challenge process which places the
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burden of demonstrating the correctness of information on the TO.
Parties seeking to challenge the prudence of a TO’'s expenditures will still
need to first create a sericus doubt as to the prudence of those
expenditures before the burden of proof shifts to the transmission owner.
IPL provided verbal suggestions to ITC-M in August 2013 regarding
additional information IPL would find helpful in ITC-M's projected
Attachment O rate presentations, including more detail on Administrative
and General (A&G), Operations and Maintenance (OC&M) costs,
correlation of projects to the annual MISO Transmission Expansion Plan
(MTEP) and more breakout of capital on multi-year projects. IPL
suggested that these considerations might also factor into ITC-M's
participation with other MISO TOs in the development of the formula rate
protocol compliance filing with FERC. ITC-M indicated that it was not
expected that the compliance filing would reflect much change to the
existing Attachment O protocols for projected rates, but they indicated
appreciation of the suggestions and that they would take them into
consideration.

MISO and the TQOs, including ITC-M, collaborated on their compliance
filing and filed at FERC on September 13, 2013. Among other provisions
In their filing, MISO and the TOs highlighted:

o Reguest that the revisions to the MISO tariff be effective January
1, 2014,

o Have definitive timelines for interested parties and TOs to have
Information Exchanges, Informal Challenges, and Formal
Challenges to TOs’ annual net revenue requirement and True-Up
Adjustments.

o Agree to comply with the requirement to provide additional
information, including supporting documents and work papers for
data that is not available in the FERC Form 1 or other applicable
data source documents, that includes sufficient information to
enable interested Parties to replicate the calculation of the formula
results and identify any changes to the formula references.

o Agree to make required annual informational filings to FERC that
include:

» |nput data to formula rates are properly recorded in any
underlying work papers;

» that the Transmission Owner has properly appiied the
formula rate and the procedures in the protocols

» the accuracy of data and the consistency with the formula
rate of the actual revenue requirement and rates (inciuding
any True-Up adjustment) under review

= the extent of accounting changes that affect formula rate
inputs, and

= the reasonableness of projected costs included in the
projected capital addition expenditures

o Provided illustrative examples of the revised protocols and red-
lined versions of the MISQO Attachment O to comply with the FERC
order.

o Indicated that due to the expected time for FERC to act on the
compliance filing, MISO and the TOs do not expect that the
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revised procedures and timelines will be applied until June 1,

2014,
On October 18, 2013, Aliant Energy Corporate Services, Inc. (AECS) on
behalf of its affiliate utilities IPL and WPL, filed comments at FERC on the
compliance filing. AECS’s comments explain that while the company is
supportive of the steps being taken, the filing is deficient in that changes
to protocols are being focused on True-Up procedures and are not being
applied to projected rates such as those used by [TC-M and the American
Transmission Company (ATC). AECS stressed the importance of
thoroughly understanding projected rates and their basis, and the need
for the new protocols to be applied to projected rates and not just True-Up
procedures. Further, AECS noted that in order to be in a sufficient
position to fully evaluate and influence projected rates on behalf of
customers, greater understanding of the reasonableness, prudency, and
anticipated benefits of the projected rates is needed.
Various entities with MISO interests filed comments to the compliance
filing regarding the details of the timing and specific information made
available in the review of actual revenue requirements and the True-Up
adjustments. A few, including the OMS made similar comments to AECS
regarding the needed application of the protocols to projected rates.
On March 20, 2014, FERC conditionally accepted the September 2013
compliance filing and denied a rehearing request on its 2013 order for
changes in MISO's Attachment O tariff protocols. FERC has recognized
the comments made by AECS, OMS and others that new protocols filed
by the MISO and the TOs focused on the processes and timelines to
review and challenge the after-the-fact rates. The new protocols did not
clearly provide any additional mechanisms for review and challenge of the
projected rates for the following year, such as those IPL is subject to from
ITC-M. FERC indicated in the March 2014 order that the May 2013 order
was meant to apply to projected revenue requirements as well. Along
with other revisions, MISO and the TOs are required to revise the
compliance filing to reflect the process and timelines for customers to
review the reasonableness of projected rates.
On April 18, 2014, OMS requested a rehearing and clarification of the
March 20 order, asserting that FERC failed to make clear that the
proposed protocols apply to the initial establishment of a formula rate
revenue requirement by a MISO TO, and that FERC erred when it
allowed the revised formula rate protocols to become effective on January
1, 2014, rather than the refund effective date of May 23, 2012,
established in the May 2013 order.
MISO and the TOs filed a revised compliance filing on May 19, 2014,
The compliance filing does make the protocol changes to include
application to the projected net revenue requirements as used by [TC-M.
The timeline is clearer and tied to specific dates, rather than elapsed time
as it was before. The timeline is also somewhat longer, allowing
Interested Parties such as IPL more time to review the Annual True-Up,
projected revenue requirement, etc. and to initiate Information
Exchanges, Informal Challenges or Formal Challenges. Also on May 19,
FERC issued a tolling order on OMS’ rehearing request.
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On June 9, 2014, a group of Arkansas and Mississippi cooperative and
municipal utilities (Joint Customers) filed a Protest at FERC against the
MISO and the TOs on procedural, timeline and calculation issues.

On June 12, 2014, the OMS filed a Motion to File Comments Out of Time
and Comments of OMS regarding procedural issues.

On January 22, 2015, FERC conditionally accepted MISQO and the TO's
May 2014 compliance filing subject to a further compliance filing, denied
the Organization of MISO States (OMS) rehearing and clarification
request, and affirmed the protocols to be effective January 1, 2014. The
revised compliance filing required adjustments to the scope of
participation in the challenge and review procedures, transparency of the
information exchange process and the ability of customers to challenge
transmission owners’ implementation of the formula rate.

MISO and the TOs filed a revised compliance filing on February 13, 2015.
FERC has taken no further action thus far in the dockets.

IPL has continued to engage in the processes through the updated
protocols resulting from the proceeding, allowing additional review of
Attachment O rates with ITC-M to gain clarity on projected rates, as well
as the bonus depreciation issue discussed above in Section 3. A,

With no further activity in this docket, IPL believes this FERC proceeding
is now complete.

C. IPL’s Complaint on ITC-M Attachment FF (Docket No. EL12-104-000)

Updated Resuits and Activity:

On November 10, 2015, FERC issued an order (Attached as
Appendix 8) in response to NextEra's rehearing request. FERC
denied the rehearing request and affirmed its earlier decision that
the cost allocation approach in place at the time a provisional GIA is
amended shall be used. This is consistent with IPL’s position on
this issue and will provide greater savings to IPL customers through
a more rapid transition to the new cost allocation approach adopted
by FERC in which the interconnecting customers, instead of ITC-M
transmission customers, pay for the cost of network upgrades. IPL
believes this FERC proceeding is now complete.

Projected annual revenue from generators interconnecting to ITC-
M’'s system under the revised Attachment FF policy for ITC-M
increased from about $1.2 million in 2015 to $5.9 million in 2016.
These revenue credits represent on-going ITC-M transmission
customer savings resulting from the revised Attachment FF policy
for ITC-M.

Background

Results:

In ITC-M’'s implementation of the tariff, the costs of network upgrades

related to generator interconnections were reimbursed to generators and thus
passed on to [PL customers through ITC-M's rates. IPL had previously
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communicated its concerns to ITC-M regarding its implementation of the
MISO Attachment FF. IPL contended that IPL customers are significantly
and unfairly disadvantaged. IPL requested ITC-M to consider changing this
policy to be consistent with the majority of MISO, where a generator
interconnection customer pays for 100% of the cost of network upgrades
rated below 345kV and 80% for those rated above 345kV needed to connect
to the transmission system. |ITC-M declined to make such a change, instead
noting the professed benefits of the ITC-M policy to IPL and its customers
through support of regional wind generation development and overall
economic development, and stating that the reimbursement policy was
consistent with FERC policy. IPL then engaged the MISO stakeholder
process through its various committees. MISO ultimately advised IPL that
MISO could not address the disputed issue between IPL and ITC-M, or
provide relief through their tariff administration.

« |PL developed a Section 206 complaint and filed at FERC on
September 14, 2012, seeking change to I{TC-M's Attachment FF
generator interconnection cost allocation policy, indicating:

o IPL customers were significantly and unfairly disadvantaged by
ITC-M's policy which inappropriately allocated generator
interconnection cost to network customers, rather than the
connecting generator itself;

o Using ITC-M's historical and forecasted capital expenditures for
generator interconnections, IPL calculated a cost shift to IPL
customers totaling $170 million would have occurred over the
period 2008-2016 under the then-current [TC-M Attachment FF
implementation, versus an Attachment FF implementation
consistent with the majority of MISO.

o Interconnection customers should fund 100% of upgrades rated
below 345kV and 80% for those rated above 345kV

e Numerous supporting comments were filed from various stakeholders,
other transmission dependent utilities, state commissions and others
including the Board and OCA.

» ITC-M filed comments, defending their implementation of Attachment
FF. IPL filed response comments. ITC-M filed an additional set of
comments, defending its position.

« On July 18, 2013, FERC issued an order granting |PL’s complaint and
directed MISO on behalf of ITC-M to make revisions to Attachment FF
so that ITC-M's reimbursement policy is consistent with the other
MISO zones. Changes were effective as of the date of the order.
Customers who had Generator Interconnection Agreements (GlAs)
executed or filed with the FERC prior to the date of the order use the
former reimbursement policy. GlAs executed or filed with the FERC
prior to the date of the order but that are amended to add additional
network upgrades will be addressed on a case-by-case basis.

« On August 14, 2013, MISO filed at FERC a compliance filing with the
applicable MISO tariff sections edited to reflect the July 18, 2013
FERC order.

+» On August 16, 2013, ITC-M filed a rehearing request and in the
alternative, a clarification. The rehearing request argued that FERC:
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o Neglected to articulate a rational connection between the
facts and its decision
o Failed to justify its departure from prior decisions
o Erred by ignoring its own cost causation policies
o Erred by agreeing with the complaint without holding a
hearing and finding that IPL met its burden of proof without an
adequate record evidence upon which to make such a finding
o Deprived ITC Midwest of meaningful FPA Section 205 rights
o Erred by instituting rates for the ITC-M zone that discourages
new generation
As an alternative to a rehearing, ITC-M also asked for a clarification
on the effective date of FERC'’s ordered changes and requested that
customers with provisional GlAs as of July 18, 2013 will continue to
be subject to the policy where ITC-M provided 100% reimbursement
and that customers that have made M2 milestone payments as of
July 18, 2013 will be subject to the 100% reimbursement policy
fermerly in place.
On August 19, 2013, IPL also filed a request for clarification which
sought to clarify that FERC’s directed changes apply to existing GlAs
that are amended after the date of the July 18, 2013 order. As stated
above, the order indicated FERC would handle these situations on a
case-by-case basis. NextEra Energy Resources, Inc. filed a response
to IPL's clarification objecting and requesting that that the new policy
not apply to all amendments of GlAs following July 18, 2013, and in
particular not to new network upgrades in such GlAs that are required
because of the completion of interconnection studies required by the
existing GIA.
On September 16, 2013, FERC issued a tolling order related to the
rehearing and clarification requests filed which gave FERC an open
ended amount of time to consider the requests. In the meantime, the
order of July 18, 2013 remained in effect as issued.
On December 13, 2013, Alliant Energy Corporation (AEC, parent of
IPL. and WPL) and its subsidiary IPL filed a Form 8-K with the
Securities and Exchange Commission (SEC). In this filing, AEC and
IPL noted that IPL had expected to fund capital transmission
upgrades for its planned MGS based on the July 18, 2013 FERC
order on ITC-M's Attachment FF and assumed such upgrades in its
capital expenditure guidance issued on November 7, 2013. [PL has
been informally notified that ITC-M intends to pursue an option under
the terms of the MISO Generator Interconnection Procedures to self-
fund the transmission upgrades associated with MGS. This self-fund
option is under Attachment X of the MISO tariff, separate from
Attachment FF. Under this option, IPL anticipates a direct assignment
facility expense for the network upgrades after the upgrades are
placed into service. IPL does not believe that the cost cap included in
the Board’s Proposed Decision and Order of November 9, 2013 would
be affected if ITC-M were to ultimately self-fund the transmission
upgrade.
On February 20, 2014, FERC issued an order denying ITC-M's
request for rehearing, granting in part and deny in part ITC-M and
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IPL’s respective requests for clarification, and accepting MISO'’s
compliance filing.
o Denies ITC-M's request for rehearing — Among the points
FERC noted:

A “fundamental flaw" in the prior ITC-M policy in that it
did not provide adequate contribution to the costs of
network upgrades required to interconnect a generator
from either the generator or a transmission customer
taking service when the generator exports to another
MISO pricing zone;,

The July 18, 2013 order is consistent with prior FERC
precedent, which has sought to properly incentivize
network upgrade benefits while protecting native load
from improperly subsidizing generator interconnection;
In a prior order approving the existing MISO policy,
FERC explicitly affirmed that the policy ‘remains just
and reasonable,” and stili is;

The order does not create a subsidy in favor of
existing transmission customers; and

The order does not discourage renewable generation.

o Grants in part and denies in part ITC-M's request for
clarification:

Upgrades identified in a provisional GIA that was
executed or filed unexecuted prior to July 18, 2013,
will be governed by the prior ITC-M policy. However,
upgrades that are subsequently identified and
incorporated into an amended and restated GIA, which
may or may not be considered provisional at the time
of amendment, and which were not inciuded in a
provisional GIA that was executed or filed unexecuted
prior to July 18, 2013, will be governed by the new
MISO policy in effect in the ITC-M zone after July 18,
2013.

Interconnection customers who had reached the MISO
M2 milestone in the generator interconnection queue
process prior to the July 18, 2013 order will not remain
eligible for reimbursement under the ITC-M policy,
consistent with the finding in the order that customers
that have executed a GIA or filed an unexecuted GIA
prior to July 18, 2013 remain eligible for
reimbursement under the ITC-M Policy. [f customers
posted the M2 milestone and now wish to withdraw
from the queue because of the changes ordered, and
the MISO Tariff does not provide an opportunity for
them to recoup their M2 milestone payment, those
customers may file a request for waiver with FERC
and present their case for recovery.

o Grants in part and denies in part IPL's requests for
clarification:

As discussed above, upgrades that are subsequently
identified and incorporated into an amended and
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restated GIA, which may or may not be considered
provisional at the time of the amendment, and which
were not included in the provisional GIA that was
executed or filed unexecuted prior to July 18, 2013,
will be governed by the MISO policy in effect in the
ITC-M zone after July 18, 2013.
» However, as stated in the July 18, 2013 order, FERC
believes that amendments to non-provisional GlAs, i.e.
permanent GlA's which may have additional upgrade
responsibility due to re-study caused by projects
dropping out of the queue, are more appropriately
addressed on a case-by-case basis to give
consideration to the situation giving rise to the
amendments.
The February 20, 2014 FERC order substantially affirmed the July 18,
2013 order where IPL prevailed in its complaint. Like the July 18,
2013 order, the February 20, 2014 order is overwhelmingly a positive
for iPL and its customers.
On March 24, 2014, NextEra Energy Resources, LLC (NextEra) filed
at FERC a request for rehearing on the February 20 order. NextEra
asked for rehearing because two of its wind projects (Crystal Lake I
and 1) have provisional, executed GlAs filed in 2008 and 2009.
MISO did not complete the system impact studies for these projects
until March 2013. MISO has not yet amended the GlAs to include any
additional network upgrades. Therefore, as a result of the February
20, 2014 order, NextEra argues it will be responsible for any
additional network upgrade costs since the GlAs will be amended
after the date of the original July 18, 2013 order. NextEra argues that
this is due to no fault of its own, but rather due to the delays of MISO
studies and GIA amendments. NextEra had previously made a
similar argument in a response to IPL’s clarification request to the July
18, 2013 order.
On April 23, 2014, FERC issued a Tolling Order on NextEra’'s
rehearing request. The tolling order affords FERC additional time for
consideration of the rehearing request and will address it in a future
order.
As a result of IPL challenging the ITC-M Attachment FF policy, the
ITC-M self-funding of $39 million of network upgrades for the WPL
Bent Tree Wind Farm in Minnesota will be borne by WPL and its
customers through a FSA between ITC-M and WPL. Under the prior
ITC-M Attachment FF policy, those costs would have been borne by
all customers of {TC-M, of which IPL customers constitute 88% of the
load and corresponding cost. WPL’s Bent Tree Wind Farm is only
one example—IPL customers will benefit from future interconnecting
generators being responsible for network upgrade costs, not
customers of ITC-M.
ITC-M's first use of the self-funding arrangement was exhibited in
early 2015 with FSA submitted to FERC (Docket No. ER15-884-000)
by MidAmerican Energy (MEC) and ITC-M for a wind farm project in
Grundy County lowa that will necessitate network upgrades.
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Specifically, the costs for the Wellsburg 161/69 kV transformer will be
borne by MEC through the FSA instead of all customers of ITC-M, as
would have been done through the prior Attachment FF policy. IPL
expects ITC-M to handle the future cost allocation for generator
interconnection network upgrades similarly as a result of the change
in Attachment FF policy prompted by IPL through FERC.,

+ Likewise, as a resuit of the change in ITC-M Attachment FF policy, the
ITC-M self-funding of network upgrades for MGS will be borne by IPL
and its customers through a FSA between ITC-M and IPL. Although
under the prior ITC-M Attachment FF policy those costs would have
been borne by customers of ITC-M of which IPL constitutes only 88%
of the load and corresponding cost, the self-fund arrangement is
overall more fair and cost advantageous to IPL and IPL customers. In
addition, the cost allocation is in keeping with IPL’s policy objective
that costs and benefits be aligned. As noted in the Follow-up
Questions and Responses from the December 3, 2014 IPL
Transmission Stakeholder Meeting and attached to the December
2014 Report, IPL's analysis concluded that [TC-M's election to use
the self-fund option for the MGS network upgrades is in the best
interest of IPL and IPL customers from the lower cost compared to
IPL providing the up-front funding for those upgrades to ITC-M. The
analysis showed that the lower |PL weighted average cost of capital is
more than offset by the impacts of the requirement to gross-up any
up-front payment to ITC-M for the construction costs to account for
the impact of taxes required to be paid for ITC-M.

e On November 10, 20158, FERC issued an order (Attached as
Appendix 8) in response to NextEra’s rehearing request. FERC
denied the rehearing request and affirmed its earlier decision that the
cost allocation approach in place at the time a provisional GIA is
amended shall be used. This is consistent with IPL’s position on this
issue and will provide greater savings to [PL customers through a
more rapid transition to the new cost allocation approach adopted by
FERC in which the interconnecting customers, instead of ITC-M
transmission customers, pay for the cost of network upgrades. [IPL
believes this FERC proceeding is now complete.

« Projected annual revenue from generators interconnecting to ITC-M's
system under the revised Attachment FF policy for ITC-M increased
from about $1.2 million in 2015 to $5.9 million in 2016. These
revenue credits represent on-going ITC-M transmission customer
savings resulting from the revised Attachment FF policy for ITC-M.

D. Otter Tail Power Company {OTP) Complaint against MISO Seif-Funding
Policy for Network Upgrades (Docket No. EL15-36).

Activity and Resuits:

In a matter related to IPL's Complaint on ITC-M Attachment FF and
FERC's resulting orders, OTP filed a complaint (Attached as
Appendix 9) on January 12, 2015 regarding the inability in the MISO
tariff for an Affected System Operator to self-fund network upgrades
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required for a generator interconnection. An Affected System
Operator is a TO whose system will also incur required network
upgrades, but is not directly-interconnected to the interconnection
customer.

FERC's June 18, 2015 order on Docket Nos. ER14-2464-002 and
EL15-36-000 {Attached as Appendix 10) granted OTP’s complaint in
part and found that Affected System Operator TOs should also have
the right to self-fund their network upgrades. In addition, FERC
instituted a proceeding in Docket No. EL15-68-000 finding that it
may be unjust and unreasonable for TOs to have the unilateral right
to fund network upgrades. As an alternative, FERC offered that
MISO’s Tariff could be revised to provide that the transmission
owner or Affected System Operator may only elect to provide the
initial funding for network upgrades if the interconnection customer
agrees to such election; otherwise, the interconnection customer
must fund the network upgrades associated with its interconnection
request through other means.

FERC ordered MISO within 60 days to indicate if it would make the
needed changes in its tariff, or explain why not.

On July 20, 2015, the MISO TOs filed a rehearing request on the
basis that the FERC order of June 18 is inconsistent with precedent
{Attached as Appendix 11)

On August 17, 2015, MISO filed an informational report indicating
that it would propose tariff changes when FERC has addressed the
comments, protests and rehearing requests in the docket and
related dockets {Attached as Appendix 12).

On August 19, 2015, FERC issued an order granting rehearing for
further consideration (Attached as Appendix 13).

On September 30, 2015, AECS filed comments supportive of the
FERC investigation into the MISO network upgrade funding rules
initiated in Docket No. EL15-68 noted above. The comments of
AECS support an approach to determining who will fund network
upgrades based on considerations of costs to customers (Attached
as Appendix 14).

IPL continues to monitor the proceedings.

E. First MISO Industrial Customer Complaint against MISO TO ROE,
Capital Structure and ROE Adders (Docket No. EL14-12-000}

Updated Results and Activity:

In FERC orders issued in January and February 2015, FERC appointed
an ALJ and sent the complaint to settiement and hearing procedures, with
a refund period covering 15 months from the date of the complaint on
November 12, 2013 to February 11, 2015.

The Initial Decision was to be issued by the ALJ by November 30,
2015. The decision deadline has been extended to December 23,
2015. iPL will provide an update in the June 2016 Report.
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Background

On November 12, 2013, a group of industrial customer organizations in
MISO filed a complaint at FERC seeking reduction of the base ROE (12.38%)
used by the MISO TOs (including ITC-M) transmission rates to 9.15%,
instituting a capital structure in which the assumed equity component does
not exceed 50%, and eliminating the ROE adders currently approved for the
other ITC Heldings operating companies in Michigan (ITCTransmission and
METC) for being a member of a Regional Transmission Organization (RTO)
and for being an independent transmission owner (Docket No. EL14-12-
000).

A lower transmission ROE in the ITC-M Attachment O formula rates will
result in lower transmission rates to customers of IPL.

The standard transmission ROE in MISO is 12.38%. [TC Midwest's rate
is 12.38%, other ITC operating company rates range up to 13.88%.

Until the November 12, 2013 complaint against the MISO transmission
owners, the primary ROE complaint of industry interest had been the 2011
complaint of the Massachusetts Attorney General and others against the ISO
New England Inc. (ISO-NE) transmission owners’ ROE (Docket No. EL11-
66-000).

Results:

» AECS filed an intervention without comments in Docket No. EL14-12-
000 on December 10, 2013 on behalf of IPL and WPL as interested
parties. (Untit December 20, 2014, |PL was prohibited from filing a
challenge to the ITC-M initial rate or rate construct.)

« On June 19, 2014, FERC issued an order {Opinion No. 531) in
response to the 2011 complaint {Docket No. EL11-66-000) of the
Massachusetts Attorney General and others against the ISO-NE
transmission owners' ROE. FERC made the following determinations:

o ISO-NE TOs ROE are fowered from 11.14% to 10.57%. This
is higher than the 9.7% recommended by the ALJ previously
and the 8.7% sought in the complaint.

o The methodology for determining ROE is revised using a 2-
step discounted cash flow analysis that incorporates a long-
term growth estimate. FERC indicated that this methodology
is to be used going forward for ROE determinations.

o Base ROEs are set at halfway point between the midpoint and
top end of the zone of reasonableness. This is higher than the
previous practice of using the midpoint of the zone of
reasonable comparisons, but continues to provide needed
incentives for transmission and effectively caps a narrower
range for the zone of reasonableness.

o The revised methodology is consistent with that used in
natural gas and oil pipeline ROE determination.

o FERC will no longer make more current market adjustments to
RQE after the close of record.

o A paper hearing was set to determine the long-term growth
rate estimate to be used in the final ISO-NE ROE
determination.
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« On October 16, 2014, FERC issued an order on the MISO TO ROE
complaint (Docket No. EL14-12-000):

o Established hearing and settlement judge procedures on the
ROE element of the complaint, and setting a refund date of
November 12, 2013, the date of the complaint.

o Denied the request to limit the capital structure of MISO TOs
to 50% equity.

o Denied the request to eliminate the ROE incentive adders of
ITC Transmission and METC; ITC Holdings companies
operating in Michigan.

o Dismissed the portion of the complaint that includes MISO as
a party.

e Also on October 16, 2014, FERC affirmed the June 19, 2014 order
that the ROE for 1ISO-NE TOs be reduced to 10.57% (from 11.14%)
using Gross Domestic Product (GDP) as the long-term growth rate
projection in the two-step Discounted Cash Flow (DCF) methodology
established in the same order's Opinion No. 531 ROE determination
guidelines.

¢« FERC's October 18, 2014 action on the MISO TO ROE complaint did
not establish a specific, lower ROE value for the MISO TOs, as the
ISO-NE case did. The MISO base ROE will result from the settiement
and/or hearing procedures, with FERC’s expectation that the parties
will use the Opinion No. 531 ROE determination guidelines.

» Settlement discussions on the MISO TO ROE complaint were initiated
on November 13, 2014. The parties last met on December 16, 2014
but were not able to continue progress toward an appropriate base
ROE. The settlement judge declared an impasse and filed a report on
December 17, 2014 recommending the matter be scheduled for
evidentiary hearing.

« In FERC orders issued in January and February 2015, FERC
appointed a Presiding Administrative Law Judge (ALJ) and
established a pre-hearing conference and the hearing procedural
schedule.

» Complainants, Interveners, Respondents and FERC Trial Staff have
all submitted their direct and answering testimony and exhibits.

« The Initial Decision was to be issued by the ALJ by November 30,
2015. On November 24, 2015, the ALJ extended the Initial Decision
deadline to December 15, 2015,

» Afinal decision by the FERC is not expected until the middle of 2016.

» General industry indications based on submitted testimony in this
docket and other ROE activity in other regions is that the MISO base
ROE will decrease as a result of the complaint, and reflected in the
analysis methodology FERC established in its Opinion No. 531.

o IPL has estimated that each 1 percentage point (100 basis
points) change in ROE changes the ITC-M Attachment O
Transmission Rate by about 5-6% which equates to roughly a
1% decrease in total IPL customer rates, based on testimony
submitted thus far and other recent ROE orders.

o ITC Holdings Corp., the parent company of ITC-M and
other operating companies in MISO indicated in its 3™



Quarter 2015 Form 10Q report filed with the U.S.
Securities and Exchange Commission (SEC) dated
November 5, 2015 that they believe it is reasonably
probable that the MISO base ROE proceedings will result
in customer rate refunds. ITC Holdings has established
an $88.0 million regulatory liability for the period
November 12, 2013 through September 30, 2015. ITC
Holdings SEC filings can be found on the {TC Holdings
Corp. website at http:/finvestor.itc-
holdings.com/financiais.cfm.

o JPL anticipates any refunds will flow through the ITC-M
Attachment O True-Up and [PL Regional Transmission
Service (RTS) Rider mechanisms. The amount and timing of
any refunds is uncertain.

The Initial Decision was to be issued by the ALJ by November 30,
2015. On November 24, 2015, the ALJ extended the Initial Decision
deadline to December 15, 2015.

|PL continues to monitor the proceedings.

F. Second Complaint against MISO TO ROE (Docket No. EL15-45-000)

Updated Results and Activity:

A pre-hearing conference was held on July 9, 2015.

Rehearing Requests were filed at FERC by both Xcel Energy
Services, Inc. and the MISO Transmission Owners on July 20,
2015.

FERC issued an order on August 19, 2015 granting rehearing for
further consideration.

Direct Testimony and Exhibits of the parties and FERC Trial Staff
was submitted September through November 2015.

IPL continues to monitor the proceedings.

Background

On February 12, 2015, a group of cooperative and municipal utilities in
MISO filed a second complaint at FERC seeking reduction of the base ROE
(12.38%) used by the MISO TOs (including ITC-M) transmission rates to
8.67% (Docket No. EL15-45-000).

AECS filed an intervention without comments in Docket No. EL15-45-
000 on February 20, 2015 on behalf of IPL and WPL as interested
parties.

On June 18, 2015, FERC issued an order on the Second MISO TO
ROE complaint. FERC established hearing procedures, leaving the
requested consolidation with Docket No.  EL14-12-000 to the
discretion of the Chief Administrative Law Judge. A refund date of
February 12, 2015 was set, the date of the complaint.

On June 24, 2015, the Chief Administrative Law Judge denied
consolidation with Docket No. EL14-12-000. FERC indicated it
expects the presiding judge should be able to render a decision within
12 months of the commencement of hearing procedures, or by June
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30, 2016. Thus, absent any settlement, FERC estimates it would be
able to issue a final decision by May 31, 2017.

» A pre-hearing conference was held on July 8, 2015.

» Rehearing Requests were filed at FERC by both Xcel Energy
Services, Inc. and the MISO Transmission Owners on July 20, 2015.

e« FERC issued an order on August 19, 2015 granting rehearing for
further consideration.

« Direct Testimony and Exhibits of the parties and FERC Trial Staff was
submitted September through November 2015.

« |PL continues to monitor the proceedings.

G. MISO Transmission Owner Request to Implement a 50 Basis Point RTO
Adder to Each TO’s ROE for Participation in MISO (Docket No. ER15-
358-000)

Updated Results and Activity:

» On June 30, 2015, FERC issued an order granting clarifications
and denying a rehearing request (Attached as Appendix 15).

» FERC clarified that non-public utility transmission owners in
MISO under the MISO Tariff may rely upon MISO to make filings
on their behalf requesting addition of 50 basis point adder for
RTO participation. In addition, FERC denied a request for
rehearing, affirming its earlier decision indicating that MISO TOs
meet the requirements for the RTO incentive adder and need not
provide additional justification for the RTO incentive. Further,
MISO TOs need not provide cost support for a just and
reasonable ROE, since that issue is being addressed in the First
MISO ROE Complaint proceeding {Docket No. EL14-12-000).
Finally, FERC affirmed its earlier decision that there is no
minimum period of RTO membership that is required.

» |IPL believes this FERC proceeding is now complete. I{TC-M
application of the 50 basis point RTO incentive adder remains
pending the outcome of the First MISO ROE Complaint (Docket
No. El.14-12-000) and will be subject to capping at the upper end
of the zone of reasonableness established in that proceeding.

Background

On November 6, 2014, a group of MISO TOs, including ITC-M, filed a
request at FERC to implement a 50 basis point RTO incentive adder to each
TOs ROE for participation in MISO.

An effective date of November 7, 2014 was requested, however,
collection of the RTO adder was requested to be deferred until after the
issuance of a final order addressing the pending MISO base ROE complaint
(Docket No. EL14-12-000). The TOs acknowledge that the requested adder
would be added to the base ROE for each TO only to the extent that the
addition of the adder results in a total ROE within the range of reasonable
returns established by FERC.
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A higher ROE in the ITC-M Attachment O formula rate resulting from any
ROE incentive adders such as the RTO adders will result in higher
transmission rates to customers of 1PL.

Results:

e On November 26, 2014, AECS filed comments on the MISO TO
request for a 50 basis point RTO incentive. AECS filed comments
highlighting certain information related to transmission development in
MISO to aid FERC's decision making process; specifically that the
historical transmission investment in the MISO footprint has been
robust and that MISO currently employs a number of risk mitigation
measures that affect the investment environment of the MISO TOs
and should be considered by the FERC, such as forward-looking
rates. AECS also noted general support for prudent transmission
investment that balances reliability needs with customer cost impacts.

+« Numerous other parties filed protests and comments, including
Resale Power Group of lowa (RPGI), and the Joint Consumer
Advocates of which the OCA is a member.

s On January 5, 2015, FERC issued an order accepting the MISO TO
request to implement a 50 basis point RTO incentive adder to each
TOs ROE for participation in MISO. The RTO incentive adder is to
hecome effective January 8, 2015, subject to refund, and subject to
the outcome of the MISO base ROE proceeding in Docket No. EL14-
12-000 which will establish the MISO base ROE and cap
implementation of any ROE incentive adders to the upper end of the
zone of reasonableness. Collection of the RTO incentive adder is
also deferred pending the outcome of the MISO base ROE
proceeding. Various rehearing requests were filed.

s On March 4, 2015, FERC issued a tolling order to allow further time
for it to consider the rehearing requests.

» OnJune 30, 2015, FERC issued an order denying rehearing requests.

» FERC clarified that non-public utility transmission owners in MISO
under the MISO Tariff may rely upon MISO to make filings on their
behalf requesting addition of 50 basis point adder for RTO
participation. In addition, FERC denied a request for rehearing,
affirming its earlier decision indicating that MISO TOs meet the
requirements for the RTO incentive adder and need not provide
additional justification for the RTO incentive. Further, MISO TOs need
not provide cost support for a just and reasonable ROE, since that
issue is being addressed in the First MISO ROE Complaint
proceeding (Docket No. EL14-12-000). Finally, FERC affirmed its
earlier decision that there is no minimum period of RTO membership
that is required.

e |PL believes this FERC proceeding is now complete. ITC-M
application of the 50 basis point RTO incentive adder remains
pending the outcome of the First MISO ROE Complaint (Docket No.
EL14-12-000) and will be subject to capping at the upper end of the
zone of reasonableness established in that proceeding.



H. ITC-M and Affiliates’ (ITC) Request for Modifications to the Attachment
O Formula Rate Templates (Docket No. ER16-208-000)

Updated Results and Activity:

On October 30, 2015, ITC filed a request at FERC for certain
requested modifications to the Attachment O Formula Rate
Templates applicable to each company (Attached as Appendix
16).

On November 20, 2015, AECS on behaif of IPL and WPL filed
comments at FERC on ITC’s Attachment O modifications
{Attached as Appendix 17).

Background

The ITC filing seeks to:

Recover income tax expense associated with permanent
book/tax differences, the effects of after-tax accounting for
deferred taxes associated with the equity component of the
Allowance for Funds Used During Construction {AFUDC equity},
and excess/deficient deferred income taxes resuiting from tax
law or rate changes;

Exclude deferred income tax balances from the calculation of
rate base when the associated income tax consequences have
heen paid by others;

Expiain how [the ITC companies] will implement Internal
Revenue Service (IRS) guidance on tax normalization issues;
Propose changes in the allocators for materials and supplies
(M&S) and Regulatory Commission expenses; and

The use of a 2% amortization rate for intangible plant.

The AECS comments:

Are supportive of ITC’s proposed changes related to the
treatment of Contributions in Aid of Construction (CIAC) as the
changes will result in proper accounting of Accumulated
Deferred Income Taxes (ADIT} associated with these
transactions, but requests that FERC require ITC to provide
further information to allow parties to completely understand and
interpret the requested Attachment O changes, and

Request further clarification regarding ITC’s proposed changes
to the recovery of income taxes on permanent differences and
the effects of after-tax accounting for deferred taxes associated
with AFUDC equity.

The Board also filed a doc-less intervention on November 17, 2015,

IPL anticipates that FERC will approve the ITC filing.

The filing, if approved as ITC requested, will result in refunds to
customers of ITC-M of approximately $6.6 million in 2016, and
approximately $1.7 million in 2017. ITC-M anticipates re-posting the
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2016 projected Attachment O rates once the filing is approved, in order
to facilitate the 2016 refund. The 2016 refund anticipated is already
included into the 2016 IPL RTS Rider factors proposed to the Board.
The 2017 refund is expected to be accomplished through the 2015
Attachment O True-up to be applied to the 2017 projected Attachment O
rate and would flow through the 2017 IPL RTS Rider.

4. MISQ Activity, IPL Engagement

IPL’s strategy includes maintaining active and vocal engagement with the related
MISO processes that impact transmission rate components, including those of ITC-M,
which may ultimately impact the costs to IPL customers.

IPL participates in various committees and meetings at MISO pertaining to
transmission topics. Specifically, IPL is an active participant of the Planning Advisory
Committee (PAC) as a representative of the Transmission Dependent Utility (TDU)
sector. Other groups where IPL has representation include the interconnection Process
Task Force (IPTF), Planning Subcommittee (PSC), Interregional Planning Stakeholder
Advisory Committee (IPSAC) and the West Sub-Regional Planning Meeting (West
SPM). IPL has aiso been an active participant and voting stakeholder in the Regional
Expansion Criteria Benefits Task Force (RECBTF) that is charged with shaping cost
allocation policy.

A summary chart of the various MISO committees IPL participates in is provided in
Figure 5. A few minor changes to the individuals representing IPL on the various
committees have occurred and Figure 5 has been updated from the prior Report.
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Since the June 2015 Report, IPL notes the following most significant MISO activity,
and |PL’s engagement:

A. Planning Associated with Marshalltown Generation Station (MGS)

Network Upgrade Cost Reductions

« |PL continues to anticipate a significant cost decrease for the network
upgrades associated with the interconnection of MGS.  The
interconnection cost is estimated to be decreased by over $200
million from the $255 million initially estimated in the 2011 MISO
System Planning and Analysis (SPA) Study, to approximately $21
million currently. This reduction of over $200 million in capital cost
was achieved in part as a result of IPL's direct and substantial
involvement in the study process at MISO and with ITC-M.

Generator Interconnection Agreement (GIA)

» As noted earlier, a conditional GIA is anticipated to be completed
with MISO by December 31, 2015. It will need to be executed by
IPL and ITC-M within 60 days following {beginning of March
2016). A MGS FSA will need to be completed within 30 days after
the GIA (near end of March 2016). Similar to the WPL Bent Tree
Wind Farm FSA, there is potential for the FSA for the MGS
network upgrades to be filed at FERC unexecuted, due to IPL and
ITC-M disagreement on bonus depreciation. However, the status
of the FSA is not expected to impact the MGS GIA, network
upgrade construction schedule or accreditation of MGS.

Planning associated with MGS has prompted additional engagement by
IPL at MISO regarding MISO interconnection, capacity accreditation,
resource adequacy and stakeholder processes. IPL continues to advocate at
MISO and with other stakeholders for changes to these processes.

Background

MGS is a 650 MW natural gas / combined cycle generation station
planned at Marshalltown, lowa, adjacent to existing generation facilities.
MGS is planned to be in-service in 2017. Planning the transmission
interconnection for MGS requires very close and frequent coordination
between IPL, ITC-M and MISO.

e Network Upgrades, Generator Interconnection Agreements (GIAs)
and Capacity Accreditation

o The original MISO System Planning and Analysis (SPA) Study

for the MGS transmission interconnection and network

upgrades in 2011 indicated a 345kV solution at a cost of
approximately $255 million. The most recent MISO Definitive

Ptanning Phase (DPP) Restudy from May 2015 indicates a

161kV solution at approximately $21 million. This reduction of

over $200 million in capital costs was achieved in part as a
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result of IPL's direct and substantial involvement in the study
process at MiISO and with ITC-M.

o This progress has led to an executed provisional GIA for MGS
between IPL, ITC-M and MISO that was filed at FERC for
approval on May 14, 2015.

o A conditional GIA is anticipated to be completed with MISO by
December 31, 2015. It wili need to be executed by IPL and
[TC-M within 60 days following (beginning of March 2016). A
MGS FSA will need to be completed within 30 days after the
GIA (near end of March 2016). Similar to the WPL Bent Tree
Wind Farm FSA, there is potential for the FSA for the MGS
network upgrades to be filed at FERC unexecuted, due to IPL
and ITC-M disagreement on bonus depreciation. However,
the status of the FSA is not expected to impact the MGS GIA,
network upgrade construction schedule or accreditation of
MGS.

o IPL continues to closely coordinate with MISO and ITC-M on
progress.

o IPL’s advocacy has triggered a number of changes within the
MISO IPTF committee study processes, and [PL continues to
collaborate with several MISO stakeholder groups to further
improve the overall processes associated with obtaining
generator interconnections.

o IPL has also been working with MISO on MISO process
changes to secure accredited capacity from MGS without an
unconditional GIA during the interim period between
completion of MGS and the in-service dates of all required
network upgrades. MISO has identified and offered viable
options to accredit part or all of the MGS capacity.

B. Rescource Adequacy Construct

Alliant Energy and IPL continue working with MISO on MISO process
changes to move from an annual resource adequacy construct to a seasonal
construct. Alliant Energy supports using a seasonal construct as a way to
provide additional flexibility and efficiency with how resources can be used.
For example, a seasonal construct would better recognize seasonal capacity
differences of various types of resource changes such as unit retirements and
Purchased Power Agreements (PPAs) that expire at times other than the end
of the MISO Planning Year. This would avoid potentially expensive
replacement capacity and thus minimize costs to customers. MISO is
currently targeting to file tariff changes needed to implement a seasonal
construct in March 2018, to be effective for the 2017/2018 MISO Planning
Year,

C. MISO Stakeholder Process

Updated Results and Activity:
¢« MISO issued a straw man redesign proposal in June 2015,
o Four workshops were held between August and
November and were facilitated by outside consultant.



+ Final recommendations for improvement were developed and
then approved by the Advisory Committee at the December 2015
meeting.

Background

MISO had indicated a focus on revising the stakeholder process for 2015
— a position for which IPL and others have been advocating. IPL has been
actively involved and has had discussions with other stakeholders regarding
collaboration on the efficiency of MISC's stakeholder process. In particular,
such discussions have included senior executives of IPL, Alliant Energy and
MISQO on the need for improved MISO interconnection, capacity accreditation,
resource adequacy and stakeholder processes.

During August-November, four workshops took place where MISO,
stakeholders and an independent facilitator reviewed and discussed the
current stakeholder process. In December proposed process changes
resulting from the workshops were approved by the MISO Advisory
Committee. The approved changes focus on the foliowing areas: (1)
Stakeholder Committee Structure, where some stakeholder groups are being
eliminated or combined with another group, (2) Issue Prioritization, where
more review and agreement on what issues should be addressed is to take
place and (3) Issue Management, which focuses on improving how issues
are managed and how the process is enforced. These changes will be
implemented by MISO and stakeholders in 2016 and should help create a
more efficient and effective stakeholder process.

. MISO Transmission Expansion Plan {MTEP)

Due to the scope and complexity of regional transmission pianning, IPL
does not perform independent cost-benefit analysis of the MTEP project
portfolio, MVPs or individual ITC-M projects. For the MVPs in particular, due
to the large interdependencies of the projects, MISO calculates the benefits
on the portfclio as a whole consistent with FERC direction, rather than for
individual projects. For all other non-MVP projects, such as market efficiency
projects, MISO performs a cost-benefit analysis on a per-project basis.
These non-MVP projects must meet certain cost-benefit criteria to be
approved by MISO. This scale of planning and cost-benefit analysis is best
done at the regional level through a collaborative process. Therefore, IPL
actively participates in the MISO planning processes through the various
participant and stakeholder committees it is represented on.

IPL reviews the projects resulting from the MISO planning process and
provides feedback to MISO on projects potentially impacting the transmission
service and cost to IPL customers, including those of ITC-M. IPL’s criterion
for the review of these planned projects follows the same general guidelines
as the IPL criteria for intervention on Board dockets.

In summary:

o |IPL generally does not take a position on projects unrelated to
IPL, including those of ITC-M. Such projects include those of
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other TOs whose costs are not passed on to IPL as well as those
projects by ITC-M that support their other customers but do not
necessarily provide a direct benefit to IPL or its customers.

o IPL generally supports projects that would improve reliability to
IPL customers or the interconnected system, including those of
ITC-M.

o IPL generally supports ITC-M projects related to the conversion of
the 34.5kV and 115kV systems. These conversion plans were
begun by IPL and ITC-M continues the efforts to complete that
work, which IPL supports in the interests of improved system
reliability for customers.

IPL continues to be supportive of MISO's current cost aliocation
methodologies to the extent that those cost allocation methodologies ensure
that IPL customers only pay the share of costs that provide benefit, and that
all transmission expansion plans impacting the MISO system should be fully
vetted through a regional and an inter-regional planning process.

5. IPL and ITC-M's Joint Project Planning Process

Resuits:

In a planning-related activity, in early 2015 IPL conducted a study to evaiuate energy
market benefits from a recent large ITC-M project, the 81 mile long Salem-Hazelton
345kV line in northeast lowa that went into service in April of 2013 at a total project cost
of $161.7 million.

The Salem-Hazelton line was built primarily for regional reliability benefits. To
evaluate energy market economic benefits, a MISO “Business as Usual” 2019 base case
was used as it most closely matches today's market. The model includes all market
generation, load and transmission, and performs the same dispatch as the actual
market. The total energy costs with and without the line in service were modeled—the
difference represents the energy market benefit.

The study results showed the line enables a lower market cost to serve IPL load.
Looking at just the IPL load control area, the line provides approximately $4.5 million
savings annually from serving IPL load from MISO market resources. The line aiso
enables IPL to increase generation margins approximately $3.5 million from selling its
resources into the MISO market. Since those generation margins directly offset
production (fuel) costs with the benefits flowing to IPL customers, the combined energy
market benefits savings to IPL customers is approximately $8 million annually.

ITC-M has previously indicated that prior studies showed "The Salem-Hazleton
Project alone has been estimated to lower energy costs across MISO by approximately
$108 million per year due to lower congestion costs and removal of key transmission
constraints” (ITC-M, December 2011 presentation). IPL notes the $108 million is a
regional level benefit, compared to the $8 million annual /PL foad area only energy
market benefit. In addition, the $8 million annual IPL area energy market benefit over
the life of the project compares favorably to the original project cost.
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ITC-M reviewed IPL’s energy market benefit analysis and had no objections to the
approach or results. IPL intends to continue working with ITC-M on future energy
market benefit evaluations of ITC-M transmission investments to augment its earlier
work to evaluate reliability benefits.

Background

IPL personnel from various levels of authority routinely meet with ITC-M, from the
executive level to engineering and operations, to discuss issues pertaining to project
planning. These projects involve large capital projects, capital maintenance and routine
operations and maintenance (O&M) projects.

IPL's engagement with ITC-M's project planning efforts is intended to:

Ensure improvement of system reliability for IPL’s customers;

Influence demonstrated need, scope, design, timing and cost effectiveness in
providing transmission service to IPL's customers;

Coordinate and plan the IPL distribution projects impacted by or needed to
support ITC-M projects; and

Facilitate “constructability” meetings to align project timing for budgeting
purposes, but also from a reliability perspective so as to minimize impacts to IPL
customers.

Operating as the Planning Subcommittee (Figure 4), IPL’s System Planning
department meets monthly with ITC-M's Planning department. The two companies meet
to coordinate conceptual planning, studies and work scope development.

Results:

Support of ITC-M's 12-year rebuild plan continues to be a priority for IPL and
ITC-M. Likewise, IPL desires to continue support of the 18-year conversion
schedule for the reliability and operational benefits associated with conversion to
69kV. However, supporting the rebuild and conversion schedule continues to
require close coordination on the need, priority and budget alignment. 1PL
continues to observe that it is on track or ahead to meet the 18-year conversion
schedule and that ITC-M is on track or ahead to meet the 12-year rebuild
schedule and the 18-year conversion schedule.

In general, for those projects that IPL and ITC-M collaborate closely on due to
joint facilities, direct impact to IPL customers, proximity of work to IPL facilities,
etc., IPL does not perform independent cost-benefit analysis of individual ITC-M
projects. Such analysis is typically not done because many projects at this level
are needed to provide reliable service to IPL customers. Rather, when IPL,
through its experience and judgment, has observed what it considers excessive
ITC-M costs, IPL has voiced those concerns to ITC-M. This has at times resuited
in a change in scope, project sequence or duration by iITC-M that yields more
cost-effective transmission and distribution service and reliability to IPL
customers. These instances of project challenges by IPL have most occurred in
the joint planning process, particularly on 34.5 to 69kV rebuild and conversion,
and substation projects where IPL distribution facilities are directly impacted.
Internal to IPL and Alliant Energy, a holistic approach to transmission planning is
taken, in coordination with resource planning which considers resources using
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various fuels, generation additions and retirements, load forecasting, and
distributed generation. In addition, distribution planning must be considered in
concert with transmission planning.

Transmission planning involves coordination with IPL’s predominant transmission
service provider, but also others such as the Central lowa Power Cooperative
{CIPCO).

IPL continues close coordination with TTC-M on planned projects and costs to
influence the prudency, priority, expected benefits, cost efficiency and pace of
new capital investment;

6. IPL Analysis of iTC- M and MISO Rates

Updated Results and Activity:

IPL has continued to inguire of ITC-M if any new revenue requirements and
capital expenditure projections are available since those last published in
May 2014, ITC-M has indicated that no new updates are available.
ITC-M posted the 2014 True-Up Adjustment on its MISO OASIS website at
http://www.oasis.oati.com/ITCM/, item number 101. The posted True-Up
information indicates customers of ITC-M will receive an approximately $4.4
million refund to be applied to ITC-M's 2016 rates. The refund is due mainly to
higher offsets/credits and load than anticipated.
ITC-M held a 2014 Attachment O True-Up Meeting review on July 8, 2015.
IPL attended.
ITC-M posted the 2016 Projected Attachment O Rate on its MISO OASIS
website at http://www.oasis.oati.com/ITCM/, item number 105 on August 31,
2015. The posted information indicates customers of ITC-M will be charged
$9.798/kW-Mo for 2016, up $0.53 from $9.265/kW-Mo for 2015, or 5.75%

o The increase is due to higher invested capital and additional

operating expenses.

IPL prepared questions regarding the 2014 Attachment O True-Up posting,
the ITC-M Partners in Business Meetings in May and October 2015, and the
2016 Proposed Attachment O Rate. The questions and responses were
prepared in accordance with the MISO Formula Rate Protocols process.
Those questions and responses are attached as Appendices 18, 19, 20 and
21.

o IPL reviewed the responses and found them satisfactory.
ITC-M and other TOs in MISO held a Joint Regional Cost Sharing
Informational Meeting on November 2, 2015. The presentation can be
found at;
https://www.misoenerqy.org/Library/Repository/Meeting%20Material/Stake
holder/Workshops%20and%20Special%20Meetings/2015/20151102%20Join
1%20Informational%20Meeting%20on%20Regional%20Cost%20Shared%20
Projects/20151102%20Joint%20Regional%20Cost%20Sharing%20Meeting%
20Presentation.pdf.

o IPL reviewed the information and had no questions or concerns.
IPL has continued to incorporate this data and any other information as it
becomes available into its Energy Pricing Outlooks for overall industrial customer
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rates that it communicates through periodic webinars and presentations at
various customer forums.

e IPL will continue review any new information posted and/or made available
through informational meetings and submits questions as needed to ITC-M under
the updated MISO Formula Rate Protocols.

s As a result of the pending MISO transmission ROE dockets at FERC and
actions to date, IPL expects that transmission ROE will very likely
decrease. An ITC-M total ROE decrease of 1-2% is plausibie.

o Refunds may begin as early as 2017, and are anticipated to flow
through 1TC-M Attachment O Rates and True-Ups. Prompt flow-
through to IPL customers is anticipated through the RTS Rider.

Background

IPL has an internal process to project transmission expenses, using anticipated
MISO billings (including those for MVPs), ITC-M revenue requirements projections and
capital expense projections, ITC-M Attachment O True-Up for the prior year; the ITC-M
projected Attachment O rate posted for the next year, among other variables. iPL's
transmission expense projections then are used to determine the annual RTS factors
filed with the Board. IPL incorporates all these variables its transmission expense
projections into the Energy Pricing Outlooks for overall industrial customer rates with
customers, including transmission, through various customer communications and
interactions. These Energy Pricing Outlooks are communicated through periodic
webinars, presentations at customer forums such as the annual IPL. Energy Summit and
the semi-annual IPL Transmission Stakeholder meetings. These Energy Pricing
Outlooks are updated as new information becomes available, such as the ITC-M
Attachment O True-Up for the prior year posted in June and the ITC-M projected
Attachment O rate for the next year posted by September and IPL’s determination of the
annual RTS factors filed with the Board each November.

IPL recognizes and acknowledges that ITC-M is making needed investments in the
transmission system, and that transmission reliability is improving as a result. IPL
further recognizes that some transmission investment cost is— and will continue to be
driven by-- an aging system, integration of renewable resources and evolving regulation
on planning, cost allocation and environmental compliance.

7. Transmission Qutage Performance and Operations Coordination

Updated Results:

» Reliability and asset performance metrics have been updated with October
2015 year-to-date data and are shown in Figures 6, 7, and 8 and illustrate a
continued, significant and maintained trend of fewer sustained and
momentary transmission outages, as well as shorter durations.

Background

As part of the joint IPL/ITC-M Operations Committee, representatives of IPL's
Distribution Dispatch Center meet periodically with their counterparts from {TC-M's field
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operations and Operations Control Room to discuss outage history, reliability metrics
and other operations-related topics.

From the asset performance data provided by ITC-M representing the number of
transmission line outages, IPL has updated the graph shown in Figure 6. Through
October 2015, the data illustrates a continued improvement and maintained trend of
fewer sustained and momentary outages since the transmission asset sale by IPL and
purchase by ITC-M. The years 2008 and 2010 data are considered abnormal due to the
number and severity of weather events. Data for this particular metric is only available
back to 2008 when ITC-M acquired the transmission system, since IPL tracked outage
statistics in a different way prior to 2008.

ITC Midwest Outage Performance

500

Outages

400

300

200

100

o
2008 2009 2010 2011 2mz2 2013 2014 2015 through Oct

—Sustained 69kV+ 182 a4 138 76 57 75 79 46
—Sustained 34.5kV 196 a5 166 125 69 69 60 48
—Momentary 6V 167 12 310 248 192 219 210 7o
——Momentary 34.5kV 08 413 770 475 404 333 393 232

Figure 6 — ITC-M Outage Performance

Industry standard measures of the customer outage experience (SAIDI and SAIFI;
transmission only) are shown again in Figures 7 and 8, updated by IPL through October
2015. These metrics provide a long term comparison of both reliability and restoration
performance, since the data have been consistently collected by IPL before and after the
transmission system sale to ITC-M. The data illustrates the customer reliability
performance in terms of transmission only for the period 2001- October year-to-date
2015. While weather events can also greatly impact these measures, “major” events
such as the 2007 ice storm and 2008 floods have been excluded using Board criteria.
Consistent with the ITC-M Outage Performance data, IPL’s transmission SAIDI and
SAIFI data illustrates a continued improvement and maintained trend of fewer and
shorter sustained outages since the transmission asset purchase by ITC-M.
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Figure 8 — Transmission Reliability, SAIF| (System Average Interruption Frequency
index) - Average number of outages experienced by all customers.

Results:

« Transmission reliability continues to improve, in large part due to ITC-M
maintenance, rebuilds, conversion, and new facility construction.
improvement trend maintained level of the number and duration of customer

A general
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outages is observed in the metrics illustrated in the Figures 6, 7 and 8 above
since the transmission assets were acguired by ITC-M.
s |PL and ITC-M have continued the efforts described in prior Reports to:

o Minimize impacts to large industrial customers from planned outages.
Through experience, both IPL and ITC-M have become more aware of
the circumstances under which the unplanned outage risk is increased
associated with ITC-M work. This has led to better recognition of those
circumstances farther in advance, improved coordination and contingency
planning. The processes and resulting coordination continue it evolve
and improve. As noted in prior reports, the position of Senior
Transmission Specialist was created and staffed in May 2013. This
position was created to facilitate coordination of details around planned
ITC-M transmission outages needed to support ITC-M maintenance,
rebuilds, conversion and new facility construction, farther in advance. In
addition, the Specialist facilitates identifying and negotiating alternatives
to proposed work that optimizes schedule, priority, scope; minimizes
customer risk and assists in developing contingency plans. This position
and the development of new and updated processes and procedures by
IPL have been well received by ITC-M. IPL observes that the creation of
this position and the development of new and updated processes and
procedures have resulted in much more efficient joint outage planning
and better ability to ptan work farther in advance. Much less short term
reactionary planning is occurring, resulting in more efficient use of IPL
and ITC-M resources and better coordination involving key IPL industrial
customers, farther in advance.

o Collect IPL large customer plant planned outage and maintenance
schedules. This helps optimize ITC-M system maintenance scheduling
and minimize inconvenience and unplanned outage risk for iPL
customers.

o Improve communications with customers by IPL and ITC-M. [PL’s
Account Management and ITC-M’'s Stakeholder Relations groups
continue to coordinate closely on communications, particularly with large,
transmission-connected customers, improving service and minimize
conflicting or confusing messaging.

o Realize customer outage reduction cost savings. In 2013, IPL and ITC-M
worked together using the US Department of Energy ICE (Interruption
Cost Estimate) Calculator (ICE Calculator) to estimate the potential
outage cost savings resulting from the improved reliability resulting thus
far since ITC-M assumed ownership and operation of the transmission
system. Based on ITC-M's transmission ownership, investment and
improved reliability in years 2008-2013, the estimated outage cost
savings to customers are likely in the range of $168-498 million, over the
life of the assets (in 2013 doilars).



8. Transmission Stakeholder Meetings

On December 2, 2015, IPL held its tenth semi-annual Transmission Stakeholder
meeting in Cedar Rapids.

Invitations were extended to IPL customers, customer consortium representatives,
the Board staff, OCA staff and other stakeholders as has been done in the past. With
similar attendance to prior meetings; participating in-person or by phone were 10 IPL
industrial customers, 3 customer consortium representatives, 2 Board staff, 2 OCA
representatives, 3 ITC-M staff and various |PL staff. Similar to past meetings, the
summary agenda included reviews of:

Planning, Projects and Engineering Update
Transmission Policy & Regulatory Update
Energy Price Outlook

Open Q&A Panel, Collaboration w/ IPL
Transmission Reliability Update

ITC-M Rate Update

Results:

The agenda again included an Open Q&A Panel and Collaboration session to
facilitate more discussion. During the Open Q&A Panel and Collaboration session a
number of cost, efficiency and transmission rate comparison issues were discussed
amongst transmission stakeholders and IPL representatives. Based on stakeholder
feedback, this approach was well-received. IPL intends to repeat a similar format at
future meetings.

The agenda and meeting presentations are attached to this Report as Appendix 22.

In particular, topics of interest that generated the most interest and discussion with
stakeholders during the overall meeting were:
« Base assumptions associated with future IPL resource planning, in conjunction
with transmission ptanning.
s ITC-M bonus depreciation opt out
« Energy Price Cutlook
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9. Timetable of Events Influencing Transmission Rates & Service

A timetable of upcoming selected events in 2015 and 2016 influencing transmission

rates and project planning is listed in Table 2.

Table 2 — Timetable of events influencing transmission rates & service

December .

approval anticipated by the Board.

January .

IPL 2016 Transmission Rider Factors
anticipated being in effect.

January - December .

On-going IPL / ITC-M Planning,
Project, Operations, and Executive
meetings.

On-going IPL evaluation and analysis
of any new information that may
impact ITC-M Attachment O rates.

[PL  Transmission  Stakeholders
meeting to be scheduled for late May
aor early Juhe.

June .

ITC-M 2015 True-Up amount posted.

July .

ITC-M  True-Up Review Meeting
anticipated.

September - December N

IPL analysis and evaluation of ITC-M
Attachment O rate for 2017.

Initial IPL evaluation and feedback on
ITC-M projects in MTEP 2016.

ITC-M and others to hold Joint
Transmission Owner meeting on
regional projects such as MVPs by
November 1.

IPL Transmission Stakeholder
meeting in late November or early
December.

September »

ITC-M 2017 Attachment O rates
posted by September 1.

November .

IPLL. 2017 RTS Rider Factors
submitted fo the Board.

December .

IPL 2017 Transmission Rider Factors
approval by the Board normally
anticipated.

MISO Board of Directors
consideration for approval of MTEP
2016 projects.
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10. Conclusions

Updated Results discussed in this Report include:

e ITC-M opting out of use of bonus depreciation, related customer cost
impacts, and resulting IPL and WPL actions.

« |PL’s Complaint on ITC-M Attachment FF and related funding of network
upgrades.

o Developments on transmission owner (TO) return on equity issues.

IPL believes the results detailed in this Report continue to demonstrate that its
actions have a positive influence in managing the relationship with ITC-M and with IPL’s
customers to provide reliable and cost-effective service.

IPL and ITC-M continue to coordinate well on operations and planning issues and
view their relationship as a partnership.

IPL recognizes and acknowledges that ITC-M is making needed investments in the
transmission system. Considerable investment in transmission system rebuilds,
conversion and new facility construction continues. Transmission system reliability has
improved and is being maintained.

IPL further recognizes that some transmission investment cost is-- and will continue
to be driven by-- an aging system, integration of renewable resources and evolving
regulation on planning, cost allocation and environmental compliance. iPL will continue:

e Close coordination with ITC-M on planned projects and costs to influence the

prudency, priority, expected benefits, cost efficiency and pace of new capital
investment;

« Active engagement with the MTEP process at MISO to influence project costs

and justification as needed; and

» Active engagement at FERC on cost allocation and other transmission policy

issues as it deems appropriate

Aspects of customer savings noted in this and prior Reports from [PL advocacy and
ITC-M investments include:

e As a result of IPL challenging the ITC-M Attachment FF policy, the ITC-M self-
funding of $39 million of network upgrades for the WPL Bent Tree Wind Farm in
Minnesota will be borne by WPL and its customers rather than all customers of
ITC-M, which would have included IPL and its customers. This is only one
example—using [TC-M's historical and forecasted capital expenditures for
generator interconnections at the time |PL initiated its complaint, IPL calculated a
cost shift to IPL customers totaling $170 million would have occurred over the
period 2008-2016 under the then-current ITC-M Attachment FF implementation.

» A significant cost decrease for the network upgrades associated with the
interconnection of MGS, down over $200 million from $255 million initially
estimated in the 2011 MISO System Planning and Analysis (SPA) Study, to
approximately $21 million currently. This reduction of over $200 million in capital
cost was achieved in part as a result of IPL’s direct and substantial involvement
in the study process at MISO and with ITC-M.
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e An IPL study of the ITC-M Salem-Hazeiton 345kV line that went in service in
2013 showed the line enables a lower market cost to serve IPL load. Looking at
just the IPL load control area and using a 2019 MISO study case as a proxy, the
line provides approximately $8 million savings annually from serving IPL load
from MISO market resources and increasing 1PL generation margins from seiling
its resources into the MISO market. ITC-M has previously indicated that prior
studies estimated the Salem-Hazleton Project provided approximately $108
million per year in lower regional energy costs across MISO due to lower
congestion costs and removal of key transmission constraints.

» Customer outage reduction cost savings estimated in the range of $168-498
million, over the life of the assets (in 2013 dollars), from a joint IPL and ITC-M
study analyzing savings resuiting from the improved reliability thus far from ITC-
M's transmission ownership and investment in years 2008-2013.

With the results noted in this Report, [PL has demonstrated that it has and will
continue to engage and influence regulatory policy, MISO processes and ITC-M directly
through appropriate venues with the objective of reliable and cost-effective electric
service to IPL customers.

While the overall benefits of these collective efforts are sometimes difficult to
quantify, IPL believes its efforts are in the right direction. IPL believes its advocacy on
behalf of customers has helped ITC-M increase its sensitivity to cost concerns and the
need to provide justification for, and articulation of the benefits from, ITC-M's
transmission system investments.
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Appendix 1 — IPL and ITC-M Bonus Depreciation information Exchange and
Informal Challenge
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November 4, 2015

Mr. John Weyer

Managcr — Transmission Services
Alliant Energy Corporate Services, Inc.
Alliant Energy

200 First Street SE

P. O. Box 351

Cedar Rapids, TA 52401-0351

RE: Response to Informal Challenge
Dear Mr, Weyer:

ITC Midwest LLC (“ITC Midwest”) has received the Alliant Energy-Interstate
Power and Light Company (IPL) (“IPL") October 6, 2015 Informal Challenge (*Informal
Challenge”) related to ITC Midwest’s 2014 Attachment O True-Up, as posted on'OASIS
on May 29, 2015, In accordance with Section IV.B of the ITC Midwest Annual True-Up,
Information Exchange and Challenge Procedures (“Protocols™), ITC Midwest responds as
follows: '

1. This challenge relates to decisions of ITC Holdings Corp.’s (“ITC Holdings”)
management with respect to a discretionary tax matter rather than to any input, allocation,
calculation, application or implementation of ITC Midwest’s Attachment O formula rate,
Accordingly, the decision challenged by TPL here is not within the scope of ITC
Midwest’s Attachment O Anmual True-Up, Information Exchange, and Challenge
Procedures.’

2. This challenge also relates to decisions made by ITC Holdings' management for
time: periods preceding 2014, Efforts to revisit' thesc pre-2014 decisions constitute

impermissible retroactive-ratemaking. The protocol process provides for chailenges to-a

single year's formula rate update. In approving the Midcontinent Independent
Transmission System Operator, Inc. (“MISO”) Transmission Owners’ (*“TOs”) protocols
complance filings, the Federal Energy Regulatory Commission (“FERC”) rejected

I Sectioni IV.D. of the ITC Midwest Formula Rate Protocols states: “Informal and Formal Challenges shall
be limited to all issues that may be necessary to determine: (1) the extent or effect of an Accounting
Change; (2) whether the Annual Update fails to include data propetly recorded in accordance with these:
protocols; (3) the proper application of the formula rate and procedures in these profocols; (4} the accuracy
of data and consistency with the formila rate of the charges shown ini the Annual Update: (5):the prudénce
of actual costs and expenditures; (6) the. effect of any -change to- the underlying Uniform System of
Accounts or the Applicable Form; or (7) any other information that may reasonably have substantive effect
on the caleulation of the charge pursuant o the formula.”
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November 2, 2015
Mr. John Weyer

requests to make the protocols applicable for periods prior to Januery 1, 2014, declining
to authorize what the Commission termed “belated challenges: 2

3. The remedies requested by IPL are infeasible and iltustrate that this challenge
doés not relate to the accurate calculation, implementation or- application of ITC
Midwest’s Attachment O formula rate for 2014,

First, “IPL requests [ITC Midwest] to request a Private Letter Ruling from the
IRS to revoke its decisions for 2014 and all available prior years to elect out of bonus
depreciation.” (p. 3.)

ITC Midwest itself is not a. taxpayer, but rather is part of a holding company
systen il which ITC Holdings is the taxpayer for IRS purposes, ITC Holdings’ decisions

with respect to bonus depreciation for the years 2010-2011 are final and irrevocable. ITC

Holdings" tax years 20122014 are technically still "open" with respect to IRS review.
However, assuming for purposes of argument that ITTC Midwest, who is not itself a
taxpayer, could request a Private Letter Ruling ("PLR"} from the IRS with respect to ITC

‘Holdings' borius depreciation decisions, any effort to teverse or revise ITC Holdings'

decisions on bonus depreciation with respect to years 2012-2013 would amount to an
1mpenmsmble rettoactive application of this 2014 true-up challenge ‘procedure. With
respect to ITC Holdings' bonus depreciation decision for 2014, we. are unaware that
FERC ever has ordered a public utility to seck a PLR for any reason and guestion
FERC's ability to do so, let alone to reverse a decision entrusted by the Internal Revenue
Code to the discretion of ITC Holdings’ management. We:note that'even if ITC Hoidmgs
submits such a PLR, the IRS need not grantit.

Second, “IPL requests [ITC Midwest] to adjust its Attachment O formula rate for
billing purposes to begin January I, 2016, to reflect the increase in Accumulated
Deferted Income Taxes that would result ﬁ'om a successful. Private Letter Ruling, and
refund to. customers the impacts of such revisions in prior years {to the extent not a
normalization violation).” (p. 3.)

IPL effectively is demanding here that ITC Midwest adjust its rates retroactively
to assume that bonus depreciation had been elected for tax years 2010 through 2014, and
that ITC Midwest refund to its customers the rate reductions. that would result from such
a fictional taking of bonus depreciation in those past years. As described above, because
2014 is the only year subject fo this 2014 true-up- challenge procedure, "a successful

Private Letter Ruling" at most could only be applied to 2014, and even that is uncertain.
As IPL seems to acknowledge, forcing ITC Midwest to make refunds, and to calculate its

rates prospectively, as if bonus depreciation had been taken when it could not be and was
not taken, would be a normalization violation and cannot be done.

* Midconfinent Independent System Operator, Inc., Order on Compliance Filings, 146 FERC § 61,212, P

128 (2014); Midcontinent Independent System Operaior, Ine., Orderon Rehearing, 150 FERC 9 61,024, P

12 (2015).

Attachment A
Page 52 of 733



Appendix 1
Page 3 of 23

November 2, 2015
Mr. John Weyer

Third; “IPL requests that [ITC Midwest] not clect out of bonus depreciation in
future years without clear justification and documentation of the benefits to customers
from doing so. If [ITC Midwest] proposes to elect out of bonus depreciation in future
years, IPL also requests that {ITC Midwest] make such documentation and justification
available on QASIS, including pro forma rate calculations that quantify the benefits from
doing s0.” {p. 4.)

Again, IPL is challenging possible future decisions: that may be made by ITC
Holdings, not decisions that will be made by ITC Midwest. Congress gave every eligible
taxpayer the right to choose whether or not to take bonus depreciation based on its own
specific circumstances. Any attempt to require ITC Holdings to take bonus depreciation
under any circumstances would intrude on management’s appropriate discretion and
would override an election right provided by Congress to the taxpayer. Moreover, bonus
depreciation expired at the end of 2014. Thus, the relief requested by IPL here-is entirely
hypothetical at ‘this point and, in any case, is irrelevant to ITC Midwest's 2014
Attachment O True-Up that defines the scope of this Informal Challenge.

Pursuarit to Section IV.B of the Protocols, I am the appointed senior
representative of ITC Midwest designated to work with IPL toward resolution of this
informal cliallenge. I am available to discuss this matter with you at any mutually
convenient time.

Sincerely,

Krista Tanner
President, ITC Midwest LLC

100 East Grand Avenue
Suite 230

Des Moines, IA 50309
(515) 282-5300 % 454
ktander@itctransco.comi

cc: Eric Guelker
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Alliant Energy

200 First Slaet SE

P.Q. Box 351 ]
Cedar Rapids, 1A 62406-035%

1-800-ALLIANT {1-800-255-4268)
alfientenergy.com

October 6, 2015

RE: ITCM-Annual True-up, Iriformation Exchange, and Challenge Procedures—informal Chaltenge

To: misoformularates@itctransco.com

Infarmal Challenge

Alliant Energy - Interstate Power and Light Company {iPL} submits this Informal Challenge pursuant to
Section IV of the ITC Midwest LLC.{ITCM) Attachment O Annual True-Up, Information Exchange, and
Chalienge: Procedures published as part of the Midcontinent Independent System Operator, tnc. {MISO)
Tariff. The following Informal Challenge relates to the. ITCM 2014 Attachment O True-Up Reporting
package posted on ITCM's OASIS {http://www.0asis.0at.com/ITCM/) under item 101 on May 29, 2015
(“Publication Date”), the ITCM 2014 Attachment O True-Up Presentation under item number 103-on July
8, 2015, and the ITC_Midwest_Response_to_Alliant_Questions, 09112015 ‘on.September 11, 2015 under
item number 107.

The challenge raised by IPL in this instance concerns the prudence of ITCM's decision to elect out of
taking federal bonus.depreciatiof for income tax purposes for the years 2010-2013 and its
communicated intent to elect out of taking federal bonus depreciation in 2014. Based on ITCM'’s
responses to IPL’s information exchange requests {attached]}, the intent and effect of this decision is to
increase ITCM's rate base and increase revenue requirements.

ITCM justifies its decisior based on its arguments that:

1. Bonus depreciation is a disincentive to transmissfon investment as it lowers ITCM’s rate base
and revenue requirement, and thus runs counter to FERC's policy objectives to stimulate
transmission investment, which makes electing out-of bonus depreciation in the best interests
of IPL and all other stakeholders..

4, Bonus depreciation is detrimental to cash flow as it results in lower revenue requirements.

3. There is some risk of a normalization violation if taking bonus depreciation results in a net
operating loss, citing the presence of Private Letter Rulings from the Internal Revenue Service
{IRS) as evidence that other entities are also concerned about this risk.

Such arguments are specious. Infact, ITCM’s decisions to-elect out of bonus depreciation are
imprudent. Such decisions have had and continue to have a demonstrable and significant negative
impact on customers by increasing their rates without any corresponding benefit. IPL believes a
decision which results in increased customer costs for the benefit of equity investors, with no
corresponding customer benefit, is imprudent.
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impact of ITCM Decision to Elect Out of Use of Bonus Depreciation

As reported in ITCM's FERC Form 1s, between 2011 and 2014, ITCM charged $141 miillion in federal
income taxes on its income statement and made federal cash tax payments of $135 million. If it had not
elected out of bonus depreciation, ITCM would not have had any federal tax liability for the years 2011
through 2014. Dueto the inter-deductibility of federal income taxes for lowa state income tax
purposes, IPL estimates that ITCM would have paid 5127 million less in federal cash tax payments
betweeri 2011 and 2014 if it had not elected out of bonus depreciation. This amount is the net effect
bonus depreciation would have had on ITCM's FERC Accounts 281 (Accumulated Deferred income
Taxes—Accelerated Amortization Property) and 190 {Accumilated Deferred Income Taxes}. These
amounts-could have béen used to lower the rate base of ITCM, and ultimately the Attachment O, GG
and MM rates pald by ITCM’s customers, including IPL. Based upon ITCM's currently authorized ROE,
ITCM’s decision results in an increase jn the ITCM annual revenue requirement of approximately $18

‘million as of year-end 2014°.

“In this Informat Challenge; IPL objects to the increase in ITCM’s 2014 projected and actual revenue

requirements, the increase in ITCM’s 2015 and-2016 projected revenue reguirements, and the increase
in ITCM’s 2016 Attachment O rates, as a result of its decision to elect out of using bonus-depreciation
when calculatingits federal income tax lability.

Discussion of ITCM Arguments
1. FERC Policy Objectives.anid Customer interests

The FERC and many state regulatory agencies have typically reflected Accumulated Deferred income Tax
{ADIT) balances in the calculation of rate base-on the basis that accelerated tax.depreciation, inciuding
honus depreciation, is a cost free source of financing that should benefit customers. Accelerated tax
depreciation, including bonus depreciation, results in improved cash flows due to lower income tax
payments and thus lowers the need for equity or debt finaricing costs. FERC, in summarizing® the tools it
has to incentivize transmission investment as provided in its Order 679, highlights accelerated
depreciation® FERC identifies this as a tool to incentivize transmission investment whereas ITCM asserts
using it runs counter to FERC transmission incentive policy. indeed, the only reason that revenue
requirements and ongoing cash flow is lower when using bonus depreciation is that thereis a timing
difference between recoghition of bonus depreciation for hook purposes and récognition of such
depreciation for tax purposes. This results in revenue collected by [TCM which is not needed
immediately fo pay Federal income taxes. It becomes a source of cost-free capital that reduces the
needto incur incremental equity and debt financing costs.

! Atinualized.revenue reguirement of approximately 518 million calculating by multiplying the $127 million of
additionat rate base by ITCM’s 14.5% pre-tax cost.of capital.

? hitpi/fwww ferc gov/industries/electric/indus-act/trans-inyest.aso

* Note that the accelerated dépreciation relates to book depreciation versus tax depreciation, but both resuit in
lower rate base and.revehue reguirements, objgctives that ITCM claims are a disincentive to transmission
investment and run-counter to FERC policy objectives.
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2. lowering Rate Base and Revenue Requirement

Using the same Jogic as ITCM has proffered to'elect out of bonus depreciation, iPL should desire and
consider it prudent that ITCM inflate {i.e. pay an ahove market price of construction for no defendable
reason) the cost of all its transmission investments, and FERC and any other stakeholders shouid think
that such actions were prudent and to their benefit. Inflating the cost of a transmisslon investment
would increase ITCM'’s rate base and revenue requirements, simHar to electing cut-of bonus
depreciation. Inflating the cost of the project would temporarily impact cash flow through increased

capital expenditures, but wotild be more-than offset by long-term improvements in the cash flow from

higher revenue requirements. Does {TCM believe that doing so would be a benefit to'its customers?

Of course the above example would be considered imprudent and not sustainable. Why would iTCM
electing out of bonus depreciation to accomiplish the same objective bie deemed otherwise?

3. Rjsk ofa Normalization Viotation

IPL’s research indicates that virtually every other investor-owned utility in the U.S. is without legitimate
reason for electing out of bonus depreciation?, and finds that the risk of a normalization violation is
either immiaterial or non-existent if they have used bonus depreciation to Jower-customer costs. This.
may be'in part because FERC addressed the issue even prior to the formation of ITCM® and has
continued to enable the use of FERC Account No. 190 {Accumulated Deferred Income Taxes) as an offset
to Account No. 282 (Accumuilated Deferred Income Taxes—Other Property). IPL, as ITCM's single-largest
customer, foresees no circumstance where it would argue that Account'No. 190 should not be used as
an offsat to Account No. 282, The cited Private Letter Rulings all seem to relate to state utility
cominissions-that are challenging the use of Account'No. 190 as an offset, 'with the requesting utilities
seeking to démonstrate to their respective state utility commissions that it would-create a normalization
violation. This risk is non-existent based on FERC rulings. Ifthis is of concern'to ITCM, ITCM can
eliminate this risk with a request to the Internal Revenue Service {IRS) for a private letter ruling detailing
ITCM’s facts and circumstances. ITCM has requested private letter rulings in the past, so ITCM should be
familiar with this process.

Requested Remedies

Due'to ITCM's insistence to elect out of taking federal bonius depreciation for income tax purposes,
which IPL believes imprudent, IPL submits this Informal Challenge and requests several remediesto
mitigate the negative impact on customer rates of the actions taken to date,
1. IPL requests ITCM to request a Private Letter Ruling from the IRS to revoke its decisions for 2014
-and all available prior years to elect out of bonus depreciation.
2. IPL requests ITCM to adjust its Attachment O formula rate for billing purposes to begin January
1, 2016, to reflect the increase in Accumulated.Deferred Income Taxes that would result from a

4 A legitimate reason for electing out of bonus depreciation would be to avoid the permanent loss of tax-credits
and/or deductions, whose loss Is éstimated to be greater than the value of delaying tax payments. Accordingto its
response dated August 4, 2015, there are no such permanent tax Igss considerations for ITCM where it could
weigh such a trade-off,

® Opinion No. 486 issued October 19, 2006 {Docket No. RP0A4-274-000}
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successful Private Letter Ruling, and refund to customers the impacts of such revisions in prior
years {to the extent not a normaiization violation).

3, IPL requests that ITCM not elect out of bonus depreciation in future years without clear
justification and documentation of the benefits to customers from doing so. If ITCM -proposes to
elect out of bonus depreciation in future years, IPL also requests that ITCM. make such
documentation and justification available on OASIS, including pro-forma rate calculations that
guantify the benefits from doing so:

John Weyer

Manager —Transmission Services
Alliant Energy-Corporate Services, Inc.
319-786-7112
johinweyer@alliantenergy.com
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RESPONSES OF ITC MIDWEST LLC, DATED SEPTEMBER 11, 2015,
70 ALLIANT ENERGY'S SECOND SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

23 TCMW--ALLIANT-1. In its August 4, 2015 response, ITCM indicated that it evaluates
the costs and benefits of any regulatory or financial decision, to balance the needs of its
multiple stakeholders, including customers and shareholders, ITCM further indicates that
“in recent years, as it became clearer that bonus depreciation was not the temporary
stimulus that had been initially intended, the detrimental effects. to ITC's eamings and
cash flows bécame more significant.”

The FERC Form 1 filings for ITCM for 2010-2014 show a total current federal tax payable
of approximately $141 million,

a) What stakeholders benefit from the decision to not take bonus depreciation and what

are those benefits for each stakeholder?

b) What stakeholders are negatively impacted from the decision. not to fake bonus
depreciation and what are those negative impacts for each stakeholder?

c) Given that bonus depreciation is generally viewed as a cash flow benefit that reduces
the need to make federal cash tax payments {or would have eliminated the need to'make
federal cash tax payments. in the case of ITCM), how does ITCM consider bonus

depreciation-a detrimental impact on cash flow?

RESPONSE:!

a) Begcatise bonus depreciation serves as a disincentive to ITC Midwest LLC {"ITCM")
and therefore is in direct conflict with the policy objectives of FERC to stimulate
transmission investment; ITCM believes all stakeholders benefit from 1TCM'’s decision:

b) See response to a) above,
¢) As suggested. by the question, there wouid be an increase in cash flow produced by

the accslerated tax deduction In the initial year bonus dépreciation-is elected. However,
that initial cash fiow effect is more than offset by the ongoing cash flow. detriments caused

by the reduction in ITCM's rate base over a several year period. This reduction in rate

base directly reduces ITCM's revenue requirement, and thus its continuing cash flows.

These longer term effects of electing bonus depreciation can be more manageable when
limited to a single instance. As Alliant Is already aware, ITCM elected to use bonus
depreciation for tax years 2008 and 2009. However, itis the sumulative long-term effects

on cash flow of electing bonus depreciation on a year-cver-year basis which -become,
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1 B

RESPONSES OF ITC MIDWEST LLC, DATED SEPTEMBER 11, 2015,
TO ALLIANT ENERGY’S SECOND SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

burdensome. for the company and that has strongly influenced ITCM's determination to
elect out of bonus depreciation in recent years.
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RESPONSES OF ITC MIDWEST LLC, DATED SEPTEMBER 11, 2015,
TO ALLIANT ENERGY’S SECOND SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

2.ITCMW--ALLIANT-2. In its August 4, 2015 response, ITCM indicates that the
detrimental effects of taking bonus depreciation outweigh the rate ‘benefits: ITCM couid
provide; -suggesting it has quantified these impacts, yet' indicdtes it is not practical to
estimate the effects for historical periods, including 2014, without undue effort.

How did ITCM make the business decision to opt out of electing bonus -depreciation,
making the determination that detrimental -effects’ outweigh the rate benefits, without
making undue effort to guantify €ach?

RESPONSE: ITCM's August 4, 2015 letter response regarding the detrimental effects of
bonus depreciation was a qualitative statement on the impact, and was not a quantified
impact as question 2 has implied. Additionally, ITCM’s statement in that response that it
was not practical to estimate the effects on ITCM's historical calculations for taxes; rate
base and revenue requirements was in response to a detailéd question that would have
required ITCM to make hypothetical calculations for multiple financiat: measures for 2010-
2014. Again then, a precise calculation of the impacts of federal bonus depreciation for
several historical years, including 2014, taking into account which projects would -qualify
for bonus depreciation based on the timing -of the project investment and the in-service
date of the project, would be unduly burdensome.

Although ITCM has not attempted to precisely quantify the historical impact, the
illustrative effects are as follows. Foran assumed $1 million investment in plant, when
electing bonus depreciation, the Accumulated Deferred Income Tax {(ADIT) amount is
$175,000 ($1 miltion x 50% first year deduction x 35% federal tax rate), resulting in a net
rate base of $825,000 ($1 million less $175,000). The $175,000 reduction in rate base
would reduce revenue requirement by $26,250 (175,000 times the weighted average
cost of capital plus income taxes totaling approximately 15%). '

Thus, contrary to Corigress' intent in adopting bonus depreciation, use of bonus
depreciation is a disincentive to ITCM because it would operate to reduce ITCM's rate
base and revenue requirement. Electing not to use bonus depréciation, an option that
Congress provided, is therefore appropriate.
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RESPONSES OF 1T MIDWEST LLC, DATED SEPTEMBER 11, 2015,
TO ALLIANT ENERGY'S SECOND'SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

2/ TCMW--ALLIANT-3. In‘its-August 4, 2015 response, ITCM indicates that among the
items considered, when making the determination to use or to elect out of bonus
depreciation, is the mitigation of potential violations 6f IRS tax normalization rutes relating
to bonus depreciation and any related tax net operating losses, and avoiding the risk of
permanent loss of all accelerated depreciation.

Please provide examples of situations where taking bonus: depreciation .on its federal
income tax returns (and reflecting the impacts to Accumutated Deferred income Tax

(ADITY account balances in the Attachment O formuld rate; including the ADIT impacts of

applicabie net operating losses), would cause a normalization violation.

RESPONSE: The IRS has not prescribed a generally applicable safe harbor approach

for handling Net Operating Losses ("NOLs") resuilting from bonus depreciation under the.

normalization ruies, so there is risk associated with that issue. The regulations indicate
there is no specific mandate on methods, :and provides that the IRS has discretion to
determine whether a particular method satisfies the normalization requirements. The risk
involving the determination of the portion of an NOL carry forward attributable to
accelerated depreciation is significant:enough to have caused several entities to request
Private Letter Rulings (“PLRs") from the IRS. Several PLRs have been issued by the IRS

(e.g. PLRs 201230012, 201418024, 201436037, 201436038, 201512021, 201438003

and 201534001) that assess the attribution of NOLs to rate-base or the effects of NOLs
on investment tax credit amortization in the contexts of whether the ratemaking treatment
proposed violates the normalization rules: Because those PLRs are explicit in that the
fact patterns addressed are specific 1o the filing taxpayers, and are only binding with
respect to the applicable taxpayer and its operations in-a specific regulatory-jurisdiction,
they are only partially instructive to the industry and to ITC. Risk remains, therefore, even
in light of the recent IRS rulings.
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RESPONSES OF {TC MIDWEST LLC, DATED SEPTEMBER 11, 2015,
TO ALLIANT ENERGY'S SECOND SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

2-ITCMW--ALLIANT-4. In its August 4, 2015 response, ITCM indicated that it is not able

to grant IPL's request to grant customers the benefits of bonus depreciation regardiess:

of 'wheth_er the deductions are taken, as this would be considered as a normalization
violation.

a) If ITCM takes bonus depreciation on its 2014 federal income tax return-and in the 2014
Attachment O True-Up, does ITCM believe this wouid be considered a normalization
violation?

b) if yes, what support is offered for this conciusion?
RESPONSE:

a). For clarity, ITCM’s August 4, 2015 response was addressing Alliant’s request to give
customers the benefits of bonus depreciation even though bonus depreciation was not
deducted by ITC Holdings Corp. on lts filed tax return. That would clearly be a
normalization violation. Regarding this question, 4.a, there would likely be no
normalization concerns if. there were no NOL carryforwards that resulted from bonus
depreciation. However, as noted above in the response to question 3, the amount of any
NOLs to be added to rate base resulting from bonus depreciation would need to be
determined and would ultimately require approval by the Internal Revenue Service to
eliminate the risk (because the applicabie regulations do not prescribe a computational
approach, but instead indicate that the RS has the.discretion to determine whether any
particufar method satisfies such regulations). Risk of a normalization violation exists if
any portion of the deferred tax liability attributable to accelerated ‘depreciation reduces
rate hase prior to utilization of NOLs.

b) Seea) above
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RESPONSES OF ITC MIDWEST LLC, DATED SEPTEMBER 11, 2015,
TO ALLIANT ENERGY'S SECOND SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

2 TCMW--ALLIANT-5. Does ITCM:prepare a pro forma federal tax return or other stand
aloné tax caléulation for the [TC Midwest entity that is not filed with the IRS as part of the
support for income tax allocations to. ITCM and any resultant income tax payments from
ITCM to-the ITC parent? Please provide calculations and work papers that support the
reported current and deferred income tax calculations and payments reported in FERC
Forri 1 and. Attachment O protocel. '

RESPONSE: {TCM’s 2014 FERC Form No. 1 reflects the stand alone TCM tax
calculation being requested. Current federal income tax calculation appears on'page 261,
and the book vs. tax differences that impact ITCM's deferred tax balances are aiso
displayed on page 261. The tax payments to ITC Holdings Corp. (the parent) are based
on this stand-alone federal income tax calculation.
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 RESPONSES OF ITC:MIDWEST LLC, DATED SEPTEMBER 11, 2015, _
TO ALLIANT ENERGY’S SECOND-SET OF INFORMATION REQUESTS, DATED AUGUST 21, 2015

2.4 TCMW--ALLIANT-8, In its August4, 2015 response, ITCM indicates that it sought and
was recently granted.a private letter ruling to provide foraveraging of beginning and end
of year deferred taxes; rather than proration in its formula rate to the-benefit of customers.

IPL has reviewed the three identical Private Letter Rulings {PLRs) from the Internal

Revenue Service (IRS) issued on July 31, 2015, presumably for the three operating
companies of ITC Hoeldings Corp;, including ITCM. They indicate “The computation by

base without application of the rules for future test periods under §1.167()-1((h)(6)

involving the proration formula for its projected revenue requirement does not comply with

the normalization requirements ‘of §168(i)(9)."

'a) When does ITCM plan to comply with the normalization requirements and PLR by

prorating its accumulated deferred income taxes for future test petiods?

b) What will the impact b on the 2014-Attachment O True-Up?

c) What will the impact be on any current or future rate ‘baseand rates?
RESPONSE:

a) This was included in the ITCM 2016 projected rate posted on August 31, 2015,

b) There is no effect on the 2014 Attachment O true-up,. as neither the 2014 projected or
actual deferred tax balances were prorated.

¢} There is no change in deferred taxes required for the. calculation of acfual revenue
requirement (which do not require proration), Only the projected revenue requirements

will be affected by'the proration of deferred taxes, so it will affect the true-up adjustment

all else being equal.
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ALLIANT

ENERGY.
Alliant Energy
200 First Streef SE
P.0.Box 351 )
Cedar Rapids, 1A 52406-035%
1-800-ALLIANT {1-800-255-4268)
alliantengrgy.com

August 21, 2015

RE: ITCM-Annual True-up, information Exchange, and Challenge Procedures—information Exchange Request

To; misoformularates@itetransco.com

Alliant Energy - Interstate Power & Light Co. (IPL) initiates and submits this information request pursuant to
section il of the ITC Midwest LLC (ITCM) Attachment O Annual True- -Up, information Exchange, and Challenge
Procedures published as part of the Midcontinent Independent System Operator, Inc. {MISO) Tariff. The
following Information Exchange questions relate to the ITCM 2014 Attachment O True-Up ~ Preliminary
information posted on ITCM's OAS!S {hitp://www.oasis.oati. com/ITCM/) under item 101 dated May 29, 2015
{“Pubification Date”) and the [TCM 2014 Attachment O True-Up Presentation undéritern number 103 dated

July 8, 2015.

Bagkground

Since 2008, various legislation has provided taxpayers special depreciation allowances {*bonus depreciation”)
on gualified property under Section 168(k) of the internal Revenue Code of 50% for equipment purchased
after December 31, 2007 and before January 1, 2014, and 100% for equipment purchased after September 8;
2010 and before lanuary 1; 2012 and placed into service before January'1, 2012. A corporate tax filer may
make a formal election to not take advantage of the special depreciation allowances on an-originally filed
federal tax return,

In June 2015 discussions between'|PL and ITCM, ITCM personne! indicated that ITCM has not taken bonus
depreciation since 2010 by electing to opt out. In lieu of initiating. the ITCM Attachment O Annual True-Up,
information Exchange, and Challenge Procedures, IPL sent a letter on June 25, 2015 to4TCM with guestions
regarding bonus depreciation tréatment, impacts and rationale, requesting a written response by july 10,
2015. 1PL's June 25, 2015 inquiry-and ITCM's response of August 4, 2015 are attached for reference.

Information Exchange Questions

The following are follow-up questmns to the response ITCM provided on August4, 20150 IPL’s June 25, 2015
inguiry, and relate to the extent to which {TCM elected to use-bonus depreciation in 2014, how that dec&s:on
impacted the 2014 projected-and actual revenue requirements and how the resulting 2014 True-Up will impact
the 2016 Attachment O rates.

1. inits August 4, 2015 response, ITCM indicated that it evaluates the costs and benefits of any

regulatory or financial decision, to balance the needs of its multiple stakehaolders, including customers
and shareholders. ITCM further indicates that “in recent years, as it: became clearer that bonus
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depteciation was not the temporary stimulus that had been initially intended, the detrimental effects
to ITC's earnings and cash flows became more significant.”

The FERC Form 1 filings for ITCM for 2010-2014 show a total current federal tax payable of
approxifately 5141 million.

a) What stakeholders benefit from the decision to not take bonus depreciation and what are
those benefits for each stakeholder?

b) What stakeholders are negatively impacted from the decision not'to take bonus depreciation
and what are those negative impacts for each stakeholder?

¢) Given that bonus dépreciation is generally viewed as a cash flow benefit that reduces the need
tomake federal cash tax payments (or would have elimiinated the need:to make federal cash
tax payments in the case of ITCM), how does {TCM consider bonus depreciation a detrimental
impact on cash fiow?

2, Inits August 4, 2015 response, ITCM indicates that the:detfimental.effects of taking bonus
depreciation outweigh the rate benefits {TCM could provide; suggesting it has quantified these’
impacts, yet indicates it is not practical to estimate the effects for historical periods, including 2014,
without-undue effort.

How did ITCM make the business decision to opt oiit of electing bonus depreciation, making the
determination that detrimental effects outweigh the rate benefits, without making undue effort to
quantify eaé¢h?

3. Inits August 4, 2015 response, ITCM indicates that among the-items considered, when making the
determination to use or to elect out of bonus depreciation,.is the mitigation of potential violations of
IRS tax normalization rules relating to bonus depreciation and any refated tax net-operating losses, and
avoiding the risk of permanent loss of all accelerated depreciation,

Please provide examples of situationswhere taking bonus depreciation.on its federal income tax
returns (and reflecting the impacts:to Accumulated Deferred Income Tax (ADIT) account balances
in the Attachment O formula rate, including the'ADIT impacts of applicable net operating losses),

would cause a normalization violation.

4. Inits August4, 2015 response, ITCM indicated thatit is not able to grant 1PL's request to grant
customers the benefits of bonus depreciation regardless-of whether the:deductions are taken, as this
would be considered as a normalization violation.

a) If ITCM takes bonus depreciation on its 2014 federal income tax return and in the 2014
Attachment O True-Up, does ITCM believe this would be considered-a normalization violation?
b) If yes, what support is offered for this conclusion?

5. Does ITCN prépare a pro forma federal tax retusn or other stand alone tax calculation for the ITCM
entity that is not filed with the IRS as part of the support for income tax ailocations to ITCM and any
resultant income tax payments from ITCM to the ITC parent? Please provide caiculations and work
papers that support the reported current and defefred income tax calculations and payments reported
in FERC Form 1 and Attachment O protocol.
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6. Inits August 4, 2015 response; ITCM indicates that it sought and was recently granted a private letter
ruling to provide for averaging of beginning and end of year deferred taxes, rather than proration in its
formula rate to the benefit of customers. IPL has reviewed the three identical Private Letter Rulings
{PLRs) from the Internal Revenue Service {IRS} issued on July 31, 2015; presumably for the three
operating companies of 1TC Holdings Corp., including ITCM. They indicate “The computation by
Taxpayer of accumulated deferred incomie taxes for purposes of calculating average rate base without
application of the rules for future test periods under §1.167(1}-1{(h){6} invalving the proration formula
far its projected revenue requirement does not comply with the normalization requirements of
§168(i)9).”

a) When does ITCM plan to.comply with the normalization requirements.and PLR by prorating its
accumulated deferred Income taxes for future test periods?

b} Whatwill the impact be on the 2014 Attachment O True-Up?

¢} What will the impact be on any current or future rate base and rates?

IPL appreciates ITCM’s support of its continued efforts to better understand the components of the ITCM
formula rate and manage [PL’s transmission expense and transmission costs for its customers, According to
the ITCM Attachment O Annual True-Up, information Exchange, and Challenge Procedures, ITCM shall make a
goad faith effort to respond within fifteen business days, or approximately Séptember 11, 2015. Please post
this letter in its entire, original format on the ITCM DASIS along with your response when responding. I1PL

looks forward to ITCM’s response.
Thank you,

lohn Weyer

Manager ~Transmission Services
Alfiant Energy Corporate Services, Inc.
319-786-7112
johnwever@allianténergy.com
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{TC MIDWEST
100.East Grand Ave, Suite 230
Des Moings, 1A 50309
phone: 515-282°5300
www.itctransco.com

August4, 2015

M. Joel Schriidt _
Vice President, Regulatory Affairs
Interstate Power and Light Co.
Alliant Energy

200 First: Street SE

P.0. Box 351

Cedar Rapids 1A 52406-0351

Dear doel:

1.appreciate your interest in ITC Midwest’s plans regarding bonus depreciation. I Hope that thiis
.fes;)onfse*ansvy'crs‘—ycmr'-qucstions; .

As you know, 1TC, like AHiant Energy, woiksto balance the many needs of stakeholders,
including enstomers and investois, to ensure the long-term success of the organization and ability
to serve the needs of the constituencies that-depend on the company. ITC is committed to keeping
customer rates as low as practical, while ensuring adequate access to-capital fo make the-needed
investments in the systeni.

As just-one recent example of ITC’s vigilance in seeking regulatory relief to help reduce impacts
on-custoiner costs, last year ITC Tequested a privaté letter ruling with the IRS to-advocate for the
existing treatment of the ‘siinple averaging of beginning of year and end of year deferred taxés in
its formula ratesto the benefit of custorers as opposed to. prorating deferred tax balances as
required by the IRS for certain sitvations involving proj gcted test periods, In the IRS mling
received, the IRS agreed that for purposes of calculating actual fevenue requirement, deferred tax
balances do-not need to be prorated, Some companies in the industry, including ATC to the best
of o1ir knowledge, are prorating actual deferred tax balances or advocating for-the use of prorated
gefual balances, which results in-a lower deferred-tax offset to rate base, and therefore.a higher
rate base. 1TC’s approach,in contrast, results in a lower rate base, 1TC estimates that its
approach vs. the proration method used by other utilities has an impact of reducing ITC
Midwest’s tate base by approximately $10.million per-year for 2014, The redacted IRS rulings
were published in early August 2015,

ITC is continually looking for opportunities that will benefit its ratepayers. At the same time,
ITC also has an obligation to respond to customer nieeds for trafsmission service and generator-
interconnectioi. We are commmitted to improved teliability within the footprint. ITC has made
‘historically high levels of investment in the Midwest footprint, which has been the primary
driver for transmilssion rate increases. This investment has-provided demonstrated reliability
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improvements, which is reflected in both the quantitative résults shown through studies like
SGS, as well as the anecdotal responses from customers that 1 am pleased to hear on-a regular
basis. Those improvements in the system have the added benefit of reducing congestion costs
and allowing access to a wider variety of generating sources, which 1 anticipate has reduced
generation costs for IPL. Certainly that also benefits 1PL customers.

In regard to the specific questions about bonus depreciation, 1TC evaluates the costs and benefits
ofany regulatory or financial decision, to batance the needs ofits multiple stakeholders, including
customers and sharcholders. In'reécent years, as it became-¢learer that bonus depreciation was not
the teinpotary stimulus that had been initially interided, the detrirtiental effectsto ITCs camings
and cash flows became more significant, These defrimental effects began to outweigh the rate
‘benefits ITC. could reasonably provide other stakeholders, and when cofisidering these and gther
relevant factors noted throughouit this response, ITC elected outofbonus depreciation asis clearly
‘contemplated in the IRS regulations. -Our responses to your specific guestions should further
clarify our position.

QUESTIONS/ANSWERS

Q. Please list the factoss considered when making the determination to. use or-t0 opt.out of
federa] bonus depreciation. :

A. As indicated in the qijestion, companies have; the ability to €lect out of bonus

depreciation. Since.bonus.depreciation first appeared in law iii 2002, the statutory
rulés have specifically provided.that taxpayers may eleet not to claim bonys
depreciation. Further, Conigress has specifically recognized that-certain regulated
utility taxpayers may wish 1ot to claim bonus depreciation. Binally, in response to
the request raised in the initial paragraph.of the Allfant lettet dated June 25, 2015
for ITCM to grant customers the benefits of borus depreciation regardless of

. whethier the deductions-are taken, ITC is not able to grant this, This would ¢learly
‘he'a rormalization violation based-on 2012 legislution, whiich would profiibit ITC
from using all forns of accelerated tax depreciation prospectively.

The items below are considered when inaking the:determination to use or to elect
out of bonus depreciation,

+ Congressional intent.of bonus depreciation and whsther it results in an incentive
" for ITC to iiicrease spending on infrastructure or conflicts with FERC intent to

stimulate transmission ifvestmient,

+ ITC considers the impact on customer rates, as well as the impact on eamnings,
cash flows and credit metrics. '

» Mitigation of potential viclations of IRS tax normalization rules relating to bonus
depreciation and any related taxnet operating 10sses, ‘and avoiding the risk of
permanent loss ofall accelerated -depreciation.
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Q. For which tax years did ITCM use federal bonus depreciation incentives and for
which tax years did ITCM make the election to opt-out of taking federal bonus
depreciation incentives?

A. ITCM elected federal bonus depreciation in 2008 and 2009. ITC elected out of. federal
‘bonus depreciation in 2010 - 2013.

Q. Does ITCM iittend to use or to opt out of taking federal bonus depreciation for the
tax year ending December 31, 20147

A. ITCM intends fo elect out of federa bonus depreciation for the tax year ending
December 31, 2014,

Q. Did the 2014 Attachment O true-up filing include an assumption that ITCM would use
federal bonus depreciation incentives or elect to opt.out of. federal bonug depreciation
incentives available for 20147

A. 2014 Attachment O-irueup filing assutes ITCM will elect out of federal bonus
depreciation for 2014.

Q. IfITCM dedpcﬁcﬂ;_fcdexalbqnus depreciation incentives to-the extent possible for tax
years 2010 through 2014 fed era} 'tja_x retyrns:.

1. What would be the change in1 anicome taxes paid to ITC. Holdmgs for 2010 through
2014 relative to amounts currently shown in ITCM'%s FERC Form 1 anual reporis?:

2. What would bethe increase in-deferred tax Habilities for ITCM for 2010-2014 (year
end and 13-month average)?

3. What would be.the:reduction in rate base for ITCM for 2010-2014 (year end
erid 13:month average)?

4, What would be the reduction in net revenue requn'ement for ITCM for 2010-2014
and estimated for 20157

A. It is not practical to estimate the effects for histerical periods without undue effort.
As noted throughout these responses, ‘other- impacts beyond the impacts requested
above are considered as to whether ITC elects bonus depreciation.

Q. Does ITCM prepare a separate company tax retum excluding tlie effects of affiliated
entities within the ITC holding company?

A. No separate retum is filed withi the IRS for ITCM, as it is & disregarded entity (a
smgl&member LLC) for federal income tax ﬁlmf, purposes. However, 1TCM
records incoime taxes for accounting purposes. based on its stand-alone company tax
posmon

Q. Quantify the general business credits and investinent tax credits with finite cariy-forward

periods that have been claimed by ITCM that could be lost if a decision to not elect to
opt out of bonus depreciation would extend federal taxable losses into the foreseeable
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future. How would this impact ITCM's net revenue requirements, net investment rate
base and the deferred tax liabilities in 2014 and 20157

A. ITC dogs not have such credits; however, credits and tax Joss carryforwards are not the
sole determining factot for 1T s +ationale for whether or not to elect bonus
depreciation in any given year:

Q. What is the benefit(s) to customiers of ITCM related to its managément decision to
either use or opt out 6f federal bonvs depreciation iticentives?.

A. Asnoted inTesponse to Question 4, ITC considers many factors, including the effect
on cusfomer rates, when considering bonus depreciation, ITCM customers have.
henefitted from management’s decision to elect-out of bonus depreciation by ITCM
making consistent investmient in necessary transmission infrastructure. Given ITC’s
rate cofistruct, bonus depreciation dogs niot serve-as the ingentive-to invest that
congress iiitended and it actually serves as a disincentive and conflicts with FERC
infent to stimulate transmission investment. Additionally, ITGM has continued to.
utilize aceelerated tax depreciation methods (15 year MACRS for transmission

Jinvestment) and expects to continue to uséaceelerated methods.

ITC appreciates the opportunity to respond-to your-questions regarding bonus depreciation. If

you have additional questions after you.have had afropportunity to réview our response, please:
cail me and we can discuss. further. '

Sincerely,

Krista K. Tanner

cc: Regji Hayes
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AE.L!ANT Joel J, Sghmidt _
<nd ENERGY. et

Alliant Energy
200 First Sireet SE
F.0. Box 351
Cedar Rapids, 1A 52406-0351
June 25,2015 319.785-4525
jcelschmigl@aliantenergy.com

Ms. Krista K. Tanner

President.

ITC Midwest

100 East Grand Avenie, Suite 230
Des Moines, IA 50309

Dear Krista:

We are conicérned that our custonier’s transmission costs may be higher than necessary if [TC Midwest (ITCM)
is an industry outlier and is not taking advantage of bonus depreciation as most other utilities we are aware of
do. ‘Our initial, high level review indicates this could have a significant annual TTCM customer cost impact.
We are aware of only-one other utility which has hot taken advantage of bonus depreciation and they returned
the foregone beriefit that customers would have received to customers for the single year they did:not take it.
We and our state regulatorsexpect ITCM to reduce costs incurred by ITCM’s customers and accordingly grant
the benefits to ITCM’s customets regardless of whether ‘ox not the bonus depreciation deductions are taken.

We would like to better understand ITCM’s use or lack thereof of borus depreciation and the impact.of such
decisions on our customets. Lam providing you with some questions-that T would like FTCM to address. Given
the upcoming September 15,2015 deadline for filing a 2014 tax year teturn, we would like to-understand this
issue more fully and have opportunity for further dialogue with ITCM on it before ITCM has to make final
decisions regarding preparation of its 2014 return. In light of this, we would appreciate ITCM responding, in
writing. to our questions no latex than Friday, July 10™, We thought it would be best to have an‘informal
exchange of information beforé potentiatly taking other, more formal actions.

As you are aware, IPL’s regulatois, customers and other stakeholders are very engaged with IPL in its
management of its processes and relationship with TTCM that influence transmission benefits, service levels and
costs to TPL customers. This issue is important to our customers.and other stakeholders and we expect to share
ITCM’s responses to-these questions with our customers and stakeholders or include them in future regulatory
filings. :

Questions

Since 2008, various legislation has provided taxpaycrs the option to-elect special depreciation allowances
(“bonus depreciation™) on qualified property under Section 168(k) of the Internal Revenue Code of 50% for
equipment purchased after December 31, 2007 and before January 1,2014, and 100% for equipment purchased
after September 8, 2010 and before January 1, 2012 and placed into service before January 1,2012. A
corporate tax filer can make a formal election to not take advantage of the special depreciation allowances on an
originally filed federal tax return. Any question assuming that ITCM is a tax filer can be presumed to apply to
any related company filing corporate tax returns on behalf of IT CM.

A. Please list the factors considered when making the determination to use or to opt out of federal bonus
depreciation..
Page 15 of 20
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For which tax years did ITCM use federal bonus depreciation incentives and for which tax years did
ITCM make the clection to opt out of taking federal bonus depreciation incentives?

Does ITCM intend to use or to opt out of taking federal bonus depreciation for the tax year ending
December 31, 2014%

. Did-the 2014 Attachment O true-up filing inctude an assumption that ITCM would use federal bonus

depreciation incentives or-elect to opt out of federal bonus depreciation incentives available for 20147

If ITCM deducted federal bonus depreciation inceritives to the. extent. poss1ble for tax years 2010
through 2014 federal tax.retirns:
1. What would be the change in income taxes paid to ITC Holdings for 2010 through 2014 relative
to amounts currenﬂy shown in ITCM’s FERC Form 1 atinual reports?
2. ‘What would be the increase iri deferred tax liabilities for ITCM for 2010-2014 (year-end and 13-
month average)?
3. What would be the reduction in rate base for ITCM for 2010-2014 {year end and 13-month
average)?
4, What would be the reduction in net revenue requirement for ITTCM for 20 102014 and estimated
for 20152

Does ITCM prepare a separate comparny tax return excluding the effects of affiliated entities within the
ITC bolding company? '

. Quantify the general business credits and investment tax credits with finite carryforward petiods that

have been claimed by ITCM that could be lost if a decision to not elect to opt out of bonus depreciation
would extend federal taxable losses into the foreseeable future. How would this impact ITCM’s net
révenue requirements, net investment rate base and the deferred tax liabilities in 2014 and 20157

What is the benefit(s) to customers of 1TCM related to its management decision to either use or opt out
offederal bonus depreciation incentives?

Please contact me if you have questions regarding our request. I'look forward to ITCM’s timely response on.or
before Juty 10%.

Sincerely,

it

ce;

Joel Schmidt o
Vice President, Regulatory Affairs

Pat Kampling
Linda Mattes
Tomi Hanson
Eric Guelker
Jennifer Janecek
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October 30, 2015

The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street, NE

Washington, DC 20426

Re: ITC Midwest LLC
Docket No. ER16-  -000

Dear Secretary Bose:

Pursuant to Scction 205 of the Federal Power Act (“FPA”)’ and Part 35 of the
Federal Energy Regulatory Commission’s (“FERC”) Rules of Practice and Procedure,’
the Midcontinent Independent System Operator, Inc. (“MISO”)3,_ on behalf . of ITC
Midwest LLC (“ITC Midwest”), hereby submits for filing an:unexecuted Facilities
Services Agreement (“FSA™) between ITC -Midwest and' Wisconsin Power and Light
Company (“WPL”). As described further- herem the FSA provides a means for ITC
Midwest to recover the cost of certain ‘network upgrades to ITC Midwest’s transmission
system that are associated with the interconnection of WPL’s Bent Tree Wind Farm,
located in Freebom County, Minnesota. MISO has designated the FSA as Original
Service Agreement No. 2862 under MISO’s FERC Electric Tariff, Fifth Revised Vol. No.
1 (“Tarlff’ )

ITC Mldwest respectfully requests that the Commission accept the FSA as
_attached hereto for filing with an effective date of November 1, 2015.

o -Descrlptlon of ITC Midwest

i o ITC-Midwest is a wholly-owned subsidiary of ITC Heldings Corp. ITC Midwest
. -;:..15 an mdependent transmission company operating primarily in lowa, with smaller
ANEE _port:ons of its system in Minnesota, lllinois, and Missouri. ITC Midwest owns more than
6'600 _mlles of transm15510n hnes and 208 electrlc transmlsszon substations in lowa,

b

_ '1”8 c. FR. Part 35 (2014).

= As the Admm;strator of the MISO Tariff on file with the Commission, MISO joins in this filing,
R 'but takes no pomtron on the substance of this filing.

I T C 8y O LDINGS CORP. 27175 Energy Way « Novi, MI 48377
phone 248.946.3000 = www.itctransco.com
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City and Perry, lowa, and Albert Lea and Lakefield, Minnesota. ITC Midwest is a
transmission-owning member of MISO.

IL Description of the Agreement
A, Background

WPL is the developer of a 201 MW windfarm in Freeborn County, Minnesota
(“Bent Tree Wind Farm™), which is interconnected with the transmission system of ITC
Midwest. Pursuant to the Amended and Restated Generator Interconnection Agreement
(“GIA”) between ITC Midwest, WPL, and MISO, ITC Midwest installed certain network
upgrades on the ITC Midwest transmission system consisting of the Freeborn to
Winnebago 161 kV Rebuild (the “Network Upgrade™) to remove a constraint caused by
WPL’s Bent Tree Wind Farm.*

ITC Midwest elected the self-fund option in Article 11.3 of the GIA for the
Network Upgrade. The manner in which the Transmission Owner is allowed to recover
those costs and the Interconnection Customer is responsible for paying those costs was
the subject of a 2013 Commission decision interpreting Article 11.3 of the GIA.” Under
that Article, instead of constructing network upgrades using the Interconnection
Customer’s up-front capital, as indicated in Attachment FF of the MISO Tariff, a
Transmission Owner may elect to “self-fund” the required network upgrades and then
establish a facilities charge to recover the costs from the Interconnection Customer over
the term of the FSA.® The Commission held in the Self-Funding Order that when a
Transmission Owner elects the self-funding mechanism, the Transmission Owner may
recover a “return of and on” the capital costs of the network upgrades through the
facilities charge. Accordingly, the enclosed FSA implements the Article 11.3 self-
funding option and establishes a charge to recover the return of and on the costs of the
Network Upgrade.’

# The GIA, which is dated May 11, 2015, conforms with MISQ’s pro forma GIA. Accordingly, it
does not require Commission approval and has not been filed with the Commission.

’ Midcontinent Independent System Operator, 145 FERC ¥ 61,111 (2013) (the “Self Funding
Order™).

8 It must be noted that on June 18, 2015, in Docket No, EL15-68, the Commission commenced a

Federal Power Act Section 206 proceeding proposing to modify the manner in which interconnection
customers pay for network upgrades pursuant to the MISO Tariff. Midcontinent Independent System
Operator, Inc., 151 FERC 161,220 (2015). The GIA between WPL and ITC Midwest was effective prior
to the June 18 Order and should not be impacted by the proceeding in Docket No. EL15-68.

! Section 3(b)(ii) of Appendix A of the Amended and Restated GIA between WPL and ITC
Midwest provides that: “Transmission Owner elects to fund the cost of the Winnebago to Freeborn 161 kV
Rebuild Network Upgrade as allowed in Article 11.3 of the Generator Interconnection Agreement (“GIA”).
Transmission Owner will recover its return on and return of the initial capital cost of the Network Upgrade
from Interconnection Customer under a separate services agreement (“Service Agreement”) among the
Transmission Qwner and Interconnection Customer.”
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Page 76 of 733



20151030-5345 FERC PDF (Unofficial} 10/30/2015 2:43:20 PM

Appendix 2
Page 3 of 61

October 30, 2015
The Honorable Kimberly D. Bose

B. Description of the FSA
1. The Facilities Charge

As noted above, the FSA contains a facilities charge that recovers the return of
and on the capital costs of the Network Upgrade. Beginning with the month following
the effective date of the FSA and continuing for a total of 300 months, WPL is obligated
to make a payment in the amount of the Monthly Revenue Requirement. Initial payments
are based on the Estimated Network Upgrade Initial Capital Cost (“ENUC” or “Initial
Capital Cost™) as illustrated in the table below.

Description Amount
Estimated Network Upgrade (“ENUC” or “Initial Capital Cost”) $ 38,826,851
Levelized Fixed Charge Rate 12.745%
Annual Revenue Requirement $5,016,240
Monthly Revenue Requirement (Payment) $418,020

The Monthly Revenue Requirement will be re-calculated annually by updating
certain inputs to the formula rate (Exhibit 11 of the FSA). The formula calculates a
levelized fixed-charge rate based on the initial capital cost, the term of the FSA, the delay
between the In Service Date of September 1, 2015 and the effective date of the FSA, and
certain data from the ITC Midwest Attachment O Formula Rate under the MISO’s tariff
including: (i) the ITC Midwest combined tax rate, (ii) the amounts of ITC Midwest
interest on long term debt, (iii) the long term debt and common equity balances, and (iv)
the Commission-approved Return on Equity for ITC Midwest. Beginning June 1 of the
first calendar vear following the in service date, and each subsequent June 1 thereafter,
the monthly payment will be updated based on the ITC Midwest Attachment O Formula
Rate using data from the previous calendar year and the actual initial capital cost of the
Network Upgrade. As shown in Exhibit 11, calculation of the monthly facilities charge is
based on recovery of only the return on and of the initial capital cost of the network
upgrades. All facilities charge revenues will be included as part of the revenue credits in
the ITC Midwest Attachment O Formula Rate.

In addition, there is a one-time true-up adjustment to be calculated within one
year of the in-service date after the actual Network Upgrade capital costs are known.®

§ The true-up adjustment will be equal to the difference between payments collected to-date based

on the estimated initial capital cost and what the payments would have been calculated as using the actual
initial capital cost. The true-up adjustment, as either a credit due or charges to the customer, shall be
included in the next monthly bill, including interest determined in accordance with the Commission’s
regulations at 18 C.F.R § 35.19a.
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2. Security and Default Provisions

Under the terms of the GIA, WPL has provided ITC Midwest with a guaranty in
the amount of $38,826,386 for the Network Upgrade. Pursuant to the FSA, that security
will be reduced ratably on an annual basis based on payments made during the prior year.

3. Additional Provisions
{a) Shared Network Upgrades

Section V provides that if the Network Upgrade under the I'SA is identified as a
Shared Network Upgrade, as defined in the MISO Tariff, ITTC Midwest will develop
agreements and payments that reflect each Interconnection Customer’s responsibility for
the cost of the Network Upgrade based on the effective date of that subsequent
Interconnection Customer’s Generator Interconnection Agreement and that subsequent
Interconnection Customer’s percentage cost responsibility for the Network Upgrade.

(b Additional Network Upgrades

Section VI provides that the FSA may be amended to incorporate the cost of
additional ITC Midwest network upgrades assigned to the Bent Tree Wind Farm project
as a condition of the project’s Interconnection Service.

{c) Assignment

Section VII provides the terms and conditions for permissible assignment of the
FSA.

(d) Transmission Service

Nothing in the FSA conveys a right to transmission service under the MISO
Tariff.

I1I. Unresolved Issues

The calculation of the Facilities Charge is described in Exhibits 1 and II to the
FSA. The calculation includes a computation of the present value of ITC Midwest’s
future stand-alone federal and state income tax depreciation deductions associated with
the Network Upgrade (“Tax Benefit”). In its stand-alone tax calculations, ITC Midwest
depreciates its assets for tax purposes in accordance with the general rules of Internal
Revenue Code (“IRC™) Section 168(a) (commonly referred to as MACRS depreciation)
and, therefore, used MACRS depreciation rates to calculate the Tax Benefit. WPL has
not disputed the inclusion of the MACRS depreciation rates in the Facilities Charge, but
has disputed the amount of the Tax Benefit. Specifically, WPL has asserted that the Tax
Benefit should be calculated as if bonus depreciation were to be taken for eligible
Network Upgrades pursuant to IRC Section 168(k} and the associated bonus depreciation

4
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rates (“BD Rates”) were to be utilized. WPL does not dispute any other aspect of the
calculation.

ITC Midwest disagrees with WPL’s assertion that BD Rates should be used to
calculate the Tax Benefit. Bonus depreciation expired at the end of 2014° and has not
been extended. Thus, WPL is requesting that the Facilities Charge be calculated on the
basis of tax treatment for which the Network Upgrade facilities do not currently qualify.
If bonus depreciation were to be extended for 2015, which is entirely speculative at this
point, and if ITC Holdings were to take bonus depreciation for 2015, ITC Midwest would
adjust the Tax Benefit accordingly.

WPL, as the Interconnection Customer, is responsible for the costs of the Network
Upgrade, and it, therefore, is only entitled to the actual Tax Benefit associated with the
Network Upgrade facilities, based on the tax depreciation methodology actually being
used by ITC Holdings Corp. The calculation of the Facilities Charge in the FSA
submitted herewith reflects that methodology.

ITC Midwest respectfully requests that the Commission accept the FSA as filed
herewith.

IV. Information Required Under 18 C.F.R. § 35.13
A. Correspondence and Service

Correspondence and service regarding this filing should be sent to the following
individual, who should be placed on the official service list in this proceeding:

Amy Monopoli* Jacob T. Krouse*

ITC Holdings Corp. Midcontinent Independent System Operator, Inc.
27175 Energy Way P.O. Box 4202

Novi, M1 48377 Carmel, IN 46082-4202

Phone: 248-946-3771 Phone: 317-249-5400

Fax: 248-946-3552 jkrouse@misgenergy.or

amonopolif@itctransco.com

* Persons authorized to receive service.
B. Effective Date

ITC Midwest respectfully requests that the Commission accept the FSA as
attached hereto for filing with an effective date of November I, 2015. Pursuant to section
35.11 of the Commission’s regulations, 18 C.F.R. § 35.11, ITC Midwest requests waiver
of the Commission’s 60-day notice requirement set forth at 18 C.F.R. § 35.3, to permit an

s IRC Section 168(k).
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effective date of November 1, 2015, for the FSA. Consistent with Commission
precedent, good cause exists for waiver in this instance because the FSA is a bilateral
agreement and the parties support the requested effective date.

C. Documents Submitted with this Filing
This filing consists of the following documents:

1. This transmittal letter; and
2. The unexecuted FSA with accompanying Exhibits I and II.

D. Request for Waiver

This filing substantially complies with the requirements of Part 35 applicable to
filings of this kind. To the extent necessary, ITC Midwest respectfully requests waiver of
any applicable requirement of Part 35 which is found not to be completely satisfied by
this filing.

E. Service

ITC Midwest has served a copy of this filing electronically, including
attachments, upon WPL. MISO notes that it has served a copy of this filing
electronically, including attachments, upon all Tariff Customers under the Tariff, MISO
Members, Member representatives of Transmission Owners and Non-Transmission
Owners, MISO Advisory Committee participants, as well as all state commissions within
the Region. The filing has been posted electronically on MISO’s website at
https://www.misoenergy.org/Library/FERCFilingsOrders/Pages/FERCFilings.aspx ~ for
other interested parties in this matter. In addition, MISO has served a copy of this filing
electronically on all parties to this agreement.

10 Central Hudson Gas & Electric Corp., et al., 60 FERC § 61,106 (1992), reh'g denied, 61 FERC
61,089 (1992), and Prior Notice and Filing Requirements Under Part 11 of the Federal Power Act, 64
FERC § 61,139, ¢clarified, 65 FERC § 61,081 (1993).

Attachment A
Page 80 of 733



201510230-5345 FERC PDF {Unofficial) 10/30/2015 2:43:20 PM

Appendix 2
Page 7 of 61

Qctober 30, 2015
The Honorable Kimberly D. Bose

\A Conciusion

WHEREFORE, ITC Midwest respectfully requests that the Commission accept
the FSA as filed.

Respectfully submitted,

/s/ Amy Monopoli

Amy Monopoli

Counsel — Regulatory & Legislative
ITC Holdings Corp.

27175 Energy Way

Novi, M1 48377

Phone: 248-946-3771

Fax: 248-946-3552

Counsel for ITC Midwest LLC
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SA 2862 ITC MIDWEST — WPL FSA VERSION 31.0.0
EFFECTIVE 11/01/2015

ORIGINAL SERVICE AGREEMENT NO. 2862

Project G870
FACILITIES SERVICE AGREEMENT
entered into by and between
Wisconsin Power and Light Company,
And

ITC Midwest LLC
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Facilities Service Agreement
for

Project G870

This Facilities Service Agreement (“Service Agreement”) dated , is
entered into by and between Wisconsin Power and Light Company (“Customer”) and ITC
Midwest LLC (“ITCM” or “Owner”™), to compensate the Owner for changes and additions to its
transmission system (“Network Upgrades” or “Facilities™) necessary for Interconnection Service
for the Customer’s generating facility. Customer and Owner are each referred to as “Party,” and
collectively as “Parties.”

WHEREAS, the Parties entered into the May 11. 2015 Generator Interconnection
Agreement (“GIA™) together with the Midcontinent Independent System Operator, Inc.
(“MISO™); and

WHEREAS, the Interconnection Service necessary for Customer’s generating facility,
MISO project G870, requires Owner to install Network Upgrades on Ownet’s transmission
system consisting of the Network Upgrades in Exhibit I in order for Owner to operate and
maintain the transmission system in a safe and reliable manner; and

WHEREAS, in accordance with the MISO Open Access Transmission, Energy and
Operating Reserve Markets Tariff (“Tariff”} in effect at the time the GIAs were executed, the
Owner has elected the self-fund option described in Article 11.3 of the pro forma GIA of
Attachment X of the Tariff and will recover the initial capital cost of Network Upgrades from
Customer through this Service Agreement; and

WHEREAS, the Owner will fund, construct, operate and maintain the Facilities;

NOW, THEREFORE, for valuable consideration, the Parties hereby agree that Owner
shall recover the return of and return on the initial capital cost of the Facilities from Customer,
under the following terms and conditions:

I Effective Date and Term

Unless terminated earlier by mutual agreement, the effective date of this Service
Agreement shall be November 1, 2015, or such other date as it is permitted to become effective
by the Federal Energy Regulatory Commission (“Commission” or “FERC™), whichever is later
(“Bffective Date”), and shall continue until twenty-five (25) years of Payments have been
collected by Owner (“Term™).
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II. Facility Charge

Beginning with the first month following the effective date of this agreement and
continuing for a total of three hundred (300) months, Customer shall make a payment to Owner
each month in the amount of the Monthly Revenue Requirement (“Payment”) for the Network
Upgrade. Each Payment shall be due and payable by the 15" day of each month (“*Due Date”),
without invoice, for a tota] of 300 consecutive months. Initial Payment(s) shall be based on the
Estimated Network Upgrade Initial Capital Cost (“ENUC” or Initial Capital Cost) as illustrated
in Exhibit L.

The Monthly Revenue Requirement or Payment by Customer to Owner for the Facilities
shall be re-calculated annually to be effective each June 1st by updating certain inputs to the
Formula Rate (“Formula™) shown in Exhibit II of this Service Agreement, and rounded to the
nearest whole dollar. The monthly payment by Customer should be credited under Attachment
O. The Formula calculates the Levelized, Fixed-Charge Rate and Payment based on the Initial
Capital Cost, the Term of this Service Agreement in years, the delay between September 1, 2015
(“In-Service Date™) and the effective date, and certain data from the ITCM Attachment O
Formula Rate under the Tariff including: (i) the ITCM Combined Tax Rate, (ii) the amounts of
ITCM Interest on Long Term Debt, (iii) the Long Term Debt and Common Equity balances, and
(iv) the FERC approved Return on Equity for ITCM.

Beginning June 1st of the first calendar year following the In Service Date, and each
subsequent June 1% thereafter, the Payment shall be updated based on the ITCM Attachment O
Formula Rate using data from the previous calendar year, including the impacts of any FERC
decisions related to the above items (i) through (iv) that impact billings applicable to that
calendar vear, and the actual Initial Capital Cost of the Network Upgrade Facilities. Beginning
after the first such update, Customer shall have the option of making an annual prepayment
(“Annual Payment™) to Owner, due July 15, equal to the new Annual Revenue Requirement in
lieu of monthly Payments.

A one-time true-up adjustment for each Network Upgrade shall be calculated within one
(1) year of the In-Service Date of each Network Upgrade when the Actual Network Upgrade
Initial Capital Costs (“ANUC) for each Network Upgrade is known and all costs associated
with the Initial Capital Cost of the each Network Upgrade or Facilities have been accounted for.
The true-up adjustment will be equal to the difference between Payments collected to-date for
each Network Upgrade and what the Payments to-date for each Network Upgrade would have
been calculated using the ANUC. Each true-up adjustment, as either a credit due or charges to
the Customer, shall be included in the Customer’s next Payment due, including interest. Interest
on the true-up adjustments will begin to accrue the first day of the month following ¢ach In
Service Date and will be determined based on the Commission’s regulations at I8 C.F.R §
35.19a. Owner will invoice Customer upon determination of each true-up as provided herein
and will also invoice Customer annually regarding changes in Payment amount as a result of
annual changes to ITCM’s Attachment O Formula Rate.
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ITI.  Security

a. The Customer has provided Owner with guaranty in the amount of
$38.826.386(*Security”) for the Network Upgrade(s) in Exhibit I under the terms
and conditions of the May 11" GIA. The Security provided for Network
Upgrade(s) shall be reduced ratably on an annual basis based on Payments
received during the prior year, per the terms and conditions of this Service
Agrecment.

b. In the event Customer fails to make a Payment by the Due Date, Owner,
following written notice to Customer and Customer’s failure to pay within ten
(10) days of such notice, shall be entitled to draw on the Security posted by
Customer in the amount of missed Payments as well as any accrued interest
charges based on the Commission’s regulations at 18 C.F.R § 35.19a. If
Customer fails to make Payment by the Due Date and Security has been depleted,
Customer shall provide Owner with new security, in a form acceptable to Owner
(“New Security”). The amount of New Security may be up to 3 Annual
Payments. Customer will provide such Security to Owner within five (5) business
days of Owner’s request for New Security, and the New Security will remain in
place until the Owner releases the New Security to Customer.

¢. Security shall remain in place until Service Agreement expiration unless Owner
determines, in its sole discretion that Security should be returned to Customer
prior to the expiration of this Service Agreement. Any Security provided by
Customer must be kept active, must continue to meet Owner’s Security
requirements and must be available to Owner for the purpose of making Payments
under this Service Agreement in the event that Customer fails to make such
Payment. Any fees or costs associated with the provision of security are the
responsibility of the Customer.

d. Customer acknowledges that the construction of the Facilities under the GIA
would be subject to tax gross-up, as applicable, upon Customer’s default under
this Service Agreement and that the Security provided hereunder could be used to
cover such obligations.

1V, Default

Customer shall be in default of this Service Agreement if Customer; (i) fails to make
three (3) consecutive payments when due, or, (ii) fails to provide New Security, or (iii)
terminates operation of Customer’s generating facility prior to the end of the 300 months referred
to above and fails to continue to make payments when due. In the event of default, Customer
shall promptly pay to Owner ali amounts owed for the remaining months due under this Service
Agreement. In the event that Customer does not promptly pay all amounts due and owing to the
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Owner, the Owner may draw on the remaining balance of the Security provided by the
Customer, This payment or draw on the Security does not limit any and all rights and remedies
available to the Owner allowed by law with respect to such default or collecting all amounts
owed for the remaining months due under this Service Agreement. The Service Agreement is a
requirement for Interconnection Service under the GIA, and Customer’s default under this
Service Agreement will constitute a Breach of the GIA. Customer shall indemnify ITCM for
reasonable costs, attorney fees and/or expenses incurred with respect to a default or collecting
all amounts owed for the remaining months, including, as applicable, any tax gross-up
obligations under this Service Agreement.

V. Shared Network Upgrades

I the Network Upgrade under this Service Agreement is identified as a Shared Network
Upgrade, as defined in the MISO Tariff, for a subsequent MISO Interconnection Customer,
where that Interconnection Customer has entered into a MISO GIA which requires the Shared
Network Upgrade as a condition of that Interconnection Customer’s Interconnection Service,
Owner will develop agreements and collect Payments that reflect each Interconnection
Customer’s responsibility for the cost of the Network Upgrade based on the effective date of that
subsequent Interconnection Customer’s GIA and that subsequent Interconnection Customer’s
percentage cost responsibility for the Network Upgrade.

V1.  Additional Network Upgrades
This Agreement may be amended to incorporate the cost of additional ITCM Network

Upgrades for project G870.

VII. Assignment

This Service Agreement shall inure to the benefit of and be binding upon each Party’s
successors and permitted assigns. No Party shall assign this Service Agreement or their refated
contractual rights without the prior written consent of the other Party, which prior written
consent shall not be unreasonably withheld or delayed; provided, however, any Party may, with
ten (10) days written notice to the other Party, and without written consent of the other Party,
assign or transfer this Service Agreement to: (i) its affiliate or subsidiary; or (ii) a successor to all
or substantially all the properties and assets of such Party; provided that the assignee is at least as
creditworthy as the assigning Party and the assignee of Customer shall provide Owner with
Security as contemplated herein, No assignment of this Service Agreement shall release or
discharge either Party from their future obligations hereunder unless all such obligations are
assumed by the successor or assignee of that Party in writing.

VIII. Transmission Service

Nothing in this Service Agreement conveys a right to transmission service under the
Tariff. The purchase of transmission service is not required under this Service Agreement.
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However, if Customer or its agent decides to purchase transmission service, such service shall be
obtained subject to the rates, terms and conditions of the Tariff under a separate agreement.

IX. Other

a. Entire Agreement: This Service Agreement represents the entire agreement
between Owner and Customer with reference to payment terms for the
Facilities provided by Owner for Customer under the GIA. This Service
Agreement may not be amended, modified, or waived other than by a written
document signed by all Parties.

b. Regulatory Approval: This Service Agreement and its terms shall be subject
to approval, if applicable, by the Commission. This Service Agreement and
its terms shall also be subject to, as applicable, the Tariff.

c. Force Majeure: Neither party shall be considered in default as to any
obligation under this Service Agreement if prevented from fulfilling the
obligation due to an event of Force Majeure. However, if either Party’s
performance under this Service Agreement is hindered by an event of Force
Majeure, it shall make all reasonable efforts to perform its obligations under
this Service Agreement. An event of Force Majeure means any act of God,
labor disturbance, act of the public enemy, war, act of terrorism, insurrection,
riot, fire, storm or flood, explosion, breakage or accident to machinery or
equipment, any curtailment, order, regulation or restriction imposed by
governmental military or lawfully established civilian authorities, or any
other cause beyond Owner’s control. Economic hardship is not considered a
Force Majeure event.

d. Disputes: In the event a Party has a dispute, or asserts a claim, that arises out
of or in connection with this Service Agreement or its performance, such
Party (the “disputing Party™) shall provide the other Party with written notice
of the dispute or claim (“Notice of Dispute™). Such dispute or claim shall be
referred to a designated senior representative of each Party for resolution on
an informal basis as promptly as practicable after receipt of the Notice of
Dispute by the non-disputing Party. In the event the designated
representatives are unable to resolve the claim or dispute through unassisted
or assisted negotiations within thirty (30) Calendar Days of the non-disputing
Party’s receipt of the Notice of Dispute, such claim or dispute shall be
submitted for resolution in accordance with the dispute resolution procedures
of the Tariff.

e. Liability: In no event shall Owner be liable under this Service Agreement or
under any cause of action related to the subject matter of this Service
Agreement, whether based on contract, warranty, tort (including negligence),
strict liability. indemnity, or otherwise for any incidental, special, punitive or
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consequential damages including, but not limited to, loss of use, increased
costs of purchased or replacement power, interest charges, inability to operate
at full capacity, lost profits, or claims of Customer’s customers.

f. Governing Law: This Service Agreement is governed by and shall be
construed in accordance with laws of the State of lowa, without regard for any

principles of conflicts of laws.

g. No Waiver: It is mutually understood that any failure by Owner or
inconsistency to enforce or require the strict keeping and performance by
Customer of any of the provisions of this Service Apgreement shall not
constitute a waiver by Owner of such provisions, and shall not affect or impair
such provisions in any way, or the right of Owner at any time to avail itself of
such remedies as it may have for any breach or breaches of such provisions.
The waiver, illegality, invalidity and/or unenforceability of any provision
appearing in this Service Agreement shall not affect the validity of this
Service Agreement as a whole or the validity or any other provisions therein.

h. Waiver of Jury: TO THE FULLEST EXTENT PERMITTED BY LAW,
EACH OF THE PARTIES HERETO WAIVES ANY RIGHT IT MAY
HAVE TO A TRIAL BY JURY IN RESPECT OF LITIGATION DIRECTLY
OR INDIRECTLY ARISING OUT OF, UNDER OR IN CONNECTION
WITH THIS SERVICE AGREEMENT. EACH PARTY FURTHER
WAIVES ANY RIGHT TO CONSOLIDATE ANY ACTION IN WHICH
A JURY TRIAL HAS BEEN WAIVED WITH ANY OTHER ACTION
IN WHICH A JURY TRIAL CANNOT BE OR HAS NOT BEEN
WAIVED.

i. Rights under the Federal Power Act. Nothing in this Service Agreement shall
limit the rights of the Parties or of FERC under Sections 205 or 206 of the
Federal Power Act and FERC’s rules and regulations thereunder.

Contacts

Owner’s Representative and Address:

ITC Midwest LL.C
6750 Chavenelle Road
Dubuque, lowa 52002

Customer’s Representative and Address:
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IN WITNESS WHEREOF, the Parties have caused this Service Agreement to be executed by
their respective authorized officials.

ITC Midwest LLC, a Michigan limited liability ~Wisconsin Power and Light Company

company, by ITC Holdings Corp., a Michigan
corporation, its sole member

By: By:

Name: Name:

Title: Title:
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EXHIBIT I

Estimated Network Upgrade Payments

Network Estimated | Levelized In | Annual Revenue Monthly

Upgrade Initial Fixed Service Requirement Revenue
Capital Cost Charge Date Requirement

Rate

Freeborn to $ 38,826,851 12.745% | 9/1/2015 $5,016,240 $418,020

Winnebago

161 kV

Rebuild

Network

Upgrade

Totals $38,826,851
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Midcontinent Independent System Operator, Inc.
FERC FPA Electric Tariff

Tariff Title: Midwest ISO Agreements

Effective 11/01/2015

Tariff Record Title: SA 2862 : ITC Midwest-WPL FSA Exhibit 11 (G870)

Option Code: A
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Levelized Fixed Charge Rate Caleulation with Deferred Recovery

6
7 Company Name:
8
9 Cost Year RRTTONE
10
11 Recovery Period
12
13 Levelized Fixed Charge Computation
14

10/30/2015 2:43:20 BM

EXHIBIT 11

15[Initial Network Upgrade Capita Cost

vl

19

21

16]|Levelized FCR with Deferred Recovery (Line 46)

17| Annual Network Upgrade Charge (Line 15 x Line 16} #DIV/0!
18{Monthly Payment (Line 17/12 #DIV/0!
20 Fixed Charge Rate Caleulation:

22 Inyestment (Line 15) 0
23 PWtax depreciation {Line 95) #DIVI
24 Tax rate {Line 49) 1]
25 Tax benefit {Line 23 x Line 24) HDIV/0!
26 Present Worth cashflow (Line 22 - Line 25) #DIV/O!
27 Revenue conversion factor [1/(1 - Line 491} i
28 Present Worth Revenue Requirement (Line 26 x Line 27) #DIVD!

2%

30 In Service Date

31 Recovery Start Date
32 Deferral Days

33 Deferral annualization factor {based on 365 days) (Line 32/365)

34 Intercst rate per year

35 Deferral Factor

36 Deferral Adjusiment

37

38 Present Worth with Deferred Recovery
39

40 Recovery period

41 Annuaiization factor

42

43

44 Levelized Amount

45

46 Levelized Fixed Charge Rate (FCR)
47

48

(Line 63)

{[{1+Line 34)"Line 33} - 1}
(Line 28 x Line 35)

(J.ine 28 + Linc 36)

{ H{(LH)RP]}/ {[(1+D)"RP} -1}

{where RP is Line 40, and i is Line 34)

(Line 38 x Line 41)

{Line 44 / Line 22)

49 Combined tax rate {Attchment O, p3, Line 21)

50
51 Interest (Attachment O, p4, Line 21)
52

54
55 Amount

56
57 (Attachment O, page 4, Lines 27-30):

58 Long-Term Debt
59 Preferred
60 Common Equity

Weight Cost

#DIV/A! #DIV/O!
CEDIVIOE 0
ADIV/OL < 20123

61 Capitalization ' 0 #DIV/O!

a2
63 Discount raie
64
63
66

{Line 61 - (Line 49 x Line 58))

#DIV/0!
#DIV/0!
HDIV/Y!

#DIV/0!

L g

' 4DIVIO!

#DIV/0!

H#DIV/0!

Weighted
Cost

#DIV/0!
HDIV/0!
#DIVAI
H#DIV/0!

H#DIV/U!
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67
68
69
70
71
72
73
74
75
70
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96

{Unofficial) 10/30/2015 2:43:20 PM

MACRS Depreciation Rates:

{a)

Year

[= SR R O e B o= A ==

— e e e e
Choh B W b= DD

(b)
MACRS
Rates

0.05
0.095
0.0855
0.077
(.0693
0.0623
0.059
0.059
0.0591
0.05%
0.0591
0.059
0.0591
0.059
0.0591
0.0295

Total

(c}
MACRS
Depr

fan B R o B o R e e e e i e i e B o B e B B

=

{d}
Present
Worth
Factor
1/(1+i)*n

]
HDIV/0!
#DIV/0!
H#DIV/0!
#DIV/}
#DIV/0!
#DIV/0!
#DIV/0!
#DIV/0!
#DIV/0}
H#DIV/0!
#DIV/0!
#DIV/Q!
#DIV/Q!
HDEV/O!
#D1V/0!
HDIV/O!

@)

Present
Worth

Tax
Depreciation

#DIV/0!
H#DIVA!
#DIV/D!
#DIV/O!
#DIV/0!
#IIV/0!
#DIV/Q!
#DIV/0!
H#DIV/G!
#DIV/O!
#DEV/O!
#DIV/O!
#DIV/0}
#DIV/O!
H#DIV/O
#DIV/0!

#DIVD)
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FERC rendition of the electronically filed tariff records in Docket No. ER16-00206-000
Filing Data:

CID: C001344

Filing Title: 2015-10-30_SA 2862 ITC Midwest-WPL Facilities Service Agreement (G870)
Company Filing Identifier; 10760

Type of Filing Code; 10

Associated Filing Identifier:

Tariff Title: Midwest 1SO Agreements

Tariff ID; 13

Payment Confirmation;

Suspension Metion:

Tariff Record Data;

Record Content Description, Tariff Record Title, Record Version Number, Option Code:
SA 2862, ITC Midwest-WPL Facilities Service Agreement (G870), 31.0.0, A

Record Narative Name:

Tariff Record 1D: 10470

Tariff Record Collation Value: 293850352  Tariff Record Parent Identifier: 4507

Proposed Date: 2015-11-01

Priority Qrder: 1000000000

Record Change Type: NEW

Record Content Type: 1

Associated Filing Identifier:

SA 2862 ITC MIDWEST — WPL FSA VERSION 31.0.0
EFFECTIVE 11/01/2015

ORIGINAL SERVICE AGREEMENT NO. 2862

Project G870
FACILITIES SERVICE AGREEMENT
entered into by and between
Wisconsin Power and Light Company,
And

1TC Midwest LLC
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Facilities Service Agreement
for

Project G870

This Facilities Service Agreement (“Service Agreement™) dated , 1S
entered into by and between Wisconsin Power and Light Company (“Customer”) and ITC
Midwest LLC (“1TCM” or “Owner™), to compensate the Owner for changes and additions to its
transmission system (“Network Upgrades” or “Facilities™) necessary for Interconnection Service
for the Customer’s generating facility. Customer and Owner are each referred to as “Party,” and
collectively as “Parties.”

WHEREAS, the Parties entered into the May 11, 2015 Generator Interconnection
Agreement (“GIA”) together with the Midcontinent Independent System Operator, Inc.
(“MISO™); and

WHEREAS, the Interconnection Service necessary for Customer’s generating facility,
MISO project G870, requires Owner to install Network Upgrades on Owner’s transmission
system consisting of the Network Upgrades in Exhibit I in order for Owner to operate and
maintain the transmission system in a safe and reliable manner; and

WHEREAS, in accordance with the MISO Open Access Transmission, Energy and
Operating Reserve Markets Tariff (“Tariff’) in effect at the time the GIAs were executed, the
Owner has elected the self-fund option described in Article 11.3 of the pro forma GIA of
Attachment X of the Tariff and will recover the initial capital cost of Network Upgrades from
Customer through this Service Agreement; and

WHEREAS, the Owner will fund, construct, operate and maintain the Facilities;

NOW, THEREFORE, for valuable consideration, the Parties hereby agree that Owner
shall recover the return of and return on the initial capital cost of the Facilities from Customer,
under the following terms and conditions:

I Effective Date and Term

Unless terminated carlier by mutual agreement, the effective date of this Service
Agreement shall be November 1, 2015, or such other date as it is permitted to become effective
by the Federal Energy Regulatory Commission (“Commission” or “FERC”), whichever is later
(“Effective Date™), and shall continue until twenty-five (25) years of Payments have been
collected by Owner (“Term™).
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I1. Facitity Charge

Beginning with the first month following the effective date of this agreement and
continuing for a total of three hundred (300) months, Customer shall make a payment to Owner
each month in the amount of the Monthly Revenue Requirement (“Payment”) for the Network
Upgrade. Each Payment shall be due and payable by the 15™ day of each month (“Due Date™),
without invoice, for a total of 300 consecutive months. Initial Payment(s) shall be based on the
Estimated Network Upgrade Initial Capital Cost (“ENUC” or Initial Capital Cost) as illustrated
in Exhibit 1,

The Monthly Revenue Requirement or Payment by Customer to Owner for the Facilities
shall be re-calculated annually to be effective each June 1st by updating certain inputs to the
Formula Rate (“Formufa”) shown in Exhibit Il of this Service Agreement, and rounded to the
nearest whole dollar. The monthly payment by Customer should be credited under Attachment
0. The Formula calculates the Levelized, Fixed-Charge Rate and Payment based on the Initial
Capital Cost, the Term of this Service Agreement in years, the delay between September I, 2015
(“In-Service Date™) and the effective date, and certain data from the ITCM Attachment O
Formula Rate under the Tariff including: (i) the ITCM Combined Tax Rate, (ii) the amounts of
ITCM Interest on Long Term Debt, (iii) the Long Term Debt and Common Equity balances, and
(iv) the FERC approved Return on Equity for [TCM.

Beginning June Ist of the first calendar year following the In Service Date, and each
subsequent June 1 thereafter, the Payment shall be updated based on the ITCM Attachment O
Formula Rate using data from the previous calendar year, including the impacts of any FERC
decisions related to the above items (i) through (iv) that impact billings applicable to that
calendar year, and the actual Initial Capital Cost of the Network Upgrade Facilities. Beginning
after the first such update, Customer shall have the option of making an annual prepayment
(“Annual Payment”) to Owner, due July 15, equal to the new Annual Revenue Requirement in
lteu of monthly Payments.

A one-time true-up adjustment for each Network Upgrade shall be calculated within one
(1) year of the In-Service Date of each Network Upgrade when the Actual Network Upgrade
Initial Capital Costs (“ANUC") for cach Network Upgrade is known and all costs associated
with the Initial Capital Cost of the each Network Upgrade or Facilities have been accounted for.
The true-up adjustment will be equal to the difference between Payments collected to-date for
each Network Upgrade and what the Payments to-date for each Network Upgrade would have
been calculated using the ANUC. Each true-up adjustment, as either a credit due or charges to
the Customer, shall be included in the Customer’s next Payment due, including interest. Interest
on the true-up adjustments will begin to accrue the first day of the month following each In
Service Date and will be determined based on the Commission’s regulations at 18 C.F.R §
35.19a. Owner will invoice Customer upon determination of each true-up as provided herein
and will also invoice Customer annually regarding changes in Payment amount as a result of
annual changes to ITCM’s Attachment O Formula Rate.
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III.  Security

a. The Customer has provided Owner with guaranty in the amount of
$38.826,386(“Security™) for the Network Upgrade(s) in Exhibit I under the terms
and conditions of the May 11" GIA. The Security provided for Network
Upgrade(s) shall be reduced ratably on an annual basis based on Payments
received during the prior year, per the terms and conditions of this Service

Agreement.

b. In the event Customer fails to make a Payment by the Due Date, Owner,
following written notice to Customer and Customer’s failure to pay within ten
(10) days of such notice, shall be entitled to draw on the Security posted by
Customer in the amount of missed Payments as well as any accrued interest
charges based on the Commission’s regulations at 18 C.FR § 35.19a. If
Customer fails to make Payment by the Due Date and Security has been depleted,
Customer shall provide Owner with new security, in a form acceptable to Owner
(“New Security”). The amount of New Security may be up to 3 Annual
Payments. Customer will provide such Security to Owner within five (5)
business days of Owner’s request for New Security, and the New Security will
remain in place until the Owner releases the New Security to Customer.

c¢. Security shall remain in place until Service Agreement expiration unless Owner
determines, in its sole discretion that Security should be returned to Customer
prior to the expiration of this Service Agreement. Any Security provided by
Customer must be kept active, must continue to meet Owner’s Security
requirements and must be available to Owner for the purpose of making Payments
under this Service Agreement in the event that Customer fails to make such
Payment. Any fees or costs associated with the provision of security are the
responsibility of the Customer.

d. Customer acknowledges that the construction of the Facilities under the GIA
would be subject to tax gross-up, as applicable, upon Customer’s defauit under
this Service Agreement and that the Security provided hereunder could be used to
cover such obligations.

1V, Default

Customer shall be in default of this Service Agreement if Customer; (i) fails to make
three (3) consecutive payments when due, or, (ii) fails to provide New Security, or (iii)
terminates operation of Customer’s generating facility prior to the end of the 300 months referred
to above and fails to continue to make payments when due. In the event of default, Customer
shall promptly pay to Owner all amounts owed for the remaining months due under this Service
Agreement. In the event that Customer does not promptly pay all amounts due and owing to the
Owner, the Owner may draw on the remaining balance of the Security provided by the
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Customer. This payment or draw on the Security does not limit any and all rights and remedies
available to the QOwner allowed by law with respect to such default or collecting all amounts
owed for the remaining months due under this Service Agreement. The Service Agreement is a
requirement for Interconnection Service under the GIA, and Customer’s default under this
Service Agreement will constitute a Breach of the GIA. Customer shall indemnify 1TCM for
reasonable costs, attorney fees and/or expenses incurred with respect to a default or collecting
all amounts owed for the remaining months, including, as applicable, any tax gross-up
obligations under this Service Agreement.

V. Shared Network Upgrades

If the Network Upgrade under this Service Agreement is identified as a Shared Network
Upgrade, as defined in the MISO Tariff, for a subsequent MISO Interconnection Customer,
where that Interconnection Customer has entered into a MISO GIA which requires the Shared
Network Upgrade as a condition of that Interconnection Customer’s Interconnection Service,
Owner will develop agreements and collect Payments that reflect each Interconnection
Customer’s responsibility for the cost of the Network Upgrade based on the effective date of that
subsequent Interconnection Customer’s GIA and that subsequent Interconnection Customer’s
percentage cost responsibility for the Network Upgrade.

VI.  Additional Network Upgrades
This Agreement may be amended to incorporate the cost of additional ITCM Network

Upgrades for project G870.

VII. Assignment

This Service Agreement shall inure to the benefit of and be binding upon each Party’s
successors and permitted assigns. No Party shall assign this Service Agreement or their related
contractual rights without the prior written consent of the other Party, which prior written
consent shall not be unreasonably withheld or delayed; provided, however, any Party may, with
ten (10) days written notice to the other Party, and without written consent of the other Party,
assign or transfer this Service Agreement to: (i) its affiliate or subsidiary; or (ii) a successor to all
or substantially all the properties and assets of such Party; provided that the assignee is at least as
creditworthy as the assigning Party and the assignee of Customer shall provide Owner with
Security as contemplated herein. No assignment of this Service Agreement shall release or
discharge either Party from their future obligations hereunder unless all such obligations are
assumed by the successor or assignee of that Party in writing.

VIII. Transmission Service

Nothing in this Service Agreement conveys a right to transmission service under the
Tariff. The purchase of transmission service is not required under this Service Agreement.
However, if Customer or its agent decides to purchase transmission service, such service shall be
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obtained subject to the rates, terms and conditions of the Tariff under a separate agreement.

IX. Other

a. Entire Agreement: This Service Agreement represents the entire agreement
between Owner and Customer with reference to payment terms for the
Facilities provided by Owner for Customer under the GIA. This Service
Agreement may not be amended, modified, or waived other than by a written
document signed by all Parties.

b. Regulatory Approval: This Service Agreement and its terms shall be subject
to approval, if applicable, by the Commission. This Service Agreement and
its terms shall also be subject to, as applicable, the Tariff.

c. Force Majeure: Neither party shall be considered in default as to any
obligation under this Service Agreement if prevented from fulfilling the
obligation due to an event of Force Majeure. However, if cither Party’s
performance under this Service Agreement is hindered by an event of Force
Majeure, it shall make all reasonable efforts to perform its obligations under
this Service Agreement. An event of Force Majeure means any act of God,
labor disturbance, act of the public enemy, war, act of terrorism, insurrection,
riot, fire, storm or flood, explosion, breakage or accident to machinery or
equipment, any curtailment, order, regulation or restriction imposed by
governmental military or lawfully established civilian authorities, or any
other cause beyond Owner’s control. Economic hardship is not considered a
Force Majeure event.

d. Disputes: Inthe event a Party has a dispute, or asserts a claim, that arises out
of or in connection with this Service Agreement or its performance, such
Party (the “disputing Party”) shall provide the other Party with written notice
of the dispute or claim (“Notice of Dispute”™). Such dispute or claim shall be
referred to a designated senior representative of each Party for resolution on
an informal basis as promptly as practicable after receipt of the Notice of
Dispute by the non-disputing Party. In the event the designated
representatives are unable to resolve the claim or dispute through unassisted
or assisted negotiations within thirty (30) Calendar Days of the non-disputing
Party’s receipt of the Notice of Dispute, such claim or dispute shall be
submitted for resolution in accordance with the dispute resolution procedures
of the Tariff.

e. Liability: In no event shall Owner be liable under this Service Agreement or
under any cause of action related to the subject matter of this Service
Agreement, whether based on contract, warranty, tort (including negligence),
strict liability, indemnity, or otherwise for any incidental, special, punitive or
consequential damages including, but not limited to, loss of use, increased
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costs of purchased or replacement power, interest charges, inability to operate
at full capacity, lost profits, or claiins of Customer’s customers.
f. Governing Law: This Service Agreement is governed by and shall be

construed in accordance with laws of the State of Iowa, without regard for any
principles of conflicts of laws.

g. No Waiver: It is mutually understood that any failure by Owner or
inconsistency to enforce or require the strict keeping and performance by
Customer of any of the provisions of this Service Agreement shall not
constitute a waiver by Owner of such provisions, and shall not affect or impair
such provisions in any way, or the right of Owner at any time to avail itself of
such remedies as it may have for any breach or breaches of such provisions.
The waiver, illegality, invalidity and/or unenforceability of any provision
appearing in this Service Agreement shall not affect the validity of this
Service Agreement as a whole or the validity or any other provisions therein.

h. Waiver of Jury: TO THE FULLEST EXTENT PERMITTED BY LAW,
EACH OF THE PARTIES HERETO WAIVES ANY RIGHT IT MAY
HAVE TO A TRIAL BY JURY IN RESPECT OF LITIGATION DIRECTLY
OR INDIRECTLY ARISING OUT OF, UNDER OR IN CONNECTION
WITH THIS SERVICE AGREEMENT. EACH PARTY FURTHER
WAIVES ANY RIGHT TO CONSOLIDATE ANY ACTION IN WHICH
A JURY TRIAL HAS BEEN WAIVED WITH ANY OTHER ACTION
IN WHICH A JURY TRIAL CANNOT BE OR HAS NOT BEEN
WAIVED.

i. Rights under the Federa] Power Act. Nothing in this Service Agreement shall
limit the rights of the Parties or of FERC under Sections 205 or 206 of the
Federal Power Act and FERC’s rules and regulations thereunder.

Contacts

Owner’s Representative and Address;

ITC Midwest LLC
6750 Chavenelle Road
Dubuque, lowa 52002

Customer’s Representative and Address:
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Signature Page follows*

IN WITNESS WHEREOF, the Parties have caused this Service Agreement to be executed by
their respective authorized officials.

ITC Midwest LLC, a Michigan limited liability Wisconsin Power and Light Company

company, by ITC Holdings Corp., a Michigan
corporation, its sole member

By: By:

Name: Name:

Title: Title:
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EXHIBIT 1
Estimated Network Upgrade Payments

Network Estimated | Levelized In | Annual Revenue Monthly

Upgrade Initial Fixed Service Requirement Revenue
Capital Cost Charge Date Requirement

Rate

Freeborn to $ 38,826,851 12.745% ¢ 9/1/2015 $5,016,240 $418,020

Winnebago

161 kV

Rebuild

Network

Upgrade

Totals $38,826,851

Record Content Description, Tariff Record Title, Record Version Number, Option Code:
SA 2862, ITC Midwest-WPL FSA Exhibit il (G870), 31.0.0, A

Record Narative Name:

Tariff Record 1D: 10471

Tariff Record Collation Value: 293860368  Tariff Record Parent Identifier: 10470
Proposed Date: 2015-11-01

Priority Order: 1000000000

Record Change Type: NEW

Record Content Type; 2

Associated Filing Identifier:

This is a PDF section and we cannot render PDF in a RTF document.
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November 3, 2015

The Honorable Kimberly D2, Bose
Secretary

Federal Energy Regulatory Commission
888 First Street, NE

Washington, DC 20426

Re: ITC Midwest LL.C
Errata to Facilities Service Agreement, Exhibit I
Docket No. ER16-206-000

Dear Secretary Bose:

On October 30, 2015, Midcontinent Independent System Operator, Inc.
(“MISO”) , on behalf of ITC Midwest LLC (“ITC Midwest™), submitted to the

Attachment A
Page 104 of 733

Commission an unexecuted Facilities Services Agreement (“FSA”) between ITC-

Midwest and Wisconsin Power and Light Company (“WPL) and requested an effective
date of November 1, 2015 (“October 30, 2015 Fﬂmg”) MISO has designated the FSA as
Original Service Agreement No. 2862 under MISO’s FERC Electric Tariff, Fifth Revised
Vol. No. 1 (“Tariff”). It has come to ITC Midwest’s attention that there were two errors
in Exhibit T of the FSA submltted in the October 30, 2015 Filing. This filing is being
made to correct those two errors.

_I Exhlblt I of the FSA

Exh1b1t 1 of the FSA describes the facilities charge that will be collected by ITC

i 12 745% and the Annual Revenue Requirement as $5,016,240. The Levelized Fixed

~ Charge Rate is actually 12.919519% and the Annual Revenue Requirement is actually

185,016,242, A corrected Exhibit I is being submitted with this filing. The following table
s r_'f_-summarlzes the information from the corrected Exhibit 1.

by .Des'cription Amount

|-Estimated Network Upgrade (“ENUC” or “Initial Capital Cost™) $ 38,826,851
‘Levelized Fixed Charge Rate 12.919519%
“Annual Revenue Requirement $5,016,242

sk As the Admlmstrator of the MISQ Tariff on file with the Commission, MISO jeins in this filing,
j;'.'but takes no posmon on the substance of this filing.

lTC HQLD!NGS CORP. 27175 Energy Way * Novi, M 48377
: phcme 248.946.3000 * www.itctransco.com
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The Honorable Kimberly D. Bose

IL Documents Submitted with this Filing

This filing consists of the following documents:

1. This transmittal ietter,

2. Redline Amended FSA, and

3. Clean Amended FSA.

III.  Conclusion

ITC Midwest respectfully requests that the Commission accept this filing to
correct Exhibit 1 of the FSA and as requested in the October 30, 2015 Filing, grant an
effective date of November 1, 2015.

Respectfully submitted,

/s/ Amy Monopoli

Amy Monopoli

Counsel — Regulatory & Legislative
ITC Holdings Corp.

27175 Energy Way

Novi, MI 48377

Phone: 248-946-3771

Fax: 248-946-3552

Counsel for ITC Midwest LLC
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SA 2862 ITC MIDWEST — WPL FSA VERSION 32.0.0
EFFECTIVE 11/01/2015

SUBSTITUTE ORIGINAL SERVICE AGREEMENT NO. 2862

Project G870
FACILITIES SERVICE AGREEMENT
entered into by and between
Wisconsin Power and Light Company,
And

ITC Midwest LLC
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Facilities Service Agreement
for

Project G870

This Facilities Service Agreement (“Service Agreement™) dated , is
entered into by and between Wisconsin Power and Light Company (“Customer”) and ITC
Midwest LLC (“ITCM” or “Owner™), to compensate the Owner for changes and additions to its
transmission system (“Network Upgrades” or “Facilities”) necessary for Interconnection Service
for the Customer’s generating facility. Customer and Owner are each referred to as “Party,” and
collectively as “Parties.”

WHEREAS, the Parties entered into the May 11, 2015 Generator Interconnection
Agreement (“GIA”) together with the Midcontinent Independent System Operator, Inc.
(“MISO™); and

WHEREAS, the Interconnection Service necessary for Customer’s generating facility,
MISO project G870, requires Owner to install Network Upgrades on Owner’s transmission
system consisting of the Network Upgrades in Exhibit I in order for Owner to operate and
maintain the transmission system in a safe and reliable manner; and

WHEREAS, in accordance with the M1SQO Open Access Transmission, Energy and
Operating Reserve Markets Tariff (“Tariff”) in effect at the time the GIAs were executed, the
Owner has elected the self-fund option described in Article 11.3 of the pro forma GIA of
Attachment X of the Tariff and will recover the initial capital cost of Network Upgrades from
Customer through this Service Agreement; and

WHEREAS, the Owner will fund, construct, operate and maintain the Facilities;

NOW, THEREFORE, for valuable consideration, the Parties hereby agree that Owner
shall recover the return of and return on the initial capital cost of the Facilities from Customer,
under the following terms and conditions:

I Effective Date and Term

Unless terminated earlier by mutual agreement, the effective date of this Service
Agreement shall be November 1, 2015, or such other date as it is permitted to become effective
by the Federal Energy Regulatory Commission (“Commission” or “FERC”), whichever is later
(“Effective Date”), and shall continue until twenty-five (25) years of Payments have been
collected by Owner (“Term™).
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IL Facility Charge

Beginning with the first month following the effective date of this agreement and
continuing for a total of three hundred (300) months, Customer shall make a payment to Owner
each month in the amount of the Monthly Revenue Requirement (“Payment™) for the Network
Upgrade. Each Payment shall be due and payable by the 15t day of each month (“Due Date™),
without invoice, for a total of 300 consecutive months. Initial Payment(s) shall be based on the
Estimated Network Upgrade Initial Capital Cost (“ENUC” or Initial Capital Cost) as illustrated
in Exhibit 1.

The Monthly Revenue Requirement or Payment by Customer to Owner for the Facilities
shall be re-calculated annuaily to be effective each June Ist by updating certain inputs to the
Formula Rate (“Formula™) shown in Exhibit II of this Service Agreement, and rounded to the
nearest whole dollar. The monthly payment by Customer should be credited under Attachment
0. The Formula calculates the Levelized, Fixed-Charge Rate and Payment based on the Initial
Capital Cost, the Term of this Service Agreement in years, the delay between September 1, 2015
(“In-Service Date”) and the effective date, and certain data from the ITCM Attachment O
Formula Rate under the Tariff including: (i) the ITCM Combined Tax Rate, (ii) the amounts of
ITCM Interest on Long Term Debt, (iii) the Long Term Debt and Common Equity balances, and
(iv) the FERC approved Return on Equity for ITCM.

Beginning June Ist of the first calendar year following the In Service Date, and each
subsequent June 1% thereafter, the Payment shall be updated based on the ITCM Attachment O
Formula Rate using data from the previous calendar year, including the impacts of any FERC
decisions related to the above items (i) through (iv) that impact billings applicable to that
calendar vear, and the actual Initial Capital Cost of the Network Upgrade Facilities. Beginning
after the first such update, Customer shall have the option of making an annual prepayment
(“Annual Payment™) to Owner, due July 15, equal to the new Annual Revenue Requirement in
lieu of monthly Payments.

A one-time true-up adjustment for each Network Upgrade shall be calculated within one
(1) year of the In-Service Date of each Network Upgrade when the Actual Network Upgrade
Initial Capital Costs (“ANUC”) for each Network Upgrade is known and all costs associated
with the Initial Capital Cost of the each Network Upgrade or Facilities have been accounted for.
The true-up adjustment will be equal to the difference between Payments collected to-date for
each Network Upgrade and what the Payments to-date for each Network Upgrade would have
been calculated using the ANUC. Each true-up adjustment, as either a credit due or charges to
the Customer, shall be included in the Customer’s next Payment due, including interest. Interest
on the true-up adjustments will begin to accrue the first day of the month following each In
Service Date and will be determined based on the Commission’s regulations at 18 C.F.R §
35.19a. Owner will invoice Customer upon determination of each true-up as provided herein
and will also invoice Customer annually regarding changes in Payment amount as a result of
annual changes to ITCM’s Attachment O Formula Rate.
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III.  Security

a. The Customer has provided Owner with guaranty in the amount of
$38.826,386(“Security”) for the Network Upgrade(s) in Exhibit T under the terms
and conditions of the May 11" GIA. The Security provided for Network
Upgrade(s) shall be reduced ratably on an annual basis based on Payments
received during the prior year, per the terms and conditions of this Service

Agreement.

b. In the event Customer fails to make a Payment by the Due Date, Owner,
following written notice to Customer and Customer’s failure to pay within ten
(10} days of such notice, shall be entitled to draw on the Security posted by
Customer in the amount of missed Payments as well as any accrued interest
charges based on the Commission’s regulations at 18 C.FR § 35.19a. If
Customer fails to make Payment by the Due Date and Security has been depleted,
Customer shall provide Owner with new security, in a form acceptable to Owner
(“New Security”). The amount of New Security may be up to 3 Annual
Payments. Customer will provide such Security to Owner within five (5) business
days of Owner’s request for New Security, and the New Security will remain in
place until the Owner releases the New Security to Customer.

¢. Security shall remain in place until Service Agreement expiration unless Owner
determines, in its sole discretion that Security should be returned to Customer
prior to the expiration of this Service Agreement. Any Security provided by
Customer must be kept active, must continue to meet Owner’s Security
requirements and must be available to Owner for the purpose of making Payments
under this Service Agreement in the event that Customer fails to make such
Payment. Any fees or costs associated with the provision of security are the
responsibility of the Customer.

d. Customer acknowledges that the construction of the Facilities under the GIA
would be subject to tax gross-up, as applicable, upon Customer’s default under
this Service Agreement and that the Security provided hereunder could be used to
cover such obligations.

IV. Default

Customer shall be in default of this Service Agreement if Customer; (i} fails to make
three (3) consecutive payments when due, or, (if) fails to provide New Security, or (iii)
terminates operation of Customer’s generating facility prior to the end of the 300 months referred
to above and fails to continue to make payments when due. In the event of default, Customer
shall promptly pay to Owner all amounts owed for the remaining months due under this Service
Agreement. In the event that Customer does not promptly pay all amounts due and owing to the
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Owner, the Owner may draw on the remaining balance of the Security provided by the
Customer. This payment or draw on the Security does not limit any and all rights and remedies
available to the Owner allowed by law with respect to such default or collecting all amounts
owed for the remaining months due under this Service Agreement. The Service Agreement is a
requirement for Interconnection Service under the GlA, and Customer’s default under this
Service Agreement will constitute a Breach of the GIA. Customer shall indemnify 1TCM for
reasonable costs, attorney fees and/or expenses incurred with respect to a default or collecting
all amounts owed for the remaining months, including, as applicable, any tax gross-up
obligations under this Service Agreement.

V. Shared Network Upgrades

If the Network Upgrade under this Service Agreement is identified as a Shared Network
Upgrade, as defined in the MISO Tariff, for a subsequent MISO Interconnection Customer,
where that Interconnection Customer has entered into a MISO GIA which requires the Shared
Network Upgrade as a condition of that Interconnection Customer’s Interconnection Service,
Owner will develop agreements and collect Payments that reflect each Interconnection
Customer’s responsibility for the cost of the Network Upgrade based on the effective date of that
subsequent Interconnection Customer’s GIA and that subsequent Interconnection Customer’s
percentage cost responsibility for the Network Upgrade.

V1.  Additional Network Upgrades
This Agreement may be amended to incorporate the cost of additional ITCM Network

Upgrades for project G870.

VII. Assignment

This Service Agreement shall inure to the benefit of and be binding upon each Party’s
successors and permitted assigns. No Party shall assign this Service Agreement or their related
contractual rights without the prior written consent of the other Party, which prior written
consent shall not be unreasonably withheld or delayed; provided, however, any Party may, with
ten (10) days written notice to the other Party, and without written consent of the other Party,
assign or transfer this Service Agreement to: (i) its affiliate or subsidiary; or (ii) a successor to all
or substantially all the properties and assets of such Party; provided that the assignee is at least as
creditworthy as the assigning Party and the assignee of Customer shall provide Owner with
Security as contemplated herein. No assignment of this Service Agreement shall release or
discharge cither Party from their future obligations hereunder unless all such obligations are
assumed by the successor or assignee of that Party in writing,

VIII. Transmission Service

Nothing in this Service Agreement conveys a right to transmission service under the
Tariff. The purchase of transmission service is not required under this Service Agreement.
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However, if Customer or its agent decides to purchase transmission service, such service shall be
obtained subject to the rates, terms and conditions of the Tariff under a scparate agreement.

IX. Other

a. Entire Agreement: This Service Agreement represents the entire agreement
between Owner and Customer with reference to payment terms for the
Facilities provided by Owner for Customer under the GIA. This Service
Agreement may not be amended, modified, or waived other than by a written
document signed by all Parties.

b. Regulatory Approval: This Service Agreement and its terms shall be subject
to approval, if applicable, by the Commission. This Service Agreement and
its terms shall also be subject to, as applicable, the Tariff.

c. Force Majeure: Neither party shall be considered in default as to any
obligation under this Service Agreement if prevented from fulfilling the
obligation due to an event of Force Majeure. However, if either Party’s
performance under this Service Agreement is hindered by an event of Force
Majeure, it shall make all reasonable efforts to perform its obligations under
this Service Agreement. An event of Force Majeure means any act of God,
labor disturbance, act of the public enemy, war, act of terrorism, insurrection,
riot, fire, storm or flood, explosion, breakage or accident to machinery or
equipment, any curtailment, order, regulation or restriction imposed by
governmental military or lawfully established civilian authorities, or any
other cause beyond Owner’s control. Economic hardship is not considered a
Force Majeure event,

d. Disputes: In the event a Party has a dispute, or asserts a claim, that arises out
of or in connection with this Service Agreement or its performance, such
Party (the “disputing Party”) shall provide the other Party with written notice
of the dispute or claim (“Notice of Dispute™). Such dispute or claim shali be
referred to a designated senior representative of each Party for resolution on
an informal basis as promptly as practicable after receipt of the Notice of
Dispute by the non-disputing Party. In the event the designated
representatives are unable to resolve the claim or dispute through unassisted
or assisted negotiations within thirty (30) Calendar Days of the non-disputing
Party’s receipt of the Notice of Dispute, such claim or dispute shall be
submitted for resolution in accordance with the dispute resolution procedures
of the Tariff.

e. Liability: In no event shall Owner be liable under this Service Agreement or
under any cause of action related to the subject matter of this Service
Agreement, whether based on contract, warranty, tort (including negligence),
strict liability, indemnity, or otherwise for any incidental, special, punitive or
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consequential damages including, but not limited to, loss of use, increased
costs of purchased or replacement power, interest charges, inability to operate
at full capacity, lost profits, or claims of Customer’s customers.

f. Governing Law: This Service Agreement is governed by and shall be
construed in accordance with laws of the State of Iowa, without regard for any

principles of conflicts of laws.

g. No Waiver: It is mutually understood that any failure by Owner or
inconsistency to enforce or require the strict keeping and performance by
Customer of any of the provisions of this Service Agreement shall not
constitute a waiver by Owner of such provisions, and shall not affect or impair
such provisions in any way, or the right of Owner at any time to avail itself of
such remedies as it may have for any breach or breaches of such provisions.
The waiver, illegality, invalidity and/or unenforceability of any provision
appearing in this Service Agreement shall not affect the validity of this
Service Agreement as a whole or the validity or any other provisions therein.

h. Waiver of Jury: TO THE FULLEST EXTENT PERMITTED BY LAW,
EACH OF THE PARTIES HERETO WAIVES ANY RIGHT IT MAY
HAVE TO A TRIAL BY JURY IN RESPECT OF LITIGATION DIRECTLY
OR INDIRECTLY ARISING OUT OF, UNDER OR IN CONNECTION
WITH THIS SERVICE AGREEMENT. EACH PARTY FURTHER
WAIVES ANY RIGHT TO CONSOLIDATE ANY ACTION IN WHICH
A JURY TRIAL HAS BEEN WAIVED WITH ANY OTHER ACTION
IN WHICH A JURY TRIAL CANNOT BE OR HAS NOT BEEN
WAIVED.

i. Rights under the Federal Power Act. Nothing in this Service Agreement shall
limit the rights of the Parties or of FERC under Sections 205 or 206 of the
Federal Power Act and FERC’s rules and regulations thereunder.

Contacts

Owner’s Representative and Address:

ITC Midwest LLC
6750 Chavenelle Road
Dubuque, lowa 52002

Customer’s Representative and Address:
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Signature Page follows*

IN WITNESS WHEREOF, the Parties have caused this Service Agreement to be executed by
their respective authorized officials.

ITC Midwest LLC, a Michigan limited liability Wisconsin Power and Light Company

company, by ITC Holdings Corp., a Michigan
corporation, its sole member

By: By:

Name: Name:

Title: Title:
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EXHIBIT I
Estimated Network Upgrade Payments

Network Estimated Levelized In | Anunal Revenue Monthly

Upgrade Initial Fixed Service Requirement Revenue
Capital Cost Charge Date Requirement

Rate

Freeborn to $ 38,826,851 | 12.919519% | 9/1/2015 $5,016,242 $418,020

Winnebago

161 kV

Rebuild

Network

Upgrade

Totals $38,826,851
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SA 2862 ITC MIDWEST — WPL FSA VERSION 3132.0.0
EFFECTIVE 11/01/2015

SUBSTITUTE ORIGINAL SERVICE AGREEMENT NO. 2862

Project G870
FACILITIES SERVICE AGREEMENT
entered into by and between
Wisconsin Power and Light Company,
And

ITC Midwest LLC
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Facilities Service Agreement
for

Projeet G870

This Facilities Service Agreement (“Service Agreement”) dated , 18
entered into by and between Wisconsin Power and Light Company (“Customer”) and ITC
Midwest LLC (“ITCM” or “Owner™), to compensate the Owner for changes and additions to its
transmission system (“Network Upgrades” or “Facilities”) necessary for Interconnection Service
for the Customer’s generating facility. Customer and Owner are each referred to as “Party,” and
collectively as “Parties.”

WHEREAS, the Parties entered into the May 11, 2015 Generator Interconnection
Agreement (“GIA™) together with the Midcontinent Independent System Operator, Inc.
(“MISO™Y; and

WHEREAS, the Interconnection Service necessary for Customer’s generating facility,
MISO project G870, requires Owner to install Network Upgrades on Owner’s transmission
system consisting of the Network Upgrades in Exhibit T in order for Owner to operate and
maintain the transmission system in a safe and reliable manner; and

WHEREAS, in accordance with the MISO Open Access Transmission, Energy and
Operating Reserve Markets Tariff (“Tariff’) in effect at the time the GIAs were executed, the
Owner has elected the self-fund option described in Article 11.3 of the pro forma GIA of
Attachment X of the Tariff and will recover the initial capital cost of Network Upgrades from
Customer through this Service Agreement; and

WHEREAS, the Owner will fund, construct, operate and maintain the Facilities;

NOW, THEREFORE, for valuable consideration, the Parties hereby agree that Owner
shall recover the return of and return on the initial capital cost of the Facilities from Customer,
under the following terms and conditions:

I. Effeetive Date and Term

Unless terminated earlier by mutual agreement, the effective date of this Service
Agreement shall be November 1, 2015, or such other date as it is permitted to become effective
by the Federal Energy Regulatory Commission (“Commission™ or “FERC”), whichever is later
(“Effective Date”), and shall continue until twenty-five (25) years of Payments have been
collected by Owner (“Term™).
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1L Facility Charge

Beginning with the first month following the effective date of this agreement and
continuing for a total of three hundred (300} months, Customer shall make a payment to Owner
each month in the amount of the Monthly Revenue Requirement (“Payment™) for the Network
Upgrade. Each Payment shall be due and payable by the 15" day of each month (“Due Date™),
without invoice, for a total of 300 consecutive months. Initial Payment(s} shall be based on the
Estimated Network Upgrade Initial Capital Cost (“ENUC” or Initial Capital Cost} as illustrated
in Exhibit 1.

The Monthly Revenue Requirement or Payment by Customer to Owner for the Facilities
shall be re-calculated annually to be effective each June 1st by updating certain inputs to the
Formula Rate (“Formula™) shown in Exhibit II of this Service Agreement, and rounded to the
nearest whole dollar. The monthly payment by Customer should be credited under Attachment
O. The Formula calculates the Levelized, Fixed-Charge Rate and Payment based on the Initial
Capital Cost, the Term of this Service Agreement in years, the delay between September 1, 2015
(“In-Service Date™) and the effective date, and certain data from the ITCM Attachment O
Formula Rate under the Tariff including: (i) the ITCM Combined Tax Rate, (ii} the amounts of
ITCM Interest on Long Term Debt, (iii) the Long Term Debt and Common Equity balances, and
(iv) the FERC approved Return on Equity for ITCM.

Beginning June st of the first calendar year following the In Service Date, and each
subsequent June 1¥ thereafter, the Payment shall be updated based on the ITCM Attachment O
Formula Rate using data from the previous calendar year, including the impacts of any FERC
decisions related to the above items (i) through (iv) that impact billings applicable to that
calendar vear, and the actual Initial Capital Cost of the Network Upgrade Facilities. Beginning
after the first such update, Customer shall have the option of making an annual prepayment
(“Annual Payment™) to Owner, due July 15, equal to the new Annual Revenue Requirement in
lieu of monthly Payments.

A one-time true-up adjustment for each Network Upgrade shall be calculated within one
(1) vear of the In-Service Date of each Network Upgrade when the Actual Network Upgrade
Initial Capital Costs (“ANUC”) for each Network Upgrade is known and all costs associated
with the Initial Capital Cost of the each Network Upgrade or Facilities have been accounted for.
The true-up adjustment will be equal to the difference between Payments collected to-date for
each Network Upgrade and what the Payments to-date for each Network Upgrade would have
been calculated using the ANUC. Each true-up adjustment, as either a credit due or charges to
the Customer, shall be included in the Customer’s next Payment due, including interest. Interest
on the true-up adjustments will begin to accrue the first day of the month following each In
Service Date and will be determined based on the Commission’s regulations at 18 C.F.R §
35.19a. Owner will invoice Customer upon determination of each true-up as provided herein
and will also invoice Customer annually regarding changes in Payment amount as a result of
annual changes to ITCM’s Attachment O Formula Rate.
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III.  Security

a. The Customer has provided Owner with guaranty in the amount of
$38.826.386(“Security”) for the Network Upgrade(s) in Exhibit T under the terms
and conditions of the May 11" GIA. The Security provided for Network
Upgrade(s) shall be reduced ratably on an annual basis based on Payments
received during the prior year, per the terms and conditions of this Service
Agreement.

b. In the event Customer fails to make a Payment by the Due Date, Owner,
following written notice to Customer and Customer’s failure to pay within ten
(10) days of such notice, shall be entitled to draw on the Security posted by
Customer in the amount of missed Payments as well as any accrued interest
charges based on the Commission’s regulations at 18 C.F.R § 35.19a. If
Customer fails to make Payment by the Due Date and Security has been depleted,
Customer shall provide Owner with new security, in a form acceptable to Owner
(“New Security”). The amount of New Security may be up to 3 Annual
Payments. Customer will provide such Security to Owner within five (5) business
days of Owner’s request for New Security, and the New Security will remain in
place until the Owner releases the New Security to Customer.

c. Security shall remain in place until Service Agreement expiration unless Owner
determines, in its sole discretion that Security should be returned to Customer
prior to the expiration of this Service Agreement. Any Security provided by
Customer must be kept active, must continue to meet Owner’s Security
requirements and must be available to Owner for the purpose of making Payments
under this Service Agreement in the event that Customer fails to make such
Payment. Any fees or costs associated with the provision of security are the
responsibility of the Customer.

d. Customer acknowledges that the construction of the Facilities under the GIA
would be subject to tax gross-up, as applicable, upon Customer’s default under
this Service Agreement and that the Security provided hereunder could be used to
cover such obligations.

IV. Default

Customer shall be in default of this Service Agreement if Customer; (i) fails to make
three (3) consecutive payments when due, or, (ii) fails to provide New Security, or (iii)
terminates operation of Customer’s generating facility prior to the end of the 300 months referred
to above and fails to continue to make payments when due. In the event of default, Customer
shall promptly pay to Owner all amounts owed for the remaining months due under this Service
Agreement. In the event that Customer does not promptiy pay all amounts due and owing to the
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Owner, the Qwner may draw on the remaining balance of the Security provided by the
Customer. This payment or draw on the Security does not limit any and all rights and remedies
available to the Owner allowed by law with respect to such default or collecting all amounts
owed for the remaining months due under this Service Agreement. The Service Agreement is a
requirement for Interconnection Service under the GIA, and Customer’s default under this
Service Agreement will constitute a Breach of the GIA. Customer shall indemnify ITCM for
reasonable costs, attorney fees and/or expenses incurred with respect to a default or collecting
all amounts owed for the remaining months, including, as applicable, any tax gross-up
obligations under this Service Agreement.

V. Shared Network Upgrades

If the Network Upgrade under this Service Agreement is identified as a Shared Network
Upgrade, as defined in the MISO Tariff, for a subsequent MISO Interconnection Customer,
where that Interconnection Customer has entered into a MISO GIA which requires the Shared
Network Upgrade as a condition of that Interconnection Customer’s Interconnection Service,
Owner will develop agreements and collect Payments that reflect each Interconnection
Customer’s responsibility for the cost of the Network Upgrade based on the effective date of that
subsequent Interconnection Customer’s GIA and that subsequent Interconnection Customer’s
percentage cost responsibility for the Network Upgrade.

V1.  Additional Network Upgrades
This Agreement may be amended to incorporate the cost of additional ITCM Network
Upgrades for project G870.

VII. Assignment

This Service Agreement shall inure to the benefit of and be binding upon each Party’s
successors and permitted assigns. No Party shall assign this Service Agreement or their related
contractual rights without the prior written consent of the other Party, which prior written
consent shall not be unreasonably withheld or delayed; provided, however, any Party may, with
ten (10) days written notice to the other Party, and without written consent of the other Party,
assign or transfer this Service Agreement to: (i) its affiliate or subsidiary; or (ii) a successor to all
or substantially all the properties and assets of such Party; provided that the assignee is at least as
creditworthy as the assigning Party and the assignee of Customer shall provide Owner with
Security as contemplated herein. No assignment of this Service Agreement shall release or
discharge either Party from their future obligations hereunder unless all such obligations are
assumed by the successor or assignee of that Party in writing.

VIII. Transmission Service

Nothing in this Service Agreement conveys a right to transmission service under the
Tariff. The purchase of transmission service is not required under this Service Agreement.
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However, if Customer or its agent decides to purchase transmission service, such service shall be
obtained subject to the rates, terms and conditions of the Tariff under a separate agreement.

IX. Other

a. Entire Agreement: This Service Agreement represents the entire agreement
between Owner and Customer with reference to payment terms for the
Facilities provided by Owner for Customer under the GIA. This Service
Agreement may not be amended, modified, or waived other than by a written
document signed by all Parties.

b. Regulatory Approval: This Service Agreement and its terms shall be subject
to approval, if applicable, by the Commission. This Service Agreement and
its terms shall also be subject to, as applicable, the Tariff.

¢. Force Majeure: Neither party shall be considered in default as to any
obligation under this Service Agreement if prevented from fulfilling the
obligation due to an event of Force Majeure. However, if either Party’s
performance under this Service Agreement is hindered by an event of Force
Majeure, it shall make all reasonable efforts to perform its obligations under
this Service Agreement. An event of Force Majeure means any act of God,
labor disturbance, act of the public enemy, war, act of terrorism, insurrection,
riot, fire, storm or flood, explosion, breakage or accident to machinery or
equipment, any curtailment, order, regulation or restriction imposed by
governmental military or lawfully established civilian authorities, or any
other cause beyond Owner’s control. Economic hardship is not considered a
Force Majeure event.

d. Disputes: In the event a Party has a dispute, or asserts a claim, that arises out
of or in connection with this Service Agreement or its performance, such
Party (the “disputing Party™) shall provide the other Party with written notice
of the dispute or claim (*“Notice of Dispute™). Such dispute or claim shall be
referred to a designated senior representative of each Party for resolution on
an informal basis as promptly as practicable after receipt of the Notice of
Dispute by the non-disputing Party. In the event the designated
representatives are unable to resolve the claim or dispute through unassisted
or assisted negotiations within thirty (30) Calendar Days of the non-disputing
Party’s receipt of the Notice of Dispute, such claim or dispute shall be
submitted for resolution in accordance with the dispute resolution procedures
of the Tariff.

e. Liability: In no event shall Owner be liable under this Service Agreement or
under any cause of action related to the subject matter of this Service
Agreement, whether based on contract, warranty, tort (including negligence),
strict liability, indemnity, or otherwise for any incidental, special, punitive or
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consequential damages including, but not limited to, loss of use, increased
costs of purchased or replacement power, interest charges, inability to operate
at full capacity, lost profits, or claims of Customer’s customers.

f. Govemning Law: This Service Agreement is governed by and shall be
construed in accordance with laws of the State of lowa, without regard for any

principles of conflicts of laws.

g. No Waiver: It is mutually understood that any failure by Owner or
inconsistency to enforce or require the strict keeping and performance by
Customer of any of the provisions of this Service Agreement shall not
constitute a waiver by Owner of such provisions, and shall not affect or impair
such provisions in any way, or the right of Owner at any time to avail itself of
such remedies as it may have for any breach or breaches of such provisions.
The waiver, illegality, invalidity and/or unenforceability of any provision
appearing in this Service Agreement shall not affect the validity of this
Service Agreement as a whole or the validity or any other provisions therein.

h. Waiver of Jury: TO THE FULLEST EXTENT PERMITTED BY LAW,
EACH OF THE PARTIES HERETO WAIVES ANY RIGHT IT MAY
HAVE TO A TRIAL BY JURY IN RESPECT OF LITIGATION DIRECTLY
OR INDIRECTLY ARISING OUT OF, UNDER OR IN CONNECTION
WITH THIS SERVICE AGREEMENT. EACH PARTY FURTHER
WAIVES ANY RIGHT TO CONSOLIDATE ANY ACTION IN WHICH
A JURY TRIAL HAS BEEN WAIVED WITH ANY OTHER ACTION
IN WHICH A JURY TRIAL CANNOT BE OR HAS NOT BEEN
WAIVED.

i. Rights under the Federal Power Act. Nothing in this Service Agreement shall
limit the rights of the Parties or of FERC under Sections 205 or 206 of the
Federal Power Act and FERC’s rules and regulations thereunder.

Contacts

QOwner’s Representative and Address;

ITC Midwest LLC
6750 Chavenelle Road
Dubuque, Towa 52002

Customer’s Representative and Address:
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IN WITNESS WHEREOF, the Parties have caused this Service Agreement to be executed by
their respective authorized officials.

ITC Midwest LLC, a Michigan limited liability Wisconsin Power and Light Company

company, by ITC Holdings Corp., a Michigan
corporation, its sole member

By: By:

Name: Name:

Title: Title:




20151103-5051 FERC PDF {Unofficial} 11/3/2015 10:23:36 AM Attachment A
Appendix 2 Page 123 of 733
Page 49 of 61

EXHIBIT I
Estimated Network Upgrade Payments

Network Estimated Levelized In Annual Monthly
Upgrade Initial | Fixed Charge | Service Revenue Revenue
Capital Cost Rate Date Requirement Requirement
] Freebornto | $ 38,826,851 | 12.745919519% | 9/1/2015| $5,016,240242 $418,020
Winnebago
161 kv
Rebuild
Network
Upgrade
Totals | 538,826,851
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FERC rendition of the electronically filed tariff records in Docket No, ER16-00206-001
Filing Data:

CiD: C001344

Filing Title: 2015-11-03_SA 2862 ITC Midwest-WPL FSA Amendment (G870}
Company Filing ldentifier: 10763

Type of Filing Code: 130

Associated Filing Identifier: 10780

Tariff Title: Midwest |ISO Agreements

Tariff ID: 13

Payment Confirmation:

Suspension Motion:

Tariff Record Data:

Record Content Description, Tariff Record Title, Record Version Number, Option Code:
SA 2862, ITC Midwest-WPL Facilities Service Agreement (G870}, 32.0.0, A
Record Narative Name:

Tariff Record iD: 10470

Tariff Recerd Collation Value: 293860352  Tariff Record Parent identifier: 4507

Proposed Date: 2015-11-01

Priority Order: 1500000000

Record Change Type: CHANGE

Record Content Type: 1

Associated Filing Identifier: 10760

SA 2862 ITC MIDWEST — WPL FSA VERSION 32.0.0
EFFECTIVE 11/01/2015

SUBSTITUTE ORIGINAL SERVICE AGREEMENT NO. 2862

Project G870
FACILITIES SERVICE AGREEMENT
entered into by and between
Wisconsin Power and Light Company,
And

1TC Midwest LLC
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Facilities Service Agreement
for

Project G870

This Facilities Service Agreement (“Service Agreement”) dated , 18
entered into by and between Wisconsin Power and Light Company (“Customer”) and ITC
Midwest LLC (“ITCM” or “Owner”), to compensate the Owner for changes and additions to its
transmission system (“Network Upgrades” or “Facilities™) necessary for Interconnection Service
for the Customer’s generating facility. Customer and Owner are each referred to as “Party,” and
collectively as “Parties.”

WHEREAS, the Parties entered into the May I1, 2015 Generator Interconnection
Agreement (“GIA”) together with the Midcontinent Independent System Operator, Inc.
(“MISO™); and

WHEREAS, the Interconnection Service necessary for Customer’s generating facility,
MISO project G870, requires Owner to install Network Upgrades on Owner’s transmission
system consisting of the Network Upgrades in Exhibit [ in order for Owner to operate and
maintain the transmission system in a safe and reliable manner; and

WHEREAS, in accordance with the MISO Open Access Transmission, Energy and
Operating Reserve Markets Tariff (“Tariff”) in effect at the time the GIAs were executed, the
Owner has elected the self-fund option described in Article 11.3 of the pro forma GIA of
Attachment X of the Tariff and will recover the initial capital cost of Network Upgrades from
Customer through this Service Agreement; and

WHEREAS, the Owner will fund, construct, operate and maintain the Facilities;

NOW, THEREFORE, for valuable consideration, the Parties hereby agree that Owner
shall recover the return of and return on the initial capital cost of the Facilities from Customer,
under the following terms and conditions:

I. Effective Date and Term

Unless terminated earlier by mutual agreement, the effective date of this Service
Agreement shall be November 1, 2015, or such other date as it is permitted to become effective
by the Federal Energy Regulatory Commission (“Commission” or “FERC”), whichever is later
(“Effective Date™), and shall continue until twenty-five (25) years of Payments have been
collected by Owner (“Term™).
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11. Facility Charge

Beginning with the first month following the effective date of this agreement and
continuing for a total of three hundred (300) months, Customer shall make a payment to Owner
each month in the amount of the Monthly Revenue Requirement (“Payment”) for the Network
Upgrade. Each Payment shall be due and payable by the 15" day of each month (“Due Date”),
without invoice, for a total of 300 consecutive months. Initial Payment(s) shall be based on the
Estimated Network Upgrade Initial Capital Cost (“ENUC” or Initial Capital Cost) as ilustrated
in Exhibit L.

The Monthly Revenue Requirement or Payment by Customer to Owner for the Facilities
shall be re-calculated annually to be effective each June 1st by updating certain inputs to the
Formula Rate (“Formula®) shown in Exhibit II of this Service Agreement, and rounded to the
nearest whole dollar. The monthly payment by Customer should be credited under Attachment
0. The Formula calculates the Levelized, Fixed-Charge Rate and Payment based on the Initial
Capital Cost, the Term of this Service Agreement in years, the delay between September 1, 2015
(*In-Service Date”) and the effective date, and certain data from the ITCM Attachment O
Formula Rate under the Tariff including: (i) the ITCM Combined Tax Rate, (ii) the amounts of
ITCM Interest on Long Term Debi, (iii) the Long Term Debt and Common Equity balances, and
(iv) the FERC approved Return on Equity for ITCM.

Beginning June 1st of the first calendar year following the In Service Date, and each
subsequent June 1% thereafter, the Payment shall be updated based on the ITCM Attachment O
Formula Rate using data from the previous calendar year, including the impacts of any FERC
decisions related to the above items (i) through (iv) that impact billings applicable to that
calendar year, and the actual Initial Capital Cost of the Network Upgrade Facilities. Beginning
after the first such update, Customer shall have the option of making an annual prepayment
(“Annual Payment™) to Owner, due July 15, equal to the new Annual Revenue Requirement in
lieu of monthly Payments.

A one-time true-up adjustment for each Network Upgrade shall be calculated within one
(1) year of the In-Service Date of cach Network Upgrade when the Actual Network Upgrade
Initial Capital Costs (‘“ANUC”) for each Network Upgrade is known and all costs associated
with the Initial Capital Cost of the each Network Upgrade or Facilities have been accounted for.
The true-up adjustment will be equal to the difference between Payments collected to-date for
each Network Upgrade and what the Payments to-date for each Network Upgrade would have
been calculated using the ANUC. Each true-up adjustment, as either a credit due or charges to
the Customer, shall be included in the Customer’s next Payment due, including interest. Interest
on the true-up adjustments will begin to accrue the first day of the month following each In
Service Date and will be determined based on the Commission’s regulations at 18 C.F.R §
35.19a. Owner will invoice Customer upon determination of each true-up as provided herein
and will also invoice Customer annually regarding changes in Payment amount as a result of
annual changes to ITCM’s Attachment O Formula Rate.
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III.  Security

a. The Customer has provided Owner with guaranty in the amount of
$38.826.386(“Security”) for the Network Upgrade(s) in Exhibit I under the terms
and conditions of the May 11™ GIA. The Security provided for Network
Upgrade(s) shall be reduced ratably on an annual basis based on Payments
received during the prior year, per the terms and conditions of this Service
Agreement,

b. In the event Customer fails to make a Payment by the Due Date, Owner,
following written notice to Customer and Customer’s failure to pay within ten
(10) days of such notice, shall be entitled to draw on the Security posted by
Customer in the amount of missed Payments as well as any accrued interest
charges based on the Commission’s regulations at 18 C.F.R § 35.19a. If
Customer fails to make Payment by the Due Date and Security has been depleted,
Customer shall provide Owner with new security, in a form acceptable to Owner
(“New Security”). The amount of New Security may be up to 3 Annual
Payments. Customer will provide such Security to Owner within five (5)
business days of Owner’s request for New Security, and the New Security will
remain in place until the Owrer releases the New Security to Customer.

¢. Security shall remain in place until Service Agreement expiration unless Owner
determines, in its sole discretion that Security should be returned to Customer
prior to the expiration of this Service Agreement. Any Security provided by
Customer must be kept active, must continue to meet Owner’s Security
requirements and must be available to Owner for the purpose of making
Payments under this Service Agreement in the event that Customer fails to make
such Payment. Any fees or costs associated with the provision of security are
the responsibility of the Customer.

d. Customer acknowledges that the construction of the Facilities under the GIA
would be subject to tax gross-up, as applicable, upon Customer’s default under
this Service Agreement and that the Security provided hereunder could be used
to cover such obligations.

IVv. Default

Customer shall be in default of this Service Agreement if Customer; (i) fails to make
three (3) consecutive payments when due, or, (i} fails to provide New Security, or (iii)
terminates operation of Customer’s generating facility prior to the end of the 300 months
referred to above and fails to continue to make payments when due. In the event of default,
Customer shall promptly pay to Owner all amounts owed for the remaining months due under
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this Service Agreement. In the event that Customer does not promptly pay all amounts due
and owing to the Owner, the Owner may draw on the remaining balance of the Security
provided by the Customer. This payment or draw on the Security does not limit any and all
rights and remedies available to the Owner allowed by law with respect to such default or
coltecting afl amounts owed for the remaining months due under this Service Agreement. The
Service Agreement is a requirement for Interconnection Service under the GIA, and Customer’s
default under this Service Agreement will constitute a Breach of the GIA. Customer shall
indemnify ITCM for reasonable costs, attorney fees and/or expenses incurred  with respect to
a default or collecting all amounts owed for the remaining months, including, as applicable, any
tax gross-up obligations under this Service Agreement.

V. Shared Network Upgrades

If the Network Upgrade under this Service Agreement is identified as a Shared Network
Upgrade, as defined in the MISO Tariff, for a subsequent MISO Interconnection Customer,
where that Interconnection Custemer has entered into a MISO GIA which requires the Shared
Network Upgrade as a condition of that Interconnection Customer’s Interconnection Service,
Owner will develop agreements and collect Payments that reflect each Interconnection
Customer’s responsibility for the cost of the Network Upgrade based on the effective date of
that subsequent Interconnection Customer’s GIA and that subsequent Interconnection
Customaer’s percentage cost responsibility for the Network Upgrade.

V1.  Additional Network Upgrades
This Agreement may be amended to incorporate the cost of additional ITCM Network
Upgrades for project GB70.

VI. Assignment

This Service Agreement shall inure to the benefit of and be binding upon each Party's
successors and permitted assigns. No Party shall assign this Service Agreement or their
related contractual rights without the prior written consent of the other Party, which prior
written consent shall not be unreasonably withheld or delayed; provided, however, any Party
may, with ten (10) days written notice to the other Party, and without written consent of the
other Party, assign or transfer this Service Agreement to: (i} its affiliate or subsidiary; or (ii} a
successor to all or substantially all the properties and assets of such Party; provided that the
assignee is at least as creditworthy as the assigning Party and the assignee of Customer shall
provide Owner with Security as contemplated herein. No assignment of this Service
Agreement shall release or discharge either Party from their future obligations hereunder
unless all such obligations are assumed by the successor or assignee of that Party in writing.
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VYIII. Transmission Service

Nothing in this Service Agreement conveys a right to transmission service under the
Tariff. The purchase of transmission service is not required under this Service Agreement.
However, if Customer or its agent decides to purchase transmission service, such service shall
be obtained subject to the rates, terms and conditions of the Tariff under a separate
agreement.

IX. Other

a. Entire Agreement: This Service Agreement represents the entire agreement
between Owner and Customer with reference to payment terms for the
Facilities provided by Owner for Customer under the GIA. This Service
Agreement may not be amended, modified, or waived other than by a
written document signed by all Parties.

h. Regulatory Approval: This Service Agreement and its terms shall be subject
to approval, if applicable, by the Commission. This Service Agreement and
its terms shall also be subject to, as applicable, the Tariff.

c. Force Majeure: Neither party shall be considered in default as to any
obligation under this Service Agreement if prevented from fulfilling the
obligation due to an event of Force Majeure. However, if either Party’s
performance under this Service Agreement is hindered by an event of Force
Majeure, it shall make all reasonable efforts to perform its obligations under
this Service Agreement. An event of Force Majeure means any act of God,
labor disturbance, act of the public enemy, war, act of terrorism,
insurrection, riot, fire, storm or flood, explosion, breakage or accident to
machinery or equipment, any curtailment, order, regulation or restriction
imposed by governmental military or lawfully established civilian authorities,
or any other cause beyond Owner's control. Economic hardship is not
considered a Force Majeure event.

d. Disputes: In the event a Party has a dispute, or asserts a claim, that arises
out of or in connection with this Service Agreement or its performance, such
Party {the “disputing Party”) shall provide the other Party with written notice
of the dispute or claim (“Notice of Dispute”). Such dispute or claim shall be
referred to a designated senior representative of each Party for resolution on
an informal basis as promptly as practicable after receipt of the Notice of
Dispute by the non-disputing Party. In the event the designated
representatives are unable to resolve the claim or dispute through unassisted
or assisted negotiations within thirty {30} Calendar Days of the non-disputing
Party’s receipt of the Notice of Dispute, such claim or dispute shall be
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submitted for resolution in accordance with the dispute resolution
procedures of the Tariff.

e. Liability: In no event shall Owner be liable under this Service Agreement or
under any cause of action related to the subject matter of this Service
Agreement, whether based on contract, warranty, tort (including
negligence), strict liability, indemnity, or otherwise for any incidental, special,
punitive or consequential damages including, but not limited to, loss of use,
increased costs of purchased or replacement power, interest charges,
inability to operate at full capacity, lost profits, or claims of Customer’s
customers,

f. Governing Law: This Service Agreement is governed by and shall be
construed in accordance with laws of the State of lowa, without regard for any
principles of conflicts of laws.

g. No Waiver: It is mutually understood that any failure by Owner or
inconsistency to enforce or require the strict keeping and performance by
Customer of any of the provisions of this Service Agreement shall not
constitute a waiver by Owner of such provisions, and shall not affect or
impair such provisions in any way, or the right of Owner at any time to avail
itself of such remedies as it may have for any breach or breaches of such
provisions. The waiver, illegality, invalidity and/or unenforceability of any
provision appearing in this Service Agreement shall not affect the validity of
this Service Agreement as a whole or the validity or any other provisions
therein.

h. Waiver of Jury: TO THE FULLEST EXTENT PERMITTED BY LAW, EACH OF THE
PARTIES HERETO WAIVES ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY IN
RESPECT OF LITIGATION DIRECTLY OR INDIRECTLY ARISING QUT OF, UNDER
OR IN CONNECTION WITH THIS SERVICE AGREEMENT. EACH PARTY FURTHER
WAIVES ANY RIGHT TO CONSOLIDATE ANY ACTION IN WHICH A JURY TRIAL
HAS BEEN WAIVED WITH ANY OTHER ACTION IN WHICH A JURY TRIAL
CANNOT BE OR HAS NOT BEEN WAIVED.

i. Rights under the Federal Power Act. Nothing in this Service Agreement
shall limit the rights of the Parties or of FERC under Sections 205 or 206 of
the Federal Power Act and FERC’s rules and regulations thereunder.

X. Contacts

Qwner’s Representative and Address:
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ITC Midwest LLC
6750 Chavenelle Road
Dubuque, lowa 52002

Custamer’s Representative and Address:
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Signature Page follows*
IN WITNESS WHEREOF, the Parties have caused this Service Agreement to be executed by their
respective authorized officials.
ITC Midwest LLC, a Michigan limited liability Wisconsin Power and Light Company

company, by ITC Holdings Corp., a Michigan
corperation, its sole member

By: By:

Name: Name:

Title: Title:
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EXHIBIT
Estimated Network Upgrade Payments

Network Estimated | Levelized Fixed In Annual Monthly

Upgrade Initial Capital Charge Rate Service Revenue Revenue
Cost Date Requirement Requirement

Freebornto | $ 38,826,851 12.919519% | 9/1/2015 55,016,242 $418,020

Winnebago

161 kv

Rebuild

Network

Upgrade

Totals | 538,826,851
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206-000)
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System

Operator, Inc., and Docket No. ER16-206-000

R N

ITC Midwest L1.C
MOTION OF WISCONSIN POWER AND LIGHT COMPANY
FOR LEAVE TO INTERVENE
AND PROTEST OF RATE SCHEDULE FILING
Pursuant to Rules 211 and 214 of the Federal Energy Regulatory Commission’s
(“FERC™) Rules of Practice and Procedure, 18 CFR §§ 385.211, 214, Wisconsin Power and
Light Company (“WPL”) respectfully moves for leave to intervene in this proceeding with full
rights as a party. In addition, WPL respectfully protests the filing of the unexecuted Facilitics
Services Agreement between ITC Midwest, LLC (“ITC Midwest”) and WPL (the “FSA”) on
October 30, 2015, as amended on November 3, 2015.

COMMUNICATIONS

WPL requests that communications with respect to this motien be addressed to:

Cortlandt C, Choate, Jr. James K. Mitchell

Senior Attorney Davis Wright Tremaine LLP

Alliant Energy Corporate Services, [nc. 1919 Pennsylvania Ave., NW, Suite 800
Madison, W153715 Washington, DC 20006

608-458-6217 202-973-4241
CortlandtChoate@alliantenergy.com jamesmitchell@dwt.com

MOTION FOR LEAVE TO INTERVENE

On October 30, 2015, as amended on November 3, 2015, the Midcontinent Independent
System Operator, Inc. (“MISO™), on behalf of ITC Midwest, tendered the FSA for filing
pursuant to Section 205 of the Federal Power Act, 16 U.S.C.A. § 824d. As discussed in the letter

of transmittal of the FSA for filing, dated October 30, 2015, the FSA is intended to provide a
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means for ITC Midwest to recover from WPL the cost of certain network upgrades to ITC
Midwest’s transmission system that are associated with the interconnection of WPL’s Bent Tree
Wind Farm (“Bent Tree”) to the transmission facilities of ITC Midwest. For that reason, WPL
has a dircct and substantial interest that may be affected by the outcome of this docket. WPL’s
participation is in the public interest. No other party adequately represents the interests of WPL
in this proceeding. WPL therefore respectfully requests that it be granted leave to intervene in
this proceeding with full rights as a party.

PROTEST

WPL is a load-serving public utility that owns and operates electric facilities for the
generation, distribution, and sale of electric power and energy to approximately 463,000 retail
electric service customers in southern and central Wisconsin. ITC Midwest is an independent
transmission company and a wholly-owned subsidiary of ITC Holdings Corp. Operational
control over the transiission facilities owned and operated by 1TC Midwest has been transferred
to MISO, and transmission service is available over such facilities pursuant to the MISO Open
Access Transmission, Energy and Qperating Reserve Markets Tariff (the “MISO Tariff”).

Bent Tree is a 201 MW wind farm developed by WPL in Freeborn County, Minnesota.
Certain network upgrades of the ITC Midwest transmission system were needed to implement
the interconnection of Bent Tree and delivery of electricity from Bent Tree to the interstate
transmission grid. ITC Midwest elected to self-fund the cost of some of those network upgrades
and to recover a return of and a return on the capital costs of such network upgrades from WPL
through a Facility Charge incorporated in the FSA.

The Facility Charge specified in the FSA, which is based on a cost-of-service formula

rate that is to be recalculated annually, is excessive and unjust and unreasonable. As noted in the
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attached Affidavit of Neil E. Michek, Manager-Financial Planning of Alliant Energy Corporate
Services, Inc. (“AECS™), a service company affiliate of WPL (the “Michek Affidavit”), the FSA
was filed as an unexecuted agreement (Michek Affidavit at P 3}
...due to disagreement between WPL and ITCM over consideration of Bonus
Depreciation in the calculation of the annual levelized fixed charge rate, WPL's
objection to the FSA is that the levelized fixed charge rate in the agreement will

not reflect the savings that might be realized by use of Bonus Depreciation, even
if the Network Upgrades are eligible (emphasis added) for such treatment.

Since 2008, various legislation has permitted taxpayers to take special depreciation
allowances (i.e., bonus depreciation) on qualified property under Section 168(k) of the Internal
Revenue Code. The effect of doing so is to accelerate the depreciation of the assets eligible for
bonus depreciation by the taxpayer when calculating its Federal income tax expense, and
correspondingly to reduce the federal income tax that would otherwise be payable by the
taxpayer in the year in which the bonus depreciation is taken.

Because depreciation expense is determined for ratemaking purposes on the basis of
straight-line depreciation, the difference in timing between accelerated depreciation of the asset
for Federal income tax purposes (whether it be through the Modified Accclerated Cost Recovery
System (the “MACRS”) used by ITC Midwest or additional bonus depreciation) and
depreciation of the asset for ratemaking purposes results in an increase in accumulated deferred
income taxes (“ADIT™) as recorded on the books of the utility. For ratemaking purposes, ADIT
reduces the rate base on which charges are determined. Thus, as explained in the Michek
Affidavit at PP 7-8:

Bonus depreciation reduces taxable income reported to the IRS, and therefore
generates improved cash flows to the utility through lower tax payments, all clse
equal. Regulated utitities are required to account for the timing differences
between payment of income taxes due to IRS and recording of book income taxes

reflected in rates in various Accumulated Deferred Income Taxes (“*ADIT™)
accounts.
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Ratemaking practices at the [FERC], and, to my knowledge, most if not all state
jurisdictions, reflect the balances of ADIT in the caiculation of Net Investment
Rate Base (“NIRB™) that is used in establishing rates. Since the implementation
of accelerated tax depreciation methods for income taxes, ADIT balances have
generally reduced NIRB and therefore resulted in a reduction of revenue
requirements. This reduction of NIRB recognizes that deferred income taxes are
effectively an interest free loan from the federal (or state) government and that the
benefit of that interest free loan should flow through the utility’s rates for the
benefit of its ratepayers. Bonus Depreciation generally (absent being in a NOL
position) results in a reduction of NIRB and therefore customer rates are reduced.

Notwithstanding the savings derived by utilities in most cases when bonus depreciation is
used to calculate Federal income taxes, ITC Midwest is proposing to calculate the Facility
Charge incorporated in the FSA based on the assumption that it will opt out of bonus
depreciation. By opting out of bonus depreciation, JTC Midwest unreasonably and imprudently
increases charges to WPL.

At the present time, bonus depreciation is available for use on investments in eligible
facilities made prior to January 1, 2015, where such facilities are placed in service no later than
December 31, 2015.! Because construction of the network upgrades associated with Bent Tree
began in 2014, a portion of the investment in such facilities may be eligible for bonus
depreciation under current law. Moreover, as discussed in the Affidavit of Jennifer E. Janecek,
Director-Taxes of AECS (“the “Janecek Affidavit”), a copy of which is attached hereto, WPL
reasonably expects that the bonus depreciation provisions of the Internal Revenue Code will be
extended, and therefore that all qualified utility property that is placed in service during 2013
will also be eligible for use of bonus depreciation (Janecek Affidavit at P 8). Accordingly, it is

likely that ITC Midwest ultimately will be permitted to use bonus depreciation for all eligible

network upgrade facilities it funded with respect fo Bent Tree when it calculates the Facility

! Bonus depreciation may be used on investinents made no Jater than December 31, 2014 on facilities placed in
service during 2015 if the cost of the project exceeded $1 million and the time between the date on which 5% of the
costs of the project had been incurred and the date on which the project was placed in service exceeded one year.

4
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Charge under the FSA. WPL is unaware of any valid reason for ITC Midwest not to consider the
savings to be realized through use of bonus depreciation when calculating the Facility Charge to
the extent that the network upgrade facilities installed by ITC Midwest are eligible for bonus
depreciation.

Because the use of bonus depreciation would be beneficial to WPL and its customers, Mr.
Michek asked to have the following sentence inserted at the end of the second paragraph in
Section II—Facility Charge of the FSA (Michek Affidavit at P 3):

The levelized Fixed Charge Rate and Payment shall ajso reflect the impacts of

Bonus Tax Depreciation if the network upgrades are eligibie for Bonus
Depreciation.

This provision would protect WPL’s right to have charges under the FSA reflect both the
effect of using bonus depreciation for the cost of network upgrades incurred prior to January 1,
2015 that may be eligible for bonus depreciation under current law, and the effect of using bonus
depreciation for network upgrades installed in 2015 if the bonus depreciation provision of the tax
law is extended. The language requested by WPL is similar to language used in other recent
transmission construction agreements executed by other parties and accepted by the FERC.? ITC
Midwest’s failure and refusal to use bonus depreciation to calculate the Facility Charge in the
FSA to the extent the network upgrades associated with Bent Tree are eligible for bonus
depreciation renders Section Il—Facility Charge of the FSA unjust and unreasonable, and
contrary to the requirements of Section 205 of the Federal Power Act.’

ITC Midwest asserted in its letter of transmittal at page 5 that it opposcs the use of bonus

depreciation to calculate the Tax Benefit under the FSA in part because:

% See, MISO Service Agreement 2722, accepted in Docket No. ER135-613-000; MISO Service Agreement 2760,
accepted in Docket No. ER15-1390-000, and MISO Service Agreement 2808, accepted in Docket No. ER15-2033-

000.
3 Section 205(a) of the Federal Power Act provides that all rates and charges by a public utility “shall be just and
reasonable, and any such rate or charge that is not just and reasonable is hereby declared to be unlawful,”

5
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Bonus depreciation expired at the end of 2014 and has not been extended. Thus,
WPL is requesting that the Facilities Charge be calculated on the basis of tax
treatment for which the Network Upgrade facilities do not currently qualify.

Regardless of whether bonus depreciation is extended, the 2014 costs of network
upgrades associated with Bent Tree may qualify for bonus depreciation under current law.
Therefore, as discussed by Mr, Michek, “[t]o the extent that the 2014 costs of the Network
Upgrades qualify for Bonus Depreciation, the levelized fixed charge calculation should be
modified to reflect Bonus Depreciation treatment” (Michek Affidavit at P 12). The change to the
FSA sought by WPL is needed to ensure, at a minimum, that the Facilities Charge wil} be
calculated based on use of bonus depreciation for which the Network Upgrade facilities currently
qualify.

Moreover, Section II—Facility Charge of the FSA establishes an Initial Payment based
on the Estimated Network Upgrade Initial Capital Cost as set forth in Exhibit I of the FSA, and
provides for a true-up adjustment to that amount when the Actual Network Upgrade Initial
Capital Costs are known, WPL expects that the bonus depreciation provisions of the Internal
Revenue Code will be extended to permit use of bonus depreciation with respect to qualified
property placed in service in 2015, including the network upgrades installed by ITC Midwest,
before the true-up adjustment is calculated. The language proposed by WPL would simply
require ITC to utilize the benefits of bonus depreciation when calculating the true-up adjustment
to the Facilities Charge to the extent that network upgrade costs incurred by ITC Midwest for the
benefit of Bent Tree are eligible for bonus depreciation at the time of the true up.

ITC Midwest also stated that “[i}f bonus depreciation were to be extended for 2015...and

if ITC Holdings were to take bonus depreciation for 2015, ITC Midwest would adjust the Tax

Benefit accordingly” (emphasis added). Although making this assettion in the letter of

transmittal, ITC Midwest has not included this commitment in the FSA, and, in any cvent, the

6
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commitment provides no assurance that ITC Midwest would utilize bonus depreciation to
calcuiate depreciation expense with respect to all network upgrades associated with Bent Tree
funded by 1TC Midwest that are eligible for bonus depreciation.

Although qualified facilities may be eligible for bonus depreciation, taxpayers are
permitted to “opt out” of taking bonus depreciation, and ITC Midwest has done so for every year
beginning with 2010 via its corporate parent, ITC Holdings. By making its use of bonus
depreciation to calculate the Facility Charge in the FSA dependent on whether ITC Holdings
takes bonus depreciation for 2015, ITC Midwest has reserved to itself and its corporate parent
the ability to opt out of bonus depreciation, even if network upgrade facilities installed for Bent
Tree are eligible for bonus depreciation.

The mere fact that a taxpayer is allowed to opt out of bonus depreciation does not imply
that a decision to do so is prudent under all circumstances. The failure and refusal of ITC
Midwest via its parent to use bonus depreciation when calculating the Facility Charge to the
extent the network upgrades associated with Bent Tree are eligible for bonus depreciation
renders the Facility Charge incorporated in the FSA excessive and unjust and unreasonable.
Because ITC Holdings files a consolidated Federal income tax return on behalf of itself and its
subsidiaries, use of bonus depreciation by I'TC Midwest for depreciation of network upgrades
associated with Bent Tree will reduce the Facility Charge in the FSA as well as charges for other
transmission facilitics owned by subsidiaries of ITC Holdings that are in the same class of assets.
Alternatively, ITC Midwest could make an affirmative election using IRS Form 8832 (Entity
Classification Election) to be taxable as an individual corporation so that it could make a
decision on bonus depreciation on its own merits rather than be subject to a decision by its

parent, ITC Holdings, that would also impact its related subsidiaries.
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Although ITC Midwest does not cwrently file a Federal income tax return separately
from that of ITC Holdings, ITC Midwest and 1TC Holdings have many common officers. Asa
result, senior officials of ITC Midwest have a significant role in determining whether ITC
Midwest will, through its corporate parent, take advantage of bonus depreciation to the extent
such bonus depreciation is available. Regardless of their roles in management of ITC Holdings,
it is incumbent on senior officials of I'TC Midwest to act reasonably and prudently with due
concerm for customers of ITC Midwest such as WPL when making decisions which might affect
the costs of service being incurred by ITC Midwest and passed through to its customers. If and
to the extent that they fail to do so, the FERC should protect such customers from having to
compensate ITC Midwest for costs that were imprudently incured.

Mr. Michek has calculated the adverse financial impact on WPL and its customers if iITC
Midwest fails to use bonus depreciation for calculating the Facility Charge in the FSA. As
discussed in the Michek Affidavit at P 12, certain costs of the network upgrades instalied for
Bent Tree were incurred in 2014 and may be eligible for bonus depreciation under current law.
In addition, it is likely that bonus depreciation provisions in current law will be extended to
include all costs for assets placed in service in 2015, Mr. Michek has shown that, depending on
whether the bonus depreciation provisions of the Internal Revenue Code are extended to cover
projects installed in 2015, the savings to WPL and its customers over the 25-year life of the FSA
if I'TC Midwest utilizes bonus depreciation when calculating the levelized fixed charge rate and

payment due from WPL may exceed $12 million, as follows:
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Wisconsin Power and Light Company
Cost Savings of Not Opting Out of Bonus Depreciation

ITC-Midwest | Bonus Depr. | Bonus Depr. | Bonus Depr.
Filed Full Project | 50% of Proj. | 25% of Proj.

Annual Payment $5,016,242 $4,530,653 | $4,773,447 $4,894,845
Annual Variance vs. ITCM Filed ($485,590) ($242795) ($121,397)
Total Contract Variance (Year of ($12,139,747) | ($6,069,874) | ($3,034,937)
Occurrence §)
Net Present Value (2015%) based | $48,155212 | $43,493,619 | $45,824,416 | $46,989,814
on discount rate of 8.46%

As discussed in New England Power Company, 31 FERC {61,047 at 61,084 (1985), the

test to be used in determining whether specific costs are imprudent, and therefore unallowable, is

whether the costs in question:

...are costs which a reasonable utility management (or that of another
jurisdictional entity) would have made, in good faith, under the same
circumstances, and at the relevant point in time....JOJur task is to review the
prudence of the utility’s actions and the costs resulting therefrom based on the
particular circumstances existing either at the time the challenged costs were
actually incurred, or the time the utility became committed to incur those

expenses.

Regulations adopted by the U.S. Treasury Department assume that utilities will use bonus

depreciation for qualified properties to the extent they are eligible to do so, and therefore, the

default practice under such regulations is to use bonus depreciation. Although such regulations
permit taxpayers to opt-out of taking bonus depreciation, the Janecek Affidavit shows that this
option is only beneficial to ratepayers when failure to do so might cause a permanent loss of tax
benefits to the taxpayer (Janccek Affidavit at P 4). Insofar as WPL is aware, I'TC Midwest is not
facing the potential of a permanent Ioss of tax benefits if it uses bonus depreciation when
calculating the Facility Charge under the FSA. Rather, insofar as WPL is aware, its sole purpose

in electing out of bonus depteciation is to increase revenue requirements to its customers by
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increasing rate base, and thus to generate more earnings for its corporate parent and protect the
interest expense tax shield of its parent’s significant debt leverage.

Consistent with New England Power Company, a determination of whether ITC Midwest
would be imprudent by failing to reduce its costs by using bonus depreciation to the extent bonus
depreciation is available depends on consideration of whether a reasonable utility management
would have opted out of bonus depreciation in good faith, and therefore incurred additional
costs, under the same circumstances and at the relevant point in time. Mr. Michek explained that
insofar as he is aware, there is no customer-focused (i.e., lower rates) rationale for ITC Midwest
to elect out of bonus depreciation (Michek Affidavitat P 5)." Moreover, the Janecek Affidavit
shows that, in fact, the almost universal practice in the electric utility industry is for utilities to
use bonus depreciation when it is available unless, by doing so, a utility wouid realize a
permanent loss of a tax benefit such as a reduction of the permanent Manufacturing Production
Deduction or the expiration of a net operating loss (Janecek Affidavit at P 14). Therefore, as
discussed in the Janecek Affidavit, it would be imprudent for a company to elect out of bonus
depreciation if it is paying current taxes and not protecting any permanent tax benefits.

ITC Midwest’s FERC Form 1 shows that it has paid approximately $135 million of
current federal income taxes from 2010 through 2014 and that it does not have permanent tax
credits, is not eligible for the manufacturing deduction and is not carrying forward any net
operating loss (Janecek Affidavit at P 15). Under such circumstances, ITC Midwest’s failure and
refusal to include language in the FSA requiring it to reflect the impacts of bonus depreciation in
the levelized fixed charge rate of the FSA if and to the extent the network upgrades are eligible

for use of bonus depreciation is imprudent,

% He also noted that “WPL is unaware of any ITCM stand-alone entity rationale for choosing to elect out of Bonus
Depreciation” (id.).

10
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Unless ITC Midwest otherwise agrees to use bonus depreciation for depreciation of
network upgrades associated with Bent Tree for tax purposes, and to reflect jts use of bonus
depreciation of such facilities when determining the ADIT used to calculate charges to WPL, the
FERC should condition its acceptance of the FSA on an appropriate reduction in the rate of
return on common equity (“ROE”) used to calculate the Facility Charge in the FSA.?

Pursuant to the FSA, the Facility Charge is recalculated annually through use of a
levelized fixed charge rate. As shown on Exhibit IE, page 1, Jine 60 of the FSA, the levelized
fixed charge rate is based in part on a rate of return on common equity (“ROE”) of 12.38%,
which is the generally applicable ROE used to calculate transmission rates of MISO
Transmission Owners. I7C Holdings Corp., 121 FERC {61,229 at P 39 (2007).* This ROE was
the mid-point of the zone of reasonableness for MISO Transmission Owners, determined on the
basis of rates of return of a proxy group of companies, of 8.79% to 15.96%. See, Midwest
Independent Transmission System Operator, Inc., 106 FERC 161,302 at P 3 (2004).

The FERC has recognized that adjustments to the otherwise allowable ROE used to
establish FERC-jurisdictional transmission rates are an appropriate method of providing financial

incentives for transmission owners to make strategic decisions that are consistent with FERC

5 WPL understands that revenues coilected under the FSA normally would be treated as a revenue credit to the cost
of service used to determine transmission charges under Attachment O-ITC Midwest of the M1SO Tariff. Under
such circumstances, a reduction in revenues collected by ITC Midwest under the FSA due fo 2 modification of the
ROE in the FSA might simply result in a corresponding increase in transmission charges under Attachment O-ITC
Midwest of the MISO Tariff. It is therefore essential that in addition to requiring modification of the ROE in the
FSA, the FERC should bar ITC Midwest from recovering the reduction in revenues adopted to deter ITC Midwest
from opting out of bonus depreciation through an off-setting increase in charges pursuant 10 Attachument O-ITC
Midwest of the MISO Tariff.

6 This ROE is based on the aliowable ROE in Attachment O-ITC Midwest of the MISO Tariff, which specifies that
the ROE is to be “supported in the original filing and no change in ROE may be made absent a filing with FERC. A
50 basis point adder for RTO participation and 50 basis point adder for independence may be added to the allowed
ROE up to the upper end of the zone of reasonableness established by the FERC.” Those adders have not been
implemented.

11
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policies.” It is unjust and unreasonable for the FERC to permit ITC Midwest to establish the
Facility Charge in the FSA based in part on the ROE generally used by MISO transmission
owners when, unlike all other MISO transmission owners, ITC Midwest has determined to opt
out of using bonus depreciation, the effect of which is to impose on WPL certain costs that were
incurred imprudently. Therefore, unless ITC Midwest agrees to use bonus depreciation for
depreciation of the network upgrades installed to support the interconnection of Bent Tree, the
FERC should require ITC Midwest to reduce the ROE incorporated in the FSA for calculation of
the levelized fixed charge rate to the lowest end of the zone of reasonableness as previously
determined by the FERC. Reduction of the ROE included in the FSA will help to mitigate the
adverse effect of charges being imposed by ITC Midwest based on consideration of costs that
have been incurred imprudently.

In addition to increasing the Facility Charge in the FSA for Bent Tree, ITC Midwest’s
decision to opt out of using bonus depreciation for depreciation of network upgrade facilities
installed in 2014 and 2015 when calculating its Federal income tax expense may also unduly
increase charges established by ITC Midwest in a Facilities Services Agreement for the
Marshalltown Generating Station being built by an affiliate of WPL, which is expected to be
filed with the FERC by ITC Midwest in the near future. Because the decision of ITC Midwest
and its corporate parent to opt out of bonus depreciation in recent years also results in higher
electric service rates to retail customers of an affiliate of WPL, the Large Energy Group, a
coalition of large electricity consumers in Iowa, strongly supports this Protest (see attached letter

dated November 16, 2015).

T Promoting Transmission Investment through Pricing Reform, Order No. 679, FERC Stats, & Regs., Regulations
Preambles ¢ 31,222 (2008).

12
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WHEREFORE, for the foregoing reasons, WPL respectfully requests that it be granted
leave to intervene in this proceeding with full rights of a party. WPL further respectfully
requests that the FERC condition its acceptance of the FSA on either (a) a requirement for ITC
Midwest to modify the FSA to provide that the Facility Charge in the FSA shall reflect the
impacts of bonus tax depreciation if and to the full extent that the network upgrades installed for
Bent Tree that have been funded by ITC Midwest are eligible for bonus tax depreciation under
the Tnternal Revenue Code, or, alternatively, (b) a requirement for ITC Midwest to modify the
FSA by reducing the ROE used to calculate the levelized fixed charge rate to the lower end of
the zone of reasonableness.

Respectfully submitted,

WISCONSIN POWER AND LIGHT COMPANY

By Tames K, Mitchell
James K. Mitchell
Davis Wright Tremaine LLP
1919 Pennsylvania Avenue, NW
Washington, DC 20006
202-973-4241

Its Attorney
November 24, 2015

13
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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 Washington, DC this 24th day of November, 20135.

James K. Mitchell
James K. Mitchell
Davis Wright Tremaine LLP
1919 Pennsylvania Ave., NW Ste. 800
Washington, DC 20006-3401
Tel.: (202) 973-4241

14
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Large Energy Group

150 1st Avenug, NE, Suite 300
Cedar Rapids, towa 52401

November 16, 2015

To: Mr. Eric Guelker
Director — Transmission Policy and Sales Forecasting
Alliant Energy Corporate Services, Inc.
MSN GO 3N
4902 N Biltmore Lane
Madison, W[ 53718

RE: Support of Large Energy Group {"LEG") for the Wisconsin Power and Light Company (“WPL"}
Protest of the Facilities Service Agreement (“FSA") for Project G870, filed at FERC on October 30,
2015 in Docket No. EL16-206

Dear M. Guelker:

Thank you for the verba! briefing regarding the opt-out of bonus depreciation by ITC Midwest LLC {ITCM)
that you and your colieagues provided on Novernber 12, 2015 to Robert Latham, representing the Large
Energy Group ("LEG").

LEG is a coafition of large electricity consumers In the State of lowa that are customers of interstate
Power and Light Company {“IPL"). A list of our members is attached. LEG has substantial interest in
supporting the Protest of Wisconsin Power and Light {"WPL"} in this docket, given that it is anticipated
that the same issue, if unresolved, could also result in the F5A for the IPL (a utility affiliate of WPL}
Marshalltown Generating Station {MGS} network upgrades being filed at FERC unexecuted. You
Indicated this MGS FSA is expected to be filed in the near future. We also understand that the opt-out
of onus depreciation is applicable to o/l the eligible assets of iTCM and not just those network upgrades
associated with Project G870 {the WPL Bent Tree Wind Farm), the subject of this Protest.

As you and your colleagues described, higher rates to customers of ITCM result from the decision by
ITCM and its parent company {TC Holdings Corp. to opt-out of bonus depreciation the last few years that
such provisions have been available under federal tax law. Those higher rates in turn result in higher
transmission costs to ITCM customer IPL, and ultimately the customers of IPL, Including members of
LEG.
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Specifically, we understand that the iTCM revenue requirements in 2015 are estimated to be
approximately 518 miltion more than they would otherwise be due to the [TCM decision to opt-out of
bonus depreciation. This translates into approximately a 5% higher ITCM transmission rate, and
approximately 1% higher rates overall to {PL customers that are closer to 2% higher rates for LEG
members.

Please accept this letter as a firm expression of our support for the Protest of WPLIn Docket No. EL16-
206 on behalf of LEG and its members, in the interests of their costs as iPL customers,

Matt Corkery
President, Large Energy Group
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Large Energy Group Membaership

AG Processing
Agri-industrial Plastics
Amsted Griffin Wheel
City of Cedar Rapids
Danisco Genencor

Deere & Company
General Mills

Guardian Glass

Henniges Automotive
Hormel Foaods
International Paper — CR Mill
international Paper — Shaver Road
Keokuk Steel Casting
Keokuk Water Works
Kinze Manufacturing
Lehigh Cement

Mercy Medical Center
Penford Products

VI Climax Molybdenum
PMX Industries

Quaker Oats

Ralston Foods

Rockwell Collins
Roguette America

51, Luke’s Hospital

Mason City, lowa
Fairfield, lowa
Keokuk, lowa
Cedar Rapids, lowa
Cedar Rapids, lowa
Dubugue, Ottumwa, lowa
Cedar Rapids, lowa
DeWitt, flows
Keokuk, lowa
Osceola, lowa
Cedar Rapids, lowa
Cedar Rapids, lowa
Keokuk, lowa
Keokuk, lowa
Williamsburg, lowa
Mason City, lowa
Cedar Rapids, lowa
Cedar Rapids, lowa
Fort Madison, iowa
Cedar Rapids, lowa
Cedar Rapids, lowa
Cedar Rapids, lowa
Cedar Rapids, lowa
Keokuk, lowa
Cedar Rapids, lowa
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

ITC-Midwest LLC Bonus Depreciation Docket No. ER16-206-000
ATFIDAVIT OF
JENNIFER E. JANECEK
Introduction

1. My name is Jennifer Janecek. [ am employed by Alliant Energy Corporate
Services, Inc. (AECS), a service company subsidiary of Alliant Energy
Corporation {Alliant Energy). My job title is Director - Taxes. In this position,
most of my time is spent working for Alliant Energy’s wholly-owned utility
subsidiaries, Interstate Power and Light Company (IPL or Company), and
Wisconsin Power and Light Company (WPL). My educational background
includes a Bachelor’s degree in Accounting from the University of Wisconsin —
Whitewater and a Master’s degree in Taxation from the University of Wisconsin -
Milwaukee. I am currently a licensed CPA in Wisconsin. I started my career at
Emst & Young LLP as a tax consultant. After three years at Ernst & Young LLP,
I have worked exclusively for Alliant Energy or its predecessor companies. My
entire careet has been focused on the {ax area with the last four years as the
Director-Taxes. In addition to my work at Alliant Energy, [ am an active member
of Edison Electric Institute’s (EEI) Tax Analysis and Research Subcommittee
(TARS) and lead an EEI’s User Group that focuses on system issues in
calculating tax provisions and depreciation for regulated entities.

Bonus Depreciation”

2. Bonus depreciation is the result of provisions in the federal tax laws that atllow a
corporation to deduct either 50 percent or 100 percent of the qualifying capital
investments in the first year an investinent is placed in-service for tax purposes.
In the case of the 50 percent bonus depreciation that was in effect in 2014, the
remaining 50 percent of the investment is depreciated for tax purposes using the
existing accelerated depreciation schedules.

3. Bonus depreeiation significantly increases deferred tax liabilities. For utilities,
the deferred tax liabilities associated with bonus depreciation are required to be
included in rate base, which has the impact of reducing rate base and lowering
customer costs. For example if a transmission line that qualified for bonus
depreciation and cost $100 million was placed in-service in 2014, the reduction in
rate base at the end of 2014 would be approximately $16 million as illustrated in
the Table below in the column labeled Deferred Tax Impact.
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' ' - _ i Deferred Tax
Asset Book . Difference impact {35%)

Transmission Line 1 $100,000,000 | $; YN TS S

2014 Deprecxation S 6666 667 1.¢° T

014 AssetBalance | $ 93333333 [§ 4 184583333315 16

2015 Depreciation rS 5 666 667 | : R R Lt

2015 Asset B I's 86,666,667 |5 42, 750 ooo $43,916667 1 § 15,370,833 |

4. The default for tax depreciation assumes that companies will take bonus
depreciation. However, the U.S. Treasury Department has provided taxpayers
with an oppertunity to opt-out of taking bonus depreciation. This opt-out election
is useful when failure to do so might cause a permanent loss of tax benefits,

5. Tf a company does elect out of bonus depreciation they may. request to revoke the
election by obtaining IRS consent with a private letter rulmg

Potential Law Charires — Bonus Depreciation.

6. Bonus depreciation has been in effect since 2008 through numerous extensions in

the law.
" Extended Bonus
Depreciation for -
Law Enacted " costs incurred
4 e S 4. through . .
1 2009 American Recovery and Reinvestment Act _February 2009 | December 2009
Tax Relief, Unemployment Insurance December 2010 | December 2011
Reauthorization, and Job Creation Act of 2010*
“American Taxpayer Relief Actof 2012 [Jannary 2013~ | December 2013
| Federal Tax Increasc Prevention Act, December 2014 | December 2014

* Bonus depreciation of 100 percent was enacted for 2011 and 2012 qualifying capital additions. All other
laws enacted or extended the 50% bonus depreciation provisions.

7. At this time, bonus depreciation is in effect for costs incurred through December
2014 for assets that were placed in service prior to 1/1/15. In addition, for those
assets that quahfy for fong-lived assets, such as transmission assets, there is an
additional provision in the law that allows bonus deprecxatxon to be taken for
those costs incurred in 2014, if the assets are placed in service prior to 1/1/16.

1IRS Publication 946 {2014}, How to Depreciate Property
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Since the Bent Tree transmission upgrades included approximately $16 million of
costs in 2014 and was placed in service in 2015, a portion of the costs incurred
may already qualify for bonus depreciation. Additional information would be
needed to determine eligibility regarding whether the length of the construction of
the upgrades were estimated to be greater than one year. The information to
determine whether this project qualifies has not been provided to Wisconsin
Power & Light but bused on the project’s kick-of¥:date 0l 3/26/14' and-in-service
dafe 0f-9/3/157, the 2014 costs conld potentiatly qualify for bonus depreciation
currently.

If this project is not currently eligible for bonus deprecxatlon Congress is looking
at the potential of extending many of the tax provisions in the Internal Revenue
Code that expired at the end of 2014 including a one-year extension for bonus tax
depreciation under which all expenditures through December 2015 would qualify
for bonus.depreciation. Based.on conversations with' Spenker of thie U, S Hevuse:
of Representatives, Paul: Ryan of Wisedrisin's- 1 congressional- digiriet®, Alliant
Energy expects, similar to prior years that the tax extenders will be 51gned into
law sometime before the end of 2015 and will apply to facilities placed into
service throughout 2015,

Indusiry. practice

9,

10.

Based on discussions with many of my colleagues at EEI and in various utility
meetings, virtually all utilities have taken bonus depreciation to the extent
p0551b1e At a recent EEI tax committee meeting, participants were asked if
anyone in the meetmg elected out of bonus depreciation, Out of approximately
40-50 utility companies represented no one had raised their hand. The one or two
utilities of which I am aware that have elected out of bonus depreciation had the
potential to realize a permanent loss of a tax benefit if they failed to do so with the
exception of ITC-Midwest. A loss of permanent tax c1ed1ts such as the reduction
of the permanent Manufacturing Production Deduction?, or the expiration of a net
operating loss, could be a valid reason to opt out of bonus depreciation, depending
on the impacts of these benefits compared to the impacts of bonus depreciation.

Based on my experience and the knowledge of what all of my colleagues that lead
the tax departments of electric and gas utilities around the nation, it would be
imprudent for a company to elect out of bonus depreciation if it is paying current
taxes and is not proteeting any permanent tax benefits. [TC-Midwest’s FERC
Form: 1 show that. it has paid appreximnately $135 million of current: federal taxes
singa2010% and:does not have: pétmanent tax credits, is not. eligiblefor the
manufacturing production deduction and is not carrying forward any net operating

2 E-meil from Daniel Barr to Christian Alva, November 9%, 2015, 853 am. CST
’ Alhant Energy Madison General Offices, June 5, 2015

18199 of the Interaai Rcvenue Code
$2011-2014 FERC Form 1s, Page 262, Federal income tax paid
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losses. This shows that ITC Midwest is simply not taking advantage of a tax
benefil that has been provided to ali utilities.

11. The reasons for taking bonus depreciation include reducing customer costs and
increasing cash flow by reducing tax payments. If ITC-Midwest had taken full
advantage of bonus depreciation, it would have reduced customer costs by $10-18
million per year as evidenced by Neil Michek’s affidavit and it would have
increased cash flows since 2010 by at least $135 million to ITC-Midwest on a
stand alone basis.

JENNIFER E. JANECEK being duly sworn, deposes and states: that she prepared the
Affidavit of Jennifer E. Janecek and that the statements contained therein and the
Exhibits attached thereto are true and correct to the best of her knowledge and belief.

T e T
Jéanifer B Janece

nrd
Subscribed and sworn before me this ;{Zj_ r'day of November, 2015.

:Notary Public, State of Wige

Printed Name: K(l—l—hrj M. Chigrio .

My Commission Expires: _ o? / 5 / &o (7

AL TIES
. v‘;'.\.' gL I
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
ITC-Midwest Bonus Depreciation Docket No. ER16-206-000
AFFIDAVIT OF
NEIL E. MICHEK
Introduction

I. My name is Nefl E. Michek. 1am employed by Alliant Energy Corporate
Sérvices, Inc. (“AECS™), a service company subsidiary of Alliant Eneigy Corporation
(Alliant Exiergy). My job title-is Manager —Fihancial Planning. In this position, [.am
responsible for financial forecasting and analysis in support of regulatory finance
compliance filings, regulatory rate proceedings and other state and federal regulatery
dockets on behalf of AECS, Wisconsin Power and Light Company (“WPL”) and
Iriterstate Power and Light Company (“IPL”). The finaricial forecasting aspect of my
work includes responsibilities for the oversight of forecasting or budgeting WPL's.and
1PL’s fuel and transmission costs. B B

2. My educational background includes a Bachelor’s degree.in A¢counting and
Business Administration fromthe University of Wisconsin — Platteville. I liavé been
employed in the regulated utility industry for 25 years. Thave been employed by AECS
or WPLsince 2001, and have held several positiens including Lead Analyst [1—
Financial Planning and Analysis, Senjor Financial Consultant — GENCO, and Manager.—
Regulatory Affairs prior to my current position. Iwas ermployed by the Public Servicé
Comission of Wisconsin (“PSCW™) as a Public Utility Auditor from 1990 antil
beginning my employment.at AECS and WPL.

Proposed Facility-Services Agreement
3, ITC Midwest, LLC (“ITCM™) filed an unexecuted Facility Service Agreement

(“FSA™).relating to-an interconnection between ITCM and WPL's Bent Tree Wind Farmy
(“BTWF”). The FSA was filed as.an unexccuted agreetnent due to disagreement between
WPL and ITCM over consideration of Bonus Depreciation in the célctlation of the
anmual levelized fixed charge rate. WPL’s objection to the FSA is that the levelized
fixed charge rate in the agreement will not.reflect the savings that might be realized by
use of Bonus Depreciation, even if the Network Upgrades are-eligible (emphasis added)
for such treatment. In-order to overcome this objection, the second paragraph of Section
I1 - Facility Charge of the FSA should be modified by addition of the. following senterice:

The Levelized Fixed Chiarge Rate and Payment shall also reflect-the impacts of
Bonus Tax Depreciation if the network upgrades are eligible (emphasis added) for
Bonus Tax Depreciation. -
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4. The key term within that sentence is “cligible.” As discussed in the affidavit of
Ms. Jennifer E Janecek, Interrial Revenue Service (“IRS™)-ules for Bonus Depreciation
state that first year Bonus Depreciation is mandatory unless a taxpayer affirnsatively
elects out of using Bonus Depreciation for ceitain classes of assets. In the case of ITCM,;
an election out of Bonus Depreciation is an intentional choice to Taise customer rates for
1o benefit.except to [TCM shareholders.

5. “WPL is unaware of aiy customer focused (i.e. lower rates) tationale by ITCM to
élect out of Bonus Depreciation: In addition, WPL is unaware-of any ITCM stand-alone
entity tationale for choosing to-elect:-out of Bonus Depreciation. However WPL is aware
that I'TCM has consistently ele cted otit-of Bonus Depreqiat_ign inyrecent years, even
though I'TCM has made income tax payments 0 jts parent company-during that time that
could have been —educed if it had not elected ouf-of Bonus Depreciation. As a resplt, the
FSA should affirm that ITCM will not elect out of Bonus Depreciation, if eligible; and
that fhe benefits of Bonus Depreciation appropriately serve to reduce WPL's.costs.

Rate Making Impacts of Accumylated Deferred Income Taxes General

6. Ms. Janecek’s affidavit provides backgroiid infoimation regarding the
applicability:and accounting impacts of Bonus Depreciation. Ms. Janecek’s affidavit
also addresses possible. extension.of Bonus Depreciafion by Congress, the relationship
between Bonus Depreciation and Net Operating Losses (“NOL") fot tax purposes, and
her understanding of general utility industry practice fiol to-opt-out of Bonus
Depreciation. "

7. 'Bqnus-D.epr‘ebiaﬁon reduces taxable income reported fo the IRS, and therefore.
generates improved cash flows to the utility through lower tax payments, all glse equal.
Regulated utilities are required to account for the timing differences between payment of
ifcome taxes due to TRS and recording of book income taxes reflected inrates in various

Accumulated Deferred Income Taxes (“ADIT”) accounts,”

8. Raternaking practices at the Federal Energy Regulatory Compmission (“FERC™),
the Public Service Commiission of Wisconsin, and the Jowa Utilities Board, and, to my
knowledge other state jurisdictions, reflect the plaiit telated balances of ADIT in the
calculation of Net Investment Rate Base (“NIRB") that is used;in establishing rates:?
Since the implemeritation of ‘accelerated tax depreciation:methods for incone taxes,
ADIT balances have generally reduced NIRB and thercfore resulted in a reduction.of
revenue requirements. This reduction.of NIRB tecognizes that deferred income taxes are
effectivély an interest frec loan from the federal {or state) government and that the benefit
of that interest free Toan should flow through the utility’s rates for the benefit of its

1 Unifotni System of Accounts: 1 8CFR Chapter I, Subchapter C; Part 101: ‘Account 190 — Accumulated
‘Deferred lncome Taxes; Account 281 — Accumulated Defetred Jncome Texes- Accelerated Amortization;
Account 282 — Accumulated Deferred Income Taxes - Other Property; and -Account 283 —Accumulated
Deférfed lcomé Taxes - Other T
2 Specific freatrnent of the varicus individua! ADIT account brlances, or sub account information may vary
by jurisdiction.
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ratepayers. Bonus Deprecidtion (absent being ina NOL position) resulis in a reduction of
NIRB and therefore custoiner rates are reduced,

9, ITC-Midwest, LLC’s (“1TTCM”) Attachment. O fornila rates reflect ADIT
balances as a component of NIRB. To my knowledge, all transmission providers in'the
Midwest Intercontinent System Operator, Inc. footprint include ADIT in their Attachment

O formula rate calculations to'the extent that flie (ransmission providers are subject to
state and/or fedefal income taxes.

Bonus Depreciation Impacts ~ Bent Tree Network Upgrade Facility Charge

10.1TCM has proposed to charge WPL4 levelized fixed charge rate per year, subject
to cértain true-up mechatisms, for TTCM?s construction-of Network Upgrades necessary
for the BTWF. The intent of this'cost. recovery. mechanisin is to ensure that the cost:

causer, in thig instance WPL, is responsible for the costs of the Network Upgrades.

11. This fixed charge would be ini place for 25 years from the date on which the FSA
becomes effective. Revenue that ITCM collects pursuant to this charge will resultina
révenue creditto ITCM’s Attachinent O revenue requitements recorded In Account 456 —
Other Electric Revenues. Thus TTCMs. othier fictwork transmission customers, including
1PL, will receive the benefit of the network upgrade charges paid by WPL and other
generators subject to simiilar cost recovery meclianisms.

{2, ITCM’s calculation of the levelized fixed: charge, as filed, is premised upon the
applicability of the Modified Accelerated Cost Recovery System (“MACRS™) accelerated
depreciation-for the Network Upgrade transmission assets as a 15-year MACRS asset.

To the exterit that the 2014 or prior costs of the NetworkUpgrades..-Qualify for Bonuis
Depreciation, the levelized fixed charge calculation should be modified to reflect Bonus
Depreciation treatment. In addition, if the bonius deprecidtion provisiens in the law aré
extended to-include all costs for-assets placed inservice in 20 15, ITCM should refleet this
law change when troing up-the levelized fixed:cliarge. WPL anticipates.that Congress.
will act on ail extension of Bonus Depreciation before-the end 6£2015 and that the'
extension could result in the entire BTWF Network Upgrades: qualifying for bonus
depreciation. .

13. If an extension of Bonus Depreciation is passed and the entire BTWF Network
Upgrades qualify for Bonus Depreciation, I calculite that the levelized fixed charge.
woiild be reduced by $448,741 per year, of approximately $11 million over the 25 years
of the contract. This estimate assumes fhat the entire cost of the project is eligible for
Bonus Depreciation, and that ITCM does not:elect-out of Bonus Depreciation for the
-a'p_pli(':ablé-"tax.year(s). If only 25% of the BTWE Network Upg'ra'des' qualify for Bonus
Depreciation, 1 caleylate that the total savings t6 WPL and its customers over-the 25 year
confract would be approximately $3 million.
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14, Attachment A to this affidavit includes five schedules that provide my
calculations of the-cost savings to WPL-and its.customers from the potential applicability
of Bonus Depreciation..

Schedule 1:is a summary schedule that compares the levelized. fixed payments-as

filed by ITCM to three different scendrios of Bonus Depréciation applicability.

Schedule 2 is'a copy of the ITCM filed FSA fixed charge caloulation.

Scliedule 3 is-arsvised FSA fixed charge caleulation that assumes:the entire cost,
of the BTWF Network Upgrades, qualifies. for Bonus Depreciation.

Schedile 4 is:4 revised FSA fixed charge calculation that assumes 50%of the
cost, of the BTWF Network Upgrades, qualifies for Bonus Depreciation.

Schediile s is-arevised FSA fixed chirge caloulation that assumes 25% ofthe

cost, of the BTWF Network Upgrades quislifies-for Bonuss Depréeiation.

NEIL E. MICHEK being duly swom, déposes and states: that he prepared the-Affidavit
of Néil E. Michék and that the statements contained theréin and the Exhibits attached
ihereto are-frue and cortect to the best ofhisknowledge and belief.

Neil B. Michiek

Subscribed and-.swom-'betbre‘-me:ﬂ‘li‘s‘é&l_ day of November; 2015,

N -Rublic; State ot Wisednsin
Pritted Name: Mﬂf\,ﬂ {Q VUL .

My Commission Expires: MW lgflo‘_{ T
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Wiscansin Power and Light Coynpany
‘Potential Impacts of Bonus Depreciation.on BTWF TSA

11/24/2015 5:33:21 PM

ER16-206-000

1 Mouthly- Payment-

2 Aniual Payment

3 Annual Varisnce vs [TCM Filed

4 Total Contract Vanatics (Year of Occumence 3)

5

6 Discount Rate

7

£ NFV{(2015%) o

g Varionce: NPV vs [TCM Filed:

i0 % Variance NPV

n ,

2 Year,

13 2015
14 016
15 2017,
16 2018
12 2019,
18 2020

19 2021
20 2022
2t 2023
‘22 2024,
23 2025
24 2026,
25 2037
26. 2028
27 2029
28 2030
2 2031
30 2032
a1 2033
32 grlik> ]
33 2035;
a4 2036
35 3057
36 2038
37 2039
38 4G
39 Total

40 Clieck Totdl

41 Variance vs ITCM Fiied

42 % Variance vs TTCM Tiled {Year of Occurrence $)
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Aftachinent A
Schedule 1

ITCM Buoous Depr. Bonus Depr. Boaus-Denr.

Filed Tuill-Project 50% ol Project 25% of Preject

3 413,020 S ‘3R0,625 § 399461 § 403,879
$ 5016242 $ 456750 5 4,793,534 § 4,506,551
3 {445,741 S (@nioE) 8 (10%.691)

£ (11,218333) § {5,507,609) % (2.7142.283)

£46% £.46% £.46%: B46%.
$48,155.212 $43,847,360. $46,017.248 §47, 102,192
($4,307,850) ($2.337.965) £31.0583,071)

9% 4% 2%

$ 835,040 5 761,250 $  os9dz % BiTTsd
T s5pisae $ 4,567,501 § 4,793,534 % 4,906,551
§ 501624% 3 4,567,501 $ 4793534  § 400655
% 5016242 3 4567.501 § 4793534 § 4906331
3 506z £ 4,567,50] § 479353  §. 490855
$ 5016242 5. 4,567,501 § 4,793,534 £ 4906,55)
§ 5015242 5 4567501 §4,793/534 $ 4,906,551
3 spisdiz § 4,567,501 § 4793534 5 4,906,551
5 5016242 § 4561501 $ 4793534  § 4,906,551
$ 5016242 $ 4567,501 $ 4793534 § 4,906,551
$ 506247 $ 4,567,507 $ 479353 5 4906551
5 501824 § 4567501 $ 479353 8 4906551
§ 0 5016242 4567500 $ 479353 & 490655]
T 5016242 § 4,567,501 $ 4793534 % 4506,55]
% 5016242 5. 4,567,501 $-4,793534. - -4906.55)
5 5016242 £ 4587501 § 4,793,534 $. 4906551
g 5016242 5 4,567,501 £ 4,793,534 $. 4,9063%51
s 50167242 $ 4,567,501 $ 4793.53%- 5 4906551
5 5016242 § 4567501 $. 479353 4306381
F 0 5016242 g 4,567,501 $. 4,793,534 $ 4,506,551
§ 5016242 § 4,567,501 3. 4,793,534 $ 4,906,551
3 50blead2 $ 457,501 $ 4793534 8§ 4506351
3 S0hi6.242 $ 456750 $ 479353  § 00655
3 3016242 § 4,567,501 $ 479335 5 4,906,551
E 5016242 £ 4,567,501 $ 4793,534 $ 4506551
& 43sbze2 % 3806251 $ 3994612  § 4,088,793
F 125,406,060, $ 114,187,507 $119.838361 5 122,680,777
R 123,406,060 § 114,187,327 $119.838,361 $ 122,863,777
$ (11218532} B (5567699 S (Z742.263)

4% % %
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Wisconsin Power and Light Company
ITCM Filed Levelized Fixed Charge Calculation; BTWF.FSA
ER16:206-000

Levelized Fixed Charge Rate Calewlation with Deferred Recovery

6
7 Company- Name:
8 Project Name;

ITC Midwest LLC.

G870 Freebom to Winnebago 161%V. Rebuild

-9 Cost Year 2015
10
11 Recovery Peripd Jumie 1, 2015.(hou May 31, 2016°

12
13 Levelized Fixgd Chatfte Compuiation
1

15]Tnitial Network Upgrade-Capital Cost B EE R TN
16{Levelized FCR with Diferred Recovery {Line 46). 0.12919519
17| Annual Network Upgrade Charg{; (Line 15 X Line"16) 35,016,242
18 Momhly Payment (Ling 17 /12 $418.020
19

20 Fixed-Charge Rate Caleolation:

21

22 Investment {Ling 15) 318,826,851
23 PWiax dspreciation, (Line 95) 21,908,464,
24 Tax'raié {Linc45). ALA6%
25 Pax benefit {Ling 25 x Line24) 9,083,249
26 Present"Worih cashiiow- {Line 22 - Line 25) 29,743,602
27 Revenle conversion factor {141 - Line 49)] 17208233686
28 Present 'Worth Revenue Requirement (Lirie 26 x Line 27} 50,800,023

29

30 InServiee Dute.

31 Riecovery Siait Dte

32 Deferral Days

33 Défeiral annuatization factor. (based on 365 days)
34 Interestrate per year '
35. Deferral Factor

36 Defeiral Adjustment

31

3% Prestnt Worth with Qeferred Recovery

39

4() Recovery period

41 Armnualization factor

EY)

43

44 Levelized Amount

45 _

a6 Levelized Fixed Charge Rate {FCR)

47

4@

49 Combined tax rate (Altchment O, p3, Ling 21)

50

51 Interést; (Attachment O, p4, Ling 21)
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Wisconsin Power and Light Company
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ER16-206-000

61
68

69 MACRS Depreciation Rates:

70
7t

72 Yer

73
I
78
76
7
7
™
80
81
82
23

()

S b T A Ch S U B e

P
Sholn e

)
MACRS
Rates

005
0,095
0.0855
0.077
0,0693
0623,
00359
0.059
D.0301
0.059
0.0591
0.059
00591
0.059
0.0591
0:6295

Total

o)
MACRS.
Depr

1,941,343
3,688,551
3,319,696
2,988,668
2,690,701
2,418,913
2,290,784
2,290,784
2204667
2,290,784
E294,667
2.290,784
2,294,667
2,290,784
2,294,667
1,145,392

38,826,851

@
Presem
Wil
Factor
(I

1
0.9219889
©,8500635

0,7837491
0.7226079
0,6662365°

0.6142626
0,5663433

0.5221622

0.4814277
01443871
04092441

03773185

03473835

0.3207447.
'0:2057231

0.2726534

(@
Present,
Wortly

Tax-
Depreciation.

1,789,896
3,135,502
2,601,808
2,160,357
1,792,643
1485848
1,297,370
1,196,161
1,164,716
1,016,813
939,079
854,355
798,277
734,757
67B.586
312298

21,908,464

Altachmen! A
Schédufe 2

Attachment A
Page 164 of 733



20151125-5016 FERC PDF (Unofficial} 11/24/2015 5:3

21 PM

Appendix 3
Page 29 of 44
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H H ' 1919 Pennsylvanie Avenue N.W.
o Davis Wﬂg ht Washington, D.C., 20006-3401
B Tremalne L James K, Mitchelt

202.973-4241 el
jumesmitchel|@dwl.com

November 30, 2015

Kimberly D. Bose

Secretary

Federal Energy Regulatory Commission
888 First Streete, NLE,

Washington, DC 20426

Re:  Midcontinent Independent System Operator, Inc., and
ITC Midwest, LLC
FERC Docket No. ER16-206-000

Dear Ms. Bose;

Pursuant to Rule 215 of the Federal Energy Regulatory Commission’s Rules of Practice
and Procedure, 18 CFR § 385,215, enclosed for filing is an Amendment to the Motion of
Wisconsin Power and Light Company for Leave to Intervene and Protest of Rate Schedule Filing
(the “Motion”), which was filed in this proceeding on November 24, 2015. This Amendment is
being submitted to conform the content of the Motion to the Affidavit of Neil E. Michek and
Attactunent A thersto which were submitted in conjunction with the Motion.

In accordance with Rule 215(a)(3)(i) of the Rules of Practice, the Amendment to the
Motion becomes effective as an amendment on the date on which it is being filed.

Respectfully submitted,

James K, Mitchell

James K. Mitchell

Attorney for

Wisconsin Power and Light Company

ce! Service List
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System )
Operator, Ine., and ) Docket No. ER16-206-000
)
ITC Midwest LLC }
AMENDMENT TO

MOTION OF WISCONSIN POWER AND LIGHT COMPANY
FOR LEAVE TO INTERVENE
AND PROTEST OF RATE SCHEDULE FILING

Pursuant to Rule 215 of the Federal Energy Regulatory Commission’s Rules of Practice,
18 CFR § 385.215, Wisconsin Power and Light Company {(*WPL”) hereby amends the Motion
of Wisconsin Power and Light Company for Leave to Intervene and Protest of Rate Schedule
Filing (the “Motion”), which was filed in this procecding on Novenber 24, 2015.

This proceeding involves consideration of an unexecuted Facilities Services Agreement
between ITC Midwest, LLC (“ITC Midwest™) and WPL which establishes a Facility Charge to
be paid by WPL to compensate ITC Midwest for the cost of certain network upgrades on its
transmission facilities. WPL has protested the proposed charges on the basis that they fail to
reflect the benefit of bonus depreciation which may be available to ITC Midwest when
calculating its Federal income tax expense, and therefore are excessive and unreasonable.

The Motion wag accompanied by the Affidavit of Neil E. Michek (the “Affidavit™), who
calculated the adverse effect on WPL and its customers if [ITC Midwest fails to use bonus
depreciation for calculating the Facility Charge included in the Facility Services Agreement.
Those calculations are contained in Attachment A to the Affidavit,

The top of page 4 of the Motion contained a quote from the Affidavit, and pages 8-9 of

the Motion summarize the results of Mr. Michek’s analysis. However, those portions of the
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Motion did not conform to the Affidavit and Aftachment A thereto. Therefore, WPL hereby
submits revised versions of page 4 and pages 8-9 of the Motion, which have been amnended to
conform to the Affidavit and to Schedule 1 of Attachment A to the Affidavit,

WHEREFORE, for the foregoing reasons, WPL hereby amends page 4 and pages 8-9 of
the Motion, and respectfully requests pursuant to Rule 215 (a)(3)(i) of the Rules of Practice that
the enclosed pages 4 and 8-9 of the Motion be substituted for those pages of the Motion which
were previously submiited in this proceeding.

Respectfully submitted,
WISCONSIN POWER AND LIGHT

COMPANY

By James K, Mitchell
James K. Mitchell
Davis Wright Tremaine LLP
1919 Pennsylvania Avenue, NW
Washington, DC 20006
202-973-4241

Its Attormey

November 30, 2015
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Midcontinent Independent System Operator, Ine.
And ITC Midwest, LLC
FERC Docket No. ER16-206-000

Amended Page 4 of
Motion of Wisconsin Power and Light Company for Leave to Intervene
And Protest of Rate Schedule Filing
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Ratemaking practices at the [FERC], the Public Service Commission of
Wisconsin, and the lowa Utilities Board, and, to my knowledge, other state
jurisdictions, reflect the plant rclated balances of ADIT in the calculation of Net
Tnvestment Rate Base (“NIRB”) that is used in establishing rates. Since the
implementation of accelerated tax depreciation methods for income taxes, ADIT
balances have generally reduced NIRB and therefore resuited in a reduction of
revenue requirements. This reduction of NIRB recognizes that deferred income
taxes arc effectively an interest free loan from the federal (or state) government
and that the benefit of that interest free loan should flow through the utility’s rates
for the benefit of its ratepayers. Bonus Depreciation (absent being in a NOL
position) results in a reduction of NIRB and therefore customer rates are reduced.

Notwithstanding the savings derived by utilities in most cases when bonus depreciation 1s
used to calculate Federal income taxes, ITC Midwest is proposing to calculate the Facility
Charge incorporated in the FSA based on the assumption that it will opt out of bonus
depreciation. By opting out of bonus depreciation, ITC Midwest unreasonably and imprudently
increases charges to WPL.

At the present time, bonus depreciation is availabie for use on investments in eligible
facilities made prior to January 1, 2015, where such facilities placed in service no later than
December 31, 2015.) Because construction of the network upgrades associated with Bent Tree
began in 2014, a portion of the investment in such facilities may be eligible for bonus
depreciation under current law. Moreover, as discussed in the Affidavit of Jennifer E. Janecek,
Director-Taxes of AECS (“the “Janecek Affidavit™), a copy of which is attached hereto, WPL
reasonably expects that the bonus depreciation provisions of the Intemal Revenue Code will be
extended, and therefore that ali qualified utility property that is placed in service during 2015
will also be eligible for use of bonus depreciation (Janecek Alfidavitat P 8). Accordingly, itis

likely that ITC Midwest ultimately will be permitted to use bonus depreciation for all eligible

network upgrade facilities it funded with respeci to Bent Tree when it calculates the Facility

! Bonus depreciation may be used on investments made no later than December 31, 2014 on facilities placed in
service during 2015 if the cost of the project exceeded $1 miltion and the time between the date on which 5% of the
costs of the project had been incurred and the date on which the project was placed in service exceeded one year.

4
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Midcontinent Independent System Operator, Inc.
And ITC Midwest, LLC
FERC Docket No, ER16-206-000

Amended Pages 8-9 of
Motion of Wisconsin Power and Light Company for Leave to Intervenc
And Protest of Rate Schedule Filing
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Although ITC Midwest does not currently file a Federal income tax return separately
from that of ITC Holdings, ITC Midwest and ITC Holdings have many common officers. Asa
result, senior officials of ITC Midwest have a significant role in determining whether ITC
Midwest will, through its corporate parent, take advantage of bonus depreciation to the extent
such bonus depreciation is available. Regardless of their roles in management of ITC Holdings,
it is incumbent on senior officials of ITC Midwest to act reasonably and prudently with due
concem for customers of ITC Midwest such as WPL when making decisions which might affect
the costs of service being incurred by ITC Midwest and passed through to ils customers. If'and
10 the extent that they fail to do se, the FERC should protect such customers from having to
compensate ITC Midwest for costs that were imprudently meurred.

M. Michek has calcutated the adverse financial impact on WPL and its customers if ITC
Midwest fails to use bonus depreciation for calculating the Facility Charge in the FSA, As
discussed in the Michek Affidavitat P 12, certain costs of the network upgrades installed for
Bent Tree were incurred in 2014 and may be eligible for bonus depreciation under current law.
In addition, it is likely that bonus depreciation provisions in current law will be extended to
include all costs for assets placed in service in 2015. Mr. Michek has shown that, depending on
whether the bonus depreciation provisions of the Intemal Revenue Code are extended to cover
projects installed in 20135, the savings to WPL and its customers over the 25-year life of the FSA
if ITC Midwest utilizes bonus depreciation when calculating the levelized fixed charge rate and

payment due from WPL may exceed $11 million, as follows:
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Wisconsin Power and Light Company
Cost Savings of Not Opting Out of Bonus Depreciation

TIFC-Midwest | Bonus Depr. | Bonus Depr. | Bonus Depr.

, _ Filed Full Project | 50% of Proj. | 25% of Proj.
Annual Payment - $5,016,242 $4,567,501 | $4,793,534 | $4,906,551
[Anmual Variance vs, ITCM Filed | A4 | 3222,708) | (§109,691)
“Total Contract Variance (Year of ($11,218,532) | ($5,567,699) | ($2,742,283)

QOccurrence §)

 on discount rate of 8.46%.

Net Present Value (20158) based |/ $48,155,212 | $43,847,360 | $45,017,248 $47,102,'l'92?

As discussed in New England Power Company, 31 FERC 61,047 at 61,084 (1985), the
test to be used in determining whether specific costs are imprudent, and therefore unallowable, is
whether the costs in question:

...are costs which a reasonabile utility management (or that of another
jurisdictional entity) would have made, in good faith, under the same
circumstances, and at the relevant point in time,,,.[OJur task is to review the
prudence of the utility’s actions and the costs resulting therefrom based on the
particular circumstances existing either at the time the challenged costs were

actually incurred, or the time the utility became committed to incur those
expenses,

Regulations adopted by the U.S. Treasury Department assume that utilities will use bonus
depreciation for qualified properties o the extent they are eligible to do so, and therefore, the
default practice under such regulations is lo use bonus depreciation. Although such regulations
permit taxpayers to opt-out of taking bonus depreciation, the Janecek Affidavit shows that this
0pﬁ0n is only beneficial to ratepayers when failure to do 5o might cause a permanent loss of tax
benefits to the taxpayer (Janecek Affidavit at P 4). Insofar as WPL is aware, ITC Midwest is not
facing the potential of a permanent loss of tax benefits if it uses bonus depreciation when
calculating the Facility Charge under the FSA, Rather, insofar as WPL is aware, its sole purpose

in electing out of bonus depreciation is to increase revenue requirements to its eustomers by
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System

Operator, Inc., and Docket No. ER16-206-000

ITC Midwest LLC
MOTION FOR LEAVE TO INTERVENE
AND COMMENTS OF
INTERSTATE POWER AND LIGHT COMPANY
Pursuant to Rules 212 and 214 of the Federal Energy Regulatory Commission’s
(“FERC”) Rules of Practice and Procedure, 18 CFR §§ 385.212, 214, Interstate Power and Light
Company (“IPL”) respectfully moves for leave to intervene in this proceeding, which involves an
unexecuted Facilities Services Agreement (the “FSA”) between ITC Midwest, LLC (“ITC
Midwest™) and Wisconsin Power and Light Company (“WPL”), an affiliate of IPL, with full
rights as a party.

COMMUNICATIONS

IPL requests that communications with respect to this motion be addressed to:

Cortlandt C. Choate, Jr. James K. Mitchell

Senior Attorney Davis Wright Tremaine LLP

Alliant Energy Corporate Services, Inc. 1919 Pennsylvania Ave., NW, Suite 800
Madison, W1 53715 Washington, DC 20006

608-458-6217 202-973-4241
CortlandtChoate(@alliantenergy.com jamesmitchell@dwt.com

MOTION FOR LEAVE TO INTERVENE

On October 30, 2015, as amended on November 3, 2015, the Midcontinent Independent
System Operator, Inc. (“MISO™), on behalf of ITC Midwest, tendered the FSA for filing
pursuant to Section 205 of the Federal Power Act, 16 U.S.C.A. § 824d. As discussed in the letter

of transmittal of the FSA for filing, dated October 30, 2015, the FSA is intended to provide a
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means for ITC Midwest to recover from WPL the cost of certain network upgrades to ITC
Midwest’s transmission system that are associated with the interconnection of WPL’s Bent Tree
Wind Farm (“Bent Tree™), a 201 MW wind farm developed by WPL in Freeborn County,
Minnesota, to the transmission facilities of ITC Midwest.

IPL is a load-serving public utility that owns and operates electric facilities for the
generation, distribution, and sale of electric power and energy to approximately 490,000 retail
electric service customers in Iowa. Because transmission facilities previously owned and
operated by IPL have been sold to ITC Midwest, IPL is a transmission-dependent utility.
Operational control over the transmission facilities owned and operated by ITC Midwest has
been transferred to MISO, and transmission service needed by IPL is acquired from MISO
pursuant to the MISO Open Access Transmission, Energy and Operating Reserve Markets Tariff
(the “MISO Tariff”).

ITC Midwest is a wholly-owned subsidiary of ITC Holdings Corp (“ITC Holdings™) that
owns and operates transmission facilities in Iowa, Minnesota, Iflinois and Missouri. ITC
Midwest is a transmission-owning member of MISO. Charges for transmission service within
the ITC Midwest zone of MISO are determined pursuant fo a cost-of-service formula rate set
forth in Attachment O-1TC Midwest of the M1SO Tariff. Transmission service needed for IPL to
deliver electricity from its generation resources to its retail electric service customers is
purchased by IPL from MISQ, primarily at rates specified in Attachment O-ITC Midwest of the
MISO Tariff,

For many years, public utility taxpayers have been permitted to accelerate the
depreciation of certain assets for tax purposes by taking what is known as bonus depreciation on

qualified property under section 168(k) of the Internal Revenue Code (“IRC”). However, a
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corporate tax filer may make a formal election not to take advantage of bonus depreciation (i.e.,
to “opt out”) on an originally-filed Federal tax return. ITC Midwest and ITC Holdings, which
file a consolidated Federal income tax return, have opted out of bonus depreciation for every
year beginning with 2010,

The FSA establishes a Facility Charge for certain network upgrades based on a cost-of-
service formula rate which is similar in certain respects to that included in Attachment O-ITC
Midwest of the MISO Tariff. The effect of the decision by ITC Midwest and ITC Holdings to
opt out of using bonus depreciation is to increase the amount of the Facility Charge in the FSA to
be paid by WPL. If the project qualifies for bonus depreciation and if ITC Midwest does not
utilize bonus depreciation, the decision to opt out of using bonus depreciation for this project
may increase transmission service charges to WPL and its customers by more than $12 million
over the project’s life under the FSA.

The letter of transmittal of the FSA for filing, dated October 30, 2015, noted that WPL
has disputed the reasonableness of the proposed Facility Charge because, in its view, bonus
depreciation should have been taken for eligible Network Upgrades pursuant to IRC Section
168(k), and the associated accumulated deferred income taxes based on use of bonus
depreciation rates (“BD) Rates™) should be utilized to calculate ITC Midwest’s rate base.

Because the decision of ITC Midwest and ITC Holdings to opt out of using bonus
depreciation applies to all assets within a given IRC-determined asset class, not only those assets
comprising the Bent Tree network upgrades, this decision also impacts assets on the ITC
Midwest system that provide transmission service to 1TC Midwest customers, including IPL.
Beginning in 2010, this decision has had the effect of increasing the annual charges paid by IPL

for transmission service pursuant to Attachment O-ITC Midwest of the MISO Tariff. Moreover,
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IPL is currently working to complete construction of its Marshalltown Generating Station, a 650
MW combined-cycle, natural gas-fueled generating station located in Marshalltown, lowa (the
“Marshalltown Plant™). IPL expects that ITC Midwest will file a Facilities Services Agreement
for the Marshalltown Plant that similarly establishes charges payable by IPL based on use of a
cost-of-service formula rate that reflects the decision of ITC Midwest and ITC Holdings to opt
out of using bonus depreciation, thereby increasing charges to [PL.

IPL has estimated that ITC Midwest’s annual revenue requirement is roughly $18 million
higher in 2015 than it would have been had ITC Midwest taken available bonus depreciation in
prior years in which it was eligible to do so. This results in an ITC Midwest transmission rate
which is approximately 5% higher, unnecessarily increasing charges to ITC Midwest’s
customers--including IPL and its customers. Because transmission costs constitute
approximately 20% of IPL’s costs, the increase in ITC Midwest’s transmission rates causes an
increase in IPL’s charges to its customers of approximately one percent.

IPL understands that WPL is asking the FERC to condition its acceptance of the FSA on
a requirement for ITC Midwest to take advantage of bonus depreciation to the extent it is
available by law and reflect those impacts in the FSA. Because of the large number of assets
impacted by the decision by ITC Midwest and ITC Holdings to opt out of using bonus
depreciation, it causes an increase in charges paid by IPL as well as those paid by WPL.
Therefore, IPL supports the request by WPL that the FSA be modified in that manner.

The decision in this proceeding will likely affect rates and charges paid by IPL as well as
WPL to ITC Midwest. For that reason, IPL has a direct and substantial interest that may be

affected by the outcome of this docket. IPL’s participation is in the public interest. No other
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party adequately represents the interests of IPL in this proceeding. IPL therefore respectfully
requests that it be granted leave to intervene in this proceeding with full rights as a party.
Respectfully submitted,
INTERSTATE POWER AND
LIGHT COMPANY

By James K, Mitchell

James K. Mitchell

Davis Wright Tremaine LLP
1919 Pennsylvania Avenue, NW
Washington, DC 20006
202-973-4241

Its Attorney

November 24, 2015
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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 Washington, DC this 24th day of November, 2015.

Tames K. Mitchell
James K. Mitchell
Davis Wright Tremaine LLP
1919 Pennsylvania Ave., NW Ste. 800
Washington, DC 20006-3401
Tel.: (202) 973-4241
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System

Operator, Inc., and Docket Nos. ER16-206-000 & 001

ITC Midwest LLC

MOTION FOR LEAVE TO ANSWER AND
ANSWER OF ITC MIDWEST LLC TO THE PROTEST OF
WISCONSIN POWER AND LIGHT COMPANY

Pursuant to Rules 212 and 213 of the Commission’s Rules of Practice and Procedure, 18
C.F.R. §§ 385.212 and 385,213, ITC Midwest LLC (“ITC Midwest™) hereby moves for leave to
answer and submits its answer to the Protest filed in this proceeding on November 24, 2015 by
Wisconsin Power and Light Company (*WPL”), as amended on November 30, 2015, and to the
supporting comments of the Iowa Utilities Board, the lowa Office of Consumer Advocate,
Interstate Power and Light Company, the Resale Power Group of lowa, and the [owa
Consumers Coalition.
1. SUMMARY OF POSITION

WPL has argued that the Facility Charge in the Facilities Services Agreement (“FSA”)
between ITC Midwest and WPL for the Bent Tree Wind Farm (“Bent Tree™) is unjust and
unreasonable because it does not reflect rate reductions that allegedly would be realized by the
use of Bonus Depreciation (“BD”) (Protest at 2-3). WPL asks that the Commission require ITC
Midwest to modify the Facility Charge to reflect the use of BD for all eligible facilities or,
alternatively, reduce the rate of return used in the calculation of the Facilities Charge to the lower

end of the zone of reasonableness to mitigate the impact of I[ITC Midwest’s failure to reflect the
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use of BD. (/d. at 13). In order to ensure that its proposed remedies result in a reduction in I'TC
Midwest’s revenue requirement, WPL also asks the Commissjon to amend 1TC Midwest’s
Attachment O rate, although that is not before the Commission in this proceeding, to prevent ITC
Midwest’s network customers from compensating ITC Midwest for the reduction in the Facility
Charge that WPL seeks here.!

This proceeding involves a single, specific FSA and the charges related to a single
specific set of network upgrades. Most of the facilities in question are not now and may never be
eligible for BD. ITC Midwest’s parent, ITC Holdings Corp. (“ITC Holdings”) elected out of BD
in its consolidated federal tax return for 2014. BD expired at the end of 2014 and, even if it is
extended, ITC Holdings plans to elect out of BD for 2015, the year that the facilities covered in
the FSA were placed into service. As explained more fully below, these decisions were
reasonable and well within the discretion granted to ITC Holdings by Congress. They were, in
addition, fully consistent with the intent of Congress to give taxpayers, and specifically utilities,
the unconditional right to choose whether or not to take BD, based on their own specific
circumstances.

Since BD has not actually been taken by ITC Holdings in its consolidated federal tax
return for 2014, and since 1TC Holdings does not plan to take BD for 2015 if BD is extended,”
ITC Midwest was clearly justified in not reflecting the taking of BD in the calculation of the
Facility Charge under the FSA, even though some or all of the facilities may be eligible for BD.
Simulating the taking of BD in the Facility Charge, with a corresponding reduction in ITC
Midwest’s revenue requirement, as WPL has requested, when BD was not actually taken by the

taxpayer, would constitute a normalization violation under applicable Internal Revenue Service

" WPL Protestat p. 11, nn. 5.
% See the attached Prepared Direct Testimony of Fred G. Stibor (“Stibor Testimony™) at 2.



Attachment A
Page 192 of 733
Appendix &
Page 3 of 42

(“IRS™) regulations, resulting in the potential loss of accelerated tax depreciation methods
currently used by I'TC Midwest that would result in higher transmission rates for ITC Midwest’s
customers.’ For that reason, and because it would effectively negate the unfettered right to elect
out of BD granted by Congress,” the primary relief requested by WPL — that, even if BD is not
actually taken, “acceptance of the FSA” be conditioned on “a requirement for ITC Midwest to
modify the FSA to provide that the Facility Charge in the FSA shall reflect the impacts of bonus
tax depreciation” (Protest at 13) — is both unjustified and unwise.’

For the same basic reasons, the alternate relief requested by WPL — that the rate of return
used by ITC Midwest to calculate the Facility Charge be reduced to “mitigate the adverse effect”
of ITC Midwest’s failure to reflect the taking of BD with a corresponding reduction in ITC
Midwest’s revenue requirement (Protest at 12 and 13) — would similarly violate the
normalization rules because it is, in effect, simply a request that the Commission approve a rate
construct that would indirectly simulate the taking of BD when BD was not actually being taken
by the taxpayer.6

In addition, ITC Midwest is using its Commission-authorized rate of return, and, as WPL
has acknowledged in its Protest, that rate is simply “the generally applicable ROE used to
calculate the transmission rates of MISO Transmission Owners” that was approved by the

Commission in 2007, (Protest at 11). 1TC Midwest’s generally applicable rates are not before

* Stibor Testimony at 6.

“1d at3-5.

> At certain points in its Protest, WPL appears to be requesting that the Commission require ITC Midwest, or [TC
Holdings, to actually take BD in its tax returns (See, e.g,. Protest at the top of p. 11), WPL has not included that
notion in its request for relief, however, and, throughout its Protest, WPL has focused instead on “ITC Midwest’s
failure and refusal to use Bonus Depreciation to calculate the Facility Charge™ and on the alleged need that “the
levelized fixed charge calculation ... be modified to reflect Bonus Depreciation treatment” {see, e.g., Protest at 3, 6,
7, 8, 13} (emphasis added). WPL has not provided any support whatsoever for the Commission’s authority to
require a taxpayer to change an election option granted to it by Congress and ITC Midwest submits there is none.
To the extent, therefore, that WPL is actually secking such a requirement, its request should be rejected.

® Stibor Testimony at 6-7.
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the Commission in this docket and are not properly subject to attack in this case.” The efforts of
the intervenors, therefore, to expand the scope of this proceeding to include the broader question
of whether BD can or should be assumed by ITC Midwest in the calculation of its generally
applicable rates is a collateral attack on ITC Midwest’s filed rates and it should be rejected. The
broader issues should be raised, if at all, in a complaint filed under Section 206 of the Federal
Power Act (“FPA™). ITC Midwest’s rate of return is not properly subject to challenge in this
proceeding. Until it is changed, either by the company itself in a filing under Section 205 of the
FPA or by the Commission pursuant to Section 206, the currently authorized rate must be used
for all purposes, including the calculation of the Facility Charge at issue in this case.
IL FACTS

The background and facts relevant to the FSA and the Facility Charge at issue in this case
were set forth in I'TC Midwest’s October 30, 2015 filing and need not be restated here in detail.
Suffice it to say that the FSA establishes a cost-based Facility Charge to recover the costs of the
network upgrades required to be constructed by ITC Midwest to connect WPL’s Bent Tree to the
transmission grid. Construction of the Bent Tree facilities commenced in 2014 and was
completed in September 2015, after which the Bent Tree facilities were placed in service. ITC
Midwest and WPL are in full agreement on all aspects of the FSA and the Facility Charge,
except for the BD matters set forth in WPL’s November 24, 2015, Protest. Specifically, WPL
contends that the Facility Charge should be calculated to reflect the impact of taking BD for ail
eligible facilities. 1ITC Midwest, in contrast, has not assumed the taking of BD for any of the

facilities in calculating the Facility Charge.

" The MISO Transmission Owners’ base ROE is currently under review in two unconsolidated Commission
proceedings in Docket Nos. EL14-12 and EL15-45.



Attachment A
Page 194 of 733
Appendix §
Page 5 of 42

III. MOTION FOR LEAVE TO ANSWER

Although Rule 213 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. §
385.213, generally prohibits the submission of answers to protests, the Commission routinely
permits the filing of such answers when they would clarify the issues and/or provide information
that is helpful in the decision-making process.® ITC Midwest respectfully moves for leave to
submit this answer on that basis.
IV. ANSWER

A. The Scope Of This Proceeding Is Very Narrow And It Cannot Properly Be
Expanded.

This proceeding involves a single FSA and the charges for a single set of network
upgrades. Because BD expired in 2014 and has not been extended as of the date of this answer,
only a portion of these facilities, namely those constructed in 2014, arc even theoretically eligible
for BD. The remaining facilities could, however, become eligible if and when BD is extended.
The only charge at issue in this case is the Facility Charge set forth in the FSA. ITC Midwest’s
generally applicable rates are not before the Commission in this case and are not subject to
review. Indeed, WPL is not even a network customer for which the generally applicable rates of
ITC Midwest are relevant and it has not raised or in any way challenged ITC Midwest’s
generally applicable rates in its Protest.

Despite the foregoing, several of the intervenors other than WPL have attempted to
expand the scope of this proceeding to include the broader question of whether the use of BD can
or should be assumed by ITC Midwest in the calculation of its generally applicable rates. Those
efforts should be rejected. The broader issues cannot properly be raised in this proceeding and

can only be raised by those parties, if at all, in a complaint filed under Section 206 of the FPA.

§ New York Public Service Commission, et al., 153 FERC 7 61,022 at P 9 (2015); PJM Interconnection, L.L.C., 151
FERC § 61,208 at P 21 (2015); New York Independent System Operator, Inc., 99 FERC 61,246 at 62,040 (2002).
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B. The Decision Of ITC Holdings Not To Take BD In 2014, And Its Intention
To Also Elect Out Of BD For 2015 If BD Is Extended, Were Reasonable And
Consistent With Congressional Intent.

| BD was not intended to provide a subsidy to utility ratepayers.

WPL appears to presume that Congress has approved the use of BD by utilities for the
purpose, among other things, of “reducing customer costs.” (Janecek Affidavit at P 11). It has
provided no support for such a presumption, however, and it is, in fact, not correct.

BD, and all other forms of accelerated depreciation, have been approved by Congress for
the purpose of stimulating and incenting new investment.” With respect to utilities, Congress has
mandated the use of tax normalization procedures which are specifically designed to ensure that
regulators cannot flow the tax benefits of accelerated depreciation deductions through to rate
payers if the taxpayer has not yet realized such benefits.'” Reducing utility rates was not a stated
or intended Congressional goal in authorizing the option of BD.

2. The right granted by Congress for taxpayers, and specifically for
utilities, to elect out of BD is unconditional.

WPI. appears also to presume that taxpayers can only elect out of taking BD if the failure
to do so would result in the loss of permanent tax benefits. (Protest at 9 and Janecek Affidavit at
P 4). Indeed, WPL’s reference in its Protest to “Regulations adopted by the U.S. Treasury”
seems designed to imply that Treasury has imposed an affirmative obligation upen utilities in
particular to take BD whenever it is available, unless a permanent tax loss of some sort would
result. (Protest at 9).

WPL has provided no support for its presumption in this regard and the fact is that there

is none. On the contrary, the right to elect out of BD is unfettered and is not in any way

? Stibor Testimony at 3.
' 1d. at 6.
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dependent upon any conditions such as the permanent loss of tax benefits."' Since the right to
elect out of BD is unconditional, the only conclusion that can reasonably be drawn is that
Congress intended all taxpayers to have the unfettered right to opt out of BD whenever they
determined that in their own specific circumstances, taking BD would not be advantageous or
would actually be damaging. Congress’ intent that the right to elect out of BD be available to
utilities was made very clear by language included in the American Taxpayer Relief Act of 2012
that specifically recognized that regulated utility taxpayers may wish to elect out of BD, and did
not include any conditions on that election, 12 The statutory language accomplished this by
adding a parenthetical “(respecting all elections made by the taxpayer under this section)” to the
normalization accounting rules of Internal Revenue Code (“IRC”) Section 168(i)(9)(A)(ii) that
are applicable only to public utility property.13

3. Electing BD would have a negative impact on ITC Midwest.

WPL has detailed in its Protest the amount of reductions in the Facility Charge that
would allegedly result from assuming BD in the calculation of that charge. (Protest at 8-9, as
amended on November 30). WPL’s calculations are unrealistic because they incorrectly
presume that BD could be taken for just the Bent Tree upgrades, and not for the other similarly
classed facilities on the ITC Midwest system, whereas, in fact, BD would have to be taken for all
similarly classed facilities on the system.” WPL’s calculations also do not reflect the net
operating losses (“NOLs”™) that would result for the Bent Tree upgrades if BD was somehow
taken for only the Bent Tree facilities. For purposes of this answer, however, ITC Midwest

agrees that, as explained in the Affidavit of Neil E. Michek attached to the WPL Protest, some

U Id at3-5.

12 pub. L. No. 112-240, §331(d), which amended Internal Revenue Code §168(1)(9)(A)(ii) by inserting “(respecting
all elections made by the taxpayer under this sectien).”

1 Stibor Testimony at 5.

" See IRC Section 168(k)(2)(D)(ii).



Attachment A
Page 197 of 733
Appendix §
Page 8 of 42

level of reductions in the Facility Charge would result from assuming BD because electing BD
would increase ITC Midwest’s Accumulated Deferred Income Tax balance (“ADIT”). Since
ADIT is deducted from net plant to calculate rate base, the increase in ADIT would translate into
a reduction in rate base which would, in turn, result in a reduction in earnings and revenue
requirement and thus cause financial harm to ITC Midwest.

There is no evidence to support or suggest that Congress intended for any taxpayer to be
financially harmed by taking BD. Indeed, avoidance of any such unintended result would appear
to be the only logical rationale for the unfettered right to elect out of BD included in the
legislation and for the normalization rules. That is especially true where the negative impacts on
a taxpayer from taking BD would not be offset by accompanying BD-induced increased
investment of the type that Congress was attempting to stimulate. That is the case here, however,
because ITC Midwest’s investments have a very long-term planning and construction cycle and
are driven by the need for new facilities to enhance and protect the power grid. Indeed, the fact
that BD has not been extended yet for 2015 or any year in the future has had no effect on ITC
Midwest’s future investment plans. The availability of BD, therefore, would not result in new
investment that would not otherwise be made.

Given the significant negative impact that the use of BDD would have on ITC Midwest and
the fact that taking BD would not stimulate new investment by I'TC Midwest, the decision of ITC
Holdings to exercise its unfettered and unconditional right to elect out of BD, and its intention to
do so going forward if BD is extended, were and are reasonable and fully consistent with the
intent of Congress in its BD-related legislation.

WPL attaches great significance in its Protest to an informal poll it conducted at a

“recent EEI tax committee meeting” (Janecek Affidavit at P 9). The participants at the meeting
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were asked if any of them had elected out of BD and out of the “approximately 40-50 companies
represented” none raised their hand. (d) From this, WPL concludes that it is “industry practice”
to take BD whenever it is available, apparently irrespective of the impacts as well as differences
among utilities within the industry. (/d. and Protest at 10).

The informal poll at the recent EEI tax committee is of little or no value. ITC Holdings is
the only independent, publicly traded transmission company, with rates, terms, and conditions of
service primarily regulated by the Commission, and is, therefore, not similarly situated with
conventional, predominantly state-regulated, integrated investor-owned utilities. In addition, the
identity of the companies polled is not known, their rate structures, investment plans and other
relevant circumstances are not known, and the specific effects that taking BD has had on them
and will have on them in the future are not known. The informal poll results, therefore, are
meaningless.

C. ITC Midwest Should Not Be Required To Reflect The Use of BD In The Bent
Tree Facility Charge.

The primary relief that WPL has requested in its Protest is that the Commission should
condition its acceptance of the FSA on a requirement that the Facility Charge and ITC Midwest’s
total revenue requirement be modified to reflect the impacts of taking BD for all eligible Bent
Tree facilities. (Protest at 13). Any such action, however, would be unwise because it would
cause a violation of the normalization rules,’® and unwarranted because it would, in effect,
negate ITC Holdings’ right to opt out of BD, which is provided by statute. 16

First, since BD was not actually taken by ITC Holdings in its consolidated tax return for
2014, and since ITC Holdings does not plan to take BD for 2015, simulating the taking of BD in

ITC Midwest’s charges to WPL, and assuming a corresponding reduction to ITC Midwest’s

15 Stibor Testimony at 6.
1 14, at 3-5; see also IRC Section 168(k)(2)(D)i).
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revenue requirement as WPL has proposed, would constitute a normalization violation under
applicable IRS rules. Such a violation could result in the loss of ITC Holdings’ right to utilize
any form of accelerated depreciation, which would result in increased rates for customers.’

Second, if the Commission did require the use of BD to be assumed in the calculation of
the Facility Charge, it would, in effect, be attempting to ignore, override and negate the intent of
Congress that all taxpayers have the unfettered right to elect out of BD based on their own
specific circumstances.'® It would also be attempting to force the use of BD for a purpose not
intended by Congress, namely, the subsidization of utility rates. The Commission has no
authority to ignore the will of Congress in that fashion."

The New England Power Company decision, 31 FERC Y 61,047 (1985), which is the only
authority cited by WPL in its Protest (Protest at 9, 10), does not support an attempt by the
Commission to require the use of BD to be assumed in the calculation of the Facility Charge.
The costs at issue in that case, quite simply, did not create the risk of violation of Federal income
tax laws, and disallowances of those costs did not entail ignoring and overriding the will of
Congress.

D. The Rate Of Return Used By ITC Midwest In The Caleulation Of The

Facility Charge Cannot Be Reduced Because Of ITC Midwest’s Failure To
Reflect The Taking Of BD In The Calculation.

The alternative relief requested by WPL is that the rate of return used by ITC Midwest to
calculate the Facility Charge be reduced by some unstated amount, along with a corresponding
reduction in 1TC Midwest’s revenue requirement, to “mitigate the adverse effect” of ITC

Midwest’s failure to reflect BD in the calculation. (Protest at 13). Like WPL’s primary requested

"7 Stibor testimony at 6.

¥ Id. at 3-5.

' As indicated in footnote 1, supra, any attempt to force either ITC Midwest or ITC Holdings to actually take BD in
their tax returns would directly conflict with the right to elect out of BD granted by Congress and would be unlawful
for that reason.

10
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relief, and for the same basic reasons, its alternate request would similarly result in a violation of
the normalization rules. It reduces to an attempt to indirectly simulate the taking of BD when BD
has not actually been taken and, as such, would constitute an indirect normalization violation,
with the same adverse consequences.20 In addition, it would, in effect, reduce to an attempt to
end run and negate the right to elect out of BD granted by Congress.

In addition to these basic and dispositive deficiencies, the requested reduction in the rate
of return used to calculate the Facility Charge has a fatal procedural flaw. As WPL has
acknowledged, the rate used in the calculation is simply “the generally applicable ROE used to
calculate the transmission rates of MISO Transmission Owners.” (Protest at 11). That
Commission-authorized rate is not properly subject to challenge in this proceeding and until it is
changed, either by the company itself in a filing under Section 205 of the FPA, or by the
Commission pursuant to Section 206, it must be used for all purposes, including the calculation

of the Facilities Charge in this case.

2% Stibor Testimony at 6; see also the Private Letter Ruling issued by the IRS on August 19, 2015, PLR-201548017,
which is attached to that testimony as Appendix A. There, the IRS states at page 6 with respect to a proposed
reduction of tax expense in the Taxpayer’s cost of service that:
... we believe that such reduction would, in effect, flow through the tax benefits of accelerated depreciation
deductions through to rate payers even though the Taxpayer has not yet realized such benefits. In addition,
such adjustment would be made specifically to mitigate the effect of the normalization rules in the
calculation of Taxpayer’s NOLC-related ADIT. In general, taxpayers may not adopt any accounting
treatment that directly or indirectly circumvents the normalization rules.
See also the Private Letter Ruling issued by the IRS on July 6, 2015, PLR-201541010, which is attached to the
Stibor Testimony as Appendix B. There, the IRS states at page 8 that:
In general, taxpayers may not adopt any accounting treatment that directly or indirectly circumvents the
normalization rules.

11
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For the reasons set forth above, the FSA submitted in this proceeding by [TC Midwest

on October 30, 2015 should be accepted by the Commission as filed, with no conditions or

modifications, and the Protest of WPL and the relief requested in the supporting filings of the

other intervenors should be denied.

[s/: Stephen J. Videto

Stephen I. Videto

Amy Monopoli

ITC Holdings Corp.
27175 Energy Way
Novi, MI 48377

T: (248) 946-3526

F: (248) 946-3552
svideto@itctransco.com

Dated: December 9, 2015

12

Respectfully submitted,

/s/: John R. Staffier

Linda G. Stuntz

John R. Staffier

Stuntz, Davis & Staffier, P.C.

555 Twelfth Street, NW, Suite 630
Washington, DC 20004

T: (202) 638-6588

F: (202) 638-6581
jstaffier{@sdsatty.com

Counsel to ITC Midwest LLC
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System )
Operator, Inc., and ) Docket No. ER16-206-000 & 001
ITC Midwest LLC )

PREPARED DIRECT TESTIMONY OF FRED G. STIBOR

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS.

My name is Fred G. Stibor. My business address is 27175 Energy Way, Novi, Michigan
48377. 1am the Vice President and Controller of ITC Holdings Corp. (“ITC”).
PLEASE DESCRIBE YOUR RESPONSIBILITIES AS VICE PRESIDENT AND
CONTROLLER OF ITC HOLDINGS CORP.

I have responsibility for all aspects of tax and accounting for ITC and its subsidiaries,
including ITC Midwest LLC (“ITC Midwest”). My responsibilities include tax
compliance and accounting and financial reporting under Federal Energy Regulatory
Commission (“FERC” or “Commission™), Generally Accepted Accounting Principles
(“GAAP”), and Securities and Exchange Commission reporting requirements.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

I received a Bachelor of Business Administration degree from the University of Michigan
in 1994 with an accounting concentration.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

Prior to joining ITC in 2003, 1 practiced public accounting for approximately nine years

with Deloitte LLP, where 1 reached the position of Senior Manager. Since joining ITC in



Appendix 5

Page 14 of 42

10

11

12

13

14

15

16

17

18

19

20

21

22

23

II.

Attachment A
Page 203 of 733

2003, I have had various management responsibilities for accounting, reporting and tax
matters. Including my experience at Deloitte LLP and 1'TC, I have over eighteen years of
experience in the electric utility industry. I am registered as a certified public accountant
in the State of Michigan.

HAVE YOU PROVIDED TESTIMONY IN PRIOR PROCEEDINGS BEFORE
THE COMMISSION?

Yes. I have submitted testimony on behalf of ITC’s subsidiaries [TC Great Plains, LL.C
in FERC Docket No. ER09-548-000, 1TC Midwest LLC in Docket No. PA10-13-000,
Michigan Electric Transmission Company in Docket No. ER10-2156, 1TC Green Power
Express LP in FERC Docket No. ER09-681-000, and on behalf of ITC in Docket Nos.
EC12-145-000 and ER12-2681-000.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My testimony will explain certain aspects of bonus depreciation, including the
unconditional right given to taxpayers to elect out of bonus depreciation, and the effects
on JTC Midwest of “simulating” the taking of bonus depreciation in the context of IRS
normalization requirements.

BONUS DEPRECIATION ELECTION

HAS ITC HOLDINGS TAKEN BONUS DEPRECIATION FOR 2014?

No.

IF BONUS DEPRECIATION IS EXTENDED, WILL ITC HOLDINGS TAKE
BONUS DEPRECIATION IN 2015?

ITC does not anticipate taking bonus depreciation in 2015,

WHAT IS THE PURPOSE BEHIND BONUS DEPRECIATION?
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A, As explained in a 2012 publication of the Congressional Joint Committee on Taxation
(*Joint Tax Committee™), “[a] formulaic system of depreciation can serve to provide a tax
incentive for capital investment to the extent the depreciation deductions are faster than
the economic or financial statement depreciation of the property. For example, temporary
rules providing for additional first-year depreciation {also known as bonus depreciation)
were enacted several times in recent legislation with the purpose of providing economic
stimulus during times of economic downturn.”' The rationale for bonus depreciation was
presented in the legislative history of the Jobs and Growth Tax Relief Reconciliation Act
of 2003: “increasing and extending the additional first-year depreciation will accelerate
purchases of equipment, promote capital investment, modernization, and growth, and will
help to spur an economic recovery. As businesses accelerate their purchases of
equipment current employment will increase to produce that equipment. Current
business expansion also will increase employment opportunities in the years ahead.”

Q. WASITC’S ELECTION OUT OF BONUS DEPRECIATION CONSISTENT
WITH THE LEGISLATION THAT ENACTED BONUS DEPRECIATION?

A. Yes. Congress gave taxpayers, and specifically public utilities, an unconditional right to
choose whether or not to take bonus depreciation. Throughout the history of bonus
depreciation since the 2002 legislation that introduced it,” taxpayers have had the right to
elect out of bonus depreciation. Most recently, the right of taxpayers to elect out of bonus

depreciation provided by Internal Revenue Code (“1IRC”) Section 168(k)(2)(D)(iii) was

! See Background and Present Law Relating to Manufacturing Activities Within the United States, JCX-61-12,
Prepared by the Staff of the Joint Committee on Taxation, July 17, 2012 (“JCX-61-12"), p. 13-14. (Footnote
omitted.)

2 JICX-61-12, p. 33, citing H.R. Rep. No. 108-94, p. 23.

* Job Creation and Worker Assistance Act of 2002, Pub. L. No. 107-147 (bonus depreciation provisions in Sec.
101(a)).
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expressly noted in the Joint Tax Committee’s analysis of tax legislation enacted in the
113™ Congress.”

HAS CONGRESS RECOGNIZED THAT REGULATED PUBLIC UTILITY
TAXPAYERS MAY WISH TO ELECT OUT OF BONUS DEPRECIATION?

Yes. Section 331(d) of the American Taxpayer Relief Act of 2012, Pub. L. No. 112-240
(“ATRA™), amended the normalization rules for public utility property in IRC Section
16831} 9) A)(ii) to require consideration of elections made by a taxpayer. In general, IRC
Section 168 establishes rules for depreciation; the statutory provisions for bonus
depreciation appear in subsection (k) of Section 168. Under IRC Section 168(f)(2),
depreciation under Section 168, including bonus depreciation, is not available for public
utility property uniess the taxpayer uses a normalization method of accounting. The rules
for normalization accounting for public utility property provide, infer alia, “[i]n order to
use a normalization method of accounting with respect to any public utility property for
purposes of subsection (f)(2)— (i) the taxpayer must, in computing its tax expense for
purposes of establishing its cost of service for ratemaking purposes and reflecting
operating results in its regulated books of account, use a method of depreciation with
respect to such property that is the same as, and a depreciation period for such property
that is no shorter than, the method and period used to compute its depreciation expense
for such purposes; and (i) if the amount allowable as a deduction under this section with

respect to such property (respecting all elections made by the taxpayver under this section)

differs from the amount that would be allowable as a deduction under section 167 using

4 See Joint Committee on Taxation, General Explanation of Tax Legislation Enacted in the 113" Congress, JCS-1-
15, discussing modifications made through the Tax Increase Prevention Act of 2014, Pyb, L. No. 113-295, (bonus
depreciation provisions in Sec. 123), March 20185, at p. 160 (“The taxpayer may elect out of additional first-year
depreciation for any class of property for any taxable year,” citing IRC Sec. 168(k){2)}(D}(iii)).
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the method (including the period, first and last year convention, and salvage value) used
to compute regulated tax expense under clause (i), the taxpayer must make adjustments to
a reserve to reflect the deferral of taxes resulting from such difference.” (Emphasis
supplied.) > The underscored language was added through the ATRA. Thus Congress
reaffirmed that public utility taxpayers specifically may elect out of bonus depreciation
and did not include any conditions on that election.

DID CONGRESS RECOGNIZE THAT A PUBLIC UTILITY’S ELECTION OUT
OF BONUS DEPRECIATION MUST BE RESPECTED IN DETERMINING
WHEN NORMALIZATION ACCOUNTING MUST BE USED?

Yes. As explained by the Joint Tax Committee, “in order for public utility property to
qualify for certain accelerated depreciation allowances for Federal income tax purposes,
the benefits of accelerated depreciation must be normalized. [IRC Sec. 168(i)(9).]
Normalization accounting as applied to accelerated tax depreciation generally requires
regulatory tax expense to be computed using the depreciation methods and periods used
for regulatory, rather than Federal income tax, purposes. Any deferred tax reserve
resuiting from the use of the normalization method of accounting may be used to reduce
the rate base upon which a utility earns its rate of return.”® The ATRA “[clarified] that
for public utility property elections, such as an election out of bonus depreciation, must
be respected in determining when normalization accounting may be used.”’

WOULD SIMULATING THE TAKING OF BONUS DEPRECIATION IN THE

FACILITY CHARGE UNDER THE FSA AND A CORRESPONDING

TIRC § 168(1)(91(A).

§ See Joint Committee on Taxation, General Explanation of Tax Legislation Enacted in the 112™ Congress, JCS-2-
13, discussing modifications made through the American Taxpayer Relief Act of 2012, Pub. L. No. 112-240, (bonus
depreciation provisions in Sec. 331), Feb. 2013, at p. 201.

T1d, p. 202.
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REDUCTION IN ITC MIDWEST’S REVENUE REQUIREMENT CONSTITUTE
A NORMALIZATION VIOLATION?

Yes. The relief requested by WPL to reduce the facilities charge under the FSA by
simulating the taking of bonus depreciation coupled with a corresponding reduction in
ITC Midwest’s revenue requirement® would be a normalization violation. Normalization
rules are clear that it is impermissible to flow the tax benefits of accelerated depreciation
deductions through to ratepayers if the Taxpayer has not yet realized such benefits. Such
a normalization violation could result in I'TC’s loss of the right to use any form of
accelerated depreciation.” Such a loss would adversely affect ITC Midwest’s customers’
rates. '

WOULD SIMULATING THE TAKING OF BONUS DEPRECIATION BY
REDUCING ITC MIDWEST’S RATE OF RETURN UNDER THE FSA,
TOGETHER WITH A CORRESPONDING REDUCTION IN ITC MIDWEST’S
REVENUE REQUIREMENT, ALSO CONSTITUTE A NORMALIZATION
VIOLATION?

Yes. Similar to the discussion in response to the question above, reducing ITC Midwest’s
revenue requirement by any mechanism to effectively flow through to customers the
impacts of bonus depreciation, when bonus depreciation has not been taken, would be a
normalization violation. In a Private Letter Ruling (“PLR’) in August 2015, the Internal
Revenue Service (“IRS™) made it clear that a reduction of tax expense in the Taxpayer’s

cost of service in order to flow through tax benefits when the taxpayer does not realize

8 WPL Protest at p. 11, fn. 5.

® See IRC Section 168(£)(2) (providing that accelerated depreciation under Section 168 shall not apply to public
utility property if the taxpayer does not use a normalization method of accounting) and IRC Section 168(1)}9)(C).
19 1t should be noted in this regard that although it has elected out of bonus depreciation for 2014 and plans to do so
in 2015 if bonus depreciation is extended, ITC already takes other forms of accelerated depreciation.
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1 any such tax benefit would be deemed to violate the normalization rules.!’ Therefore, in
2 assessing whether a normalization violation exists, the IRS does not distinguish whether
3 the reduction in cost of serviﬁe was accomplished directly or indirectly. Anything done to
4 simulate tax benefits that were not actually realized by the taxpayer is problematic.

5 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

6 A Yes.

11 See PLR 201548017, dated August 19, 2015, at p. 6, where the IRS stated with respect to a proposed reduction of
tax expense in the Taxpayer’s cost of service that:
“...we believe that such reduction would, in effect, flow through the tax benefits of accelerated
depreciation deductions through to rate payers even though the Taxpayer has not yet realized such benefits.
In addition, such adjustment would be made specifically to mitigate the effect of the normalization rules in
the calculation of Taxpayer’s NOLC-related ADIT. In general, taxpavers may not adopt any accounting
treatinent that directly or indirectly circumvents the normalization rules.” (Emphasis supplied.)

This PLR is attached as Appendix A. See also PLR 201541010, dated July 6, 20135, at pp.8-9 (attached as Appendix

B). in which the IRS explained:
“In general, taxpayers may not adopt any accounting treatment that directly or indirectly circumvents the
normalization rules. . . . Here, Commission A adjusted the cash working capital allowance specifically to
mitigate the effect of the application of the proration methodology. This is inconsistent with the
normalization rules. We do not hold that the normalization rules require a similar type of cash working
capital adjustment in all cases; we hold only that, where, as here, it is adjusted or removed in an attempt to
mitigate the effects of the application of the proration methodology or similar normalization rule, that
adjustment or removal s not permitted under the normalization rules.” (Emphasis supplied.)
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AFFIDAVIT OF FRED G. STIBOR

State of Michigan )

County of Oakland )

I, Fred G. Stibor, being first duly sworn, depose and state that the attached
Prepared Direct Testiihony was prepared by me or under my supervision and is true and

correct, to the best of my knowledge, information and belief.

Fred G. Stibor
ITC Holdings Corp.

SUBSCRIBED AND SWORN to before me this ‘?“(' day of December, 2015.

Notary Pulblic in and for
Ozkland County, Michigan

My Commission Expires:

[ - 2020

T IR T
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ternal Revenue Service

Number; 201548017

Release Date: 11/27/2015
index Number: 167.22-01

LEGEND:
Taxpayer
Parent

State A
State B
Commission
Year A
YearB
Date A
Date B
Case
Director

Dear

L 1 1 O T T T A S O 1

Department of the Treasury
Washington, DC 20224

Third Party Communication: None
Date of Communication: Not Applicable

Person To Contact:

, ID No.

Telephone Number;

Refer Repiy To:
CC:PSI:B0C6

PLR-116998-15

Date:
August 19, 2015
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This letter responds to the request, dated May 14, 2015, of Taxpayer for a ruling

on the application of the normalization rules of the Internal Revenue Code to certain

accounting and regulatory procedures, described below.

The representations set out in your letter follow.

Taxpayer is primarily engaged in the regulated distribution of natural gas in State

A. ltis incorporated in State B and is wholly owned by Parent. Taxpayer is subject to

the regulatory jurisdiction of Commission with respect to terms and conditions of service
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PLR-116998-15 2

and particularly the rates it may charge for the provision of service. Taxpayer's rates
are established on a rate of return basis. Taxpayer takes accelerated depreciation,
including "bonus depreciation” where available and, for each year beginning in Year A
and ending in Year B, Taxpayer incurred net operating losses (NOL). On its regulatory
books of account, Taxpayer “normalizes” the differences between regulatory
depreciation and tax depreciation. This means that, where accelerated depreciation
reduces taxable income, the taxes that a taxpayer would have paid if regulatory
depreciation (instead of accelerated tax depreciation) were claimed constitute “cost-free
capital” to the taxpayer. A taxpayer that normalizes these differences, like Taxpayer,
maintains a reserve account showing the amount of tax liability that is deferred as a
result of the accelerated depreciation. This reserve is the accumulated deferred income
tax (ADIT) account. Taxpayer maintains an ADIT account. In addition, Taxpayer
maintains an offsetting series of entries — a “deferred tax asset” and a “deferred tax
expense” - that reflect that portion of those ‘tax losses’” which, while due to accelerated
depreciation, did not actually defer tax because of the existence of an net operating loss
carryover (NOLC). Taxpayer, for normalization purposes, calculates the portion of the
NOLC attributable to accelerated depreciation using a “last dollars deducted”
methodology, meaning that an NOLC is attributable to accelerated depreciation to the
extent of the lesser of the accelerated depreciation or the NOLC.

Taxpayer filed a general rate case with Commission on Date A (Case). The test
year used in the Case was the 12 month period ending on Date B. In computing its
income tax expense element of cost of service, the tax benefits attributable to
accelerated depreciation were normalized in accordance with Commission policy and
were not flowed thru to ratepayers. In establishing the rate base on which Taxpayer
was to be allowed to earn a return Commission offsets rate base by Taxpayer's ADIT
balance. Taxpayer argued that the ADIT balance should be reduced by the amounts
that Taxpayer calculates did not actually defer tax due to the presence of the NOLC, as
represented in the deferred tax asset account. Testimony by various other participants
in Case argued against Taxpayer's proposed calculation of ADIT. One proposal made
to Commission was, if Commission allowed Taxpayer to reduce the ADIT balance as
Taxpayer proposed, then an offsetting reduction should be made to Taxpayer's income
tax expense element of service.

A Utility Law Judge upheld Taxpayer’s position with respect to the NOLC-related
ADIT and ordered Taxpayer to seek a ruling from the internal Revenue Service on this
matter. This request is in response to that order.

Taxpayer requests that we rule as follows:

1. Under the circumstances described above, the reduction of Taxpayer's rate base
by the balance of its ADIT accounts unreduced by its NOLC-related deferred tax
account would be inconsistent with the requirements of § 168(i)(9) and § 1.167(1}-
1 of the Income Tax regulations.
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2. Under the circumstances described above, the reduction of Taxpayer’'s rate base
by the full amount of its ADIT account balances offset by a portion of its NOLC-
related account balance that is less than the amount attributable to accelerated
depreciation computed on a "last dollars deducted” basis would be inconsistent
with the requirements of § 168(i)}(9) and § 1.167(1)-1.

3. Under the circumstances described above, any reduction in Taxpayer's tax
expense element of cost of service to reflect the tax benefit of its NOLC would be
inconsistent with the requirements of § 168(i)(9) and § 1.167(1)-1.

Law and Analysis

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
meaning of section 168()(10)) if the taxpayer does not use a normalization method of
accounting.

In order to use a normalization method of accounting, section 168(i)(9)(A)(i) of
the Code requires the taxpayer, in computing its tax expense for establishing its cost of
service for ratemaking purposes and reflecting operating results in its regulated books
of account, to use a method of depreciation with respect to public utility property that is
the same as, and a depreciation period for such property that is not shorter than, the
method and period used to compute its depreciation expense for such purposes. Under
section 168(i)(9)(A)(ii), if the amount allowable as a deduction under section 168 differs
from the amount that-would be allowable as a deduction under section 167 using the
method, period, first and last year convention, and salvage value used to compute
regulated tax expense under section 168(i)(2)(A)(i), the taxpayer must make
adjustments to a reserve to reflect the deferral of taxes resulting from such difference.

Section 168(i)(9)(B)(i) of the Code provides that one way the requirements of
section 168(i)(9)(A) will not be satisfied is if the taxpayer, for ratemaking purposes, uses
a procedure or adjustment which is inconsistent with such requirements. Under section
168(i)(9)(B)(ii), such inconsistent procedures and adjustments include the use of an
estimate or projection of the taxpayer's tax expense, depreciation expense, or reserve
for deferred taxes under section 168(i)(9)(A)(ii), unless such estimate or projection is
also used, for ratemaking purposes, with respect to all three of these items and with
respect to the rate base.

Former section 167(l) of the Code generally provided that public utilities were
entitled to use accelerated methods for depreciation if they used a “normalization
method of accounting.” A normalization method of accounting was defined in former
section 167(I)(3)(G) in a manner consistent with that found in section 168(i}(9)(A).
Section 1.167(1)-1(a)(1) of the Income Tax Regulations provides that the normalization
requirements for public utility property pertain only to the deferral of federal income tax
liability resulting from the use of an accelerated method of depreciation for computing
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the allowance for depreciation under section 167 and the use of straight-line
depreciation for computing tax expense and depreciation expense for purposes of
establishing cost of services and for reflecting operating results in regulated books of
account. These regulations do not pertain to other book-tax timing differences with
respect to state income taxes, F.I.C.A. taxes, construction costs, or any other taxes and
items.

Section 1.167()-1(h)(1)(i) provides that the reserve established for public utility
property should reflect the total amount of the deferral of federal income tax liability
resulting from the taxpayer's use of different depreciation methods for tax and
ratemaking purposes.

Section 1.167(1)-1(h)(1)(iii) provides that the amount of federal income tax
liability deferred as a resuit of the use of different depreciation methods for tax and
ratemaking purposes is the excess (computed without regard to credits) of the amount
the tax liability would have been had the depreciation method for ratemaking purposes
been used over the amount of the actual tax liability. This amount shall be taken into
account for the taxable year in which the different methods of depreciation are used. If,
however, in respect of any taxable year the use of a method of depreciation other than a
subsection (1) method for purposes of determining the taxpayer's reasonable allowance
under section 167(a) results in a net operating loss carryover to a year succeeding such
taxable year which would not have arisen (or an increase in such carryover which would
not have arisen) had the taxpayer determined his reasonable allowance under section
167(a) using a subsection (1) method, then the amount and time of the deferral of tax
liability shall be taken into account in such appropriate time and manner as is
satisfactory to the district director.

Section 1.167(1)-1(h)(2)(i) provides that the taxpayer must credit this amount of
deferred taxes to a reserve for deferred taxes, a depreciation reserve, or other reserve
account. This regulation further provides that, with respect to any account, the
aggregate amount allocable to deferred tax under section 167(1) shall not be reduced
except to reflect the amount for any taxable year by which Federal income taxes are
greater by reason of the prior use of different methods of depreciation. That section
also notes that the aggregate amount allocable to deferred taxes may be reduced to
reflect the amount for any taxable year by which federal income taxes are greater by
reason of the prior use of different methods of depreciation under section 1.167(1)-
1(h)(1)(i) or to reflect asset retirements or the expiration of the period for
depreciation used for determining the allowance for depreciation under section 167(a).

Section 1.167(1)-(h)(6)(i} provides that, notwithstanding the provisions of
subparagraph (1) of that paragraph, a taxpayer does not use a normalization method of
regulated accounting if, for ratemaking purposes, the amount of the reserve for deferred
taxes under section 167(1) which is excluded from the base to which the taxpayer's rate
of return is applied, or which is treated as no-cost capital in those rate cases in which
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the rate of return is based upon the cost of capital, exceeds the amount of such reserve
for deferred taxes for the period used in determining the taxpayer's expense in
computing cost of service in such ratemaking.

Section 1.167(1)-(h)(6)(ii) provides that, for the purpose of determining the
maximum amount of the reserve to be excluded from the rate base (or to be included as
no-cost capital) under subdivision (i), above, if solely an historical period is used to
determine depreciation for Federal income tax expense for ratemaking purposes, then
the amount of the reserve account for that period is the amount of the reserve
(determined under section 1.167(1)-1(h)(2)(i)) at the end of the historical period. If such
determination is made by reference both to an historical portion and to a future portion
of a period, the amount of the reserve account for the period is the amount of the
reserve at the end of the historical portion of the period and a pro rata portion of the
amount of any projected increase to be credited or decrease to be charged to the
account during the future portion of the period.

Section 1.167(1)-1(h) requires that a utility must maintain a reserve reflecting the
total amount of the deferral of federal income tax liability resuiting from the taxpayer’s
use of different depreciation methods for tax and ratemaking purposes. Taxpayer has
done so. Section 1.167(1)-(h}(6)(i) provides that a taxpayer does not use a
normalization method of regulated accounting if, for ratemaking purposes, the amount
of the reserve for deferred taxes which is excluded from the base to which the
taxpayer's rate of return is applied, or which is treated as no-cost capital in those rate
cases in which the rate of return is based upon the cost of capital, exceeds the amount
of such reserve for deferred taxes for the period used in determining the taxpayer's
expense in computing cost of service in such ratemaking. Section 56(a)(1)(D) provides
that, with respect to public utility property the Secretary shall prescribe the requirements
of a normalization method of accounting for that section.

Section 1.167(1)-1(h)(1)(iii) makes clear that the effects of an NOLC must be
taken into account for normalization purposes. Further, while that section provides no
specific mandate on methods, it does provide that the Service has discretion to
determine whether a particular method satisfies the normalization requirements.
Section 1.167(1)-(h)(6)(i) provides that a taxpayer does not use a normalization method
of regulated accounting if, for ratemaking purposes, the amount of the reserve for
deferred taxes which is excluded from the base to which the taxpayer’s rate of retumn is
applied, or which is treated as no-cost capital in those rate cases in which the rate of
return is based upon the cost of capital, exceeds the amount of such reserve for
deferred taxes for the period used in determining the taxpayer’s expense in computing
cost of service in such ratemaking. Because the ADIT account, the reserve account for
deferred taxes, reduces rate base, it is clear that the portion of an NOLC that is
attributable to accelerated depreciation must be taken into account in calculating the
amount of the reserve for deferred taxes (ADIT). Thus, the proposed order by the Utility
Law Judge upholding Taxpayer's position that the NOLC-related deferred tax account
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must be included in the calculation of Taxpayer's ADIT is in accord with the
normalization requirements. The “last dollars deducted” methodology employed by
Taxpayer is specifically designed to ensure that the portion of the NOLC attributable to
accelerated depreciation is correctly taken into account by maximizing the amount of
the NOLC attributable to accelerated depreciation. This methodology provides certainty
and prevents the possibility of “flow through” of the benefits of accelerated depreciation
to ratepayers. Under these facts, any method other than the “last dollars deducted”
method would not provide the same level of certainty and therefore the use of any other
methodology is inconsistent with the normalization rules.

Regarding the third issue, reduction of Taxpayer's tax expense element of cost of
service, we believe that such reduction would, in effect, flow through the tax benefits of
accelerated depreciation deductions through to rate payers even though the Taxpayer
has not yet realized such benefits. In addition, such adjustment would be made
specifically to mitigate the effect of the normalization rules in the calculation of
Taxpayer's NOLC-related ADIT. In general, taxpayers may not adopt any accounting
treatment that directly or indirectly circumvents the normalization rules. See generally,
§ 1.46-6(b)(2)(ii) (In determining whether, or to what extent, the investment tax credit
has been used to reduce cost of service, reference shall be made to any accounting
treatment that affects cost of service); Rev. Proc 88-12, 1988-1 C.B. 637, 638 (ltis a
violation of the normalization rules for taxpayers to adopt any accounting treatment that,
directly or indirectly flows excess tax reserves to ratepayers prior to the time that the
amounts in the vintage accounts reverse). This “offsetting reduction” would violate the
normalization provisions.

Based on the representations submitted by Taxpayer, we rule as follows:

1. Under the circumstances described above, the reduction of Taxpayer's rate base
by the balance of its ADIT accounts unreduced by its NOLC-related deferred tax
account would be inconsistent with the requirements of § 168(i)(9) and § 1.167(l)-
1 of the Income Tax regulations.

2. Under the circumstances described above, the reduction of Taxpayer’s rate base
by the full amount of its ADIT account balances offset by a portion of its NOLC-
related account balance that is less than the amount attributable to accelerated
depreciation computed on a “last dollars deducted” basis would be inconsistent
with the requirements of § 168(i)(9) and § 1.167(1)-1.

3. Under the circumstances described above, any reduction in Taxpayer's tax
expense element of cost of service to reflect the tax benefit of its NOLC would be
inconsistent with the requirements of § 168(i)(9) and § 1.167(i)-1.

Except as specifically determined above, no opinion is expressed or implied
concerning the Federal income tax consequences of the matters described above.
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This ruling is directed only to the taxpayer who requested it. Section 6110(k)(3)
of the Code provides it may not be used or cited as precedent. In accordance with the
power of attorney on file with this office, a copy of this letter is being sent to your
authorized representative. We are also sending a copy of this letter ruling to the
Director.

Sincerely,

Peter C. Friedman

Senior Technician Reviewer, Branch 6
Office of Associate Chief Counsel
(Passthroughs & Special Industries)

CC!



Attachment A
Page 218 of 733
Appendix 5
Page 29 of 42

APPENDIX B



Docket No. ER16-206-000 & 001 Attachment A

Testimony of Fred G. Stibor Page 219 of 733
Appendix 5 Appendix B
Page 30 of 4 .
fnternal Revenue Service Department of the Treasury
Washington, DC 20224
Number: 2015641010 Third Party Communication: None
Release Date: 10/9/2015 Date of Communication: Not Applicable

Index Number: 167.22-01

Person To Contact;

, 1D No.

Telephone Nurmber:

Refer Reply To:
CC.PSi:B06

PLR-143241-14

Date;
July 06, 2015

LEGEND:

Taxpayer =

Farent

State A

State B
Commission A
Commission B
Commission C
Operator
Year A

Case A

Case B

Case C

Date X
Director

L | 1 1 T S | I VIO | R

Dear

This letter responds to Parent's request, made on behalf of Taxpayer, dated
January 9, 2015, for a ruling on the application of the normalization rules to certain
regulatory procedures applied in State as described below.

The representations set out in your letter follow.
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Taxpayer, a wholly-owned subsidiary of Parent, is primarily engaged in the
business of generating, transmitting, distributing, and selling electric power to customers
in State A and State B. It is subject to regulation by Commission A, Commission B, and
Commission C with respect to terms and conditions of services, including the rates it
may charge for its services. All three Commissions establish Taxpayer’s rates based on
Taxpayer's costs, including a provision for a return on the capital employed by Taxpayer
in its requiated business.

The law of State A provides a process under which a utility may recover its costs
relating to projects such as new electric generation facilities as a stand-alone rate
adjustment added to customers’ base rates. As relevant to this ruling request, the
process for setting the rates involves two components. First, a taxpayer files estimated
projections of all factors, including Accumulated Deferred Federal Income Taxes
(ADFIT), relevant to the costs associated with the facility that is the subject of the rate
adjustment. Rate base for this purpose is calculated using an average of the thirteen
projected end of month balances of the components of rate base. The rate adjustment
computed using these projections goes into effect at the beginning of the test period.
The test period is a twelve month period. The anticipated collections from rate payers,
the actual cost incurred with respect to the generating facility and any differences
between anticipated amounts and actual amounts are reconciled by a “true-up”
mechanism at the end of the test year. Under this mechanism, the reconciliation
amount is either charged to ratepayers (if actual revenues are below estimates) or
credited to ratepayers (if actual revenues exceed estimates) as part of the rates
established for the forthcoming rate year. For both under and over collections, a
carrying charge is imposed.

Taxpayer owns and operates electric transmission lines in several states,
including State A and State B. These lines are integrated into Operator, a regional
transmission operator. The rates that Taxpayer may charge its customers for these
transmission services are set using a formula approved by Commission C. The formula
rates are calculated using a methodology similar to that used to calculate the rate
adjustments, inasmuch as the formula rates are calculated using projected costs to
establish rates during the period for which rates are being set and a true-up based on
over or under recoveries that are reflected in a subsequent rate year. The rates are
determined by application of the formula approved by Commission C and go into effect
with no additional action by Commission C.

Taxpayer claims accelerated depreciation on its tax returns to the extent
permitted by the Internal Revenue Code. Taxpayer normalizes the federal income
taxes deferred as a result of its use of accelerated depreciation and thus maintains an
ADFIT balance on its regulatory books. In ratemaking proceedings before
Commission A to authorize rate adjustments as well as in calculation of the formula
rates, rate base is reduced by the calculated ADFIT balance. In calculating its ADFIT
balance for purposes of both the projection and true-up elements of the rate adjustment
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calculations, Taxpayer followed the same averaging conventions it used for the other
components of rate base. However, for prior formula rate filings, Taxpayer had
calculated its ADFIT balance by an average of the beginning and ending balances
notwithstanding that it used a 13-month average for computation of the plant portion of
rate base. In those prior cases, the averages are calculated in accordance with the
provisions of the Commission-approved template and the differences in averaging
conventions are required by the regulations adopted by Commission C.

Section 1.167()-1(h){6) of the Income Tax Regulations requires that a proration
methodology be used by Taxpayer to calculate its applicable ADFIT balance for future
test periods. Prior to Year A, Taxpayer had not used the proration methodology either
in estimating its projected ADFIT balance or for the calculation of ADFIT for purposes of
the true-up. Members of Taxpayer's tax department became concerned about the
normalization implications of not using the proration formula during Year A. In filing
Case A, Case B, and Case C, Taxpayer incorporated the proration methodology into the
calculation of its projected ADFIT balance. In addition, Taxpayer incorporated the
proration methodology into the calculation of the true-up in Case B. The staff of
Commission A did not agree that the test period used for the rate adjustment
ratemaking was a future test period and therefore asserted that the proration
methodology was not required. In each of these cases, Commission A approved the
use of the proration methodology in the projected ADFIT balance but denied its use in
the true-up. When Commission A approved the use of the proration methodology for
the projected ADFIT balance, it revised a portion of the Taxpayer’s cash working capital
allowance to reflect the adoption of the proration methodology. The adjusted portion
was intended to compensate Taxpayer for the lag in time between when expenditures
are made for services by Taxpayer and when collections for those services are received
by Taxpayer. Commission A concluded that the item in the cash working capital
allowance was duplicative of the effect of the proration methodology and was thus
unnecessary. Due to the uncertainty surrounding the application of the proration
methodology and the adjustment to cash working capital, Commission A directed
Taxpayer to seek this ruling from the Internal Revenue Service.

Both Commission A and Commission C at all times have required that all public
utilities under their respective jurisdictions use normalized methods of accounting.

Taxpayer requests that we rule as follows:

1. The proration methodology requirement does not apply to stand-alone rate
adjustment ratemaking and to the Commission C formula rates even if they
involve future test periods.

2. The estimated projection component of both the stand-alone rate adjustment
ratemaking and the formula rate does not employ a future test period within the
meaning of § 1.167(1}-1(h)(6)(ii) and therefore Taxpayer is not required to use the
proration methodology in order to comply with the normalization rules.
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3. The true-up component of both the stand-alone rate adjustment ratemaking and
the formula rate does not employ a future test period within the meaning of §
1.187(1)-1(h){B)(ii} and therefore Taxpayer is not required to use the proration
methodology in order to comply with the normalization rules.

4. In Taxpayer's stand-alone rate adjustment proceedings, an adjustment to
eliminate from the Taxpayer's cash working capital allowance any provision for
accelerated depreciation-related ADFIT if the proration methodology is employed
does not conflict with the normatization rules.

5. In order to comply with the consistency requirement of the normalization rules, it
is not necessary that the Taxpayer use the same averaging convention it uses in
computing the other elements of rate base in computing its ADFIT balance for
purposes of the formula rates.

6. If the Service rules adversely with respect to Rulings 1, 2, or 3, above, any failure
by Taxpayer to employ the proration methodology prior to the proceedings in
Cases A, B, or C or the effective date approved by Commission C for the
requested modification of the formula rates was not a violation of the
normalization rules requiring sanctions for such violation.

7. In the event that the Service rules adversely with respect to Ruling 5, above,
Taxpayer's failure to comply with the consistency requirement in connection with
its formula rates prior to the effective date approved by Commission C for the
requested modification of the formula rates was not a violation of the
normalization rules.

Law and Analysis

Issues 1 and 2

Former section 167(l) of the Code generally provided that public utilities
were entitled to use accelerated methods for depreciation if they used a "normalization
method of accounting." A normalization method of accounting was defined in former
section 167()(3)(G) in a manner consistent with that found in section 168(i)(9)(A).
Section 1.167(1)-1(a)(1) of the Income Tax Regulations provides that the normalization
requirements for public utility property pertain only to the deferral of federal income tax
liability resulting from the use of an accelerated method of depreciation for computing
the allowance for depreciation under section 167 and the use of straight-line
depreciation for computing tax expense and depreciation expense for purposes of
establishing cost of services and for reflecting operating results in regulated books of
account. These regulations do not pertain to other book-tax timing differences with
respect to state income taxes, F.I.C.A. taxes, construction costs, or any other taxes and
items.

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
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meaning of section 168(i)(10}) if the taxpayer does not use a normalization method of
accounting.

In order to use a normalization method of accounting, section 168(i)(9)(A}
requires that a taxpayer, in computing its tax expense for establishing its cost of service
for ratemaking purposes of establishing its cost of service for ratemaking purposes and
reflecting operating results in its regulated books of account, to use a method of
depreciation with respect to public utility property that is the same as, and a
depreciation period for such property that is not shorter than, the method and period
used to compute its depreciation expense for such purposes. Under section
188(i)(9)(A)(ii), if the amount allowable as a deduction under section 168 differs from the
amount that-would be ailowable as a deduction under section 167 using the method,
period, first and last year convention, and salvage value used to compute regulated tax
expense under section 168(i)(9)(A)(i), the taxpayer must make adjustments to a reserve
to reflect the deferral of taxes resulting from such difference.

Section 1.167(1)-1(h)(8) sets forth additional normalization requirements with
respect to public utility property. Under § 1.167(1)-1(h)(6)(i), a taxpayer does not use a
normalization method of accounting if, for ratemaking purposes, the amount of the
reserve for deferred taxes excluded from the rate base, or treated as cost-free capital,
exceeds the amount of the reserve for the period used in determining the taxpayer's
ratemaking tax expense. Section 1.167(1)-1(h)(6)(ii) also provides the procedure for
determining the amount of the reserve for deferred taxes to be excluded from rate base
or to be included as no-cost capital. If, in determining depreciation for ratemaking tax
expense, a period (the "test period") is used which is part historical and part future, then
the amount of the reserve account for this period is the amount of the reserve at the end
of the historical portion of the period and a pro rata amount of any projected increase to
be credited to the account during the future portion of the period. The pro rata amount
of any increase during the future portion of the period is determined by multiplying the
increase by a fraction, the numerator of which is the number of days remaining in the
period at the time the increase is to accrue, and the denominator of which is the total
number of days in the future portion of the period.

Section 1.167(1)-1(h)(6)(i) makes it clear that the reserve excluded from rate base
must be determined by reference to the same period as is used in determining
ratemaking tax expense. A taxpayer may use either historical data or projected data in
calculating these two amounts, but it must be consistent. As explained in section
1.167(1)-1(a)(1), the rules provided in section 1.167(1)-1(h)(8)(i) are to insure that the
same time period is used to determine the deferred tax reserve amount resulting from
the use of an accelerated method of depreciation for cost of service purposes and the
reserve amount that may be excluded from the rate base or included in no-cost capital
in determining such cost of services.

If a taxpayer chooses to compute its ratemaking tax expense and rate base
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exclusion amount using projected data then it must use the formula provided in section
1.167(I)-1(h){(8)(ii) to calculate the amount of deferred taxes subject to exclusion from
the rate base. This formula prorates the projected accruals to the reserve so as to
account for the actual time these amounts are expected to be in the reserve. As
explained in § 1.167()-1(a)(1), the formula in section 1.167(1)-1(h){(6)(ii) provides a
method to determine the period of time during which the taxpayer will be treated as
having received amounts credited or charged to the reserve account so that the
disallowance of earnings with respect to such amounts through rate base exclusion or
treatment as no-cost capital will take into account the factor of time for which such
amounts are held by the taxpayer.

The purpose of the proration formula is to prevent the immediate flow-through of
the benefits of accelerated depreciation to ratepayers. The proration formula stops flow-
through by limiting the deferred tax reserve accruals that may be excluded from rate
base, and thus the earnings on rate base that may be disallowed, according to the
length of time these accruals are actually in the reserve account.

The effectiveness of § 1.167(1)-1(h)(6){(ii) in resolving the timing issue has been
questioned by its failure to define some key terms. Nowhere does this provision state
what is meant by the terms "historical" and "future" in relation to the period for
determining depreciation for ratemaking tax expense (the "test period"). One
interpretation focuses on the type or quality of the data used in the ratemaking process.
According to this interpretation, the historical period is that portion of the test period for
which actual data is used, while the portion of the period for which data is estimated is
the future period. The second interpretation focuses on when the utility rates become
effective. Under this interpretation, the historical period is that portion of the test period
before rates go into effect, while the portion of the test period after the effective date of
the rate order is the future period.

The first interpretation, which focuses on the quality of the ratemaking data, is an
attractive one. It proposes a simple rule, easy to follow and to enforce: any portion of
the reserve for deferred taxes based on estimated data must be prorated in determining
the amount to be deducted from rate base. The actual passage of time between the
date ratemaking data is submitted and the date rates become effective is of no
importance. But this interpretation of the regulations achieves simplicity at the expense
of precision; in other words, it is overbroad. The proration of all estimated deferred tax
data does serve to magnify the benefits of accelerated depreciation to the utility, but this
is not the purpose of normalization. Congress was explicit: normalization “in no way
diminishes whatever power the [utility regulatory] agency may have to require that the
deferred taxes reserve be excluded from the base upon which the utility's permitted rate
of return is calculated." H.R. Rep. No. 413, 91st Cong., 1st Sess. 133 (1969).

In contrast, the second interpretation of section 1.187(l)-1(h)}{8)(ii) of the
regulations is consistent with the purpose of normalization, which is to preserve for
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regulated utilities the benefits of accelerated depreciation as a source of cost-free
capital. The availability of this capital is ensured by prohibiting flow-through. But
whether or not flow-through can even he accomplished by means of rate base
exclusions depends primarily on whether, at the time rates become effective, the
amounts originally projected to accrue to the deferred tax reserve have actuaily
accrued.

If rates go into effect before the end of the test period, and the rate base
reduction is not prorated, the utility commission is denying a current return for
accelerated depreciation benefits the utility is only projected to have. This procedure is
a form of flow-through, for current rates are reduced to reflect the capital cost savings of
accelerated depreciation deductions not yet claimed or accrued by the utility. Yet
projected data is often necessary in determining rates, since historical data by itself is
rarely an accurate indication of future utility operating resuits. Thus, the regulations
provide that as long as the portion of the deferred tax reserve based on projected
(future estimated) data is prorated according to the formula in section 1.167()-1(h){(6)(ii),
a regulator may deduct this reserve from rate base in determining a utility's allowable
return. In other words, a utility regulator using projected data in computing ratemaking
tax expense and rate base exclusion must account for the passage of time if it is to
avoid flow-through.

But if rates go into effect after the end of the test period, the opportunity to flow
through the benefits of future accelerated depreciation to current ratepayers is gone,
and so too is the need to apply the proration formula. In this situation, the only question
that is important for the purpose of rate base exclusion is the amount in the deferred tax
reserve, whether actual or estimated. Once the future period, the period over which
accruals to the reserve were projected, is no longer future, the question of when the
amounts in the reserve accrued is no longer relevant (at the time the new rate order
takes effect, the projected increases have accrued, and the amounts to be excluded
from rate base are no longer projected but historical, even though based on estimates).

There are two kinds of ratemaking at issue here, with identical components. For
both the stand-alone rate adjustment and the formula rates, Taxpayer estimates the
various components of rate base. Rates go into effect as of the beginning of the service
year.! As such, the rates are in effect during the test year and the proration formula
must be used. The addition of the true up increases the ultimate accuracy of the rates
but does not convert a future test period into a historical test period as those terms are
used in the normalization regulations. Therefore, Taxpayer is required to apply the
proration formula in calculating accumulated deferred income taxes for purposes of
calculating rate base.

Issue 3

" We note that, because Taxpayer is using estimated data for the test period, the test period at issue here
constitutes a “future test period” under the first interpretation discussed above as well.
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As discussed above, where a taxpayer computes its ratemaking tax expense and
rate base exciusion amount using projected data then must use the proration formula
provided in section 1.167(I)-1(h}(6)(ii} to calculate the amount of deferred taxes subject
to exclusion from the rate base. This formula prorates the projected accruals to the
reserve so as to account for the actual time these amounts are expected to be in the
reserve. As explained in § 1.167()-1(a){1), the formula in section 1.167(1)-1(h){(6)(ii)
provides a method to determine the period of time during which the taxpayer will be
treated as having received amounts credited or charged to the reserve account so that
the disallowance of earnings with respect to such amounts through rate base exclusion
or treatment as no-cost capital will take into account the factor of time for which such
amounts are held by the taxpayer.

The purpose of the proration formula is to prevent the immediate flow-through of
the benefits of accelerated depreciation to ratepayers. The proration formula stops flow-
through by limiting the deferred tax reserve accruals that may be excluded from rate
base, and thus the earnings on rate base that may be disallowed, according to the
length of time these accruals are actually in the reserve account.

In contrast to the projections discussed above, the true-up component is
determined by reference to a purely historical period and there is no need to use the
proration formula to calculate the differences between Taxpayer's projected ADFIT
balance and the actual ADFIT balance during the period. In calculating the true-up,
proration applies to the original projection amount but the actual amount added to the
ADFIT over the test year is not modified by application of the proration formula.

Issue 4

In Taxpayer's stand-alone rate adjustment proceedings, Commission A adjusted
the already-approved cash working capital allowance specifically to mitigate the effect of
the use of the proration methodology, finding the effects duplicative. in general,
taxpayers may not adopt any accounting treatment that directly or indirectly circumvents
the normalization rules. See generally, § 1.46-6(b)(2)(ii) (In determining whether, or to
what extent, the investment tax credit has been used to reduce cost of service,
reference shall be made to any accounting treatment that affects cost of service); Rev.
Proc 88-12, 1988-1 C.B. 637, 638 (It is a violation of the normalization rules for
taxpayers to adopt any accounting treatment that, directly or indirectly flows excess tax
reserves to ratepayers prior to the time that the amounts in the vintage accounts
reverse). Here, Commission A adjusted the cash working capital allowance specifically
to mitigate the effect of the application of the proration methodology. This is
inconsistent with the normalization rutes. We do not hold that the normalization rules
require a similar type of cash working capital adjustment in all cases; we hold only that,
where, as here, it is adjusted or removed in an attempt to mitigate the effects of the
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application of the proration methodology or similar normalization rule, that adjustment or
removal is not permitted under the normalization rules.

issue 5

Former section 167(1) of the Code generally provided that public utilities were
entitled to use accelerated methods for depreciation if they used a “"normalization
method of accounting.” A normalization method of accounting was defined in former
section 167()(3)(G) in a manner consistent with that found in section 168(i)(9)(A).
Section 1.167(1)-1(a)(1) of the Income Tax Regulations provides that the normalization
requirements for public utility property pertain only to the deferral of federal income tax
liability resulting from the use of an accelerated method of depreciation for computing
the allowance for depreciation under section 167 and the use of straight-line
depreciation for computing tax expense and depreciation expense for purposes of
establishing cost of services and for reflecting operating results in regulated books of
account. These regulations do not pertain to other book-tax timing differences with
respect to state income taxes, F.I.C.A. taxes, construction costs, or any other taxes and
items.

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
meaning of section 168(i)(10)) if the taxpayer does not use a normalization method of
accounting.

In order to use a normalization method of accounting, section 168(i)(9)(A)
requires that a taxpayer, in computing its tax expense for establishing its cost of service
for ratemaking purposes of establishing its cost of service for ratemaking purposes and
reflecting operating results in its regulated books of account, to use a method of
depreciation with respect to public utility property that is the same as, and a
depreciation period for such property that is not shorter than, the method and period
used to compute its depreciation expense for such purposes. Under section
168(1)(9)(A)(ii), if the amount allowable as a deduction under section 168 differs from the
amount that-would be allowable as a deduction under section 167 using the method,
period, first and last year convention, and salvage value used to compute regulated tax
expense under section 168(i)(9)(A)(i), the taxpayer must make adjustments to a reserve
to reflect the deferral of taxes resulting from such difference.

Section 168(i)(9)(B)(i) of the Code provides that one way the requirements of
section 168(i)(9)(A) will not be satisfied is if the taxpayer, for ratemaking purposes, uses
a procedure or adjustment which is inconsistent with such requirements. Under section
168(i)(2)(B)(ii), such inconsistent procedures and adjustments include the use of an
estimate or projection of the taxpayer's tax expense, depreciation expense, or reserve
for deferred taxes under section 168(i)(9)(A)(ii), uniess such estimate or projection is
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also used, for ratemaking purposes, with respect to all three of these items and with
respect to the rate base.

In order to satisfy the requirements of §168(i)(9)(B), there must be consistency in
the treatment of costs for rate base, regulated depreciation expense, tax expense, and
deferred tax revenue purposes. Here, rate base, depreciation expense, and
accumulated deferred income taxes are all calculated in consistent fashion — all are
averaged over the same period. While there are minor differences in the convention
used to average all elements of rate base including depreciation expense on the one
hand, and ADFIT on the other, for purposes of §168(i){9)(B), it is sufficient that both are
determined by averaging and both are determined over the same period of time. Thus,
the calculation of average rate base and accumutated deferred income taxes as
described above complies with the consistency requirement of §168(i)(9)(B).

Because of the conclusion reached above, Taxpayer's seventh issue is moot and
will not be considered further.

Issue 6

Because the Service has ruled in Issue 1 and 2 that Taxpayer was required to
use the proration formula applicable to future test periods for the projected revenue
requirement, prospectively adhering to the Service’s interpretation of § 1.167(1)-
1(h)(B)(ii) require adjustments to conform to this ruling. Any rates that have been
calculated using procedures inconsistent with this ruling (“nonconforming rates”) which
are or which have been in effect and which, under applicable state or federal regulatory
law, can be adjusted or corrected to conform to the requirements of this ruling, must be
so adjusted or corrected. Where nonconforming rates cannot be adjusted or corrected
to conform to the requirements of this ruling due to the operation of state or federal
regulatory law, then such correction must be made in the next regulatory filing or
proceeding in which Taxpayer's rates are considered. Specifically, the current timing of
Taxpayer's stand-alone rate adjustment filings with Commission A will accommodate all
adjustments or corrections to any prior estimated projections or true-ups necessary to
conform to the requirements of this ruling in rates having an effective date no later Date
X, including Case A, Case B, and Case C. In addition, Taxpayer has already sought an
order from Commission C to make the necessary changes to the rate templates, not
simply unilaterally adjusting the calculations (or the manner in which the templates are
completed) in the next annual projections or true-up adjustments. If Taxpayer must
request these changes through a filing with Commission C, Taxpayer has represented
that it will make a filing with Commission C to amend its formula rate template within six
months of receipt of this ruling letter, requesting that Commission C apply a
methodology in accordance with this letter using an effective date of the first month
following the date of the filing made with Commission C. Following Commission C’s
order in that filing, Taxpayer will prospectively apply the methodology consistent with
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this letter approved by Commission C. Until Commission C acts on the filing, Taxpayer
will continue to use the methodology described above.

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
meaning of section 168(i)(10)) if the taxpayer does not use a normalization method of
accounting. However, in the legislative history to the enactment of the normalization
requirements of the Investment Tax Credit, Congress has stated that it hopes that
sanctions will not have to be imposed and that disallowance of the tax benefit (there, the
ITC) should be imposed only after a regulatory body has required or insisted upon such
treatment by a utility. See Senate Report No. 92-437, 92" Cong., 1% Sess. 40-41
(1971), 1972-2 C.B. 559, 581.

Here, Taxpayer has received stand-alone rate adjustments from Commission A
without application of the proration methodology as required. In addition, Taxpayer
used a template approved by Commission C to caiculate formula-based rates. Both
Commission A and Commission C have, at all times, required that utilities under their
respective jurisdictions use normalization methods of accounting. Taxpayer also
intended at all times to comply with the normalization rules. As concluded above,
Taxpayer was required to use the proration methodology in these ratemaking
proceedings. However because Commissions A and C as well as Taxpayer at all times
sought to comply, and because Taxpayer will take the corrective actions described
above, it is not currently appropriate to apply the sanction of denial of accelerated
depreciation to Taxpayer.

Conclusions

1. The proration methodology requirement applies to all future test periods.

2. The estimated projection component of both the stand-alone rate adjustment
ratemaking and the formula rate does employ a future test period within the
meaning of § 1.167(1)-1(h)(6)(ii} and therefore Taxpayer is required to use the
proration methodology in order to comply with the normalization rutes.

3. The true-up component of both the stand-alone rate adjustment ratemaking and
the formula rate does not employ a future test period within the meaning of §
1.167(1)-1(h){6)(ii) and therefore Taxpayer is not required to use the proration
methodology in order to comply with the normalization rules.

4. in Taxpayer's stand-alone rate adjustment proceedings, an adjustment to
eliminate from the Taxpayer's cash working capital allowance any provision for
accelerated depreciation-related ADFIT if the proration methodology is employed
does conflict with the normalization rules.

5. In order to comply with the consistency requirement of the normalization rules, it
is not necessary that the Taxpayer use the same averaging convention it uses in
computing the other elements of rate base in computing its ADFIT balance for
purposes of the formula rates.
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6. The Service rules adversely with respect to Rulings 1 and 2, above. Any failure
by Taxpayer to employ the proration methodology prior to the proceedings in
Cases A, B, or C or the effective date approved by Commission C for the
requested modification of the formula rates was not a violation of the
normalization rules requiring sanctions for such violation.

7. Because the Service rules favorably with respect to Ruling 5, above, Taxpayer's
requested Ruling 7 is moot.

Except as specifically determined above, no opinion is expressed or implied
concerning the Federal income tax consequences of the matters described above.

This ruling is directed only to the taxpayer who requested it. Section 6110(k)(3)
of the Code provides it may not be used or cited as precedent. in accordance with the
power of attorney on file with this office, a copy of this letter is being sent to your
authorized representative. We are also sending a copy of this letter ruling to the
Director.

Sincerely,

Peter C. Friedman

Senior Technician Reviewer, Branch 6
Office of the Associate Chief Counsel
(Passthroughs & Special Industries)
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System )
Operator, Inc., and ) Docket No. ER16-206-000 & 001
)
ITC Midwest LLC )
CERTIFICATE OF SERVICE

I hereby certify that I have caused a copy of the foregoing document to be served on each
person designated on the official service list compiled by the Secretary of the Commission in this
proceeding on this 9" day of December 2015.

/s/e John R. Staffier
John R. Statfier
Stuntz, Davis & Staffier, P.C.
555 Twelfth Street, N.W., Suite 630
Washington, D.C. 20004
T: 202-638-6588
F: 202-638-6581
istaffier(@sdsatty.com
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Midcontinent Independent System

Operator, Inc., and Docket No. ER16-206-000

ITC Midwest LLC
MOTION OF WISCONSIN POWER AND LIGHT COMPANY
FOR PERMISSION TO RESPOND TO ANSWER,
AND RESPONSE THERETO

Pursuant to Rules 212 and 213 of the Federal Energy Regulatory Commission’s (the
“FERC” or “Commission”) Rules of Practice and Procedure, 18 CFR §§ 385.212 and 385.213,
Wisconsin Power and Light Company (“WPL”) respectfully requests that it be permitted to
respond to the Motion for Leave to Answer and Answer of I'TC Midwest LLC (“1TC Midwest”)
to the Protest of Wisconsin Power and Light Company (the “Answer™), which was filed on
December 9, 2015.

INTRODUCTION

On October 30, 2015, as amended on November 3, 2015, the Midcontinent Independent
System Operator, Inc. (“MISO™), on behalf of ITC Midwest, tendered for filing an unexecuted
Facilities Services Agreement between WPL and ITC Midwest (the “FSA™). The FSA is
intended to provide a means for ITC Midwest to recover from WPL the cost of certain network
upgrades to ITC Midwest’s transmission system that are associated with WPL’s Bent Tree Wind
Farm (“Bent Tree™).

The FSA contains a cost-of-service formula rate under which charges to WPL are based
on certain costs incurred by ITC Midwest. WPL has filed a Protest of the FSA (the “Protest”) on

the basis that charges under the cost-of-service formula rate included in the FSA would be

excessive and unreasonable. As explained in the Protest, ITC Midwest has opted out of using
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bonus depreciation for calculation of Federal income tax expense, and therefore the rate in the
FSA will result in recovery by ITC Midwest of certain imprudently-incurred costs. In the
Answer, ITC Midwest has attempted to refute the demonstration made in the Protest. As
discussed below, there is no merit to any of the arguments made by ITC Midwest.

REQUEST FOR AUTHORIZATION TO RESPOND TO THE ANSWER

Rule 213(a)(2) of the FERC’s Rules of Practice prohibits the filing of (a) answers to
protests, and (b) replies to answers, without FERC authorization. However, the FERC generally
accepts replies to pleadings for which FERC authorization is needed that enhance its
understanding of the issues being raised.’ In the event the FERC accepts the Answer, WPL
respectfully requests that the FERC also accept this Response to the Answer in order to develop
a more complete record on which it can issue a reasoned response.

RESPONSE TO ANSWER

A. ITC Midwest Has No Right to Recover Costs that are Not Prudent]y Incurred.

ITC Midwest asserted in the Answer that it has an “unconditional” right under the
Internal Revenue Code to opt out of using bonus depreciation (“BI>”), and therefore (Answer at
0-7):

...the only conclusion that can reasonably be drawn is that Congress intended all
taxpayers to have the unfettered right to opt out of BD whenever they determined

that in their own specific circumstances, taking BD would not be advantageous or
would actually be damaging.

Contrary to ITC Midwest’s assumption, WPL is not contesting the right of ITC Midwest
to opt out of bonus depreciation. However, Section 205(a) of the Federal Power Act requires

rates and charges for FERC-jurisdictional services to be just and reasonable. As discussed in the

! See, e.g. Southern California Edison Co., 135 FERC 761,093 at P 16 (2011) (accepting answers to pleading
“because thase answers provided information that assisted [the Commission] in [its] decision-making process™);
New York Independent System Operator, Inc., 134 FERC 961,058 at P 24 (2011) (accepting answers to pleadings
because they provided information that aided the FERC in better understanding the matters at issue in the
proceeding).



20151218-5256 FERC PDF (Unofficial) 12/18/2015 12:07:06 PM Attachment A
Page 235 of 733

Appendix 6
Page 3 of 11

Protest, ITC Midwest does not have the unfettered right under the Federal Power Act to recover
imprudently-incurred costs through a rate schedule on file at the FERC. The mere fact that ITC
Midwest has the statutory right to opt out of bonus depreciation does not establish that its
decision to do so was prudent. ITC Midwest should not be permitted to recover costs of system
upgrades from WPL, including capital costs, that are the result of its decision to opt out of using
bonus depreciation and therefore were imprudent.

B. Transmission System Upgrades Installed by ITC Midwest to Support Bent Tree May
Be Eligible for Bonus Depreciation.

ITC Midwest argues that its rates should not be adjusted based on assumed use of bonus
depreciation in part because “[m]ost of the facilities in question are not now and may never be
eligible for BD” (Answer at 2). However, ITC Midwest has acknowledged that the facilities
constructed in 2014 are eligible for bonus depreciation (Answer at 5). Moreover, as discussed in
the Aftfidavit of Jennifer E. Janecek which was attached to the Protest, it is reasonable to expect
that bonus depreciation will be extended by Congress. In fact, a 5-year extension of bonus
depreciation is part of the “Protecting Americans from Tax Hikes Act of 2015 which has been
passed by the House of Representatives and is expected to be passed by the Senate and signed by
the President before the end of 2015. ITC Midwest also acknowledged that the facilities
constructed by ITC Midwest in 2015 to support Bent Tree could become eligible for bonus
depreciation if the use of bonus depreciation is extended (Answer at 5). WPL is simply asking to
have charges under the FSA limited to costs that have been prudently incurred, after
consideration of the extent to which the facilities installed to support Bent Tree are actually

eligible for bonus depreciation.
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C. ITC Midwest Has the Ability to Avoid a Violation of the Normalization Rules by
Using Bonus Depreciation.

ITC Midwest also objects to having its charges under the FSA adjusted to reflect the use
of bonus depreciation for facilities installed to support Bent Tree in part because such adjustment
of its rates might cause a violation of the normalization rules of the IRS:

...since BD was not actually taken by ITC Holdings in its consolidated tax return
for 2014, and since ITC Holdings does not plan to take BD for 2015, simulating
the taking of BD in ITC Midwest’s charges to WPL, and assuming a

corresponding reduction to ITC Midwest’s revenue requirement as WPL has
proposed, would constitute a normalization violation under applicable IRS Rules.

Under normal circumstances, ITC Holdings would not be expected to file its 2015
Federal income tax return until September 2016. A violation of the IRS normalization rules will
not occur unless and until rates have been established on the basis of presumed use of bonus
depreciation for 2015 Federal income tax purposes, but ITC Midwest has actually opted out of
using bonus depreciation. Therefore, the establishment of charges under the FSA at the present
time based on the presumed use of bonus depreciaiton would not cause a violation of the
normalization rules.

As discussed in the Protest, many senior management officials of 1TC Midwest are also
officials of ITC Holdings, and they therefore have discretion over whether bonus depreciation
will be used by ITC Midwest. When ITC Holdings files its 2015 Federal income tax return, ITC
Holdings (and ITC Midwest) has the ability to use bonus depreciation to calculate Federal
income tax expense for their 2015 return based on eligible costs. If it did so, the adjustment of
charges under the FSA based on use of bonus depreciation would not eonstitute a violation of the

normalization rules of the IRS. Thus, even if the FERC requires 1TC Midwest to calculate

2 A consolidated Federal income tax return is filed by ITC Holdings LLC, the corporate parent of ITC Midwest, on
behalf of all of its subsidiaries, inciuding 1TC Midwest.
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charges under the FSA based on presumed use of bonus depreciation in its 2015 Federal income
tax return, 1TC Holdings (and therefore ITC Midwest) has the ability to avoid a violation of the

IRS normalization rules by filing a tax return for 2015 without opting out of bonus depreciation.

D. The Alternative Retlief Sought by WPL Is Reasonable.

WPL noted in the Protest that, under appropriate circumstances, the FERC has adjusted
the otherwise applicable rate of return on common equity used to calculate rates and charges
subject to its jurisdiction in order to provide an incentive for utilities to act in the way desired by
the FERC. Consistent with that policy, WPL proposed that if ITC Midwest is unwilling to use
bonus depreciation for network upgrades instatied to support Bent Tree, the return on equity used
to calculate charges in the FSA should be set at the lowest end of the zone of reasonableness for
ITC Midwest as previously determined by the FERC (Protest at 12). 1TC Midwest claims that
grant of such alternative relief may cause a violation of the normalization rules and, in any event,
that the return on equity can only be changed either by the Company in a filing under Section
205 of the Federal Power Act or by the FERC pursuant to Section 206 of the Federal Power Act
(Answer at 10-11).

Attached to the Answer are certain Private Letter Rulings issued by the IRS which
discuss the circumstances in which adjustment of rates for regulated public utility service may
result in a violation of the normalization rules of the IRS. ITC Midwest noted in footnote 20 of
the Answer that in one case, “a proposed reduction of tax expense in the Taxpayer’s cost of
service” would constitute a violation of the normalization rules if the reduction would, in effect,
“flow through the tax benefits of accelerated depreciation deductions through to rate payers even

though the Taxpayer has not yet realized such benefits.” More generally, these Private Letter



20151218-5256 FERC PDF (Unofficial) 12/18/2015 12:07:06 PM Attachment A
Page 238 of 733

Appendix 6
Page 6 of 11

Rulings stated that *taxpayers may not adopt any accounting treatment that directly or indirectly
circumvents the normalization rules.”

Contrary to the assumption being made by ITC Midwest, the alternative relief being
sought by WPL would not involve a reduction of tax expense in the cost-of-service of ITC
Midwest or otherwise require adoption of any accounting treatment that directly or indirectly
circumvents the normalization rules. Instead, the alternative relief is simply intended to provide
an incentive for ITC Midwest to use bonus depreciation, and to provide a reduction in charges to
WPL if ITC Midwest and ITC Holdings persist in opting out of using bonus depreciation and
thereby imposing excessive and imprudently-incurred costs on WPL.

Significantly, the amount of the reduction in revenues as a result of the alternative relief
requested by WPL is unrelated to the amount of a reduction in revenue that would be collected
by ITC Midwest if it used bonus depreciation. It is therefore evident that the proposed reduction
in the return on equity used to calculate charges to WPL under the FSA does not in any way
represent an attempt by WPL “to simulate the taking of BD when BD has not actually been
taken,” as suggested by ITC Midwest (see, Answer at 1 1).4

Procedurally, this proceeding involves a rate schedule of ITC Midwest that has been filed
at the FERC pursuant to Section 205 of the Federal Power Act. That rate schedule has a cost-of-
service formula rate pursuant to which charges to WPL will be based on a formula that includes
a specified rate of return on common equity. Section 205(a) of the Federal Power Act requires
all rates and charges under filed rate schedules to be “just and reasonable.” In the event that the

proposed charges in the FSA are determined to be unjust and unreasonable because they include

? Significantly, in the Private Letter Rulings cited by ITC Midwest, the entities in question did not have the ability to
avoid a normalization problem, as does ITC Midwest (by filing a 2015 Federal income tax return in late 2016
without opting out of using bonus depreciation).

* ITC Midwest acknowledged in the Answer at 10 that it does not actually know the amount of revenue reduction
which would result from adoption of the alternative relief.

6
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imprudently-incurred costs, the FERC has authority pursuant to Section 205(c) of the Federal
Power Act to order a reduction in such charges. The mere fact that the return on equity used to
calculate charges under the FSA is the same return on equity as that used to calculate
transmission rates to MISO Transmission Owners does not render that ROE sacrosanct or
otherwise exempt from modification in the context of the FSA.

It should be noted that if ITC Midwest is permitted to opt out of using bonus depreciation
with impunity under circumstances in which it would be imprudent for it to do so, many other
electric utilities might similarly decide to opt out of bonus depreciation, and thereby to inflate the
rate base used to determine their FERC-jurisdictional rates. Therefore, if and to the extent that
the reduction of the return on equity of ITC Midwest is deemed to cause a potential violation of
the IRS normalization rules, the FERC should impose a financial penalty on ITC Midwest (rather
than an adjustment to rates) that is sufficiently large to provide it with an effective economic
disincentive to opting out of using bonus depreciation.

E. ITC Midwest Has Not Shown That Use of Bonus Depreciation Will Have a
Negative Impact on it.

In an effort to retain the ability to recover imprudently-incurred costs from WPL, ITC
Midwest asserted that the use of bonus depreciation somehow “would have a negative impact on
ITC Midwest” (Answer at 7-9). However, ITC Midwest has not provided any information to
substantiate this assertion.

Specifically, although ITC Midwest noted that the use of bonus depreciation on
transmission upgrades installed to support Bent Tree would cause a reduction in the rate base of
ITC Midwest, and would result in a reduction of the revenue requirement under the FSA
(Answer at 8), it failed to explain how such a reduction in its revenue requirement would be

harmful to ITC Midwest. Significantly, the accumulated deferred income taxes (“ADIT”) that
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would result from use of bonus depreciation would act as a source of cost-free capital to ITC
Midwest. Therefore, the reduction in its revenue requirement resufting from use of bonus
depreciation would simply reflect the fact that ITC Midwest’s costs had been reduced. ITC
Midwest has not explained how a reduction in its costs in that manner might legitimately be
characterized as harmful to it.

Moreover, although ITC Midwest criticized calculations of the revenue impact of bonus
depreciation that were submitted by WPL on the basis that such calculations “do not reflect the
net operating losses (‘NOLs’) that would result for the Bent Tree upgrades if BD was somehow
taken for only the Bent Tree facilities” (Answer at 7), ITC Midwest has not provided any
information to show that it would be subject to NOLs if bonus depreciation was taken for the
Bent Tree facilities. Even if ITC Midwest experienced NOLs, those NOLs could be carried back
to prior years when ITC Midwest paid taxes or ITC Midwest’s rate base would not be reduced
due to the inclusion of the portion of deferred tax assets related to depreciation. When ITC
Midwest has taxable income in the future, the deferred tax assets would be utilized to reduce rate
base at that time and customer rates would then be reduced. Accordingly, NOLs may not
properly be characterized as being harmful to ITC Midwest.

In any event, insofar as WPL is aware, there is no general Commission policy to permit
utilities to recover imprudently-incurred costs simply because removal of such imprudently-
incurred costs from its cost of service would result in a reduction in a utility’s revenue
requirement. A utility such as ITC Midwest should not be permitted to pass imprudently-
incurred costs through to ratepayers under FERC-filed rates simply because it was lawful for the

utility to incur those costs.
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WHEREFORE, for the reasons discussed in the Protest and herein, the FERC should take
appropriate action to protect WPL from having to pay excessive charges under the FSA simply
because ITC Midwest has opted out of using bonus depreciation on facilities installed to support
Bent Tree to which it is entitled under the Internal Revenue Code.

Respectfully submitted,

WISCONSIN POWER AND LIGHT COMPANY

By James K, Mitchell
James K. Mitchell
Davis Wright Tremaine LLP
1919 Pennsylvania Avenue, NW
Washington, DC 20006
202-973-4241

Its Attorney
December 18, 2015
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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 of the Commission in the above-
captioned proceeding.

Dated at Washington, DC this 18" day of December, 2015.

James K. Mitchell
James K. Mitchell
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