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DOCKET NO. 12-069-U 1 

DIRECT TESTIMONY 2 

OF 3 

DANIEL PEACO 4 

 5 

I. QUALIFICATIONS 6 

Q. Please state your name, position, and business address. 7 

A. My name  is  Daniel  Peaco.   I  am President  of  La  Capra  Associates,  Inc.   My  business  8 

address is One Washington Mall, 9th Floor, Boston, Massachusetts  02108.   9 

Q. Please summarize your professional experience and qualifications. 10 

A. I am an electric power industry planning specialist with over 30 years of experience in 11 

power markets and marketing, strategic planning, pricing and price forecasting, 12 

power procurement and contracts, and power systems planning.  My consulting 13 

practice has included a range of engagements relating to integrated resource 14 

planning, transmission planning, renewable energy planning and policy, 15 

competitive electric markets and industry restructuring, generation asset 16 

valuation, strategic planning, competitive market formation and pricing, market 17 

analysis of prices and supply requirements, power contract analysis, and power 18 

procurement practices.   19 

I  am currently President  of  La Capra Associates  and have served in that  capacity since 20 

2001.  Prior to joining La Capra Associates, I held power supply planning positions with 21 
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Central Maine Power Company  (1986-96), Pacific Gas & Electric Company (1981-86), 1 

and the Massachusetts Energy Facilities Siting Council (1978–79).   2 

I hold a master’s degree in Engineering Sciences from the Thayer School of Engineering 3 

at Dartmouth College (1981) and a bachelor’s degree in Civil Engineering from the 4 

Massachusetts Institute of Technology (1977).  A copy of my resume is attached hereto 5 

as Exhibit DEP-1. 6 

Q. Please summarize La Capra Associates and its business. 7 

A. La Capra Associates provides consulting services in energy planning, market analysis, 8 

and regulatory policy in the electricity and natural gas industries.   We serve a national 9 

and international clientele from our offices in Boston, Massachusetts; Portland, Maine; 10 

and Williston, Vermont providing consulting services to a broad range of organizations 11 

involved with energy markets, including renewable energy producers, private and public 12 

utilities, energy producers and traders, energy consumers and consumer advocates, 13 

regulatory agencies, and public policy and energy research organizations.  Our technical 14 

skills include power market forecasting models and methods, economics, management, 15 

planning, rates and pricing, and energy procurement, and contracting.  Our experience 16 

includes detailed analyses of energy and environmental performance of the electric 17 

systems, economic planning for transmission, and market analytics.   18 

Q. Have you previously testified before this or other Commissions? 19 

A. Yes.  I appeared before the Arkansas Public Service Commission (“Commission”) on 20 

behalf of General Staff in Docket No. 10-011-U regarding EAI’s exit from the Entergy 21 

system agreement and EAI’s proposal to join the Midwest Independent System Operator 22 

(“MISO”) regional transmission organization (“RTO”) and in several proceedings on 23 

behalf of the General Staff in 2000 and 2001. In addition to my appearances before the 24 
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Commission, I have testified on numerous occasions before state commissions in Maine, 1 

Oklahoma, Connecticut, Georgia and Nevada and have testified before siting agencies in 2 

Massachusetts, Connecticut, and Rhode Island.  A listing of my expert witness 3 

appearances is included in Exhibit DEP-1. 4 

II. PURPOSE OF TESTIMONY 5 

Q. On whose behalf are you appearing in these proceedings? 6 

A. I am testifying on behalf of the General Staff of the Arkansas Public Service Commission 7 

(“Staff”).  Staff retained La Capra Associates to assist in its review of the Application of 8 

Entergy Arkansas, Inc. (“EAI”), Mid South TransCo LLC (“Mid South TransCo”), ITC 9 

Midsouth LLC (“ITC Midsouth”), Transmission Company Arkansas, LLC (“TCA”), and 10 

ITC Holdings Corp (“ITC”) (collectively, “Applicants”) pertaining to the proposed 11 

transfer of EAI’s transmission assets to ITC. 12 

Q. Please describe the purpose of your testimony. 13 

A. The purpose of my Direct Testimony and the Technical Report attached as Staff Exhibit 14 

DEP-2 (“Report”) is to provide Staff’s response to the Application.  The Report explains 15 

Staff’s assessment of the Application and discusses a number of issues that are important 16 

to the decisions pending in this proceeding.  In this testimony, I summarize the key 17 

findings in that Report and provide Staff’s position on the merits of the Application. 18 

Q. Please  provide  a  brief  overview  of  the  Commission  actions  requested  in  the  19 

Application. 20 

A. Entergy and ITC proposed a Transaction that would transfer ownership of the 21 

transmission assets owned by Entergy’s Operating Companies (“Entergy OpCos”) to 22 

ITC, removing EAI and all Entergy OpCos from the transmission business.  Within the 23 
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context of that Transaction, the Commission has been asked to authorize those aspects of 1 

the Transaction that pertain to EAI, and TCA/ITC Arkansas.   2 

In the Transaction, EAI will separate its transmission assets and operations into TCA and 3 

TCA will become a public utility subject to Commission jurisdiction for the transmission 4 

business  that  it  receives  from  EAI.   Following  formation  of  TCA,  EAI  will  transfer  5 

ownership of TCA to Mid South TransCo (an Entergy subsidiary created in the 6 

Transaction to hold TCA and the newly formed wires companies from each of the 7 

Entergy OpCos).  TCA will be included in the spinoff of Mid South TransCo to Entergy 8 

shareholders and the subsequent merger of Mid South TransCo with ITC.  Upon 9 

completion of the merger, TCA will be renamed ITC Arkansas and  will be an operating 10 

subsidiary of ITC Midsouth.  ITC Arkansas will  retain TCA’s status as the public utility 11 

in  Arkansas  subject  to  Commission  jurisdiction.   EAI  and  ITC  Arkansas  will  be  12 

completely separate and unaffiliated companies.  ITC Arkansas will remain affiliated 13 

with the wires companies formed by each of the Entergy OpCo in the Transaction, each 14 

as operating subsidiaries of ITC Midsouth. 15 

The Application includes a number of requests for Commission action to authorize the 16 

EAI and TCA  aspects of the Transaction, including:1 17 

1) Authorization  for  EAI  to  transfer  all  of  its  transmission  assets  to  TCA,  18 

including all authorizations previously granted to EAI to allow TCA to 19 

operate as a transmission utility in Arkansas; 20 

2) Recognition of TCA as a public utility subject to the jurisdiction of the 21 

Commission; 22 

                                                        
1  Application, pages 6 – 9. 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



 

 
Docket No. 12-069-U 5 PUBLIC Direct Testimony of Daniel E. Peaco 
 

3) Exempting TCA from certain statutory requirements related to TCA providing 1 

exclusively wholesale services and not requiring setting of retail rates; 2 

4) An accounting order for deferral of EAI transmission costs resulting from the 3 

Transaction pending the establishment of new base rates; and 4 

5) Authorization for EAI to be restructured as a limited liability company, 5 

transferring EAI to Entergy Arkansas LLC. 6 

The Application also asks for any other approvals necessary from the Commission to 7 

complete the Transaction.  Other steps of the Transaction that may require Commission 8 

action include: 9 

1) EAI’s transfer of its 100% ownership rights of TCA, once formed, to Entergy; 10 

2) Entergy’s transfer of its 100% ownership rights of TCA, once acquired, to Mid 11 

South TransCo; 12 

3) Entergy’s transfer of its 100% ownership rights of TCA, as part of Mid South 13 

TransCo, to the Entergy Shareholders; 14 

4) Entergy shareholders transfer of their 100% ownership rights of TCA to ITC, 15 

once acquired, as part of the merger of Mid South TransCo and ITC; and 16 

5) The transformation of TCA to ITC Arkansas, following completion of the 17 

merger. 18 

The Application also requests that the Commission make a finding that the 19 

Transaction is in the public interest. 20 
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III. SCOPE OF STAFF REVIEW 1 

Q. Please describe Staff’s approach to the preparation of this Direct Testimony. 2 

A. Staff,  with  the  support  of  me  and  others  at  La  Capra  Associates  Inc.,  has  reviewed  the  3 

materials  filed by the Applicants  in  September 2012.   In addition,  Staff2 has conducted 4 

discovery with EAI and ITC on the filed materials and participated in informal technical 5 

sessions.  The technical evaluation of the materials in this effort was conducted by me or 6 

by La Capra Associates personnel working under my direction.  Members of the Staff 7 

and I have collaborated on the development of the conclusions and recommendations 8 

included in this testimony.      9 

Q. What information have you reviewed in preparing this testimony? 10 

A. Staff has reviewed the following documents in preparation of this testimony: 11 

 The Application and the Direct Testimony of the seventeen witnesses for EAI 12 

and ITC offered with the Application. 13 

 The materials provided by EAI and ITC in response to discovery requests 14 

issued in this Docket. 15 

 FERC Dockets EC12-145, EC12-2681, and EL12-107 regarding the joint 16 

filing by ITC, Entergy, and MISO: Joint application for authorization of 17 

acquisition and disposition of jurisdictional transmission facilities, approval 18 

of transmission service formula rate and certain jurisdictional agreements, 19 

and petition for declaratory order on application of section 305(a) of the 20 

Federal Power Act.  21 

                                                        
2  “Staff” is used in this testimony to refer to the collective effort of members of the Staff and members 

of the La Capra Associates project team assisting Staff with this work embodied in this testimony. 
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 ITC’s filings with the U.S. Securities and Exchange Commission related to 1 

the Transaction including ITC’s S-4 filing on September 25, 2012, S-4 2 

Amendment No. 1 filed on December 2, 2012, S-4 Amendment No. 2 filed on 3 

January 29, 2013, S-4 Amendment No. 3 filed on February 20, 2013, and 4 

ITC’s filing pursuant to SEC rule 424(b)(3) filed on February 27, 2013. 5 

 Testimony, exhibits, hearing transcripts, and Commission Orders in Docket 6 

No. 10-011-U related to EAI’s application to join MISO. 7 

 The Commission’s Order No. 6 in Docket No. 11-050-U regarding the joint 8 

application of SWEPCO and AEP Southwestern Transmission Company (SW 9 

Transco) for transfer transmission related authorities from SWEPCO to SW 10 

Transco.  11 

 The Settlement Agreement and Commission Orders in Docket No. 09-084-U 12 

related to EAI’s general rate case. 13 

Q. What criteria did you use in your review? 14 

A. During the review, Staff considered the Commission’s recent ruling regarding the public 15 

interest criteria in the SWEPCO-SW Transco case3 and the Commission’s decisions 16 

regarding EAI’s application to join MISO.4 17 

 In its August 31, 2012 Order, the Commission articulated a standard of substantial 18 

evidence of concrete benefits for ratepayers (in this case, SWEPCO ratepayers).5  Staff  19 

considered the similarities of that case to the Application in this proceeding in concluding 20 

that Staff’s review should examine this Application relative to that same standard.   21 

                                                        
3  Order No. 6, Docket 11-050-U, August 31, 2012. 
4   Docket No. 10-011-U.   
5  Order No. 6, Docket 11-050-U, August 31, 2012, at 18-21. 
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Staff also reviewed the Application to assess the degree of compliance with the 1 

conditions established by the Commission regarding EAI’s membership in MISO, as set 2 

forth in Order Nos. 68, 72, 74, 75 and 76 in Docket No. 10-011-U.  In this context, Staff 3 

reviewed the proposed structure of TCA/ITC Arkansas and the degree to which ITC 4 

ownership would depart from the conditions placed on EAI’s membership in MISO.   5 

IV. CONCLUSIONS AND RECOMMENDATIONS  6 

Q.  Please summarize Staff’s conclusions. 7 

A. The following is a summary of the Staff conclusions: 8 

1. Application as filed does not meet public benefits standard the Commission 9 

articulated in the SWEPCO Order 10 

In APSC Docket No. 11-050-U, the Commission articulated that it “is not 11 

opposed to independent transmission companies or independent transmission 12 

construction and, in fact, it strongly supports the improvement of the 13 

transmission system in this state and region as a means to lower energy costs for 14 

Arkansas ratepayers.”6  However, in that same Order the Commission stated that 15 

a determination of public interest requires that the applicants provide evidence 16 

that the benefits are concrete and “significant enough to outweigh the potential 17 

for increased retail rates.”7 18 

Based on the standard articulated in the SWEPCO docket, the Applicants in this 19 

Docket have not demonstrated concrete benefits that outweigh the significant 20 

quantitative costs. 21 

                                                        
6 Order No. 6, APSC Docket No. 11-050-U at 21. 
7 Id. 
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2. The Transaction imposes significant additional costs to ratepayers 1 

The shift from transmission charges utilizing the Bundled Load exemption to 2 

rates  under  the  MISO  tariff  is  expected  to  result  in  a  significant  increase  in  3 

transmission revenue requirement for Arkansas ratepayers.   The shift to ITC 4 

ownership adds additional costs based on its capital structure, a higher return on 5 

equity, and use of a forward looking test year with an annual true-up provision.  6 

In addition, the costs may be even higher if ITC obtains incentive ROE approval 7 

and adds transmission investment beyond those known additions included in 8 

ITC’s cost estimates. 9 

The Applicants have provided evidence demonstrating that the Transaction will 10 

result in significant increases in transmission charges for both retail ratepayers 11 

and wholesale customers in Arkansas.  Overall, the change in ownership will 12 

result in an increase in annual transmission revenue requirement of between 13 

''''''''''''''''''' ''''''''''''''''' '''''''''''''''''''''''' each year for the first five years.  Even if the impact 14 

of the forward test year and annual true-up provisions for FERC ratemaking is 15 

excluded, as the Applicants propose, the transmission revenue requirement still 16 

increases by ''''''''''''''''''''''' over the status quo each year from 2014-2018. This 17 

estimate includes offsetting quantitative benefits derived from a purportedly 18 

lower cost of debt under ITC and the preservation of the current ADIT and tax 19 

basis. 20 

The increase will likely be higher, but there is currently insufficient evidence to 21 

determine the actual figures because ITC has not provided information on capital 22 

expenditures that will accompany additional transmission projects beyond 23 

Entergy’s  current  forecast.   It  is  also possible  that  ITC will  seek a  higher  ROE 24 

from  FERC  in  the  future,  and  ITC  has  expressly  stated  that  it  believes  it  is  25 
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eligible for an incentive ROE adder.  Each of these uncertainties could result in 1 

significantly higher rates for Arkansas ratepayers. 2 

3. The  Transaction  does  not  yield  significant  benefits  incremental  to  EAI  3 

membership in MISO  4 

The benefits of the Transaction identified by the Applicants are primarily 5 

qualitative in nature.    Many of  these benefits,  such as  ITC’s independence and 6 

broad regional view, are substantially similar to benefits of EAI joining MISO, or 7 

provide only a small incremental benefit over benefits of EAI as a transmission 8 

owning member of MISO. 9 

Additional benefits claimed by the Applicants, such as the increased financial 10 

flexibility, could be achieved through other means that do not impose such a high 11 

quantitative cost on ratepayers.  The Applicants have not sufficiently 12 

demonstrated that other benefits are tangible, such as ITC’s singular focus on 13 

transmission.  While the Applicants also claim that customers will benefit from 14 

the independence and broad regional view of ITC, the opportunities for economic 15 

transmission upgrades to reduce congestion lay primarily in areas other than 16 

Arkansas.  Additionally, while this provides for the possibility that costs would 17 

be shared beyond the region, it also indicates that EAI could be required to pay 18 

for projects in excess of the benefits received. 19 

4. The Transaction will render the Commission’s evaluation and conditional 20 

order in Docket No. 10-011-U obsolete and the APSC will lose jurisdiction 21 

The Commission issued orders in Docket No. 10-011-U to ensure that EAI’s 22 

transition to MISO was in the public interest.  As a result of the Transaction, 23 

many of the conditions of MISO membership identified by the Commission in 24 
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APSC Docket No. 10-011-U that were deemed critical will be voided.  1 

Accordingly, the value and impact of the conditions will be altered.  As ITC will 2 

be primarily operating under FERC jurisdiction, the Commission will lose 3 

significant jurisdiction over transmission operations and, most notably, 4 

transmission rates charged to Arkansas customers.   The loss of the Bundled 5 

Load exemption shifts transmission rates out of Commission control, to the 6 

benefit of the transmission owner and the detriment of the retail ratepayers. 7 

5. Other issues support Commission rejection of the Transaction 8 

The RMT structure of the Transaction preserves the current ADIT and tax basis 9 

of the transmission assets, which simply preserves the status quo with respect to 10 

this aspect of the transmission rates, rather than providing a true benefit to 11 

ratepayers.   The  RMT  structure  also  requires  the  transmission  assets  of  all  12 

Entergy Operating Companies be included in the Transaction, putting the 13 

Transaction and its purported benefits at risk if any one of the retail regulatory 14 

commissions does not approve the Transaction.    15 

The safe and reliable delivery of energy to Arkansas customers requires a capable 16 

transmission system owner and operator.  The Applicants have not provided 17 

sufficient evidence to demonstrate that their due diligence concluded that ITC is 18 

a qualified and capable transmission system operator. 19 

Q. What is Staff’s recommendation? 20 

A. The Application is not in the public interest and should not be approved.   21 

Q. Does this conclude your testimony? 22 

A. Yes. 23 
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DANIEL E. PEACO 
La Capra Associates 
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Daniel Peaco is an dectric industry planning speciaIist with more than 30 years of experience in power 
markets and marketing, strategic planning, pricing and price forecasting, power procurement and 
contracts, and power systems planning. Mr. Peaco has significant experience as an expert witness and as 
an advisor to senior utility managers and public policy officials. His consulting practice has included a 
range of engagements relating to integrated resource planning, competitive electric markets and industry 
restructuring, including generation asset valuation, strategic planning, competitive market formation and 
pricing, stranded cost assessment and mitigation, power market analysis of prices and supply 
requirements, power contract analysis, and power procurement practices. In addition to his tenure at La 
Capra Associates, he has held management and planning positions in power supply planning at Central 
Maine Power, CMP International Consultants, Pacific Gas & Electric, and the Massachusetts Energy 
Facilities Siting CounciI. 
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President 
Managing Direcror 

Central Maine Power Company 
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Hydropower Planning Analyst 
Cogeneration Contracts Anabst 

Massachusetts Energy Facilities Siting CounciI 
Planning Engineer 

EDUCATION 
Thayer SchooI of Engineering, Dartmouth Cokge Ranover, NH 
MS. in Engineering Sciences, Resource Sysfems and Policy Design 

Massachusetts Institute of Technology Cambridge, MA 
B. S. in Civil Engineering, Water Resource Systems 
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REPORTS AND PMSENTATIONS 

Regarding TriStute G&Ts Cost to Serve Its Nebraska Loads and the Nebraska Power Supply 
Issues Group Loads, prepared for the Nebraska Power Supply Issues Group, two public power 
districts and two member-owned electric utilities in Western Nebraska. December 2012. Lead 
Consultant and FrincipaI Author. 

Independent Valuarion Opiniopz far the Vernon Station in the Town of Hinsdale, Nk-I, prepared for 
the Transcanada Hydro regarding the value of a 32 MW hydropower asset. November 2012. 
Lead Consultant and Principal Author. 

hdependent Valuation Opinion for the Comerford and McIndoes Starions in the Town of 
Monroe, N f i  prepared for the Transcanada Hydro regarding the value of 179 MW hydropower 
assets. November 2012. Lead Consultant and Principal Author. 

Independent Opinion Regarding the Market Vulue of Brassua Hydro LP Assets, prepared for the 
Owners of Brassua Dam regarding the value of a 4 MW hydropower asset. November 2012. 
Lead Consultant and Principal Author. 

Independent Opinion Regarding Amortization Reserve of Brassua Hydro LP, prepared for the 
Owners of Brassua Dam regarding the amortization reseme d u e  of a 4 MW hydropower asset. 
November 20 12. Lead Consultant and PrincipaI Author. 

Regional Framework for Non-Transmission Alternatives, Report prepared €or the New England 
States Committee on Electricity. October 2012. Lead Consultant and Principal Author. 

Renewable Energy and Energy Eficiency Porlfolio Standarh(.PS) And Sustainable Energy in 
Norrh Carolina, Lessons #om rhe 2011 Energy Policy Committee Study, presentation to the 9' 
Annual Sustainable Energy Conference, Raleigh, North Carolina April 20,2012. 

Transmission Planning for the Next Generation, Some Implications for Generators in the New 
England Region of FERC Order IOOO, presentation to the Connecticut Power and Energy 
Society's Energy, Environment, and Economic DeveIopment Conference, Cromwell, 
Connecticut March 14,2012. 

Eplrmgy Arkansas, Inc. 's Withdrawal porn Ihe Entergy System Agreement, Response to EX I's 
Analysis of A21 Strategic Optiom, Supplemental Initial Report prepared for the General Staff of 
the Arkansas Public Service Commission. Jdy 12,201 I. Lead Consultant and Principal Author. 

North Carolina's Renewable Energy Policy, A Look at REPS Compliance To Dare, Resource 
Options for Future Complinnce, and Strufegies to Advance Core Objectives, prepared for the 
North Carolina Energy Policy Council. June 201 1. Lead Consultant and Co-Author. 

Eplergv Policy Implementation, Framework Overview: Puying for the Policies, presentation to 
the NECNCPES 18* AnnuaI New England Energy Conference, Groton, Connecticut, May 18, 
2011. 
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Eplteray Arkamas, 1nc.k Withdrawal from the Entergy Sysfem Agreement, Initial Report 
prepared for the Genera1 Staff of the Arkansas Public Service Commission. February I 1,201 1. 
Lead Consultant and Principal Author. 

Non-Transmission Alternatives Assessment for ihe Lewiston-Auburn Area, Report for Central 
Maine Power. August 27,20 10. Co-Author. 

Emerging Regional Enera  Issues, How RPS Requirements will Afect Vermont ‘s Energy Future, 
presentation to the Vermont’s Renewable Energy Future Conference, Burlington, Vermont 
October 1,2010. 

2010 Comprehensive Plan for the Procurement of Enerp  Resources, Report prepared for the 
Connecticut Energy Advisory Board. April 27,201 0. Lead Consultant and Principal Author. 

Phase I Report: Assessment of Energy Supply Options for the Town of Millinocket, report to the 
Town of Millinocket, Maine. December 18,2009. Lead ConsuItant and Principal Author. 

2009 Comprehcmive Plan for the Procurement of Energv Resources, Report prepared for the 
Connecticut Energy Advisory Board. May 1,2009. Lead ConsuItant and PrincipaI Author. 

Evaluation of the Grid Solar Proposal, Review of the Economics of the Proposal us an 
Altemafive lo the Maine Power Reliability Program, Report prepared for Central Maine Power. 
April 3,2009. Lead ConsuItant and Principal Author. 

An Analysis of ihe Connecticut Light and Power Company’s Proposed Greater SprinMeld 
Reliability Project and Manchester 10 Meekville Project and the Nm-Tranmission Project 
Proposed as Alternatives, Report prepared for the Connecticut Energy Advisory Board. 
February 17,2009. Lead ConsuItant and Principal Author. 

Prepariplg A State-Centric IRP in a Multi-Stute Power Market, presentation to the EUCI 
Conference on Resource and Supply Planning, Scottsdale, Arizona, February 1 1,2009. 

Resource Considerations of Transmission Planning, half-day workshop presented to the EUCI 
Conference on Resource and SuppIy Planning, ScottsdaIe, Arizona, February 1 1,2009. 

2008 Comprehensive Plan for the Procurement of Energy Resources, Report prepared for the 
Connecticut Energy Advisory Board. August 1,2008. Lead Consultant and Principal Author. 

Maine Power Reliability Project: Ah-Transmission Alternatives Assessment and Economic 
Evaluation, Report for Central Maine Power. June 30, 2008. Lead Consultant and Principd 
Author. 

Maine Power Connection: Locational Marginal Price and Production Cost Implicariopzs in 
Maine and New England, Report for Centra1 Maine Power and Maine Public Service Company. 
June 30,2008. Lead Consultant and Principal Author. 

Impact of Aroostook Wind Energy on New England Renewable Enera  Certificate Market, 
Report for Horizon Wind Energy. June 25,2008. Lead Consultant. 
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Initial Review of Integrated Resource Plan for Connecticut, Report for the Connecticut Energy 
Advisory Board. January 28,2008. Lead Consultant and Principal Author. 

Connecticut 's Long-Term Electric Capacity Requirements, Report of the Connecticut Energy 
Advisory Board. ApriI 7,2006. Lead Consultant and Principal Author. 

Technical Audit - Phase Ill: Review of Increase in Fuel Component of Power Budgel FY 2007 
relative lo FY 2006, prepared for the New Brunswick Power Distribution and Customer Service 
Corp., October 5,2005. Lead Consultant and Principal Author. 

Preliminary Assessment of Connecticut 's Electric Supply and Demand: Near Term Requirements 
for Reliability and Mitigation of Federally Mandated Congestion Charges, The Connecticut 
Energy Advisory Board. September 2,2005. Lead Consultant and PrincipaI Author. 

Technical Audit - Phase II: Review of Increase in Fuel Component of Power Budget FY 2006 
relative to FY ZOOS, prepared for the New Brunswick Power Distribution and Customer Service 
Corp., July 7,2005. Lead Consultant and Principal Author. 

Technical Audit: Purchased Power Budget April 2005 - March 2006, prepared for the New 
B m w i c k  Power Distribution and Customer Service Corp., May 18,2005. Lead Consultant and 
PhncipaI Author. 

Retail Choice Study: Issues and Options for Electric Generation Service, The Belmont 
Electricity Supply Study Committee, BeImont, Massachusetts. June 2, 2004. Lead ConsuItant 
and Principal Author. 

Ca&fornia Energy Markets: The State's Position Has Improved, Due to Eflorrs by the 
Department of Water Resources and Other Factors, but Cost Issues and Legal Challenges 
Continue, California Bureau of State Audits, ApriI 2, 2003. Lead Consultant and a PrincipaI 
Author. 

California Energy Markets: Pressures Have Eased, but Cost Risks Remain, California Bureau of 
State Audits, December 21,2001. Lead Consultant and a Principal Author. 

Development of Competition in Electric Markets and the Impact on Retail Consumers in 
Arhmsas, Arkansas General Stufls Reporr, In The Matter of a Progress Report to the Arkansas 
General Assembly on the DeveIoprnent of Competition in Elechic Markets and the Impact, if 
any, on Retail Consumers, Docket No. 00-1 904, September 4,2001. PrhcipaI Author. - 
Preliminary Marker Value Assessment of PP&L Maine Hydroelectric Plants, August 2001. 
Proprietary report prepared for American Rivers, the AtIantic Salmon Federation, the NaturaI 
Resources CounciI of Maine, the Penobscot Indian Nation, and Trout Unlimited. PrincipaI 
Author. 

Development of Competition in Electric Markets and the Impact on Retail Consumers in 
Arkansas, Arhnsus General Staffs Report, h The Matter of a Progress Report to the Arkansas 
General Assembly on the Development of Competition in Electric Markets and the Impact, if 
any, on Retail Consumers, Docket No. 00-1 904, September 29,2000. PrincipaI Author. 
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Wholesale Market Development: Timing and Issues Survey of Activity in Other Regions, FERC 
Inilialives, In The Matter of a Progress Report to the Arkansas General Assembly on the 
Development of Competition in EIectric Markets and the Impact, if any, on Retail Consumers, 
Docket No. 00-190-U, September 29,2000. PrincipaI Author. 

R e i d  Marker Development: Timing and Issues Survey of Other States, In The Matter of a 
Progress Report to the Arkansas General Assembly on the Development of Competition in 
EIectric Markets and the Impact, if any, on Retail Consumers, Docket No. 00-190-U, September 
29,2000. Prhcipal Author. 

The Progression toward Retail Competition in Arkansas ' Neighboring States, In The Matter of a 
Progress Report to the Arkansas General AssembIy on the Development of Competition in 
Electric Markets and the Impact, if any, on Retail Consumers, Docket No. 00-1 9O-U, September 
29,2000. Principal Author. 

Arkunm General Staff Proposal and Initial Comments, Ip1 The Matter of a Generic Proceeding 
to Establish Uniform Policies and Guidelines for a Standard Service Package, Docket No. 
00-14842, June 13,2000. PrincipaI Author. 

Arkansas General Stuffhitid Comments, In The Matter of a Generic Proceeding to Determine if 
Meiering, Billing, and Other Services Are Competitive Services, Docket No. 00-054-U, 
March 3 1,2000. Principal Author. 

Arkansas General Staf Initial Comment and Proposed Market Power Analysis Minimum Fiiing 
Requirements, In The Matter of a Generic Proceeding to Establish Filing Requirements and 
Guidelines Applicable to Market Power Analyses, Docket No. 00-048-R, March 28, 2000. 
Contributing Author. 

Vermopll Elecrrici& Prices: Regional Competitiveness Outlook; ImpIications of Restructuring in 
New England and New York, February 2000 Edition, prepared for Central Vermont PubIic 
Service. Principal Author. 

Projected Retail Price of Electricify for Massachusetts Electric Company, Boston Edison 
Company, and Western Massachusetts Electric Company, September 1999, prepared for 
Massachusetts Municipd WholesaIe Electric Company. Principal Author. 

Comments of the Commonwealth of Massachusetts Division of Energv Resources, in the 
Investigurion by the Department of Telecommunication and Enera  into Pricing aid 
Procurement of Default Service, July 1999 (Initial and Reply Comments). Contributing Author. 

Need for Power Supply: The New England Power Pool apzd the State of Rhodc Island, March 
1999, prepared for Indeck - North SmiMeId Energy Center. 

Vermont Electricity Prices: Regional Competitiveness Outlook; Implications of Restructuring in 
Northcast States, a Report to the Working Group OR Vermont's EIectricity Future, November 
1998, prepared for CentraI Vermont Public Service. Principal Author. 
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EXPERT TESTIMONY AND APPEARANCES 

Forum Client 

US District Court 
Colorado Issucs Group 
Civil Action No. 

Nebraska Power Supply 

10-CV-02349-WJM-KMT 

Arbitralion 
AAA Casc No. 
I 1  153 Y 02133 I 1  

l3urrillvillc 
Board of Revicw 

Arkansas PubIic 
Servicc Commission 
Docket NO. 10-01 1-U 

BumIIvilIe 
Board of Rcvicw 

Oklahoma 
Corporalion 
Commission 

Owncrs of Bmssua D m  
FPL Hydro Maine LLP 
Madison Paper Industries 
Mcrimil Ltd Partnership 

Transcanada; Ocean States 
Power NoIdings, Ltd.. 

Gcncd Staff of the 
AK Public Sctvicc Comm. 

Transcanada: Ocean States 
Power Holdings, Ltd.. 

Cause No. PUD 20 1 1001 86 

OK Corporation Commission 
OK Attorney GencraI 

Arkansas Public 
Service Commission 
Docket No. 10-01 1-U 

Gcneml Staff of the 
AK PubIic Scrvicc Comm. 

Toz)ic 

Expcrt tcstirnony rcgarding Tri-Statc G&T cost to 
scrvc five Nebraska members. 

Deposition Testimony Fcbruary 27,2013 

Expert tcstirnony rcgarding the valuation of a 4 M W  
hydropower facility and the detcrmination of amortization 
rcservc obligations under FERC Iicense provisions. 

Valuation Report Novcmber 1,2012 
Amortization Reserve Report Novembcr 1,2012 
Amortization Rcscrvc Rcbuttal November 15,20 I2 
Ora1 Tcstimony Dcccmber 5,2012 

Expert tcstirnony regarding the valuation of a 540 MW 
combined cydc power pIant in appeal of an appnisal 
conducted for thc Town of Burrillvillc, RI. 

Valuation Report 
Oral Tcstimony 

January 4,20 12 
March I, 2012 

Tcstimony regarding the evaluation of Entcrgy Arkansas’s 
strategic reorganization options and request for authorization 
to uansfer control of its transmission asset IO the Midwest ISO. 
Oral Testimony 
Sumbuttal Testimony 
Direct Testimony 

May 3 I, 2012 
April 27,2012 

March 16,2012 

Expcrt tcstirnony regarding the valuation of o, 540 MW 
combined cyclc power plant in appeal of an appraisa1 
conductcd for the Town of BurrjlIvilIe, RI. 

Valuation Report 
Ora1 Tcstimony 

January 4,2012 
March 1,2012 

Tcstimony regarding a 60 MW Wind Encrgy Purchase 
Agreement and Cogcncration dcfcml Agreement proposcd 
by Oklahoma Gas & Electric Company, addressing 
cost pre-approval, and a rcqucstcd waiver from 
competitive procurement. requircments. 

PrcfiIed Testimony February 8.2012 

Testimony regarding thc CYdU3tiOi1 of Entergy Arkansas’s 
strategic rcorganization options upon its wit from the 
Entcrgy System Agrccmcnt. 

Oral Testimony Seprernber 9,201 I 
Surrebuttal Testimony August 18,201 1 
SuppIcmcntal Initial Tcslimony July 12,201 1 
Initial Testimony Febmary 11,201 1 
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Testimony regarding the application of ITC Great Plains 
for a siting pcrmit for a 345-kV Transmission Linc addrcssing 
project need and route selection methodology. 

Initial Tcstimony April 18,201 1 

State Corporation Thc Landowner Group 
Cornmission or the 
State of Kansas 

Federal Encrgy Maine Public Utilitics 
Regulatory Commission Cornmission, et. al. 
(FERC) 
KMIO-23-000 

Mainc Public Utilities 
Commission 
Docket No. 2008-255 

Central Maine Power 

Oklahoma OK Corporation Commission 
Corporation OK Attorney Gcneml 
Commission 
Cause No. PUD 20 IO00092 

Oklahoma Oklahoma Attomcy Gcneral 
Corporation Commission 
Cause No. PUD 201000037 

Connecticut Dept. of Conneclicut Energy 
P u b k  UtiIities Control 
@ P W  

Advisory Board (CEAB) 

Dockct NO, 10-02-07 

Georgia Public Georgia PubIic 
Servicc Commission Service Commission 

PubIic Interest 
Advocacy Staff 

Docket No, 3 108 I 

Expcrt Affidavit ngarding economic analysis 
methodoIogy for transmission project evaluation. 
Provided in reply comments on the FERC Transmission 
Planning and Cost AlIocation NOPR 

Affidavit Novcmbcr 12,2010 

Tcstimony rcgarding CMp's application for approvaI 
the Lcwiston Loop 115kV Transmission Projcct. 
Testimony addresscd non-transmission altcmatives. 

Oral Testimony November 16.2008 
Decembcr 14,2010 

R e b m I  Testimony Novcmbcr 8,2010 
August 27,2010 

Testimony wgatding a 99.2 MW wind f m  power purchasc 
agreement and grccn cncrgy choice tariff proposed 
by Public Service Company of Okl~ihoma, addrcssing 
cost pre-approval, rcsource need. md 
compctitivc procurement. requirements.. 

PrefiIed Testimony 
Oral Testimony 

October 5,2010 
Novcmbcr 3,2010 

Testimony regarding a 198 MW wind farm 
proposed by Oklahoma Gas & Electtic, addrcssing 
cost prc-approval, resource need, and 
competitive procurement. requircmcnts. 

PrefiIed Testimony June 11.2010 

Lead witness sponsoring thc CEAB's 2010 Comprehensive 
Plan for the Procurement of Energy Kesozuces. 

Oral Testimony Junc 2 & 3,2010 

Witness sponsoring testimony regarding integrated 
resourcc planning mcthods, renewable encrgy, 
solar PV demonstration projcctf, and uncertainty analysis. 

Written Testimony May 7,20 IO 
Oral Testimony May 18,2010 
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Maine Public Utilities 
Commission 
Docket No. 2008-255 

Central Maine Power 

OkIahoma Oklahoma Attorney General 
Corporation Commission 
Causc No. PUD 200900 I67 

Oklahoma OkInhoma Industrial Encrgy 
Corporation Commission Consumers (OIEC) 
Cause No. PUD 200900099 

Connecticut Dcpt of 
PubIic Utilities ControI 

Docket No, 09-05-02 
(DPUC) 

Conoccticut Dept. of 
Public Utilities Control 
(DPUC) 
Docket No, 08-07-01 

Maine Superior Court 
Civil Action 
DoCkCt NO. CV-06-705 

Connecticut Energy 
Advisory Road (CEAB) 

Connecticut Energy 
Advisory Board ( C W )  

Worcester Energy Co,, Inc. 

Massachusetts DepL RusscIl Biomass 
Of Tclccommunications 
And Encrgy 
Docket No. DTmPU-06-60 
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Testimony regarding CMP’s application for approval 
31.1 B Maine Power Reliability Transmission Projcct. 
Testimony addressed non-transmission aIternafives and 
economic benefits, economics of proposed solar aIternativc, 
wind energy development benefits. 
Ora1 Testimony October 10.2008 

November 19.2008 
Dcccmbcr 21,2009 
February 420 10 

April 3.2009 
Rebuttal Testimony December 4,2009 

Tcstimony rcgarding a 102 M W  wind fm 
proposed by Oklahoma Gas & BIectric, addrcssing 
cost pm-approval, resource need, and 
competitive procurement. requirements. 

Prefiled Testimony Sept 29,2009 

Testimony regarding a powcr contract prc-approval and 
rccovc~y of Independent Evaluator costs of Public Service 
Company of Oklahoma. 

P d I c d  Testimony July 14,2009 

Lcad witness sponsoring the CEAB’s 2009 Comprehensive 
Plan for the Procurement of Energy Resources. 

Oral Testimony Junc 30,2009 

Lead wihess sponsoring the CEAB’s 2008 Comprehensive 
PIunjar the Procurement ofEnerey Resources. This PIan 
is  the first prepared undcr thc Statc’s new intcgmted 
resourcc planning statute. 

Oral Testimony August 28,2008 
Scptember 22.2005 
October 3,3008 

Expert opinion regarding rencwablc cnergy and power 
procurcmcnt scwiccs. 

Prcfilcd Report 
Oral Testimony 

January 30,2008 
March 18,2009 

Tcstimony rcgarding economic, reliabiIity and environmcntd 
need for renewable power in thc Massachusetts and Ncw 
England in support of Russcll Biomass petilion for a 
zoning cxernption. 
Prefiled Testimony June 2007 
Oral Tcstimony Octoba 30,2007 
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Hawaii Public Utilities 
Commission Consumer Advocacy 
Docket No. 04-0046 

Hawaii Division of Testimony regarding Hawaii Blcctric Light Company’s 
intcgratcd resource plan. 

Prefifed Testimony Septembcr 28,2007 
Oral Testimony November 26,2007 

Nevada Public Utilities 
Commission 
Docket No. 06-12002 

Nevada Attorney General 
Bureau of Consumer Protcctioa 

Testimony regarding the pmdency of Sierra Pacific Power 
Company in its purchased power cxpenses for thc pcriod 
December 2001 lhrough November 2002. 

Prefiled Testimony September 14,2007 

OkIahoma Oklahoma Anomcy Gcneral Tcstimony regarding a 950 MW coal-fired 
Corporation Commission generation faciIity proposed by Public Service of Oklahoma 
Cause No. PUD 2005516 and Oklahoma Gas & EIcctric, including IRF, 
Cause No. PUD 2006030 compctitive procuremcnt, and comct ion  
Causc No. PUD 20070 12 financing issues. 

Prefiled Testimony 
Rebuttal Testimony 
Oral Testimony 

May 21,2007 
June IS, 2007 
Jury 26,2007 

Oklahoma 
Corporation Commission Consumcrs (OIEC) 
Causc No, PUD 2002-035 
REMAND 

OkIahoma Industrial Energy Testimony regarding a powcr contract proposal of Lawton 
Cogeneration and the pricing analysis of Public Service 
Company of Oklahoma. 

PrcfiIcd Tcstirnony October 28,2005 
Rebuttal Teslimony March 17,2006 
Oral Testimony May 9,2006 

Ncw Brunswick Board or  New Bmnswick Power 
Commissioncm of Public Distribution Company 
Utilities (PUB) 
Rcf: 2005-002 

Connecticut D e p m c n t  Connecticut Energy 
of Public Utility Control Advisory Board 

Phases I and I1 
Dotkct NO. OS-07-14 

Hawaii Public Utilities 
Commission Consumcr Advocacy 
Docket No. 03-0372 

Hawaii Division of 

OkIahoma Oklahoma Industrial Encrgy 
Corporalion Commission Consumers (OIEC) 
Cause No. PUD 2005- I51 

Tcstimony rcgarding La Capm Associates’ ihree technical 
audits of the NBFDisco purchascd powcr budget and 
variance andyses for FY 2004 - 2006. 
OraI Tcstimony FcbrUm 14-22.2006 

Testimony regarding Connccticut’s nccd for cbctric 
capacity to mcct rcliability rcquiremcnts and to mitigate 
congcdion charges in thc wholesale markets. 

OraI Testimony Febnrary 14-22,2006 
May 1,2006 

Junc 15,2006 
September 26,2005 

Testimony regarding competitive bidding d e s  and 
integmted resource pIanning. 

Oral Tcstimony December 12- 16,2005 

Testimony rcgarding resource planning. prudency of generation 
investment of Oklahoma Gas & Elccaic Company. 

Prefiled Testimony Scptcmbcr 12,2005 
Rebuttal Testimony Septembcr 29,2005 
OraI Tcnimony October 18,2005 
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Oklahoma Oklahoma Indusfrial Energy 
Corporalion Commission Consumcrs (OIEC) 
Causc No. PUD 2003-076 

Oklahoma OkIahoma Industrial Energy 
Corporation Commission Consumcrs (OEC) 
Cause No. PUD 2003-63314 

Civil Litigation 
Mainc Supcrior Court 
Dockct NO. CV-OI-24 

Oklahoma 
Corporation Commission 

Ncvada Public Udfities 
Commission 

Massachusctts Encrgy 
Facilities Siting Council 
Docket NO. EFSB-02-2 

Mainc State Board of 
Propcrty Tax Rcview 

Nevada Public Utilitics 
Commission 
Docket NO. 03-1014 

Oklahoma 
Corporation Commission 
Cause No. PUD 2002-038 

Ccntral Maine Power Co. 

OkIahoma Attorney General 

Nevada Attorney Gcncml 
Bureau of Consumer Protection 

Cape Wind 

United American Hydro 

Ncvada Altorney Gcneml 
Burcau of Consumcr Protection 

Oklahoma Attorney General 

Arkansas Public 
Service Commission 

Gcncml Stalf of the 
AK Public Servicc Comm. 

Tcstirnony rcgarding rcsource planning, prudency of generation 
investment and fuel and purchascd powcr expenses of Public 
Service Company of Oklahoma 

Prefilcd Tcstirnony January 4,2005 

Testimony rcgarding power contract proposal for Blue Canyon 
wind development and avoidcd costs of Public Service Company 
of Oklahoma 

PrefiIcd Tcstirnony August 16,2004 

Factual and cxpcrt wimcss in litigation regarding pricing 
provisions of a purchased powcr agrcement bctwccn 
Centml Maim Power and Benton FalIs Associates. 
Deposition Testimony April 28,2004 

Testimony rcgarding power conmct proposal for PowcrSmith 
Cogeneration and avoidcd cost andysis of Oklahoma Gas & 
Electric Company. 

PrefiIed Testimony Fcbruary 18.2004 
Rebuttal Tcstimony March 16,2004 
Oral Testimony August 4,2004 

Testimony rcgarding thc Nevada Power Company’s Inkgrated 
Resource Plan and associated financial pfan. 

Prefilcd Testimony Scptcmbct 19,2003 
On1 Testimony October 15,2003 

Testimony rcgarding economic, reliabiIity and environmental 
nccd for power in the Massachusetts and New England power 
markets rcgarding the need for new wind powcr faciIity. 
Preiiled Testimony February 14,2003 
Oral Tcstirnony August 6M.2003  

T d m o n y  regarding thc Mainc and New England power 
market prices pertaining to lhe valuation of a hydro-clectric 
powcr faciIity in Winslow, Maine. 

Ora1 Tcstirnony June1 8,2003 

Testimony rcgarding thc prudcncy of Sierra Pacific Powcr 
Company in its purchased power cxpcnscs for the period 
Dcccmber 2001 through Novcmbcr 2002. 

Prcfilcd Tcstimony April 25,2003 

Tcstimony regarding a powcr contract proposal of Lamon 
Cogeneration and thc pricing andysis of PubIic Scrvice 
Company of OkIahoma 
Prefiled Testimony December 16,2002 
Oral Testimony May 22,2003 

Tcstirnony regarding the Dcvclopmcnt of Competition in 
Electric Markcts and the Impact on Retail Consumcrs in 
Arkansas. 
Ptcflcd Testimony Scptcmbcr 4,2001 

Docket No. 12-069-U ww.lacapra.com 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



EXHIBIT DEP-1 
Resume of Daniel E. Peaco 

Page 7 I of 72 

Arkansas Public 
Scrvice Commission 

Arkansas PubIic 
Scrvice Cornmission 

Arkansas Public 
Service Commission 

Arkansas Public 
Servicc Commission 

Amcr. Arb. Assoc. 
NO. 50T 198 00197-98 

Rhodc Island Energy 
Facilities Siting Board 

Civil Litigation 
Maine Superior Court 
Dockct NO. CV-98-212 

Conneclicut Encrgy 
Facilities Siting Council 
Dockct No, I90 

Gcncml Staff of thc 
AK Public Service Comm. 

G c n m l  Staff of the 
AK Public Scrvicc Comm. 

General Staff of thc 
AK PubIic Service Comrn. 

Gencml Staff of the 
AK Public Servicc Comm. 

Vermont Joint Owncrs 

Indcck-North Smithfidd L.L.C. 

Central Maine Powcr Co. 

PDC - El Paso Meriden LLC 

Tatirnony regarding the Developmcnt of Competition in 
Electric Markcts and thc Impact on Rctail Consumcrs in 
Arkansas. 
Preliled Testimony Septcmber 29,2000 

Testimony regarding the establishment of uniform 
Policics and guidefines for a Standard Service Package. 

Staff Proposal and Comments June 13,2000 
Reply Commcnts July 21,2000 
Sur reply Comments August 2,2000 
Oral Testimony August 8.2000 
Petition for Rehearing 
Rcbuttal Tcstirnony November 15,2000 
Om1 Testimony Novcmbcr 29,2000 

Testimony regarding the determination of thc merits of 
dedaring retail billing sewices competitivc effective 
At the start of retail open access. 
Oral Tmimony June 27.2000 
PrefiIed Rebuttal Testimony Junc 23,2000 
PrcfiIcd Ttstirnony June 16,2000 
Oral Tcstimony May IO, 2000 

Teslimony regarding thc minimum filing requirements 
for market power studies to be filed by the Arkansas 
Blcctric utilities and affiliated retail companies. 
Oral Testimony June 1.2000 

Testimony regarding economic damagcs resulting from 
allcgcd brcach of a long-term purchase power agrccmcnt 
bctween Hydro-Quebec and Vermont utilitics (VJO). 
Oral Tcstimony May 25.2000 
PrefiIed Rebuttal Testimony Fcbruary 10,2000 
PrefiIed Testimony August 13.1999 

Testimnny rcgading economic, reliability and environmental 
need for power in thc Mode Island and New England power 
mark- rcgarding the need for n w ,  mcrchant power faciIity. 
Prcfiled Testimony August 16,1999 
Oral Tcstirnony August 17,2000 
Prefiled Testimony January 26,200 1 
Om1 Tcstirnony March 23.2001 

Factual and apcrt witness in litigation regarding pricing 
provisions of a purchased power agreement betwecn 
Cenml Maine Power and Rcgional Waste Systems. 
Deposition Tcstirnony May 5,1999 

Tcstimony regarding economic, reliability and cnvimnmcntal 
need for power in the Connecticut and New England powcr 
markets regarding thc necd far new, rncrchant power facility. 
Prefilcd Teslimony January 25,1999 
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Testimony regarding economic, reIiability and environmental 
need for power in the Massachusetts and Ncw England powcr 
markets rcgading thc nccd for ncw, rncrchant powcr facility. 
Oral Tcstimony Novcmbcr 4,1998 
PtcfiIed Tcstirnony Octobcr 30,1998 

Modc Island Encrgy 
Fncilitics Siting Council 
Docket No. SB-98-1 

R. I. Hope Enew, L. P. 

Massachuseits Energy Cabot Power C o p  
Facilitics Siting Council 
Docket No. EFSl3-91-fOIA 

Massachusctts Energy 
Facilities Siling Council 
DoCktt NO. EFSB-97-2 

MassachuseUs Encrgy 
Facilities Siting Council 
Docket NO. EFSB-97-1 

Rhodc Island Energy 
Facilities Siting Board 
Docket NO. SB-97-1 

Maine PubIic UtiIitics 
Commission 
Dockct NO. 92-102 

ANP Blackstone Enerm 

ANP Bcllinghnm 

Tiverton Powcr Associates LP 

Ccnml Maim Power 

Maine Public Utilities 
Commission 
Docket No. 92-3 I5 

Cenlral Mainc Powcr 

Maine Public Utilities 
Commission 

Docket No. 88-1 11 

Ccntral Mainc Power 

Docket NO. 87-261 

Tcstimony regarding cconomie, reliability and cnvironmental 
need for power in the Massachusetts and Ncw England powcr 
markets regarding the necd for ncw, merchant powcr faciIity. 
Oral Testimony May 27,1998 
Prefilcd Tcsrimony August 15.1997 
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1. INTRODUCTION 
On September 28, 2012, Entergy Arkansas, Inc. (“EAI”) and ITC Holdings Corp. (“ITC”) 
submitted an Application containing their proposal to enter into a series of transactions 
(collectively, the “Transaction”), calling for the transfer of EAI’s transmission assets and 
associated transmission operations to Transmission Company Arkansas (“TCA”), a spin-off 
of TCA to Mid South TransCo, and subsequently a merger of Mid South TransCo with ITC 
Midsouth LLC (“ITC Midsouth”), a subsidiary of ITC.1  As a result of the Transaction, TCA 
will be an operating subsidiary of ITC Midsouth and ITC, providing transmission services in 
Arkansas with no affiliation to EAI or Entergy.  

The Transaction also includes a transfer of the generation and distribution functions of EAI 
to Entergy Arkansas LLC, which will remain an operating subsidiary of Entergy.  Energy 
Arkansas LLC will be an operating subsidiary of a new holding company which will operate 
as a first-tier subsidiary of Entergy.  Collectively herein, EAI, ITC, ITC Midsouth, Mid South 
TransCo and TCA will be referred to as “Applicants.” 

The Transaction includes similar actions by all Entergy Operating Companies (“OpCos”). All 
Entergy transmission operations will become affiliated operating subsidiaries of ITC 
Midsouth.  The remaining generation and distribution functions of all Entergy Operating 
Companies (including EAI) will be operating subsidiaries of a new holding company that 
will be a direct subsidiary of Entergy Corp. 

The Applicants seek (1) a number of approvals from the Commission2 regarding the 
transfer of ownership of the EAI transmission assets to TCA, (2) the transfer of TCA 
ownership to Mid South TransCo and then to ITC Midsouth, and (3) the authority for TCA to 
operate as a public utility in Arkansas.  In addition to these requested actions by the 
Commission, the Transaction requires similar approvals from other jurisdictions for the 
transfer of transmission assets from the other Entergy Operating Companies, which are 
proposed to occur in parallel with the EAI and TCA transfers.   

This report presents the results of Staff’s review of the Application and materials supplied 
by the Applicants in responses to discovery, as well as Staff’s findings regarding the 
Applicants’ evidence supporting its request for approval of the Transaction.  Staff conducted 
its review of the Application focusing on the specific implications for EAI and EAI’s retail 
and wholesale customers in Arkansas and the extent to which the Transaction offers 

                                                                        
1  The Application was filed on behalf of EAI, ITC, ITC Midsouth, and two other entities: Mid South Transco LLC 

(“Mid South Transco”), which is a temporary entity created by Entergy and would later be merged into ITC 
Midsouth as a result of the proposed Transaction. Transmission Company Arkansas, LLC (“TCA”) is an entity 
created by EAI to receive the spun-off EAI transmission assets.  TCA is proposed to be renamed ITC Arkansas 
subsequent to completion of the Transaction.   

2  Application pp. 6-9, 50-55, 63-64. 
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concrete benefits to EAI ratepayers such that a finding that the transaction is in the public 
interest could be supported and justified.3   Based on this review, Staff finds that: 
 

1. The Transaction would result in significant and tangible added costs to retail and 
wholesale ratepayers in Arkansas. 

2. The Transaction would not provide significant or tangible benefits to Arkansas 
beyond the benefits that are expected to derive from EAI’s membership in 
Midwest Independent Transmission System Operator (“MISO”). 

3. The Transaction would reduce the Commission’s jurisdiction over the 
transmission system that is currently owned and operated by EAI and would 
obviate many of the conditions on MISO membership established by the 
Commission in Docket No. 10-011-U. 

4. The other benefits claimed by the Applicants are not quantified or concrete, and 
could be attained through other mechanisms. 

5. The Reverse Morris Trust (“RMT”) structure of the Transaction preserves the 
current ADIT and tax basis of the transmission assets, which simply preserves 
the status quo with respect to this aspect of the transmission rates, rather than 
providing a true benefit to ratepayers.  The RMT structure also requires the 
transmission assets of all Entergy Operating Companies be included in the 
Transaction, putting the Transaction and its purported benefits at risk if any one 
of the retail regulatory commissions does not approve the Transaction. 

6. The Applicants have not provided evidence necessary to establish ITC’s 
competency to operate the EAI transmission system in Arkansas, specifically, or 
the new entity that combines all the Entergy transmission system with the 
current ITC. 

This report discusses each of these findings in the sections that follow.   
 
Given that Staff’s review concludes that the Application is not in the public interest, Staff has 
not developed a detailed review of the issues pertaining to the manner of implementing the 
transition to ITC ownership and structuring of the new entities (i.e., Entergy Arkansas LLC 
and ITC Arkansas), including:  
  

• EAI employees transferring to ITC 
• the implementation of the integration to MISO  
• the status of ITC/ITC Arkansas as public utility in Arkansas 
• the applicability of Commission imposed conditions to ITC Arkansas,  
• the reorganization of EAI to Entergy Arkansas LLC, and  
• ITC’s approach to planning and cost allocation.   

  
                                                                        
3  In SWEPCO’s application regarding SW Transco, the Commission discussed the need for substantial evidence 

that the benefits outweigh the costs of that proposal and that the evidence demonstrated that the benefits to 
ratepayers are concrete.  Order No. 6 at 18-19, August 31, 2012, Docket No. 11-050-U (August 31, 2012).  
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2. PROPOSED CHANGES TO ARKANSAS 
TRANSMISSION SERVICE 

The proposed Entergy-ITC Transaction would transfer the Entergy transmission business to 
ITC.  As part of this Transaction, EAI and each of the other Entergy Operating Companies 
would be restructured as generation and distribution subsidiaries of Entergy. The 
transmission business of EAI and each of the other Entergy Operating Companies would be 
restructured to operate as separate transmission subsidiaries of ITC.  This section of the 
report addresses the overall goals and process for the proposed Transaction and describes 
the elements of the Transaction that are specific to EAI and Arkansas.   

 
A. Overall Entergy-ITC Transaction Objectives and Process 

The Transaction is actually a complex series of transactions within the Entergy organization 
and ultimately with ITC.  The Entergy organizational transactions culminate with all current 
Entergy transmission assets being spun off as a separate transmission company (Mid South 
TransCo) to the Entergy shareholders. Entergy shareholders merge Mid South TransCo with 
ITC Midsouth and receive ITC common stock.  Upon completion of this transaction, the 
former Entergy transmission business would become an ITC subsidiary completely 
independent and separate from the Entergy organization. The Entergy shareholders remain 
owners of Entergy and also hold ownership positions in ITC. 

Discussion of the Transaction with ITC was initiated by Entergy in June 2011 and ITC 
provided a non-binding indication of interest letter to Entergy on July 1, 2011.4,5    Entergy 
and ITC publicly announced their plans for the Transaction on November 21, 20116 and 
entered into a formal agreement to transfer ownership of Entergy’s transmission assets on 
December 4, 2011.7  '''' '''''''''''''''' '''' ''''''''''''''''''''' '''''''''' '''''''' ''''''''''''' ''''''''''''''' ''''''''''''''''''''' 
''''''''''''''''' ''''''''''''''''' '''''''''''''''''' ''''''''''''''''''''''' ''''''''''' ''''''' ''''''' ''''''''' '''''''' '''''''' '''' ''' ''''''''''''''' 
''''''''''''''''''''' '''' '''' ''''''''''''' '''''''''' ''''''''''''' '''' ''''''''' '''''''''''  ''''''''''''' '''''''''''''''' '''' ''''''''' '''''''''''' 

                                                                        
4  Amendment No. 1 to Form S-4 filed with the U.S. Securities and Exchange Commission by ITC Holdings Corp. 

(December 3, 2012), p. 118. Produced by ITC in response to Staff Data Request APSC 15-7. 
5  '''''''''''' ''''' ''''''''''''''''' ''''''''''''''''''''''''''' '''' '''''''' ''''''''''''''''''''''''''' '''''''''''''''''''' ''''''''' ''''''''' ''''''' ''''''''''' '''''''''''''''''''''''''' '''''''''''''''''''''''''' ''''''''''''''''''''''' '''''''' 

'''''''''''''''''''''' ''''''''''''''''''''''''''''''''''  See HSPI Attachment to EAI’s Response to Staff Data Request APSC 11-1, Addendum 
2.  “HSPM Dec 2 2011 Entergy Corp Board Presentation Materials”, p. 4/408.  See also  HSPI Attachment to 
EAI’s Response to Staff Data Request APSC 17-1, Addendum 1.  “Attachment 17-2e Addendum1_HSPI_ITC_10 
14 10_v1_HSPI.PDF.” 

6  Entergy-ITC Press Release, “Entergy to Divest and Merge Electric Transmission Business Into ITC Holdings, 
Creating Industry-Leading Electric Transmission Company,” November 21, 2011, http://www.itc-holdings.com/itc-
entergy/news/breaking-news/press-release.html. 

7  Application, p. 2. 
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''''''''''''' ''''''''''''''''''''' '''''''''''''' '''''''''''''''''''''' '''''' '''''''''''''''''''' '''''''' '''''''''''' '''''''''''''''' '''' '''''''''' ''''''''' 
'''''' ''''''' '''''' ''''''''''' '''''''''''''''8   

In the Application, Entergy describes this Transaction as the culmination of more than a 
decade of effort to form an effective Transco for the Entergy system, including various 
Transco proposals and the operation of its transmission system under the Independent 
Coordinator of Transmission (“ICT”) structure as administered by the Southwest Power 
Pool (“SPP”).9  Entergy determined that separation of its transmission business was the best 
way to realize the full value of its businesses.10 The strategic rationale presented to 
Entergy’s Board when the Transaction was approved included:11 

''''''''''''''''''' '''''''''''''''' '''''''''''' ''''' ''''''''''' '''''''''''' '''''''''''''''' '''''''''''''''''''''''''''' '''''''''''' ''''''' ''''''''''''''' '''''''''''' 
'''''''''''''''''''''''' ''''''''''''''''''' ''''''''''''''''''''''''' ''''''''''''' ''''''''' ''''''''''''''''''' '''''''' ''''''''''''''''''''''' ''''''' ''''''' 
'''''''''''''''' 

'''''''''''''''''''' '''''''''''''''' '''''''''''' ''''' '''''''''''''' ''''''''''' '''''''''''''' '''' ''''''''''''''''''' '''''''''''''''''''''' ''''''''' '''''''''''''''' 
''''''''''''''''''''''''''' ''''''''''''''''' '''''''' ''''''''''''''''''''''' ''''''''' ''''''' ''''''''''''''''' 

'''''''''''''''''''' ''''''''''''''''''' ''''' '''''''''''''''' '''''''''''''''''''''' '''' ''''''''''''' '''''''''''''''' '''''''''''''''''''''''' '''' '''''''''''''''' ''''''''''''' 
'''' ''''''''''' ''''''''''''''''''''''' 

With respect to the benefits to customers, the Application stresses the benefits of a robust 
transmission system, including greater confidence in wholesale markets derived from an 
independent transmission owner, enhanced financial strength for the transmission system 
and the Entergy Operating Companies, improved transmission service derived from ITC’s 
singular focus on transmission, ITC’s regional view of transmission planning, and the 
elimination of EAI’s transmission planning, which would have to be performed in 
conjunction with the other Entergy Operating Companies.12 

The Transaction is structured as a RMT transaction, defined as: 
 

A Reverse Morris Trust transaction is a business combination involving the spin- or split-
off of a business (here, Entergy's Transmission Business), by a company (here, Entergy), 
and its subsequent merger with another company (here, ITC). Entergy’s proposal would 
be structured on a tax free basis where shareholders of the company effecting the spin- 

                                                                        
8  EAI’s Response to Staff Data Request APSC 17-2, “Attachment 17-2.2_HSPI_110725 Process 

Update_HSPI.PDF” pp. 4-10. 
9  Application at 22-25; Direct Testimony of Hugh T. McDonald (September 28, 2012) at 27-30. 
10  Amendment No. 1 to Form S-4 filed with the U.S. Securities and Exchange Commission by ITC Holdings Corp. 

(December 3, 2012), p. 147. Produced by ITC in response to Staff Data Request APSC 15-7. 
11  HSPI Attachment to EAI’s Response to Staff Data Request APSC 11-1, Addendum 2.  “HSPM Dec 2 2011 

Entergy Corp Board Presentation Materials”, p. 5/408. 
12  Application at 26. 
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or split-off (here, the Entergy shareholders) receive more of the equity in the combined 
company than the shareholders of the other company (here, the ITC shareholders). 13 

Entergy proposed that the Transaction be structured as a RMT Transaction to accomplish 
the Transaction on a tax-free basis for its shareholders, electing this structure rather than a 
straight asset sale.14  However, the RMT Transaction results in a complete separation of the 
transmission business from Entergy and its Operating Companies just as would be the case 
in a straight asset sale to ITC.  At the conclusion of the RMT, Entergy shareholders would 
have ownership in ITC and ITC would own the Mid South TransCo assets outright and 
independent from Entergy and its operating companies.  ITC has estimated that the total net 
consideration transferred from ITC to Entergy shareholders will be approximately 
$3.56 billion at the time of execution, including 50.1% of ITC common shares.  In return, ITC 
will receive the entire Entergy transmission business enterprise valued by ITC at $3.56 
billion.  This includes $2.40 billion in excess of the net book value of the enterprise, which 
will be booked by ITC as goodwill.15   

The individual steps of the Transaction are detailed in the testimony of EAI witness 
Theodore Bunting.16  In general, the Transaction steps are: 

1. Entergy forms Mid South TransCo, a new subsidiary which will become the holding 
company for individual wires subsidiaries created by each Entergy OpCo. 

2. Each OpCo creates a wires subsidiary which will eventually hold the transmission 
assets of that OpCo.  For EAI, this wires subsidiary is TCA. 

3. Entergy Corp. borrows $575 million from capital markets.  This money will be used 
to provide capital infusions to the OpCos to retire OpCo debt and outstanding 
preferred shares. 

4. The wires subsidiaries, still owned by the OpCos, collectively borrow $1.2 billion 
from capital markets.  TCA’s share of the total is $400 million. 

5. The wires subsidiaries will distribute the cash borrowed in the previous step to 
their respective OpCos, and the OpCos will contribute the transmission assets to the 
wires subsidiaries.  The assets will be transferred to the wires subsidiaries at book 
value and the cash will be used by the OpCos to pay down debt related to the 
transmission assets. 

                                                                        
13  Amendment No. 1 to Form S-4 filed with the U.S. Securities and Exchange Commission by ITC Holdings Corp. 

(December 3, 2012), p. 120. Produced by ITC in response to Staff Data Request APSC 15-7. 
14  Id. at 118-120.  See also EAI’s Response to Staff Data Request APSC 16-13. 
15  ITC’s filing pursuant to SEC Rule 424(b)(3), February 28, 2013, pp. 46, 49.  This document revises portions of 

ITC’s S-4 filing cited above.  The revised filing has not been produced by the Applicants in this matter, but is 
publicly available at: www.sec.gov/Archives/edgar/data/1317630/000119312513078606/ d389849d424b3.htm  

16  Direct Testimony of Theodore H. Bunting, Jr. (September 28, 2012) pp. 34-37, Exhibit THB-2. 
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6. Entergy will distribute the $575 million borrowed previously to the OpCos.  EAI’s 
share will be $102 million.  This money will also be used to pay down debt by the 
OpCos. 

7. Each OpCo gives all ownership units in the wires subsidiaries to Entergy Corp., 
which then transfers the wires subsidiaries under Mid South TransCo. 

8. Entergy declares a “dividend” and distributes all ownership shares in Mid South 
TransCo (which owns all the wires subsidiaries and transmission assets) to Entergy 
shareholders. 

9. Entergy shareholders transfer their ownership of Mid South TransCo to ITC in 
exchange for 50.1% of ITC’s common stock. 

The preceding overview is a high-level description of the key steps of the Transaction.  
There are additional steps related to the treatment of stock, the establishment of a trust to 
receive some of the shares, and other issues which are relevant for the tax accounting of the 
Transaction.   

 
B. EAI Restructuring in the Transaction 

As part of the Transaction outlined above, EAI would be restructured into a generation and 
distribution company, with its current transmission assets and operations being spun off 
into a separate transmission company, TCA. This section of the report describes the 
proposed changes in EAI, the creation of TCA, and the exchange of assets between EAI and 
Entergy proposed in the Transaction.    

Currently, EAI is a vertically integrated utility owning generation, transmission and 
distribution assets which it uses to serve its retail load and its wholesale customers.  EAI’s 
total assets have a net book value of ''''''''' ''''''''''', with its transmission assets being 
approximately ''''''''' ''''''''''''' of that value.17  EAI holds ''''''' '''''''''''' in debt and has 
approximately '''''''' ''''''''''''' in equity, including approximately ''''''''' '''''''''''''' in preferred 
stock outstanding, for an overall debt/equity ratio of ''''''''''''''''''''''''''''.18   

The Transaction would remove the ''''''''' '''''''''''''' in transmission assets from EAI and 
provide $585 million in capital to EAI from Entergy ($185 million in two parts) and TCA 
($400 million).  At the end of the Transaction, EAI would have assets with a total net book 
value of ''''''''' ''''''''''', holding ''''''''''' ''''''''''' in debt and ''''''''' '''''''''''' in equity, with a 
debt/equity ratio similar to the pre-Transaction amounts.19    

                                                                        
17  The net book value of the assets is distinct and separate from the tax basis of the assets, which includes an 

adjustment for accumulated deferred income taxes (ADIT). 
18  Attachment to EAI’s Response to Staff Data Request APSC 34-2. 
19  Id. 
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TCA is proposed to initially be established as an EAI subsidiary and, once formed, 
ownership of TCA is to be transferred to Entergy, effectively as a dividend.  As an EAI 
subsidiary, EAI is proposed to transfer its transmission assets to TCA.  TCA borrows $400 
million and transfers the proceeds from that loan to EAI.  The resulting structure of TCA 
includes assets with net book value of ''''''''' '''''''''''' and debt of $400 million, with a net book 
value of ''''''''''' ''''''''''''.20   

The Transaction calls for EAI to retire debt totaling approximately ''''''''' ''''''''''''' and to 
purchase and retire all outstanding preferred shares of EAI totaling '''''''''' ''''''''''''''. The 
Transaction is designed to maintain the pre-Transaction proportion of debt to total equity 
of EAI, as well as those of the other OpCos.  At the conclusion, EAI will have ''''''''''' ''''''''''' in 
debt and ''''''''' ''''''''''''' in equity, a ''''''''''''''''''''' debt/equity ratio.21 

The impact of the Transaction on the capitalization of EAI and TCA is addressed in Table 1 
below. 

 

TABLE 1. IMPACT OF TRANSACTION ON EAI CAPITALIZATION, ASSETS22 

TRANSACTION STEP 
EAI 

Debt Equity Preferred 
Beginning capital structure ''''''''''' '''''''''''' ''''''''''' 

EAI redeems all preferred shares - - ''''''''''''''''' 

TCA borrows $400m from capital markets - - - 

EAI exchanges T assets for cash from TCA - - - 

EAI receives cash from Entergy’s debt issuance - ''''''''''''''' - 

EAI receives additional cash infusion from Entergy - ''''''''''''' - 

EAI retires historical debt '''''''''''''''' - - 

EAI gives ownership of TCA ($0.43B, net of $0.40B 
debt and $0.83B T assets) to Entergy - '''''''''''''''''' - 

Final capital structure '''''''''' '''''''''''' - 
 

As proposed, EAI will continue to be the load serving entity for its Arkansas load.  According 
to the Applicants, the change in ownership of the transmission assets will have little, if any, 

                                                                        
20  Id. 
21  Id. 
22  Id. 
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impact on the day-to-day experience of EAI’s retail customers, and with the exception of 
certain large industrial customers, the retail customers of EAI will have no direct 
involvement with ITC. 23   

 
 
C. TCA Transfer from Entergy to ITC Arkansas 

As discussed in the Transaction overview above, TCA will initially be created as a wholly-
owned subsidiary of EAI.  After TCA issues $400 million of debt, the proceeds of that loan 
will be distributed to EAI.  The EAI transmission assets will be transferred to TCA.  At this 
point in the restructuring, EAI will have received $400 million in cash and will have sole 
ownership of TCA, which will have $400 million in debt and will have direct ownership of 
the EAI transmission business. 

Following the restructuring of TCA as a Transco subsidiary of EAI, EAI is to distribute all 
membership units of TCA to Entergy Corp., transferring ownership of the transmission 
business to the parent company.   

Entergy then contributes all membership units to Mid South TransCo, which at this point in 
the restructuring is a direct subsidiary of Entergy, holding the transmission assets received 
from EAI and the other Entergy Operating Companies as separate subsidiaries. 

Once Entergy declares a dividend and distributes all membership units of Mid South 
TransCo to its shareholders, TCA will effectively be owned by the Entergy shareholders.   

Immediately after this spin-off to the Entergy shareholders, the merger of Midsouth 
TransCo with ITC Mid South will occur.  As a result of the merger, Mid South will become a 
direct subsidiary of ITC, under the new name ITC Midsouth.  TCA will be renamed ITC 
Arkansas and will be a direct subsidiary of ITC Midsouth.  As ITC Arkansas, the subsidiary 
will continue to own the transmission business currently operated by EAI. 

 
D. ITC Arkansas Planning and Ratemaking Proposal 

Once the Transaction is complete, ITC Arkansas will be a subsidiary of ITC Midsouth, 
providing transmission service to EAI and other wholesale customers.   

According to ITC’s Application at FERC, ITC Arkansas and the five other wires subsidiaries 
will each sign the MISO Transmission Owners Agreement (“TOA”) and become 
transmission-owning members of MISO, and as such, will be participants in the MISO 
planning processes.24 The Applicants have not provided a comprehensive organizational 

                                                                        
23  Direct Testimony of S. Brady Aldy (September 28, 2012), p. 5.  
24 ITC Holdings Corp., Entergy Corporation, Midwest Independent Transmission System Operator, Inc. Joint 

application for authorization of acquisition and disposition of jurisdictional transmission facilities, approval of 
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description of who will plan ITC Arkansas’s system (i.e., whether it will be ITC Arkansas 
personnel, ITC Midsouth personnel, or ITC personnel).  In fact, ITC has stated that it has not 
yet determined the post-transaction organization for the planning function.25  The 
testimony supporting the Application states that initially, the organization for the new ITC 
Midsouth employees brought over from Entergy will be similar to the existing structure.26  
This indicates that the system will be planned similarly to how Entergy Services, Inc. (“ESI”) 
plans the system for EAI today, with a central planning group at ITC Midsouth that performs 
services for the subsidiaries and assigns or allocates planning expenses to each 
subsidiary.27, 28    

ITC has applied to FERC for approval of formula-based rate tariffs for each of the new ITC 
operating companies, including ITC Arkansas, based on the mechanism contained in 
Attachment O to the MISO Open Access Transmission Tariff (“OATT”).29  If approved, ITC 
will implement the Attachment O formula rate for Arkansas customers by populating the 
inputs of the Attachment O formula and using the resulting ITC Arkansas revenue 
requirement forecast. 

There are three key components of ITC Arkansas’s formula rate.  First, the rate employs a 
forward-looking test year which requires customers to pay rates based on forecasted 
spending.  In a given rate year, if the actual spending is either higher or lower than the 
forecast upon which rates have been based, there will be a true-up mechanism the following 
year to reconcile the difference.30 

The second major component of the formula rate is the return on equity (“ROE”) rate.  ITC is 
requesting an ROE of 12.38% and claims that this rate is “available to all TOs belonging to 
MISO and comparable to that of the ITC operating subsidiaries that are members of MISO.”31 

Lastly, ITC’s rate filing with FERC requests approval to utilize a capital structure of 60% 
equity and 40% debt.  ITC states that this level is “consistent with both ITC’s existing 

                                                             
 
 

transmission service formula rate and certain jurisdictional agreements, and petition for declaratory order on 
application of section 305(a) of the Federal Power Act. FERC Dockets EC 12-145, 12-2681, EL12-107.  
September 24, 2012. P. 60. 

25  Direct Testimony of Thomas W. Vitez (September 28, 2012), p. 33:1-17. 
26  See Direct Testimony of Jon E. Jipping (September 28, 2012), pp. 72:11-76:18 
27 Id. at 76:9-12, stating that “ITC employees dedicated to the ITC Midsouth Operating Companies’ activities will 

perform the Planning function for the ITC Midsouth Operating Companies.  However, the standards and planning 
criteria to which they perform this work will be set by ITC’s corporate Planning organization.” 

28  See, e.g., Direct Testimony of Kurtis W. Castleberry (September 28, 2012) at 17:9-19; Direct Testimony of 
Thomas W. Vitez (September 28, 2012) at 33:1-17; ITC’s Response to Staff Data Request APSC 27-2. 

29  ITC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107.  September 24, 2012. 
30  Direct Testimony of Thomas H. Wrenbeck (September 28, 2012), pp. 5-8.  
31  Direct Testimony of Cameron H. Bready (September 28, 2012), p. 35:2-9. 
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operating subsidiaries and with capital structure levels approved by FERC for other 
transmission entities.”32 

The impact of these components of ITC’s rate application is addressed in the following 
section. 

                                                                        
32 Id. 
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3. THE TRANSACTION WOULD IMPOSE 
SIGNIFICANT COSTS ON ARKANSAS 
RATEPAYERS 

As proposed, the Transaction would result in significant additional costs to all Arkansas 
ratepayers utilizing the Entergy transmission system.  The following section describes the 
components of the net rate increase, including the quantitative costs and offsetting 
quantitative benefits described by the Applicants in testimony and supported by filed 
workpapers and responses to data requests. 

In general, the Application presents an argument that the benefits of the Transaction, which 
are primarily qualitative, outweigh the net quantitative cost.  In this section, Staff presents 
its review of the quantitative costs of the Transaction to customers.  The qualitative benefits 
to customers will be discussed in Sections 4 and 6 below.  Staff’s analysis of the 
Transaction concludes that the alleged qualitative benefits do not outweigh the identified 
quantitative costs. 

 
A. Loss of Bundled Load exemption for EAI retail ratepayers 

Under the status quo, with EAI’s continued ownership of the transmission assets and its 
anticipated membership in MISO, the Commission will continue to have ratemaking 
authority for EAI retail ratepayers.  The Commission is able to retain this authority under 
EAI’s membership in MISO due to the MISO’s Bundled Load exemption, which establishes 
alternate revenue collection for transmission owners (“TOs”) that are also load-serving 
entities (“LSEs”).  In APSC Docket No. 10-011-U, the filings, technical conference, and 
hearings related to Entergy’s Application to transfer control of its transmission assets to 
MISO included discussion of the Bundled Load exemption for EAI retail customers, under 
which, “MISO does not collect or distribute any revenues from or to a member TO’s 
Bundled Load.”33 

If the Transaction is executed, EAI will no longer be a TO in MISO.  EAI retail load will 
therefore no longer qualify as Bundled Load.  As a result of the loss of the Bundled Load 
exemption, transmission charges will be levied on Arkansas ratepayers (passed through EAI 
as the LSE) based on rates calculated through the MISO tariff, rather than APSC proceedings. 

The shift from transmission charges utilizing the Bundled Load exemption to rates under 
the MISO tariff is expected to result in a significant increase in transmission revenue 

                                                                        
33  EAI’s Response to Staff Data Request APSC 18-11. 
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requirement for Arkansas ratepayers.  The components of this increase are detailed in the 
following section. 

As will be discussed in the following section, the loss of the Bundled Load exemption shifts 
transmission rates out of Commission control, to the benefit of the transmission owner and 
the detriment of the retail ratepayers. 

 
B. Increase in transmission rates under ITC ownership 

The increase in transmission revenue requirement is based on three primary changes to the 
method of revenue recovery under ITC asset ownership, as compared to the current method 
under EAI ownership or the anticipated method under EAI ownership as a transmission 
owning member of MISO.  These three components are: increased ROE, change in capital 
structure, and implementation of a forward looking test year for ratemaking purposes. 

In addition to the increase in revenue requirement recovered from Arkansas ratepayers for 
these three changes, there are other potential changes that will increase rates, such as 
potential ROE adders and additional transmission system expansion beyond the upgrades 
currently planned by Entergy. 

1. INCREASED RETURN ON EQUITY 
A significant portion of the increase in revenue requirement results from the increase in 
allowed ROE as a result of the Transaction. 

Currently, the Commission sets the recoverable ROE through the regular ratemaking 
process, which is now set at 10.2%.34  As discussed in the previous section, this process 
would continue for EAI as a transmission-owning member of MISO due to the Bundled 
Load exemption. 

Under ITC ownership, however, the ROE will be set during a proceeding at FERC 
whereby the transmission-owning member of MISO requests approval of an 
Attachment O template to be used to establish formula rates for transmission service.  It 
is in that proceeding that the ROE will be set for ITC’s transmission service to EAI.  That 
proceeding is currently under way at FERC.35  In their Application in that proceeding, 
ITC is requesting a 12.38% ROE, stating:  “Consistent with Commission precedent, 
because they will be Transmission Owner members of MISO, the New ITC Operating 
Companies are entitled to use the 12.38% MISO ROE.”36  The 218 basis point increase in 
ROE will directly increase the transmission revenue requirement to be recovered from 

                                                                        
34  Commission Order No. 20, Docket No. 09-084-U. 
35  FERC Dockets EC 12-145, 12-2681, EL12-107. 
36  ITC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107.  September 24, 2012, 

p. 65. 
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Arkansas ratepayers.  See Table 3 below for details on the increase in revenue 
requirement. 

2. CHANGE IN CAPITAL STRUCTURE 
During the ratemaking process, the applicable ROE is applied to the approved equity 
portion of the company capital structure to determine the revenue requirement 
approved for equity investors.   

Currently, the APSC has approved a capital structure for EAI consisting of 54.5% debt 
and 45.5% equity (including preferred shares).37  ITC has applied to FERC for approval 
of a target capital structure consisting of 40% debt and 60% equity.38 

The Applicants have not provided a direct justification for the proposed capital 
structure in their Application.  ITC’s response to a Staff Data Request on the issue refers 
to testimony in the FERC matter stating that the capital structure is appropriate for a 
non-diversified company because they are “less able to withstand disruptions in their 
revenue stream.”39  Additionally, ITC claims that the capital structure will permit lower 
interest payments, “preserve investor confidence,” and provide access to lower cost 
capital.40 

Since the ROE is significantly higher than the cost of debt, a capital structure with a high 
equity portion produces a higher transmission revenue requirement, significantly 
increasing costs to ratepayers.  This effect is compounded by the higher ROE under ITC 
ownership, as discussed above. 

The Applicants prepared an exhibit demonstrating how the change in ROE and capital 
structure increase the weighted average cost of capital (“WACC”). 41  A summary of the 
overall impact is provided in Table 2 below. 

TABLE 2. MODELED IMPACT OF TRANSACTION ON WACC 

  2014 2015 2016 2017 2018 
EAI Pre-Tax WACC 10.31% 10.41% 10.45% 10.51% 10.56% 
ITC Arkansas, LLC 
WACC 13.62% 13.65% 13.67% 13.70% 13.72% 

 

                                                                        
37  Derived from EAI workpapers filed in support of its Application (HSPI_Lewis-Rate_Effects_Workpaper_2.xlsx). 
38  ITC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107.  September 24, 2012. 

P. 51. 
39  ITC’s Response to Staff Data Request 35-1. 
40  Id. 
41  Exhibit CMB-7 to the Direct Testimony of Cameron M. Bready (September 28, 2012). 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



REPORT TO THE ARKANSAS PUBLIC SERVICE COMMISSION   PUBLIC VERSION 
 

  

La Capra Associates Page 14 

This calculation of EAI’s WACC does not incorporate several zero cost components that 
were included in EAI’s last general rate case, such as Current, Accrued, and Other 
Liabilities (“CAOL”) and ADIT.  When these and other components were included in the 
calculation, EAI’s WACC was 5.04%.42  The Applicants have not addressed how these 
elements would be incorporated in the FERC ratemaking process. 

See Table 3 below for details on the increase in revenue requirement due to the 
modified capital structure. 

3. FORWARD TEST YEAR 
Under Arkansas law, EAI’s general rate case applications, including its transmission 
rates, are based on a test year adjusted for known and measurable changes.43  That test 
year may be comprised of historical twelve calendar months or comprised of six months 
of historical data and six months of projected data.  In either case, the test year 
information may be adjusted for known and measurable changes in circumstances that 
occur during the twelve months following the end of the test year.   

In its rate application at FERC, ITC is proposing the use of a forward looking test year in 
which rates are based on the forecast of costs and capital expenditures, rather than an 
accounting of actual past expenditures. 44  The rate includes a true-up mechanism to 
reconcile any differences between actual costs and revenues recovered from ratepayers. 

The FERC forward looking test year and true-up provisions provide more frequent 
adjustments to the transmission revenue requirement and rates than do the procedures 
implemented by the Commission pursuant to Arkansas law.  The transmission revenue 
requirement will be set each year based on the forecast of the following year’s 
expenditures, as determined in the formula rate implementation protocols.45  According 
to the Applicants, this is important to reduce “regulatory lag” related to cost recovery.46 
EAI has argued that the impact of the forward looking test year should be excluded from 
the analysis of rate impact because it is a “timing effect” of revenue recovery rather than 
an actual increase.47  However, EAI’s analysis shows an actual impact on year-to-year 
revenue requirement recovered from customers.  Between 2014 and 2018, the use of 

                                                                        
42  Commission Order No. 20, Docket 09-084-U. 
43  Ark. Code Ann. §23-4-406 
44  ITC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107.  September 24, 2012. 

pp. 52-53. 
45  Direct Testimony of Thomas H. Wrenbeck (September 28, 2012), pp. 9-12. 
46 Direct Testimony of Cameron M. Bready (September 28, 2012), pp. 36:11-37:1.  
47  EAI’s Response to Staff Data Request APSC 11-11. 
 Direct Testimony of Jay A. Lewis, (September 28, 2011) pp. 34-38. 
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the forward test year ''''''''''''''''''' '''''' '''''''''''''' ''''''''''''''''''''''' '''''''''''''''' '''''''' '''''''''''' '''''''' 
''''''''' '''''''''''' '''''' '''''''' (see Table 3 below).48 

4. COMBINED IMPACT OF CHANGES 
The Application presents an estimate of the impact of the Transaction on the retail rates 
of EAI customers, claiming that the average retail customer will pay only $1.22 more per 
month, a 1.3% increase in the overall bill.49  Given that this Transaction affects EAI’s 
transmission assets and ultimately the resultant transmission rates, Staff has analyzed 
data provided in support of the Application to evaluate the increase in transmission 
revenue requirement recovered from ratepayers in total. 

Overall, the increase in ROE, revised capital structure, and implementation of a forward 
looking test year account for significant increases over the status quo (continued 
Entergy ownership).  A summary of the increase in the transmission revenue 
requirement is provided in Table 3 below. Note that this analysis does not include 
offsetting Transaction benefits claimed by the Applicants.  The quantitative benefits are 
addressed below. 

 

TABLE 3. INCREASE IN ARKANSAS RETAIL TRANSMISSION REVENUE REQUIREMENT UNDER ITC, 2014-201850 

 2014 2015 2016 2017 2018 
Status Quo ''''''''''''''''''''''''''' '''''''''''''''''''''''''''''''' '''''''''''''''''''''''''' '''''''''''''''''''''''''''''''' ''''''''''''''''''''''''''''''''''' 
ROE/Capital Structure '''''''''''''''''''''''''''''' ''''''''''''''''''''''''''''' '''''''''''''''''''''''''''''''' ''''''''''''''''''''''''''''''' ''''''''''''''''''''''''''''' 
Forward looking test 
year '''''''''''''''''''''''''''' ''''''''''''''''''''''''''' ''''''''''''''''''''''''''''' '''''''''''''''''''''''''''' '''''''''''''''''''''''''''''' 

Increase due to 
Transaction '''''''''''''''''''''''' '''''''''''''''''''''''''' ''''''''''''''''''''''''' '''''''''''''''''''''' ''''''''''''''''''''' 

Increase (%) '''''''''' '''''''''' '''''''''''' ''''''''''' ''''''''''' 
 

Based on the Applicants’ analysis, the 2014 transmission revenue requirement will 
increase by '''''''' ''''''''''''' due to revenue recovery changes stemming from the 
Transaction and ITC ownership.   

The Applicants’ rate impact analysis only forecasted the revenue requirement through 
2018, but the impact of the higher ROE, change in capital structure, and forward looking 
test year will persist and the transmission revenue requirement under ITC will continue 
to be higher than it would under continued EAI ownership. 

                                                                        
48  Derived from EAI workpapers filed in support of its Application (HSPI_Lewis-Rate_Effects_Workpaper_2.xlsx) 
49  Application, pp. 38-39. 
50  Derived from EAI workpapers filed in support of its Application (HSPI_Lewis-Rate_Effects_Workpaper_2.xlsx) 
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5. ADDITIONAL INCREASES POSSIBLE 
As discussed above, The Applicants’ analysis shows that the Transaction will cause a 
significant increase in transmission revenue requirement.  There are at least two ways 
in which the rate impact analysis performed by the Applicants and summarized above 
may underestimate the increase in transmission rates resulting from the Transaction.   

Potential ROE Adders 

First, the analysis assumes an increase in the ROE from current APSC approved rates to 
the standard MISO rate of 12.38%.  However, ITC has acknowledged multiple times that, 
despite its Application at FERC for the standard 12.38% ROE, it may be eligible for 
incentive rates as high as 13.38%.   

ITC’s July 1, 2011 non-binding indication of interest in the Entergy transmission 
business states: '''''''' ''''''''''''' '''''''' ''''' '''''''''''''''''' '''''' '''''''''''''' ''''''''''''''''' ''''''' ''''''''''''''' 
''''''''''' ''''' ''''''''''''' '''''''' '''''' ''''''''''''' '''''''''''''' ''''''''''''''''' '''''''''''' ''''' '''''''''''' '''''''''''''''''' '''''''''''' 
'''''' '''''''''''' '''''''' '''''''''''''''' '''' '''''' '''''''''''''''51 

The parties’ joint application at FERC, in which ITC requests the “default” 12.38% ROE, 
states: 

At this time, ITC Holdings is not requesting any transmission rate incentives for 
the New ITC Operating Companies, including an incentive adder for 
independence, even though ITC believes that such an incentive adder would be 
appropriate and fully in line with Commission precedent… ITC, however, 
reserves the right to request in the future transmission rate incentives 
for the New ITC Operating Companies, including an incentive adder for 
independent ownership of transmission facilities. Because of the 
constraints imposed by the independent transmission company model, and its 
demonstrated track record of supporting cost effective transmission 
investment, such ROE incentives continue to be important and may become 
necessary for the New ITC Operating Companies. (Emphasis added.) 52 

ITC has previously requested and received from FERC incentive adders for independent 
ownership of 100 basis points for other operating subsidiaries.  In fact, of the five ITC 
subsidiaries, four have received the independence incentive ROE adder: ITC 
Transmission (13.88%),53 Michigan Electric Transmission Company (13.38%),54 ITC 

                                                                        
51  ITC’s Response to Staff Data Request APSC 17-1, Attachment p. TH41.  
52  ITC Holdings Corp., et al. Joint application. FERC Dockets EC 12-145, 12-2681, EL12-107.  September 24, 2012. 

P. 51. 
53  ITC Holdings Corp., 113 FERC ¶ 61,343 (2003) (Order authorizing disposition of jurisdictional facilities, accepting 

for filing proposed agreements, requiring compliance filing, and accepting in part and rejecting in part proposed 
transmission rates). 
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Great Plains (12.16%),55 and ITC Green Power Express (12.38%).56  ITC requested the 
incentive adder for ITC Midwest, but was denied due to insufficient supporting analysis 
in the application.57 

It is important to note that if the Transaction receives all necessary approvals and is 
executed as scheduled, this future application for an increase in ROE will be made at 
FERC only, and will not be subject to Commission jurisdiction. 

Potential additional investment in capital expenditures 

The Applicants’ analysis calculates the transmission revenue requirement based on 
Entergy’s current assumptions on transmission expansion and capital expenditures.  
However, it is likely that ITC will develop a more aggressive transmission system 
upgrade plan with additional capital expenditures for two reasons. 

First, EAI and ITC have acknowledged that the capital spending assumptions used in 
their analysis are lower than the likely actual spending levels.  In discussing the 
assumptions for modeling the increase in transmission revenue requirement under ITC 
ownership, witness Cameron Bready noted that ITC only assumed that it would build 
projects currently identified in Entergy’s 5-year base capital plan.58 

In addition, EAI witness Jay Lewis testified that the Entergy base capital plan is most 
likely a conservative estimate and that particularly in the latter years, spending will 
most likely be higher than the forecast: 

The taper effect reflects that the base capital plan does not include potential 
incremental, unidentified or unknown projects that could occur depending on 
future events and variables, such as catastrophic storm activity, new 
regulations or acquisition opportunities.  A recent example of capital 
requirements that arose but were not included in the planned capital 
investments is the investment needed to meet updated transmission planning 
standards (over $500 million)…  I believe the latter year estimates are less 

                                                             
 
 
54  Michigan Electric Transmission Company, LLC, 113 FERC ¶ 61,343 (2005) (Order conditionally accepting 

proposed tariff revisions for filing and establishing hearing and settlement judge procedures).  ITC acquired METC 
in 2006. 

55  ITC Great Plains, LLC, 126 FERC ¶ 61,223 (2009) (Order granting in part and denying in part rate incentives, 
conditionally accepting tariff revisions, and establishing hearing and settlement procedures). 

56  Green Power Express LP, 127 FERC ¶ 61,031 (2009) (Order on transmission rate incentives and formula rate 
proposal and establishing hearing and settlement judge procedures). 

57  ITC Holdings Corp., 121 FERC ¶ 61,229 (2007) (Order authorizing disposition of jurisdictional facilities, accepting 
proposed rates and jurisdictional agreements subject to conditions, and dismissing complaint). 

58  Direct Testimony of Cameron M. Bready (September 28, 2012), p. 43:14-17. 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



REPORT TO THE ARKANSAS PUBLIC SERVICE COMMISSION   PUBLIC VERSION 
 

  

La Capra Associates Page 18 

than what will actually occur because it is not possible to accurately predict 
the latter years of a forecast.59 

The second reason why the assumptions on capital expenditures are too low is that ITC 
intends to identify additional projects to reduce system-wide congestion.  In fact, 
according to the Applicants, ITC’s ability to identify more transmission projects is one of 
the primary benefits of the Transaction [See Section 4C below].   

To illustrate the potential impact of additional investment, the suite of “illustrative 
projects” developed by ITC witness Johannes Pfeifenberger carried a net increase in 
Entergy system-wide revenue requirement of $2.1 billion.  According to the analysis, 
this increase was largely offset by production cost savings occurring primarily in 
Louisiana and Texas (see Table 6 below).60 

 
C. Quantified benefits do not offset additional costs 

The Applicants have represented in the Application and testimony that one of the benefits 
of the Transaction derives from the lower cost of debt available to ITC.  ITC witness 
Cameron Bready notes that the debt cost savings are a “direct result of the difference in 
credit quality between what is anticipated for the New ITC Operating Companies and the 
current Entergy Operating Companies.”61 

Table 4 below contains the Applicants’ assumptions regarding the pre-tax cost of debt for 
EAI and ITC. 

TABLE 4. PRE-TAX COST OF DEBT, 2014-201862 

 

 

ITC has based its assumed cost of debt on JP Morgan estimates subject to change.63  EAI has 
not provided support for the cost of debt assumed in the rate impact, which contradicts 
EAI’s statement in response to a data request that its current cost of debt is 4.88%.64   

                                                                        
59  Direct Testimony of Jay A. Lewis (September 28, 2012), p. 8:7-19. 
60  Direct Testimony of Johannes Pfeifenberger (September 28, 2012), pp. 23:22-24:7. 
 ITC’s Response to Staff Data Request APSC 10-17. 
61  Direct Testimony of Cameron M. Bready (September 28, 2012), p. 20:16-17. 
62  Id. at Exhibit CMB-7 
63  Direct Testimony of Cameron M. Bready (September 28, 2012), p. 22. 
64  EAI’s Response to Staff Data Request APSC 21-5. 

 2014 2015 2016 2017 2018 
EAI 5.29% 5.46% 5.58% 5.69% 5.78% 
ITC  3.50% 3.57% 3.63% 3.69% 3.75% 
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According to the Applicants’ analysis, the assumed reduction in debt cost reduces the 
overall revenue requirement modeled in the Application.  Table 5 below provides the 
offsetting change in revenue requirement impact due to the modeled change in cost of debt. 

TABLE 5. IMPACT OF LOWER COST OF DEBT ON RETAIL TRANSMISSION REVENUE REQUIREMENT, 2014-2018 

 2014 2015 2016 2017 2018 
Status Quo ''''''''''''''''''''''''''' '''''''''''''''''''''''''''''''' '''''''''''''''''''''''''''''' '''''''''''''''''''''''''''''' ''''''''''''''''''''''''''''''''' 
ROE/Capital Structure ''''''''''''''''''''''''''''' '''''''''''''''''''''''''''''''' '''''''''''''''''''''''''''''' '''''''''''''''''''''''''''' ''''''''''''''''''''''''''' 
Forward looking test 
year ''''''''''''''''''''''''''''' ''''''''''''''''''''''''''' '''''''''''''''''''''''''''''' ''''''''''''''''''''''''''''''' '''''''''''''''''''''''''''''' 

Savings from lower cost 
of debt '''''''''''''''''''''''''''' ''''''''''''''''''''''''''' '''''''''''''''''''''''''' ''''''''''''''''''''''''''' '''''''''''''''''''''''''' 

Increase due to 
Transaction '''''''''''''''''''''''' ''''''''''''''''''''''' '''''''''''''''''''''' ''''''''''''''''''''' ''''''''''''''''''''''''' 

Net Increase (%) '''''''''' '''''''''''' '''''''''' '''''''''' '''''''''''' 
 

The evidence suggests that the offsetting savings from a lower cost of debt are overstated.  
Even if the claimed reduction does materialize, the revenue requirement benefits still do 
not nearly offset the additional costs from the changes in ROE, capital structure, and 
forward test year discussed above.  '''' '''''''''' ''''''' ''''''' '''''''''''''' '''''''''' ''''''''''''' '''''''''' ''''''''' 
'''''''''''''''''' '''''''''''''''''''''' ''''''''' ''''''' ''''''''''' '''' ''''''''''' '''''' ''''''''''' ''''''''''''''''''''''''' ''''''''''''''' 
'''''''''''''''''''''''  '''''''' ''''''''''' ''''''''''''''''' '''' ''''''''''''''''''''''''' '''' '''''''''' 

 
D. Rate impact on wholesale customers 

In addition to the impact on retail rates, the Transaction would also impose additional 
quantitative costs on wholesale customers.  Upon EAI’s transition to MISO, wholesale 
customers will already have to pay the increased ROE because wholesale load does not 
qualify for the Bundled Load exemption.  However, wholesale customers will be impacted 
by the change in capital structure, the implementation of the forward test year, and any 
additional future impacts of the ROE adder and additional capital expenditures under ITC 
ownership discussed above. 

To the extent that the Transaction yields benefits claimed in the Application (as discussed in 
the following sections), wholesale customers will similarly share in those benefits with 
retail customers. 
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E. No impact mitigations have been proposed 

The Applicants have not proposed any measures which would directly mitigate the impact 
of the higher transmission revenue requirement to ratepayers.   

ITC’s July 1, 2011 non-binding indication of interest in the Entergy transmission business 
states: 

'''' '''''''''' ''''''''''''''''' ''''''''''' ''' ''''''''''''''' ''''' '''''' '''''''''''''''''' '''' '''''''''''''' ''''''' ''''''''''''''''''' 
''''''''''''''''' ''''''''''''''''''''' ''''''''''''' '''' '''''' ''''''''''''''''''' '''''''''''''''' '''''''''''''  '''''''''' ''''''''''''' 
''''''''''''' ''''''''''''''''' '''' '''''''''''''''''' ''''''''''''''''''''''''' ''''''''' '''' ''''''''' '''''''''''''' ''''''''''' '''''' ''' 
'''''''''''''''' '''''''''''' '''' ''''''''' ''' ''''''''''''''' '''' '''''''' ''''''''''''''''''''''''' '''''''' '''''''''''''''' 
'''''''''''''''''''' ''''''''' '''''' '''''''''''''''''''' ''''''''' ''' ''''''''''''''''' '''''''''''' '''' '''''''''' '''''''' '''''''''''''''''' 
'''''''''''''' '''' ''''''''''''''''' '''' ''''''' '''''''''''''''''''65 

ITC has provided no further information on ''''''''''''''''''''' considered.66 

Similarly, EAI has not provided any information regarding '''''''''''''''''''' '''' '''''''''''' 
''''''''''''''''''''''' ''''''''''''''''''' in the development of the Transaction.67 

A Board of Directors presentation from December 2, 2011 ''''''''''''''' '' ''''''''''''''''' '''''''''''''' ''''' 
''''''''''''''''' ''''''''''''  ''''''' '''''''''''''''''' ''''''''''' ''''''''''''''' ''''''''' '''''''' ''' ''''''''''''''''' '''''''''''''''''' 
'''''''''''''''''''''' ''''''''''''' '''''''''''''' '''''''''''''''''''' '''''''''''' ''''''''''' ''''''''' ''''''''' ''''''''''''  '''''''''' '''''''''''''''' 
'''''''' ''''''''''''''' ''''' '''''''''''''''''' ''''''''''''''''''''' '''''''''' '''''' '''''''''''''''''''''' '''' '''''''''''''''''''''' '''''''''' ''''''' 
''''''''' '''''''''''''''' ''''''''''''''''''  ''' '''''' '''''''' '''''''' ''''''''''''''''''''''''' '''''' ''''''' ''''''''''''''''''' '''' '''''''''' ''''''''''' 
''''''''''''''''''' '''' '''''''''''''''''''''  '''''''' '''''''''' ''''''''' '''''''' '''''''''' ''''''' ''''''''''''''''''''' ''''''' '''''''''''''''''''' 
'''''''''''''' '''''''' '''''' '''''''''''''''''' ''''' ''''''''''' '''''' '''''''''''''' '''''''' '''''''''' '''' '''''' ''''''''''''''''''''''68 

 
F. Conclusion  

The Applicants acknowledge that the Transaction will result in quantifiable net costs to 
Arkansas wholesale and retail ratepayers.  The increase in ROE, increased equity portion of 
the capital structure, implementation of a forward looking test year and annual true-up 
                                                                        
65  ITC’s Response to Staff Data Request APSC 17-1, Attachment p. TH43. 
66  In response to a data request seeking information on the ''''''''''''''''''''''''''' considered, ITC withheld all applicable 

information as attorney work product or protected under attorney-client privilege. See ITC’s Response to Staff 
Data Request APSC 24-2. 

67  '''''''''''' '''''''''' ''''''''''''''''''''''' '''''''''''''''''''''''''''' ''''''''''' '''''''' '''''''''''''''' '''' ''''''''''''''''''''' '''''''''''''''''''''''''''' ''''''''''''''''''''''''''' '''''' ''''''' '''''''''''''''' '''''''''''''' '''''''' 
''''''''''''''''''''''''''''''' '''' ''''''''' ''''''''''''''''''''''''''''' ''''''''' '''''''''''''''''''' '''' ''''''' '''''''''''''''' ''''' '''''''' ''''''''''''''''''''' '''''''''' '''' ''''''''''''''''''''''''' ''''''''''''''''''''''''''''' 
''''''''''''''''''''''' '''''' '''''''' ''''''''''' '''''''''''''''''''' ''''''''''''''''''''''' '''''''''' ''''''''''''''''' '''''''''' ''''' ''''''''''''''''' '''''''''''' '''' ''''''' ''''''''''''''' ''''''''''''''''''''''''''' ''''''''''''''' 
'''''''''''''''' ''''''''' '''''''''' '''''''' ''''''''''''' ''''''''' ''''''''' ''''''''''''''''''''''' '''''''''''''''''''''' '''''''''''''''''' ''''''''''''' '''''''''' ''''''''''''''''''''''' ''''''''' '''''''' ''''''''''''' ''''' ''''''''' 
''''''''''''''''''''''''' ''''' ''''''''''''''''''''' '''''''''' '''''''' ''''''''''''''''' '''''''' '''''''''''''' ''''' ''''''' ''''''''''' ''''''''''''''''''  See EAI’s Response to Staff Data 
Request APSC 23-5. 

68  EAI’s Response to Staff Data Request APSC 23-9. 
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provisions for FERC ratemaking all impose significant additional increases in the 
transmission revenue requirement.  The Applicants have argued that quantitative benefits 
due to ITC’s purported lower cost of debt offset this increase.  Even if these savings 
materialize, they will only offset the costs to a small degree. 

Overall, the change in ownership will result in an increase in annual retail transmission 
revenue requirement of between '''''''''''''' '''''''''''''' ''''''''''''''''''''' each year for the first five 
years.  Even if the impact of the forward test year and annual true-up provisions for FERC 
ratemaking is excluded, as the Applicants propose, the transmission revenue requirement 
still increases by '''''''''''''''' over the status quo each year from 2014-2018.69 

Perhaps of greater concern is the potential for additional increases that have not been 
modeled by the Applicants.  If ITC seeks, and is granted, an additional incentive ROE adder 
from FERC, the ROE could increase by 100 basis points, based on previous ITC subsidiary 
experience.  As noted above, ITC has acknowledged to FERC that it believes this incentive 
would be appropriate, and has stated that ''''''''''''''''' ''''' ''''''' ''''''''''''''''' '''''''' '''''''''''''' '''''' 
''''''''''' '''''''''''' '''''''' '''''' '''''' ''''''''''''''''''' '''''''''''''''''''  '''' ''''''''''''''''' ''''''''''''' ''''''' ''''''''''''''''''''''''''' '''' 
''''''' ''''''''''''''''''''''' '''''''''''''' '''''''''''''''''''''''' ''''''''''''''' ''''''''''' '''''''' ''' '''''''' '''''''''''''''' '' 
''''''''''''''''''''''''' ''''''' ''''''''''' ''''' '''''''' '''' ''''''''' '''''''''''''''''' '''' ''''''''''' ''''''''''''''''' ''''' ''''''''''''''' '''''''''''' 
''''''''''' '''' '''''' ''''''''''''''''''''''' '''''''''''''. 

In addition to the higher ROE, there is a strong indication that ITC will make transmission 
investments in excess of the upgrades currently planned by Entergy, and included in the 
rate impact analysis.  Additional capital expenditures will increase the rate base upon which 
the ROE and capital structure impacts are applied, increasing the transmission revenue 
requirement further. 

The known impact of the Transaction on the transmission revenue requirement is large and 
would impose significant costs on ratepayers, and the impacts still unknown could increase 
this impact even further. 

 

                                                                        
69  Derived from EAI workpapers filed in support of its Application (HSPI_Lewis-Rate_Effects_Workpaper_2.xlsx) 
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4. THE TRANSACTION DOES NOT YIELD 
SIGNIFICANT BENEFITS INCREMENTAL TO 
EAI MEMBERSHIP IN MISO 

Throughout the Application and testimony, Applicants argue that the Transaction will yield 
substantial benefits.  Several of the primary benefits identified are substantively similar to 
the benefits of Regional Transmission Organization (“RTO”) membership identified by EAI 
in APSC Docket No. 10-011-U.  The Applicants have not provided compelling evidence that 
the Transaction will yield material benefits beyond those that will accrue from RTO 
membership. 

 
A. Independence 

The Applicants argue throughout the Application and testimony that independence created 
by the Transaction drives a significant portion of the overall benefits.  There are two 
primary types of independence identified by the Application as creating benefits.  The first 
is the independent ownership, planning and operation of the transmission system 
independent from generation or distribution operations, which this report will refer to as 
“functional independence.”  The second is the independence of the transmission system 
ownership from the other Entergy OpCos, which this report will refer to as “organizational 
independence.” 

1. FUNCTIONAL INDEPENDENCE 
The Applicants argue that functional independence creates benefits by instilling 
confidence in the wholesale markets and removing any lingering perception of bias in 
transmission planning and operation deriving from EAI’s operation as a vertically 
integrated entity. 

The Applicants argue that independent ownership of the Entergy transmission system 
from Entergy generation and retail operations provides the optimal structure to derive 
benefits from the wholesale market.  As described in the Bunting Testimony: 

This transaction, in combination with the proposal to join MISO, assures all 
transmission customers that they are on equal footing to compete in a regional 
Day 2 Market (and bilaterally) using a transmission system that is owned by 
an entity that is completely independent from that market.  That combined 
effect should instill the highest level of confidence in merchant generators that 
they will be able to compete in a larger market and to their fullest capability, 
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which should translate to benefits for retail customers by providing those 
customers access to lower cost energy sources.70 

The Applicants provided no evidence or support demonstrating that the Transaction 
will accomplish any independence benefits beyond those accomplished through 
Entergy’s transfer of operational control of those assets to MISO.  In fact, the Application 
notes that participation in MISO as a transmission owning member will already 
constitute progress towards functional independence: “MISO membership will mitigate 
any lingering perceptions of bias, but only full independence will completely eliminate 
such perceptions.”71  EAI has not provided any arguments or evidence demonstrating 
that there is any incremental benefit to ratepayers from this distinction. 

The Applicants have not provided any additional support or documentation 
demonstrating benefits beyond the arguments provided in testimony.  EAI has referred 
simply to the “perception of bias” argument: 

The ITC Transaction will enhance independence in two primary ways that are 
not achievable under Entergy Operating Company ownership.  There will be 
greater independence in transmission planning and MISO governance… While 
a utility would be obligated to undertake its participation in MISO planning 
processes in a non-discriminatory manner, and MISO rules ultimately must be 
approved by FERC as not unduly discriminatory, that situation does not 
eliminate the perception by other asset owners or market participants that a 
transmission owner may act in a biased manner in favor of its own generation 
or load served.72 (Emphasis added.) 

EAI’s explanation indicates that the vertically-integrated nature of its business 
inherently creates bias, or the perception of bias, and consequently hinders the 
operation of the wholesale market.  EAI has proposed to join MISO, in part, to address 
these concerns of bias.  MISO operates an open, competitive market including many 
vertically-integrated utilities.  Given that divestiture of transmission assets is not 
required to participate in, and benefit from, MISO’s open market, EAI has not provided 
any evidence demonstrating that the distinction created by independent ownership will 
create tangible benefits. 

ITC’s response to a similar data request also does not provide any evidence or 
documentation supporting the existence or magnitude of any incremental benefit.73 

In general, the Applicants argue that despite independent operation of the transmission 
system by MISO and formal planning processes under MISO designed to ensure non-

                                                                        
70  Direct Testimony of Theodore H. Bunting, Jr. (September 28, 2012), pp. 12-13. 
71  Application, p. 27. 
72  EAI’s Response to Staff Data Request APSC 21-2. 
73  ITC’s Response to Staff Data Request APSC 22-1.  
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discriminatory planning, there may still be a “lingering perception” by some market 
participants that Entergy could engage in planning that unfairly advantages its own 
generators.  The Applicants have provided no evidence supporting this argument 
beyond statements in testimony, nor any analysis demonstrating how this benefit 
outweighs the additional costs of the Transaction discussed above. 

2. ORGANIZATIONAL INDEPENDENCE 
The Applicants also argue that the Transaction will achieve a goal set by the 
Commission for independence from the other Entergy OpCos.  Their argument for the 
value of this independence misconstrues the Commission’s directive, and omits other 
Commission goals expressed in Docket No. 10-011-U. 

The Application states that: “The Transaction fulfills the APSC’s directive for EAI to 
conduct its transmission planning and operations separate from that of the other 
Entergy Operating Companies.”74  In support of this statement, the Application cites 
Commission Order No. 54 in Docket No. 10-011-U, which directs EAI to “[e]ngage in 
transmission planning or operations separately from the other OpCos, Entergy affiliates, 
or any future Entergy Transco except through the RTO process as a separate RTO 
member.”75 

Furthermore, EAI witness McDonald’s testimony discusses how the Transaction will 
advance this objective, claiming that after the Transaction, EAI will not have to 
participate with the other Entergy OpCos in joint planning: 

Absent the ITC Transaction, EAI will be required to continue to participate in 
joint transmission planning for the Entergy Transmission System with the 
other Entergy Operating Companies, whether as a MISO member or if EAI 
operates its electrical facilities on a stand-alone basis… After the closing of the 
Transaction, ITC would independently own all the Entergy Operating 
Companies’ transmission assets, eliminating that remaining obligation for EAI 
to participate with the other Entergy Operating Companies in joint planning 
for the former Entergy Transmission System, consistent with the Commission’s 
objective of EAI’s minimizing its interaction with the other Operating 
Companies.76 

The Applicants’ representation of the Commission’s directive is focused too narrowly 
and omits other priorities expressed elsewhere in Order No. 54 and other orders in 
Docket No. 10-011-U.  The Commission was looking to end cost-sharing and litigation 
among the Entergy OpCos and shield Arkansas ratepayers from the negative 
consequences of EAI’s association with the other OpCos.  The conditions agreed upon by 

                                                                        
74  Application, p. 2. 
75  Docket No. 10-011-U, Order No. 54 at 109. 
76  Direct Testimony of Hugh T. McDonald (September 28, 2012), pp. 14-15. 
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the parties in that docket help achieve the Commission’s objectives, but under ITC 
ownership, there will be fewer protections against cost-sharing among the ITC 
Midsouth transmission subsidiaries that were formerly held by Entergy OpCos. 

Under EAI’s continued ownership and membership in MISO, EAI will conduct 
transmission planning with the assistance of ESI.  EAI will procure ESI’s services under a 
cost-based contract that is subject to approval by the Commission.77  There will be no 
allocation to EAI of costs incurred by ESI for Entergy system-wide planning, or cost-
sharing for projects that do not benefit EAI customers.  This structure achieves the 
primary goals expressed by the Commission and described above. 

Under the proposed Transaction, the transmission operating companies under ITC are 
similar to the transmission portion of the current Entergy OpCos (i.e., ITC Arkansas 
would own the same assets and serve the same territory as the transmission portion of 
EAI currently does).  The Applicants are correct that there will be no association with 
the remaining Entergy OpCos.  However, there will be a strong association between ITC 
Arkansas and the other ITC subsidiaries.  The difference is largely in name only, and will 
not actually address the concerns and priorities expressed by the Commission. 

In fact, under ITC ownership, there could actually be less independence and more cost-
sharing between the transmission operating companies than there would be under 
continued Entergy ownership under MISO operational control.  Regarding planning, 
under the status quo, EAI would be responsible for transmission planning duties, 
supplemented by ESI personnel under a cost-based contract subject to Commission 
approval.78  Under ITC structure, planning and operation will be done at the holding 
company level, and costs will be directly assigned to affiliates “where it is rational and 
reasonably clear to do so.”79  Where this is not possible, “those costs will be allocated to 
the ITC Midsouth Operating Companies in accordance with ITC’s FERC approved 
methodology for the allocation of such costs.”80   

The Applicants have not provided any evidence to support their statements in 
testimony that ITC ownership of the Entergy transmission assets will provide 
meaningful independence beyond Entergy’s participation as a transmission-owning 
member of MISO.  Additionally, it appears that the Applicants erred in their 
interpretation of Commission directives in assuming that changing ownership while 
maintaining largely the same relationship between the transmission operating 
companies achieves the Commission’s directives regarding desired independence. 

 

                                                                        
77  Commission Order No. 72 (Docket No. 10-011-U) pp. 10-11. 
78  Id. 
79  ITC’s Response to Staff Data Request APSC 27-2. 
80  Id. 
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B. Broad regional view 

The Applicants have argued that ITC’s business model gives it a more broad regional view of 
transmission planning which will yield additional benefits.  The Application states: “An 
independent transmission company also offers a broader regional view of the MISO market 
with respect to identifying opportunities to improve the efficiency of the transmission 
system to the benefit of the market as a whole.”81  The Welch Testimony elaborates on this 
argument.82 

Additionally, the Pfeifenberger Testimony argues that due to ITC’s experience in multiple 
markets, it will be better suited for interregional planning: 

In fact, as an independent transmission company operating in the SPP and MISO 
regions, ITC will have the expertise to facilitate transmission planning across the 
MISO-SPP boundaries.  As an independent transmission company, ITC may also be 
in better position to facilitate coordination with AECI and TVA.83 

This benefit apparently relies on the assumption that ITC is better at planning and 
identifying beneficial projects than Entergy operating within the MISO planning processes.  
The Applicants have not provided any evidence why ITC’s experience or business model 
will enable it to identify regional transmission projects better than Entergy, which currently 
plans and operates a transmission system covering four states with interconnections with 
SPP, MISO, and TVA. 

In response to Staff data requests, neither EAI nor ITC were able to provide an estimate of 
the magnitude of the benefits of the broad regional view.84, 85  In addition, EAI’s past 
testimony in Docket No. 10-011-U indicates that it is primarily MISO’s responsibility to do 
regional planning.  For instance, Mr. Riley states: 

[T]he MISO planning staff is responsible for conducting the regional planning 
process. MISO staff integrates the planning processes used by each Transmission 
Owner member for that owner’s own transmission system and the advice and 
guidance of stakeholders into a coordinated regional transmission plan (the 
MTEP) and identifies additional expansions as needed to provide for an efficient 
and reliable transmission system.  Among other things, the MISO staff is 
responsible for developing regional transmission planning models, testing regional 
models to identify performance of the models against national reliability 
standards, evaluating alternative solutions to identified needs, developing 
(through a collaborative process) possible solutions to identified issues, selecting 

                                                                        
81  Application, p. 34. 
82  Direct Testimony of Joseph L. Welch (September 28, 2012), p. 27. 
83  Direct Testimony of Johannes Pfeifenberger (September 28, 2012), p. 12:9-13. 
84  EAI’s Response to Staff Data Request APSC 9-2. 
85  ITC’s Response to Staff Data Request APSC 12-6. 
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preferred solutions, identifying opportunities for economic expansions, 
determining funding and cost responsibility, and monitoring the progress of 
solution implementation.86 

Moreover, Mr. Riley states that “MISO will have primary authority for planning economic 
transmission upgrades, providing an independent view across a broader region than 
today.”87 

 
C. Economic upgrades 

The Applicants also claim that, due to the independence and broad regional view of ITC, it 
will be better suited to identify transmission projects that will increase the economic 
efficiency of the grid, generating benefits for customers.  ITC Witness Joseph Welch testifies 
that “… it is both in our best interest and the best interest of customers to ensure that the 
transmission system is robust, to pursue the economic reduction of congestion and lower 
the overall cost of delivered energy, and provide access to all generators.”88 

Additional testimony from ITC witness Thomas Vitez argues that ITC’s planning process is 
better capable of identifying projects that will reduce congestion89  Mr. Vitez claims that ITC 
will yield planning benefits above and beyond those that EAI would achieve as a MISO 
member is due to MISO’s bottoms up approach.90 

Mr. Vitez claims that ITC’s singular focus allows it to plan and construct better transmission 
solutions under this structure, and specifically addresses the advantages regarding 
economic upgrades. 91   

ITC’s claims on the advantages of its planning process are not consistent with the 
characterization of the benefits of the MISO planning process offered by EAI and MISO in 
Docket No. 10-011-U (as discussed above). 

Even if ITC is better able to find economic transmission projects, it is not certain that the 
projects will benefit Arkansas ratepayers.  As part of the Application, ITC contracted 
Johannes Pfeifenberger to perform analysis and modeling of illustrative transmission 
projects that would, among other things, reduce congestion in the Entergy region and 
provide access to lower cost energy sources.  According to the modeling results, the 
illustrative projects studied by Mr. Pfeifenberger indeed reduced congestion and yielded 
production cost benefits, but these benefits primarily accrued in southern Louisiana and 
                                                                        
86  Direct Testimony of Richard C. Riley (November 28, 2011), Docket No. 10-011-U, pp. 29:20-30:11. 
87  Id., p. 36:20-22. 
88  Direct Testimony of Joseph L. Welch (September 28, 2012), p. 49. 
89  Direct Testimony of Thomas W. Vitez (September 28, 2012), p. 8:11-13. 
90  Id., p. 31:22-32:2. 
91  Id., p. 32:15-20. 
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Texas where congestion is high.92  Table 6 below provides a breakdown of the production 
cost savings by service territory (negative numbers indicate increases in production cost '''' 
'''''' '''''' '''''''''''''). 

TABLE 6. PRODUCTION COST SAVINGS FROM SELECT "ILLUSTRATIVE PROJECTS"93 

ENTERGY OPCO 
NPV OF ADJUSTED  
PRODUCTION COST 

(2017 $MILLION) 
'''''''''''''''''' '''''''''''''''''' ''''''''''''''''' 
''''''''''''''' '''''''' '''''''''''' '''''''''''''' 
'''''''''''''''''' ''''''''''''''''''' ''''''''''''''' 
''''''''''''''' '''''''''''''''''''''' ''''''''''''''' 
''''''''''''''' '''''''''' ''''''''''''''' '''''''''''''' 
''''''''''''''''' '''''''''''' '''''''''''''' 
''''''''''' ''''''''''''''''' '''''''''''''' ''''''''''''''''''' 
System-wide savings $1,406.3 

 

The Applicants’ argument that the Transaction will yield benefits from improved 
identification and planning of economic transmission projects relies on the assumption that 
ITC is inherently better at identifying such projects.  In addition, it generally disregards the 
MISO planning processes already in place to identify transmission solutions to congestion.  
Part of the MISO Transmission Expansion Plan (“MTEP”) planning process includes the 
“Market Efficiency Planning Study,” which “considers local flowgate specific congestion 
mitigation solutions (bottom-up) and larger scale projects/portfolios (top-down) on a 
regional basis to produce more efficient and cost effective projects and portfolios.”94  And 
Mr. Pfiefenberger’s evaluation of the illustrative ITC upgrades admits that many of the 
projects would already be identified by the MISO process:  

While it is likely that the Congestion Relief projects would also be identified 
through MISO’s planning process, I included these projects as part of the 
illustrative portfolio of strategic projects as examples of the type of additional 
cost-effective projects that will tend to be found through this type of broad-based 
independent planning process.95 

                                                                        
92  Direct Testimony of Johannes Pfeifenberger (September 28, 2012), pp. 23-25. 
93  Attachment to ITC’s Response to Staff Data Request APSC 10-17, “HSPI_ITC-AR-008364.XLS” 
94  MISO MTEP Studies, 

https://www.midwestiso.org/Planning/TransmissionExpansionPlanning/Pages/MTEPStudies.aspx  
95  Direct Testimony of Johannes Pfeifenberger (September 28, 2012), p. 16. 
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Moreover, in Docket No. 10-011-U, Mr. Riley states that “The identification of 
economic upgrades is part of MISO’s top down planning process, such as the 
evaluation of MVPs and Market Efficiency Projects.”96 

While the Applicants’ analysis is only for illustrative purposes, it does reinforce the 
conclusion that the opportunities for economic transmission upgrades to reduce 
congestion lay primarily in areas other than Arkansas.  The analysis did not evaluate 
potential allocation of project costs, and ITC only notes that allocation would follow 
MISO procedures whereby “cost allocation would generally align the costs of 
projects with the benefits received.”97  While this provides for the possibility that 
costs would be shared beyond the region, it also indicates that EAI could be required 
to pay for projects in excess of the benefits received. 

 
D. Conclusion  

Many of the primary benefits of the Transaction claimed in the Application derive from 
ITC’s independence, broad regional planning view, and ability to identify economic 
transmission upgrades.  The argument that the planning benefits should be ascribed to the 
Transaction relies on the assumption that ITC is inherently better at identifying potential 
upgrades than Entergy operating within MISO, and that the MISO planning processes in 
place will not identify these projects without ITC participation.   

These are important attributes in the operation of a transmission system, but the Applicants 
have not provided sufficient evidence to support their assertions in testimony to 
demonstrate that operation and planning of the Entergy transmission system by ITC in 
MISO will yield substantial, if any, additional benefits over Entergy operation and planning 
as a transmission owning member of MISO.  In addition, the Applicants have not been able 
to quantify the magnitude of any benefits. 

 

                                                                        
96  Direct Testimony of Richard C. Riley (November 28, 2011), Docket No. 10-011-U, p. 36:1-3. 
97  ITC’s Response to Staff Data Request APSC 10-20. 
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5. THE TRANSACTION MAY REDUCE 
COMMISSION JURISDICTION AND RENDER 
THE CONDITIONAL ORDERS IN DOCKET NO. 
10-011-U OBSOLETE 

The Commission issued Orders in Docket No. 10-011-U to ensure EAI’s transition to MISO 
was in the public interest.  If EAI successfully transfers control of its transmission assets to 
MISO and then sells its transmission assets to ITC, EAI would no longer be a transmission-
owning member of MISO.  This section of the report explains how the Transaction would 
impact EAI’s planned MISO membership and change the meaning of the conditions the 
Commission placed in its conditional Orders approving EAI’s petition to transfer control of 
its transmission assets to MISO. 

 
A. Certain conditions may not apply if this Transaction is approved 

EAI has indicated in response to data requests that several conditions in Order No. 68, 
which it had originally agreed to, may no longer apply or at least have reduced relevance if 
the Transaction is completed.  For instance: 

 For Condition 4, EAI would still be bound by the condition to seek Commission 
approval to terminate its MISO membership.  However, it would be a transmission 
customer of ITC but not a transmission owner in MISO, and could no longer request 
authority to transfer control of transmission assets it no longer owns.98  

 For Condition 5, EAI would still be bound by the condition that the Commission 
could direct EAI to exit MISO, but as with Condition 4, EAI would still be a 
transmission customer of ITC.99 

 For Condition 8, transmission service would no longer be bundled with other 
service.100 

 For Condition 14, EAI could still provide the Commission with information on the 
net benefits of MISO membership and changes in FERC policies regarding RTOs, but 
the usefulness of such information if EAI no longer has the authority to transfer 
control of transmission assets is questionable.101 

                                                                        
98  EAI’s Response to Staff Data Request  ASPC 21-8. 
99  EAI’s Response to Staff Data Request  ASPC 21-9. 
100  EAI’s Response to Staff Data Request  ASPC 21-11. 
101  EAI’s Response to Staff Data Request  ASPC 21-13. 
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B. ITC is not subject to conditions of Order No. 68 

Unlike EAI, ITC was not a party to Docket No. 10-011-U.  Joseph Welch filed an affidavit 
related to Condition 2 of Order No. 68 stating that ITC agreed to assume a separate 
Arkansas transmission pricing zone and stating ITC would not oppose Arkansas being in all 
zones in MISO separate from the other OpCos.102  Aside from this affidavit,  ITC has not 
agreed to any MISO membership conditions.  In responses to data requests, ITC has 
indicated that if the proposed Transaction is completed, it may not be able to meet many 
conditions of Order No. 68, or the Commission may lack jurisdiction to enforce the 
conditions.  These conditions include: 

 For Condition 4, ITC states that based on its review of applicable statutes and 
regulations, ITC Arkansas “would not need permission from the Commission to 
withdraw from MISO” and that exiting MISO would be FERC jurisdictional.103 

 For Condition 5, ITC states that the Commission could request ITC Arkansas 
withdraw from MISO, but that ITC Arkansas “would have to agree to the withdrawal 
and such an exit would have to be approved by FERC and would be subject to the 
processes and requirements of the MISO tariff and the MISO TOA” and that “FERC 
would be the appropriate authority to address ITC Arkansas’ membership or 
withdrawal from MISO.”104 

 For Condition 6, although ITC confirms that the Commission would have authority 
over siting of transmission facilities, assuming ITC Arkansas is a regulated public 
utility in Arkansas,105  and that it would have the contractual obligation to provide 
reliable service to Entergy, it states that:106 

 FERC would determine the rates for transmission service for ITC Arkansas 
facilities; 

 FERC would have exclusive jurisdiction of transmission facility operations; 
 FERC has jurisdiction over the reliability of the bulk power system; and  
 Section 204 of the Federal Power Act regulates the issuance of securities by 

FERC-jurisdictional utilities. 
 For Condition 7, similar to Condition 5, ITC states that the Commission could not 

“unilaterally reverse the transfer of control to MISO of the transmission assets that 
would then be owned by ITC Arkansas.”107 

                                                                        
102  Compliance Testimony of Hugh T. McDonald, Exhibit HTM-9, Docket No. 10-011-U, August 24, 2012. 
103  ITC’s Response to Staff Data Request APSC 22-7. 
104  ITC’s Response to Staff Data Request APSC 22-8. 
105  The Application asks that TCA be recognized as a public utility in Arkansas subject to Commission jurisdiction, 

which presumably remains with TCA as it is moved to ITC and renamed as ITC Arkansas.  Application at page 7. 
106  ITC’s Response to Staff Data Request APSC 22-9. 
107  ITC’s Response to Staff Data Request APSC 22-10. 
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 For Condition 8, ITC would not have any agreement with MISO to ensure that the 
Commission sets the transmission component of rates to serve EAI’s bundled load, 
as the transmission service would be unbundled after the Transaction is 
completed.108 

 For Condition 14, ITC states that as an independent transmission owner, it would 
lack the information to estimate the net benefits of MISO membership or the 
potential exit costs from MISO, but it would be willing to provide the Commission 
information regarding FERC and MISO policy changes and is willing to collaborate 
with EAI to produce the requested information to the extent allowed under FERC’s 
Standards of Conduct for Transmission Providers.109 

 
C. Conclusion 

The Transaction terms could significantly alter the value and impact of the Commission’s 
conditions specified in Order Nos. 68 and 72 in Docket No. 10-011-U—conditions that were 
deemed critical to ensure EAI’s transition to MISO is in the public interest.  These conditions 
were reiterated in Order No. 76 approving EAI’s membership in MISO, stating that approval 
is “conditioned upon full and continued compliance by EAI and MISO with each of the Order 
No. 68 Conditions.”110  Moreover, the Transaction may result in a considerable loss of 
Commission jurisdiction over both EAI and ITC Arkansas’s participation in RTO markets. 

 

 

                                                                        
108  ITC Response to Staff Data Request APSC 22-11. 
109  ITC Response to Staff Data Request APSC 22-13. 
110  Order No. 76, Docket No. 10-011-U (April 8, 2013), p. 11. 
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6. OTHER BENEFITS CLAIMED BY APPLICANTS 
ARE NOT COMPELLING OR COULD BE 
ACHIEVED WITHOUT THE ADDED COSTS OF 
THE TRANSACTION 

In addition to the claimed benefits of the Transaction discussed in Section 4 above, the 
Application and testimony discusses several other benefits purportedly achieved by the 
Transaction.  These benefits, which can be summarized under the categories of “financial 
strength” and “singular focus on transmission,” are discussed below. 

 
A. Financial Strength 

The Application and testimony make several arguments that the Transaction will yield 
benefits by taking advantage of ITC’s financial strength and will improve Entergy’s financial 
position.  Many of the benefits cited are not quantified or quantifiable, and others are likely 
achievable without the costs associated with the Transaction. 

1. CAPITAL EXPENDITURE REQUIREMENTS 
One of the primary benefits of the Transaction, as stated in the Application, is ITC’s 
ability to better address upcoming capital requirements: 

The ITC Transaction offers the financial strength of ITC and improves that of 
EAI and the other Entergy Operating Companies to support the escalating 
capital expenditure requirements facing the electric industry over the next 
decade and beyond due to challenges and opportunities associated with 
increasing regulatory requirements and modernization of the U.S. electric 
grid.111 

These escalating requirements are discussed by several witnesses for the Applicants.112  
Mr. McDonald claims that “[t]he ITC Transaction eliminates the amount of capital that 
EAI would be expected to incur to fund future transmission investment and therefore 
alleviates a significant financing burden.”113  He continues, noting that “EAI’s projected 

                                                                        
111  Application, p. 26. 
112  See, e.g., Direct Testimony of Theodore H. Bunting, Jr. (September 28, 2012) at 20:9-22:8; Direct Testimony of 

Jay A. Lewis (September 28, 2012) at 5:17-10:21; Direct Testimony of Hugh T. McDonald (September 28, 2012) 
at 21:15-24:3. 

113  Direct Testimony of Hugh T. McDonald (September 28, 2012), pp. 21:18-22:1. 
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capital spending for transmission is expected to exceed $960 million through 2018, 
which is 143 percent of EAI’s 2011 transmission rate base.”114 

Challenges posed by capital expenditures are common in the electricity industry and are 
not unique to Entergy.  In fact, testimony filed by Michael Tennican on behalf of EAI 
explains in detail that the industry as a whole is facing escalating capital expenditure 
requirements and many other utilities are largely in the same position as EAI.115 

Utilities across the country are facing similar pressures, yet few are divesting their 
transmission assets.  There are many options to manage the capital requirements for 
the various elements of utility operations, such as: 

 Short- or long-term energy market purchases can allow a delay in generation 
investment. 

 Merchant transmission projects can reduce transmission capital requirements. 

EAI has not provided evidence that it has evaluated any other options to address the 
capital challenges other than the proposed Transaction with ITC.   

2. FINANCIAL FLEXIBILITY 
Related to the purported benefit related to capital expenditure challenges is the claim 
by Applicants that the Transaction will yield benefits from increased financial flexibility.  
The Application summarizes this benefit, stating:  

[T]he ITC Transaction will provide enhanced flexibility for EAI to focus its 
capital on generation and distribution.  The separate balance sheets of ITC and 
EAI will more effectively deal with rising capital investment requirements 
facing the industry and provide a greater ability to respond to the financial 
challenges of storm restoration and other unforeseen events.116 

The benefits of financial flexibility are also discussed in testimony of various 
witnesses.117 

Overall, the Applicants claim that the Transaction benefits EAI by providing financial 
flexibility due to reduced debt burden and a reduction in future capital spending 
obligation.  Additionally, they claim that since the transmission business is cash flow 
negative, the removal of this obligation will put EAI in a stronger position to make 
generation and distribution investments. 

                                                                        
114  Id. at p. 22:9-11 
115  Direct Testimony of Michael L. Tennican (September 28, 2012), pp. 8-35. 
116  Application, p. 33. 
117  See, e.g., Direct Testimony of Jay A. Lewis (September 28, 2012) at 10:23-14:8, 17:7-21:13; Direct Testimony of 

Joseph L. Welch (September 28, 2012) at 50:15-51:6; Direct Testimony of Theodore H. Bunting, Jr. (September 
28, 2012) at 21:10-23:15. 
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The benefits of financial flexibility are not quantified, nor have the Applicants 
adequately provided analysis demonstrating how changing ownership will address the 
negative cash flow which characterizes the transmission business.118  The only 
explanation provided in response to data requests was that ITC would achieve stronger 
cash flow through its proposed ROE, capital structure, and forward-looking formula 
rates.119  This response essentially refers to increasing the revenue requirement 
recovered from ratepayers.   

The Application does not present any evidence that EAI has evaluated alternative 
options to achieving these benefits without the increased ratepayer costs associated 
with ITC ownership.   

3. CREDIT STRENGTH 
Due to the increased capital expenditures and negative cash flow discussed above, the 
Applicants argue that ITC’s superior credit quality will yield benefits for ratepayers and 
that relieving the capital spending burden from EAI will help protect it from a potential 
credit downgrade. 

ITC witness Cameron Bready analyzed the potential savings from a lower cost of debt.  
He assumed that ITC will be able to borrow capital at an interest rate of 3.5%, compared 
to a forecasted average Entergy rate of 6% and EAI rate of 5.29%.  His analysis found 
that from 2014-2018, the cost of debt for the transmission business under ITC 
ownership would be between $99 million to $123 million less than under Entergy 
ownership on a net present value (NPV) basis.  For Arkansas assets, this figure is $20 
million to $23 million.120 

The vast majority of these benefits derive from the recapitalization of Entergy’s existing 
debt related to the transmission business under ITC’s cost of debt.121  The Applicants 
have not explained why, absent the Transaction, EAI would not refinance its existing 
debt to take advantage of lower borrowing rates currently available. 

Despite the magnitude of the benefit from debt cost savings the Applicants have 
calculated, it does not nearly begin to offset the additional cost to ratepayers imposed 
by the Transaction.  In fact, the impact on transmission revenue requirement presented 
in Table 5 above is a net impact already incorporating the offsetting benefits of a lower 
cost of debt. 

                                                                        
118  EAI’s Response to Staff Data Request APSC 28-6. 
   ITC’s Response to Staff Data Request APSC 27-1. 
119  ITC’s Response to Staff Data Request APSC 27-1(a). 
120  Direct Testimony of Cameron M. Bready (September 28, 2012), pp. 18:21-22:19. 
121  Id. at 21:7-22:9. 
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In addition to the benefit from the lower cost of debt, the Applicants also indicate that 
with additional borrowing for upcoming capital projects, it could be facing a credit 
downgrade which would impose costs on ratepayers due to a consequent increase in 
debt costs.  EAI witness Jay Lewis testifies that, while a credit downgrade for Entergy is 
not certain, the increased interest rates due to a potential one notch downgrade would 
cost EAI customers a total of approximately $9 million from 2014-2018, on a net 
present value basis.122  Even if the Transaction does result in this speculative benefit, it 
still does not nearly offset the additional cost to ratepayers described above. 

 
B. Singular focus on transmission 

Many of the benefits of the Transaction are related to what the Application refers to as ITC’s 
“singular focus on transmission.”123  EAI witness Richard Riley testifies that this focus on 
transmission “will strengthen management’s capabilities, improve safety, increase 
efficiencies, and enhance cost-effective operations, performance, and reliability.”124  
Mr. Riley discusses these benefits qualitatively in his testimony, but in response to Staff data 
requests, EAI was unable to provide any analysis or additional evidence as to the magnitude 
of these benefits.125 

Several other witnesses support the Application with testimony as to the benefits of ITC’s 
singular focus on transmission.126  ITC witness Joseph Welch, in particular, discusses at 
length the purported benefits of the singular focus on transmission, including operational 
efficiency, system reliability and performance, safety, etc.127  As with EAI, ITC was not able 
to provide any evidence beyond a qualitative discussion of the benefits to demonstrate their 
magnitude or value, nor were the Applicants able to explain why Entergy is unable to 
capture these purported benefits.128   

 

                                                                        
122  Direct Testimony of Jay A. Lewis (September 28, 2012), pp. 23:6-32:7. 
123  Application, p. 26. 
124  Direct Testimony of Richard C. Riley (September 28, 2012), pp. 14:22-15:9 
125  EAI’s Response to Staff Data Request APSC 9-2. 
126  See, e.g., Direct Testimony of Jon E. Jipping (September 28, 2012) at 11-62; Direct Testimony of Theodore H. 

Bunting, Jr. (September 28, 2012) at 29:2-33:4; Direct Testimony of Cameron M. Bready (September 28, 2012) at 
38:6-39:8;  

127  Direct Testimony of Joseph L. Welch (September 28, 2012), pp. 35:15-45:20. 
128  ITC’s Response to Staff Data Requests APSC 12—6, APSC 14-2. 
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C. Conclusion 

The Application relies on a detailed accounting of several characteristics of ITC operation to 
support the claimed benefits of the Transaction.  Of the benefits discussed above, only debt 
cost savings are quantifiable.  In addition to being somewhat speculative, the magnitude of 
benefits has not been estimated by Applicants. 

In many instances, the claimed benefits of ITC ownership are accessible to EAI, for example, 
through alternative ratemaking or third party coordination (e.g., with merchant 
transmission operators).  EAI has not provided any evidence that it has evaluated these 
options to compare the costs and benefits with the proposed Transaction. 

Despite requests, EAI and ITC have been unable to quantify or estimate the magnitude of a 
majority of the claimed benefits of the Transaction.  Given the high cost of the Transaction 
to EAI ratepayers estimated by the Applicants and discussed previously in this report, the 
lack of consideration of alternatives is concerning. 
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7. OTHER ISSUES 
A. RMT Transaction Structure 

The only benefits of the RMT structure to ratepayers identified by the Applicants relate to 
the ADIT balances and tax basis of the assets.  The Applicants have stated that the structure 
of the Transaction preserves the current ADIT and tax basis in the transfer of the assets to 
ITC.  However, despite the purported benefits of the RMT structure, the rates paid by retail 
ratepayers and wholesale customers will increase. 

In addition, the RMT structure involves regulatory risk.  Entergy has included all of the 
transmission businesses owned by its OpCos in the Transaction.  Entergy is seeking 
regulatory approvals in Arkansas and each of the other state jurisdictions where Entergy 
operates transmission.  EAI has stated that all regulatory approvals are necessary as 
conditions of consummation of the Transaction and that it will not speculate on what other 
OpCos will do if the APSC does not approve the request.129 Conversely, APSC approval alone 
is not sufficient to allow the Transaction to proceed. Given the integrated nature of the 
Transaction, however, the exclusion of one jurisdiction’s assets would alter the value 
exchanged and conflict with the contractual requirements established for the Transaction. 

 

B. ITC as Transmission Operator 

The transmission system is a critical element of ensuring safe and reliable energy delivery 
to Arkansas customers.  As such, ensuring the capability of the company operating and 
planning the transmission system is a key component of determining whether or not the 
Transaction is in the public interest. 

The Applicants have represented that ITC would be a capable operator and planner of what 
is currently the Entergy transmission system.  The record in this docket, however, provides 
some conflicting evidence regarding ITC’s capabilities. 

''''' '''''' '''''''''''''''''' ''' ''''''''' ''''''''''''''' ''''''''''' '''''''''''''''' '''' '''''''''''' '''''' ''''''''' '''''''''' '''' '''''' 
'''''''''''''''''''''''' '''''''''' '''''''''''''''''' ''''' ''''''''''''''''' ''''''' '''''''''''' '''''''' '''''''' '''''''''''' ''''' '''''' '''''' ''''''''''''''' 
'''''''''''''''''''' '''''''''''''''''''''' '''''' ''''''''''''''''''''''' '''' '''''' ''''''''''''''''''''''' ''''''''''.130  The presentation 
slides are heavily redacted and considerable portions of the due diligence assessment were 
withheld as privileged.  '''''''''''''' '''''''''''''' '''''''''' ''''''''''' ''''''''''' '''' '''''' '''''''''''''''' '''' '''''''' ''''''' 
'''''''''''''''' '''''''''''''' ''''''' ''''''''' ''''''''''''''''' ''''''''' '''''' 

                                                                        
129  EAI’s Response to Staff Data Request APSC 11-14. 
130  HSPI attachment to EAI’s Response to Staff Data Request APSC 11-1, Addendum 2.  “HSPM Dec 2 2011 

Entergy Corp Board Presentation Materials” 
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    
      
     

      
    
       
     
       
   

      
     
     

    
     
      
      
      
 

Notwithstanding these concerns, the Transaction was approved by the Entergy Board of 
Directors. 

Staff has requested due diligence reports from both Entergy and ITC.  Both parties have 
withheld the reports as privileged.131, 132  Through its attorneys, Staff formally requested 
from Entergy a selective waiver of privilege on the due diligence materials to aid the 
evaluation of ITC as a potential transmission owner in Arkansas, and consequently the 
assessment of whether or not the Transaction is in the public interest.  EAI declined to 
waive privilege. 

'''''''''''''' ''''''' '''''''''''''''' ''''''''''' '''' ''''''' ''''''''''''''''' '''''''''''''''' '''' '''''' ''''''' ''''''''''''''''' '''''''''''''' ''''''''''' 
''''''''' '''''''''''' ''''' ''''''''''''' ''''''''''' ''''''''''' ''''''''''' '''''''' ''''''''''' '''''''''''''''''''''''' '''''''''''''''' '''''''''''''''' 
'''''''''''''''''''' '''''''''' '''''' '''''''''''''''''''' the Application and supporting testimony claim that 
improved storm response and maintenance are benefits of the Transaction. 

While ITC has substantial experience with transmission planning and operations, there are 
still some serious outstanding concerns identified by Entergy, and Entergy has withheld 
substantial information related to its reservations about ITC’s capabilities.  Since the 
Transaction would result in a doubling of ITC’s transmission assets and operations, it is 
important to ensure its preparedness and competency to ensure continued reliable service 
to Arkansas customers. 

                                                                        
131  EAI’s Response to Staff Data Request APSC 18-1. 
132  ITC’s Response to Staff Data Request APSC 19-1. 
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The Applicants have not established ITC’s competency to operate the EAI transmission 
system in Arkansas.  Moreover, without access to Entergy’s due diligence reports, ITC’s 
competency cannot be assessed by the Parties or the Commission. 
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8. CONCLUSIONS 
The foregoing report represents Staff’s review and analysis of the record as it currently 
stands.  Based on Staff’s review of the Application, supporting testimony, and evidence on 
the record in this matter, Staff offers the following conclusions. 

 
A. Application as filed does not meet public benefits standard the 

Commission articulated in the SWEPCO Order 

In APSC Docket No. 11-050-U, the Commission articulated that it “is not opposed to 
independent transmission companies or independent transmission construction and, in 
fact, it strongly supports the improvement of the transmission system in this state and 
region as a means to lower energy costs for Arkansas ratepayers.”133  However, in that same 
Order the Commission stated that a determination of public interest requires that the 
applicants provide evidence that the benefits are concrete and “significant enough to 
outweigh the potential for increased retail rates.”134 

Based on the standard articulated in the SWEPCO docket, the Applicants in this Docket have 
not demonstrated concrete benefits that outweigh the significant quantitative costs. 

 
B. The Transaction imposes significant additional costs to ratepayers 

The shift from transmission charges utilizing the Bundled Load exemption to rates under 
the MISO tariff is expected to result in a significant increase in transmission revenue 
requirement for Arkansas ratepayers.  The shift to ITC ownership adds additional costs 
based on its capital structure, a higher return on equity, and use of a forward looking test 
year with an annual true-up provision.  In addition, the costs may be higher if ITC obtains 
incentive ROE approval and adds transmission investment beyond those known additions 
included in ITC’s cost estimates.   

The Applicants have provided evidence demonstrating that the Transaction will result in 
significant increases in transmission charges for both retail ratepayers and wholesale 
customers in Arkansas.  Overall, the change in ownership will result in an increase in annual 
transmission revenue requirement of ''''''''''''''''' '''''''''''''' ''''''''''''' '''''''''''''''''''''' each year for 
the first five years.  Even if the impact of the forward test year and annual true-up 
provisions for FERC ratemaking is excluded, as the Applicants propose, the transmission 
revenue requirement still increases by ''''''''''''''' over the status quo each year from 2014-

                                                                        
133  Order No. 6, APSC Docket No. 11-050-U at 21. 
134  Id. 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



REPORT TO THE ARKANSAS PUBLIC SERVICE COMMISSION   PUBLIC VERSION 
 

  

La Capra Associates Page 42 

2018. This estimate includes offsetting quantitative benefits derived from a purportedly 
lower cost of debt under ITC and the preservation of the current ADIT and tax basis. 

The increase will likely be higher, but there is currently insufficient evidence to determine 
the actual figures because ITC has not provided information on capital expenditures that 
will accompany additional transmission projects beyond Entergy’s current forecast.  It is 
also possible that ITC will seek a higher ROE from FERC in the future, and ITC has expressly 
stated that it believes it is eligible for an incentive ROE adder.  Each of these uncertainties 
could result in significantly higher rates for Arkansas ratepayers. 

C. The Transaction does not yield significant benefits incremental to 
EAI membership in MISO 

The benefits of the Transaction identified by the Applicants are primarily qualitative in 
nature.  Many of these benefits, such as ITC’s independence and broad regional view, are 
substantially similar to benefits of EAI joining MISO, or provide only a small incremental 
benefit over benefits of EAI as a transmission owning member of MISO. 

Additional benefits claimed by the Applicants, such as the increased financial flexibility, 
could be achieved through other means that do not impose such a high quantitative cost on 
ratepayers.  The Applicants have not sufficiently demonstrated that other benefits are 
tangible, such as ITC’s singular focus on transmission.  While the Applicants also claim that 
customers will benefit from the independence and broad regional view of ITC, the 
opportunities for economic transmission upgrades to reduce congestion lay primarily in 
areas other than Arkansas.  Additionally, while this provides for the possibility that costs 
would be shared beyond the region, it also indicates that EAI could be required to pay for 
projects in excess of the benefits received. 

 
D. The Transaction will render the Commission’s evaluation and 

conditional order in Docket No. 10-011-U obsolete and the APSC 
will lose jurisdiction 

The Commission issued orders in Docket No. 10-011-U to ensure that EAI’s transition to 
MISO was in the public interest.  As a result of the Transaction, many of the conditions of 
MISO membership identified by the Commission in APSC Docket No. 10-011-U that were 
deemed critical will be voided.  Accordingly, the value and impact of the conditions will be 
altered.  As ITC will be primarily operating under FERC jurisdiction, the Commission will 
lose significant jurisdiction over transmission operations and, most notably, transmission 
rates charged to Arkansas customers.   The loss of the Bundled Load exemption shifts 
transmission rates out of Commission control, to the benefit of the transmission owner and 
the detriment of the retail ratepayers. 
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E. Other issues support Commission rejection of the Transaction 

The RMT structure of the Transaction preserves the current ADIT and tax basis of the 
transmission assets, which simply preserves the status quo with respect to this aspect of the 
transmission rates, rather than providing a true benefit to ratepayers.  The RMT structure 
also requires the transmission assets of all Entergy Operating Companies be included in the 
Transaction, putting the Transaction and its purported benefits at risk if any one of the 
retail regulatory commissions does not approve the Transaction.   

The safe and reliable delivery of energy to Arkansas customers requires a capable 
transmission system owner and operator.  The Applicants have not provided sufficient 
evidence to demonstrate that their due diligence concluded that ITC is a qualified and 
capable transmission system operator. 
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For A New Arkansas Utility To Own EAI’s Electric Transmission Facilities 

 

 

ATTACHMENT 1:   
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ENTERGY ARKANSAS, NC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Xnc. 
to the Ninth Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question NO.: APSC 9-2 Pm No.: Addendum: 

Question: 

Please provide all memoranda, research, assessments, or estimates created by or 
for EA1 or Entergy relating to the magnitude of the following benefits for EAI’s 
ratepayers, as defined by Richard C. Riley in his Direct Testimony, along with supporting 
workpapers in dectronic format with formulas intact and readable. 

a. The ability to attract and retain highly-qualified personnel; 

b. Better pricing for equipment from increased leverage of purchasing 
power; 

c. EEficiencies in suppIy chain management; 

d. Storm response enhancement; 

e.  

f. 

ITC’s systematic approach to outage reduction; and 

ITC’s broader regionaI perspective for transmission planning. 

Response: 

a. As Mr. Riley explained in his Direct Testimony, EAI believes that by combining 
the Entergy Operating Companies’ and ITC’s transmission businesses, there wiII 
be a broader base and a more competitive environment for employees who wish 
to specialize in transmission services. There will also be a greater opportunity for 
career progression in a larger organization, which should cnhance the ability to 
attract and retain the best available prospects in the industry. EAT has no 
additional memoranda, research, assessments, or estimates created by or for EA1 
or the other Entergy Operating Companies relating to the magnitude of the 
benefits to EAI’s ratepayers. 

12-069-U LR30 
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Question No.: APSC 9-2 

b. As Mr. Welch testified on pages 35 and 36 of his direct testimony, ITC’s large 
size has allowed ITC to leverage its purchasing power into good pricing for 
transmission related equipment. EAT believes that an even larger transmission 
organization couId reasonably expect to have more opportunities for leverage with 
suppliers in transmission dated equipment procurement. EA1 has no additiond 
memoranda, research, assessments, or estimates created by or for EM or the other 
Entergy Operating Companies relating to the magnitude of the benefits to EAI’s 
ratepayers. 

c. Mr. Jipping described on pages 56 - 62 of his direct testimony about ITC’s 
efficiencies and successes in supply chain management. EA1 beIieves this will 
provide opportunities for cost savings with the Entergy Operating Companies’ 
current suppliers and/or with ITC’s existing suppliers. EA1 has no additionaI 
memoranda, research, assessments, or estimates created by or for EAI or the other 
Entergy Operating Companies relating to the magnitude of the benefits to EAI’s 
ratepayers. 

d. Mr. Jipping explains ITC’s Storm Restoration methods, as well as how ITC plans 
to coordinate with EAI on pages 50 - 56 of his direct testimony. EA1 witness 
Brady Aldy also discusses this in his direct testimony. EA1 has no additional 
memoranda, research, assessments, or estimates created by or for EM or the other 
Entergy Operating Companies relating to the magnitude of the benefits to EAI’s 
ratepayers. 

e. As stated on page 17 of Mr. Riley’s direct testimony, ITC has a systematic 
approach to outage reduction, which includes a cross-functional committee 
comprised of operations, engineering, and technical areas that meets monthly to 
revicw every transmission line outage, outage causes and remediation. EA1 
believes that impkmenting this practice in its region will drive improved 
reliability performance. Mr. Jipping explains the practice in his testimony. EA1 
has no additional memoranda, research, assessments, or estimates created by or 
for EM or the other Entergy Operating Companies relating to the magnitude of 
the benefits to EM’S ratepayers. 

f. EA1 has not prepared any memoranda, research, assessments, or estimates related 
to subpart f. ITC has provided information regarding its planning perspective and 
provides support for its analysis in the direct testimonies of Pfeifenberger, WeIch 
and Vitez. 
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ENTERGY ARKANSAS, TNC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Proposed Divestiture of the Transmission Assets Investigation 
Docket NO. 12-069-U 

Response of: Entergy Arkansas, Inc. 
to the Eleventh Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Piled: 11/8/12 

Question No.: APSC 11-1 I Part No.: Add end u m : 

Question: 

Reference Section I11 of the Lewis Direct Testimony, pages 32-44. 

a. Provide all workpapers used to calculate the estimated impact on retail 
customer bills (34 16-20). Workpapers should be provided in electronic 
spreadsheet format with formulas intact. 

b. Provide an analysis calculating the total percent increase in the amount a 
typical residential customer wilI pay specifically for transmission service 
in 2014. Provide all workpapers used to support this analysis in electronic 
spreadsheet format with formulas intact. 

Response: 

a. See the Highly Sensitive workpapers previousIy provided by EA1 witness 
Jay Lewis entitIed: 

HSP1-Lewis-Rate-Effects-Workpaper-1 .xIsx 
HSPI-Lewis-Rate-Effeccts-Workpaper-2.xlsx 

b. Retail customers do not pay for transmission service. They pay for 
bundled eIectric service. The revenue requirement for the 
transmission component of electric service makes up a smaII portion of a 
custom& bill for electric service. As indicated in Mr. Lewis' testimony, 
when operating expenses and other components of revenue requirements 
are taken into account, the transmission revenue requirement constitutes 
onIy approximately 4.3 percent of a typical EA1 residential customer total 
bill based on 20 1 1 average biIIing data. The WACC-dated and other 
effects of the ITC Transaction discussed in Mr. Lewis' testimony increase 
that small transmission component by 23%, excluding the timing effect of 
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Question No.: APSC 11-1 f 

use of a forward test year. Accordingly, appIying this change to the 
small, transmission component of the bill produces an estimated, overall 
typical biII effect of approximately $1.22, or 1.3%. 

See the Highly Sensitive workpaper previously provided by EA1 witness 
Jay Lewis entitled: 

The above-cited calculation was performed by performing the following 
sequence of operations: 

1. Summing cells AP58 and AH83 from tab 'TPZ by State 
(RetaiI)' and then subtracting cell AX14 from tab 'TPZ by State 
(Retail)' in order to calculate the transaction-driven total 
change in transmission revenue requirement. 

2. Dividing that number by cell AI-I47 from tab 'TPZ by State 
(Retail)' in order to trandate the transaction-driven total change 
in transmission revenue requirement into a percentage basis. 

In Excel formula terms, this sequence of operations can be expressed as: 

=('TPZ by State (Retail)'!AP58+'TPZ by State (Retail)'!AH83- 
'TPZ by State (Retail)'!AX14)rTPZ by State (Retail)'!AH47 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Proposed Divestiture of the Transmission Assets Investigation 
Docket NO. 12-069-U 

Response of: Entergy Arkansas, Inc. 
to the Eighteenth Set of Data Requests 
of Requesting Party: Arkansas Public Senice 
Commission Staff 

Question No.: STAFF 18-1 Part No.: Add end u m : 

Question: 

Provide all due diligence reports on ITC’s financial and technical capabiIities 
produced by or for EM or Entergy related to this transaction. 

Response: 

The requested due diligence reports are protected by the attorney-client privilege andor 
the work product doctrine. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Proposed Divestiture of the Transmission Assets Investigation 
Docket NO. 12-069-U 

Resp nse of: Entergy Arkansas, Inc. 
to the Eighteenth Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff‘ 

Question No.: STAFF 18-1 1 Part No.: Addendum: 

Question: 

Please provide the specific MISO tariffs that address the Bundled Rate Exemption 
for retail load. Explain the specific services or service schedules that wouId not be 
applicable to bundled retail load. Explain the specific services or service schedules that 
would be applicable to bundled retail load. Please list and explain any revenues that 
MISO would collect from or distribute to bundled retail load. 

Response: 

The MISO Transmission Owner Agreement (“TOA”) addresses the Bundled Load 
exemption. A copy of the MIS0 TOA is attached. Appendix C, Section II.A.3.a of the 
TOA states: “Owners taking Network Transmission Service to serve their Bundled Load 
shall not pay charges pursuant to Schedules 1 through 6 and ScheduIe 9 and aIso shalI not 
be responsible for Iosses from network resources located within their Local Balancing 
Authority Areas or pricing zone pursuant to Attachment M. The Owner, however, shall 
be responsible for Iosses under Attachment M for network resources located outside of its 
Local Balancing Authority Area or pricing zone that are within or attached to the 
Transmission System.” Transmission Owners that are Load Serving Entities are 
responsible for all other schedules (not listed above) under the MISO Tariff for service to 
Bundled Load. MIS0 does not collect or distribute any revenues horn or to Bundled 
Load. All collections and distributions relating to Bundled Load are done through 
Transmission Owners that are Load Serving Entities. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-0694 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 211211 3 

Question No.: STAFF 21-2 Part No.: Addendum: 

Question: 

Reference the Application, page 25, paragraph 35 (“The Transaction is 1hefinaI 
step to be taken by [he Entera Operating Companies in their continuing evolution 
toward p a c e r  transparency and independence in the operalion and manngeinent of the 
Entergv Trcrnsmission Syslem.”] as well as EM’S Evaluation Report fiIed on 5/12/201 I in 
APSC Docket 10-01 1 4 ,  page 49 (“RTOS will provide greaier independence in /he areas 
of transmission ptnnning and the development and operufion of murkets.”). Please 
identify all ways in which the transaction wilI enhance independence of Entergy’s 
transmission system that are not achievable under Entergy ownership as a transmission- 
owning member of MISO. Provide all documentation supporting your response. 

Response: 

The ITC Transaction will enhance independence in hyo primary ways that are not 
achievable under Entergy Operating Company ownership. There will be greater 
independence in transmission planning and MISO governance. 

Absent the ITC transaction, the Entergy Operating Companies wouId participate in MISO 
as asset owners, market participants, and transmission owners. A utility that participates 
in MISO in such capacities must: dcveIop and submit transmission pIms to MISO for 
consideration in the MISO MTEP process because MxSO’s transmission planning process 
originates with transmission owners. Such a utility would also (a) participate in MISO 
governance as a transmission owner, including voting on items such as the membership 
of the MISO Board of Directors and changes to the Transmission Owners Agreement, 
and (b) have FPA Section 205 filing rights related to, among other things, transmission 
upgrades and cost allocation. WhiIe a utility would be obligated to undertake its 
participation in MISO planning processes in a non-discriminatory manner, and MISO 
rules ultimately must be approved by FERC as not unduly discriminatoq, that situation 
does not eliminate the perception by other asset owners or market participants that a 
transmission owner may act in a biased manner in favor of its own generation or load 
served. See the direct testimony of Theodore Bunting at pp. 12-13 discussing the 
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Question No.: STAFF 21-2 

existence of such perceptions in the current sbucture. MISO offers a different structure, 
but that structure contemplates that transmission owners who aIso own generation and 
serve load wiIl have substantial input in transmission planning and RTO governance. 
See, e.g., MISO TOA, Article 11, Section IX; MISO Tariff, Attachment FF. 

In contrast, if ITC were the independent owner of the Entergy Transmission System, 
there would be no basis for perception of bias in transmission planning and MIS0 
governance because ITC is independent of market participants and asset owners. Messrs. 
Welch and Vitez discuss in their direct testimonies how that model instiIIs greater 
confidence in the market and leads to more robust transmission planning for the benefit 
of all market participants (e.g., ITC is better able to coordinate with generators in 
transmission planning because ITC is not perceived as a competitor). 

12-069-U SS2223 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



6 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-0694 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 211 211 3 

Question No.: STAFF 21-5 Part No.: Addendum: 

Question: 

Reference Exhibit THB-2 to the testimony of Theodore Bunting. After Step 7 the 
retirement of historic debt using the proceeds of the new debt issued by the Wires Subs, 
how will EAI’s overall cost of debt change? Provide EAI’s current average cost of debt, 
EAI’s expected cost of debt after the transaction, and all documentation and workpapers 
used to support your response. Workpapers should be provided in electronic spreadsheet 
format with formulas intact. 

Response: 

EAI’s current weighted average pre-tax coupon is 4.88%. Assuming a June 30,20 I3 
closing date, EM’S weighted average pre-tax coupon post-transaction should be 
approximately 4.62% assuming the total amount of debt and particuIar series of debt 
targeted to be retired do not change from the current assumptions, This analysis does not 
take into account the cost of new debt issued at EAI between now and the Transaction 
date, nor does it take into account securitization debt or debt related to financing nuclear 
fuel. The foregoing amounts are estimates based on a forecast. The final amounts may 
vary to the extent forecast assumptions differ fiom the circumstances that exist at the time 
of closing. The requested workpaper is attached. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Proposed Divestiture of the Transmission Assets Investigation 
Docket NO. 12-063-U 

Response of: Entergy Arkansas, Xnc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas PubIic Service 
Commission Staff 

FiIed: 211211 3 

Question No.: STAFF 21 -8 Part No.: Addendum: 

Question: 

Condition 4 in Order No. 68 issued by the Commission in Docket 1 0-0 I 1 -U 
states: 

“Should EAI become a member of MISO, EAI shall o p e  
(hat it will not exit MIS0 Whoutfirst firing an application 
with [he Commission seeking its approval fur u change of 
control of its transmission assets. EAI will otherwise relain 
all of its righis, state and federal, to appeal or seek 
review of or relief fioni the decision of the 
Commission. I’ 

Should Entergy and ITC complete the proposed transaction: 

a. Please describe how this condition still applies to EM, if at all. 

b. If the condition is stilI relevant when EA1 is no longer a transrnission- 
owning member of MISO, how does EA1 intend to compIy with this 
condition? 

c. Will this condition apply to ITC after the execution of the transaction? If 
so, how will EA1 ensure that ITC will comply with this condition? 
Provide any and aII documentation supporting this response. 

F 

Response: 

a. The question of whether and how a MISO condition would continue to 
apply to EA1 after divestiture of EAT’S transmission assets, as well as 
whether such condition would be relevant at all, calls for speculation and 
legal conclusions and is a matter for the Commission. Similarly, whether 
any of the conditions in Order No. 68, as clarified by Order No. 72 should 
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be adopted with respect to ITC is a determination to be made by the 
Commission in this proceeding. 

EA1 responds generally that this condition (as with the various conditions 
of Order No. 68, as clarified by Order No. 72) wouId continue to apply to 
EAI, in accordance with the terns of the applicabk Commission orders 
and applicabk law (and subject to the applicable reservations of rights 
reflected in the Commission’s Orders), until and unless the Commission 
modifies or terminates the condition. However, as explained in more 
detail below, the condition would have Iess reIevance post-ITC 
Transaction. 

Assuming closing of the proposed ITC Transaction, E N  would become a 
transmission dependent utiIity (“TDU”] and ITC would become the 
transmission owner of the assets. Post-closing, EA1 would still be bound 
by the condition. While EM, however, as a TDU technically could 
terminate its MIS0 membership, such termination would not affect EAI’s 
status as a transmission customer of ITC, and EA1 would not have the 
authority to transfer controI of transmission assets that it no longer owns. 

b. See EN’S response to subpart (a). 

C. Absent some action from the Commission in this docket, this condition 
would not apply to ITC, which was not a party to Docket: 10-01 1 4 ,  in 
which this condition was adopted. Because the condition does not apply 
to ITC, the portion of the request asking how E N  would “ensure 
compliance” with the condition is not applicable. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Filed: 2/12/13 

Question No.: STAFF 2 1-9 Part No.: Addendum: 

Question: 

Condition 5 in Order No. 68 issued by the Commission in Docket 10-0 1 1 -U 
states: 

“Should EM become a member of MISO, EAI shall a p e  
that the Cornmission, sua sponte or upon the motion of any 
par@, afier notice and hearing, may direct EA1 to exit 
MIS0 irnder the terms of the Memorandum of 
Understanding or the TOA. EAI will olhemise retain all of 
irs righls, stale afldfederal, to appeal or seek review of or 
relief’om the decision of the Commission. ” 

Should Entergy and ITC complete the proposed transaction: 

a. Please describe how this condition still appIies to EAI, if at all. 

b. I f  the condition is still relevant when EAI is no longer a transmission- 
owning member of MISO, how does EA1 intend to comply with this 
condition? 

c. Will this condition apply to ITC after the execution of the transaction? If 
so, how will EAI ensure that ITC wiII comply with this condition? 
Provide any and all documentation supporting this response. 

Response: 

a-c. See E N ’ S  response to APSC 21-8. EAI would stilI be bound by the 
condition. While EM, however, as a TDU technicaIIy could terminate its 
MISO membership, such termination would not affect EAI’s status as a 
transmission customer of ITC, and E M  would not have the authority to 
transfer control of transmission assets that it no Ionger owns. 
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ENTERGY ARKANSAS, TNC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 2 1-1 1 Part No.: Addendum: 

Question: 

Condition 8 in Order No. 68 issued by the Commission in Docket 10-01 1-U 
states: 

"Should EAI become a mmbcr  of MISQ EAI shall not 
unbrtndle transmission or seek to make basic changes to 
[ranmission service for retail ratemaking without prior 
APSC approval. EAI shall negotiate a transmission sewice 
agreement with MIS0 [hat emires lhai the APSC continues 
to determine the transtnission component of the rates to 
serve EA I 'IF bundled retail load '* 

Should Entergy and ITC complete the proposed transaction: 

a. Please describe how this condition still applies to EAI, if at aI1. 

b. If the condition is still relevant when EM is no longer a transmission- 
owning member of MISO, how does EA1 intend to comply with this 
condition? 

c. Is EA1 requesting the Commission unbundle transmission service because 
of the proposed transaction? 

d. Will this condition apply to ITC after the execution of the transaction? I f  
so, how will EA1 ensure that ITC will comply with this condition? 
Provide any and all documentation supporting this response. 

Response: 

a-d. See EN'S  response to APSC 21-08. Further responding to subpart (c), the 
proposed ITC Transaction contemplates EAI's becoming a transmission 
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dependent utility (“TDU”), and under the terms of the Transaction, ITC 
would become the transmission owner of EAI’s former transmission 
assets. Accordingly, upon the closing of the XTC Transaction, 
transmission would become unbundled and the Commission would no 
longer have jurisdiction with respect to setting retail rates for transmission 
assets previously owned by EN. As such, as part of this proceeding, it 
would be necessary for the Commission to give its approval for the 
unbundling of transmission as contemplated by Condition No. 8. 
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Docket No. 12-069-U 
Proposed Divestiture of the Transmission Assets Investigation 

Response of: Entergy Arkansas, Inc. 
to the Twenty-First Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 2 1-1 3 Part No.: Addendum: 

Question: 

Condition 14 in Order No. 68 issued by the Commission in Docket 10-01 I-U 
states: 

“Should EAI become a member of MISO, no later than 
three years Gjer joining MIS0 and every hvo years 
Ihereajer, assuming EAI continues as a MIS0 member, 
EAI shall file with the Commission a detailed reporr 
providing the following information: 

a. The quant$ed historical net benefits of MISO 
ntembershljl for E N ,  us compared to the stand- 
alone option, as of Ihe dale of each of the reports 
described above; 
The projected ne[ beplefils of MISO niembershljl for 
EA4 as compared to the stand-alone option, for 
the post-transition period on a bi-annual baxis 
beginning one year after the end of the transition 
period; 
Any significant chnnges in FERC RTU policies, 
rides or regulations, MISU reqiiiremenls, Day 2 
market condilions, or other regulatory or market 
struclure components; and 
An esiimate of the costs to exit MIS0 nfier the 
end of the fivc-year transition period or a 
specified tiine thereafrr and to transition to a new 
operating environnient such as a direrent RTO. *’ 

b. 

C. 

d. 

Should Entergy and ITC complete the proposed transaction: 

a. Please describe how this condition still applies to EAI, if at alI. 
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b. If the condition is still relevant when EAI is no longer a transrnission- 
owning member of MISO, how does EA1 intend to comply with this 
condition? 

c. PIease expIain how, if at all, EA1 would collaborate with ITC to produce 
such information. 

d. Will this condition apply to ITC after the execution of the transaction? If 
so, how will EA1 ensure that ITC will comply with this condition? 
Provide any and a11 documentation supporting this response. 

Response: 

a,b,d. 

C. 

See EM’S response to APSC 21-8. EAI would remain in a position, after 
the ITC Transaction closes, to provide the Commission with the estimated 
net benefits and information on changes in FERC policy or MISO rules as 
called for by Condition No. 14(a), (b), (c), and (d), although the 
Commission may wish to consider as part of this proceeding whether the 
infomation called for by Condition No. 14 remains useful in light of the 
limitations on EM’S authority to transfer control of the subject assets 
described in EAI’s response to APSC 2 1-8. 

EAI objects to the extent that this question calls for speculation, Without 
waiving the objection, EAI states that it is willing to coordinate with ITC 
regarding compiling non-privileged information that may be requested by 
the Commission to the extent such information exists and is within EAI’s 
possession and control. Such coordination would aIso be subject to the 
limits of the FERC Standards of Conduct. EA1 further states that it 
anticipates reIying in part on the prior fiIings of the SPP-member utilities 
with respect to the similarly-worded requirement imposed upon them in 
Order No. 1, issued in APSC Docket 04-1 374 .  
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ENTERGY ARKANSAS, INC. 
ARKANSAS PUBLIC SERVICE COMMISSION 

Proposed Divestiture of the Transmission Assets Investigation 
Docket NO. 12-069-U 

Response of: Entergy Arkansas, Inc. 
to the Twenty-Eighth Set of Data Requests 
of Requesting Party: Arkansas Public Service 
Commission Staff 

Question No.: STAFF 28-6 Part No.: Add end u m : 

Question: 

Reference the Direct Testimony of Jay Lewis, pages 17-23, discussing the 
negative cash flow nature of Entergy’s transmission business. 

a. Provide any documentation and work papers supporting Figures 1,2, and 
3. Work papers should be provided in dcctronic spreadsheet format with 
formulas intact. 

b. Please explain how the change in ownership will address the conditions 
leading to the negative cash flow described in the Lewis Testimony 

c. Provide any documentation and work papers demonstrating the impact 
that the change in ownership to ITC will have on the cash flow of the 
transmission business. Work papers should be provided in ekctronic 
spreadsheet format with formulas intact. 

Response: 

a. Please see the Highly Sensitive workpaper provided by EA1 witness Jay 
Lewis titled: 

HSPI_Lewis_Bunting_Testimony_CapitaI_Workpaper.xIsx 

Support for Figures 1,2, and 3 in Mr. Lewis’s testimony can be found in 
the tab titIed “Testimony #s”. 

Support for the significantly higher forecasted transmission capital 
spending versus transmission depreciation through 20 1 8 for both the 
Entergy Operating Companies and EAI, as presented in Figure I ,  can be 
found in cells 554 and 557 for the Entergy Operating Companies and cells 
C54 and C57 for EA1 in particdar. 
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Question No.: STAFF 28-6 

Support for Figure 2 showing that transmission is forecasted to be the 
largest functional contributor to the shortfall between total investment 
needs and internally generated funds for the period 20 I2 - 201 8 can be 
found in cells 560:567 and 370:572 for the Entergy Operating Companies, 
and celIs C60:C67 and C70:C72 for EAI in particular. 

Suppori for the pronounced positive effect of the ITC Transaction on 
EAI's and the other Entergy Operating Companies' projected cash flow, as 
shown in Figure 3, can be found in ceIIs J78:581 for the Entergy Operating 
Companies and cells C78:C8 1 for EA1 in particular. 

b. The negative cash flow discussed by Mr. Lewis is a result of transmission 
capital exceeding the operating cash flows produced by the transmission 
business. Accordingly, the transaction relieves the Entergy Operating 
Companies of this negative cash flow by removing the capital 
cxpenditurcs associated with transmission. 

Mr. Lewis notes in his testimony that "the net effect of the ITC transaction 
is a 20 percent improvement (57 percent improvement for EAI) in cash 
flow, with projected cash flow increasing by over $860 million 
(approximately $350 million for EAI) over 2014-201 8 if [the Entergy 
Operating Companies] no longer own transmission assets." Further, he 
goes on to state that "[tJhe positive cash flow effect of the ITC Transaction 
means there is more cash available to pay down debt or invest back into 
the business. As such, there is greater potential lo accelerate capital 
projccts of local interest, such as economic development." 

c. Questions pertaining to the cash flow of the transmission business under 
ITC ownership should be directed to ITC. 
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Data Request No. APSC 010-20 

Data Request: Reference the Pfeifenberger Direct Testimony. Provide an estimate 
of the cost allocation to Arkansas ratepayers for the illustrative 
projects considered under MISO’s cost allocation policies. 

Response: The propose of Mr. Pfeifenberger’s testimony was to present an 
indicative analysis of the potential benefits of a portfolio of 
“strategic” transmission projects that are illustrative of the types of 
projects that ITC would be uniquely positioned to plan, develop, 
and implement through its broad-based independent planning 
process. This did not require the determination of how project costs 
would be allocated to transmission and retail customers within and 
outside the Entergy Region. However, as also noted in Mr. 
Pfeifen berger’s testimony, the allocation of project costs would 
follow MISO’s cost allocation process, as modified for the 
transitional period immediately following M IS0 obtaining functional 
control of the transmission system now owned by the Entergy 
Operating Companies, which aligns the costs of projects with the 
benefits received. In some instances, projects might also be 
supported through interregional cost-sharing with neighboring 
systems. Thus, the costs and wide range of potential benefits of 
this illustrative portfolio of strategic projects might be shared by the 
Entergy Operating Companies’ customers and other market 
participants in the Entergy Region as well as customers in adjoining 
systems and regions. In other words, cost allocation would 
generally align the costs of projects with the benefits received. 

While the share of strategic project costs allocated to Arkansas 
might be as low as zero if these projects were to be pursued 
further, MF. Pfeifenberger did not estimate total Arkansas-specific 
benefits provided by the strategic set of projects. 

For some information on how benefits are allocated between the 
Entergy Region and non-Entergy Regions, please see Highly 
Sensitive Protected Information d ocurne nt Bates-stam ped ITC-AR- 
008364 provided in response to APSC 010-17. Rows 48 through 68 
of the ‘Figure 1’ tab of ITC-AR-008364 are a summary of benefits to 
inform cost allocation. Also, the ’ProMod results’ tab of the same 
spreadsheet shows only the adjusted production cost savings (a 
subset of total benefits) by Entergy Operating Company. 
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Data Request No. APSC 012-6 

Data Request: Please provide all estimates in ITC’s possession of the magnitude 
of the following benefits as defined by Richard C. Riley in his Direct 
Testimony along with supporting workpapers in electronic format 
with formulas intact and readable. 

a. The ability to attract and retain highly-qualified personnel: 
b. Better pricing for equipment from increased leverage of 

purchasing power; 
c. Efficiencies in supply chain management; 
d. Storm response enhancement; 
e. ITC’s systematic approach to outage reduction; and 
f. ITC’s broader regional perspective for transmission planning. 

Response: a. ITC is not aware of any documents responsive to Request 12- 
6(a>. However, ITC believes that by becoming a larger organization 
after approval of the transaction, it will be able to offer more 
opportunities for employee growth and development. ITC also 
believes that organizations with more growth opportunities enjoy 
higher retention rates and an increased ability to attract talented 
and hig hly-qualified personnel. Additional non-privileged, non- 
confidential information responsive to this request is contained in 
the pre-filed, direct testimony of Richard C. Riley, filed with the 
APSC as Document 17 in Docket no. 12-0694. There, Mr. Riley 
explains that, by combining the Entergy Operating Companies’ and 
ITC’s transmission businesses, there will be greater opportunity for 
career progression in a larger organization, which should enhance 
the ability to attract and retain the best available prospects in the 
industry. 

b. Non-privileged, non-confidential, responsive documents can be 
found on ITC’s Online Data Room, Bates-stamped ITC-AR-009064 
and ITC-AR-009066. Additional non-privileged, non-confiden€ial 
information responsive to this request is contained in the pre-filed, 
direct testimony of Joseph Welch, filed with the APSC as Document 
21 in Docket no. 12-0694 at pages 35-36. Pursuant to Mr. Welch’s 
testimony, ITC has developed strategic alliance relationships with 
its vendors. Those relations hips, coupled with large volume 
purchases of transmission equipment, allows ITC to leverage its 
purchasing power into better pricing for equipment. ITC anticipates 
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that, post-transaction approval, the increased company size will 
permit ITC to successfully pursue further efficiencies. 

c. Non-privileged, non-confidential, responsive documents can be 
found on ITC's Online Data Room, Bates-stamped ITC-AR-008953 
to ITC-AR-009005 and ITC-AR-009064. Additional non-privileged, 
non-confidential information responsive to this request is contained 
in the pre-filed, direct testimony of Jon E. Jipping, filed with the 
APSC as Document 24 in Docket no. 12-0694 at pages 56-62. 
Specifically, and as set forth in Mr. Jipping's testimony, ITC has 
successfully leveraged numerous supply chain relationships to 
obtain competitively priced goods and services in a timely manner. 
Post-transaction approval, and as an organization with a larger 
footprint, ITG believes that it will be able to further leverage its 
supply chain relations hips to ensure continued supply chain 
efficiencies and competitive pricing. 

d, Non-privileged, non-confidential information regarding ITC's 
storm restoration methods and its plans to coordinate with Entergy 
is contained in the pre-filed, direct testimony of Jon E. Jipping, filed 
with the APSC as Document 24 in Docket no. 12-0694 at pages 
50-56. Entergy Witness S. Brady Aldy confirms that these plans will 
not impede the speed or efficiency of power restoration efforts, and 
that ITC's plan wilt be seamless to Entergy's customers and 
stakeholders. See the pre-filed, direct testimony of S. Brady Aldy, 
filed with the APSC as Document 14 in Docket no. 12-0694 at 
page *18. 

Additional non-privileged, non-confidential, responsive documents 
can be found on ITC's Online Data Room, Bates-stamped ITC-AR- 
008932 to ITC-AR-009005 and ITC-AR-009064. 

e. In his pre-filed, direct testimony filed with the APSC as 
Document 24 in Docket no. 12-069-U, Jon E. Jipping describes 
ITC's systematic approach to outage reduction. Entergy Witness 
Richard C. Riley also describes this approach in his pre-filed, direct 
testimony, filed with the APSC as Document 17 in Docket no. 12- 
0694 at page 17. ITC believes that implementing its systematic 
approach to outage reduction will result in improved reliability 
performance in the region. In his testimony, Mr. Jipping discusses 
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the value that improved reliability brings to the transmission system. 
See the pre-filed, direct testimony of Jon E. Jipping filed with the 
APSC as Document 24 in Docket no. 12-069-U at pages 43-45 and 
supporting exhibits. 

Additional non-privileged, non-confidential, responsive documents 
can be found on ITC's Online Data Room, Bates-stamped ITC-AR- 
008932 to ITC-AR-009005. The responsive document, SGS 
Benchmarking Study, was attached to the Direct Testimony of Mr. 
Jon E. Jipping as confidential Exhibit J EJ-6. Additional responsive 
documents Bates-stamped ITC-AR-009075 to ITC-AR-009076 
constitute Confidentia! Information and are being provided on disc 
with this response to those Reviewing Representatives of Staff and 
the other official parties to this Docket who have executed an 
Affidavit of Non-Disclosure pursuant to the Interim Protective Order 
in this Docket. 

f. Non-privileged, non-confidential information responsive to this 
request is contained in the pre-filed, direct testimony of Johannes 
P. Pfeifenberger, filed with the APSC as Document 25 in Docket 
no. 12-069-U. 

Additional non-privileged, non-confidential, responsive documents 
can be found on ITC's Online Data Room, Bates-stamped ITC-AR- 
009044 to ITC-AR-009045 and ITC-AR-009067 to ITC-AR-009074. 
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Data Request No. APSC-014-2 

Data Request: Reference the Direct Testimony of Joseph Welch, pages 30-45, 
related to ITC’s “Second Beneficial Attribute.” Provide all reports, 
memoranda, or other documentation demonstrating that: 
a. 1TC’s structure as a non-vertically integrated utility yields 

benefits to EA1 customers 
b. These benefits are not achievable under EA1 ownership of 

the transmission assets 

Response: The testimony of Joseph Welch and other witnesses supporting the 
joint application submitted by ITC and EA1 demonstrates that ITC’s 
structure will yield benefits to EAl’s customers that are not 
achievable under EA1 ownership of transmission assets. ITC does 
not have additional reports, memoranda, or other documentation to 
add to Mr. Welch’s direct testimony. 
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Data Request No. APSC-015-7 

Data Request: Does ITC have any plan or intention to issue more common shares 
prior to exchanging ITC stock for ownership units with Entergy 
Corporation shareholders as part of the transaction? If so, explain 
why more shares may be issued, how many shares and the impact 
on the transaction. 

Response: ITC does not have any plan or intention to publicly issue more 
common shares prior to exchanging ITC stock for ownership units 
with Entergy Corporation shareholders as part of the transaction. 
ITC does, however, have employee equity compensation programs 
through which common shares are issued, and ITC plans to 
continue to utilize those programs in the normal course of business. 
ITC is specifically authorized to continue to utilize those programs, 
in the ordinary course and consistent with past practice, under the 
transaction agreements. Such programs are as follows: 

New Hire Grants: Currently, newly hired employees are granted 
shares of restricted stock on their hire date. These restricted shares 
have a 5 year cliff vest and are forfeited if the employee terminates 
employment prior to the 5 year anniversary under most 
circumstances. 

Annual Long Term Incentive Awards: Currently, all employees are 
eligible to participate in the ITC Long-Term Incentive Plan (LTIP) 
and to be awarded annual grants of restricted stock andlor stock 
options under the LTIP. These awards are generally made in May 
of each year, subject to approval of the Compensation Committee 
of the Board of Directors. ITC anticipates making these awards in 
May 2013. 

Employee Stock Purchase Plan: ITC offers an employee stock 
purchase plan through which eligible employees can purchase ITC 
stock at a 15% discount, with purchases being made four times a 
year. 

Exercising of Stock Options: As mentioned above, 1TC issues stock 
options as a form of employee compensation. It is anticipated that 
employees will exercise stock options which would result in 
issuance of shares. 

I O  
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The number of common shares that might be issued prior to 
exchanging ITC stock for ownership units with Entergy Corporation 
shareholders as part of the transaction under the foregoing 
programs has been estimated as disclosed on page 46 (Note 4 of 
the Unaudited Pro Forma Condensed Combined Consolidated 
Financial Statements) in ITC's Amendment No. 1 to Form S-4 filed 
with the Securities and Exchange Commission (IrSEC") on or about 
December 3, 2012. The Amendment No. I to Form S-4 referenced 
above is publicly available through the SEC website. Furthermore, 
the Amendment No. 1 to Form S-4 can be found on ITC's Online 
Data Room, Bates-stamped ITC-AR-010712 to ITC-AR-011263. As 
set forth in the  Amendment No. I to Form S-4, Entergy 
shareholders are to receive approximately 50.1 % of ITC's common 
stock on a Wully diluted basis" in connection with the merger 
calculated as 52,772,253 shares. The share amount was computed 
using the number of shares of ITC common stock outstanding as of 
September 30, 2012, adjusted for the SO.-l% ownership of Entergy. 
In addition, based on current knowledge, it is anticipated that ITC 
will issue approximately 140,430 shares of ITC common stock as 
replacement awards for Entergy equity-based awards held by 
employees of Entergy's Transmission Business. The impact on the 
transaction from the foregoing employee equity compensation 
programs is that the more ITC common shares that are outstanding 
as a result of these programs at the time that the closing of the  
transaction occurs, the higher the amount of ITC's common stock 
that will have to be issued to Entergy shareholders to meet the 
50.1 % threshold. 

11 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



SELECTED FINANCIAL STATEMENT DATA 

Selected Historicid Combined Financial Data or Entergy’s Transmission Business 
Entergy’s Transmission Business’ se1ecte.d combined shtement of income data for thc thm ycars cndcd 

Dcccmber 31,201 1,2010 and 2009 and combined balance sheet data as of Dcccmbcr 31,201 1 and 2010 havc 
bccn dcrivcd from Enrcrgy’s Transmission Busincss’ auditcd combincd financial stakmcnts, included elsewherc 
in this proxy sttltcmcnllprospcctus. Enrcrgy’s Transmission Busincss’ selccted combined balance sbmt data as of 
Dcccmbcr 3 1,2009,2008, and 2007 and its sdcctcd stntcments of income data presented beIow for the ycars 
cnded Dcccmbcr 31,2008 and 2007 havc bccn dcrivcd from Entccrgy’s Transmission Business’ historical 
accounring rccords, which m unaudited and are not included in this proxy statcmcntlprospcctus. Entcrgy’s 
Transmission Business’ selected combined StatemenL of income dam for thc nine months cndcd Scptcmber 30, 
2012 and 201 1 and sclcctcd combined balance sheet data ILS of Septcrnber 30.2012 havc becn dcrivcd fmrn 
Entergy’s Tmnsrnission Business’ unmditcd condcnsed combincd financial starcmcnts, includcd cIscwhcrc in 
this proxy starcrncntlprospccrus. The sclcctcd historid combined financial data below is not ncccssarily 
indicative of the ~ I I S  that may bc expectcd for any futurc period. This infamtion shauId bc rcad in 
conjunction wirh “Managcmcnt’s Discussion and Analysis of financid Condition and Results of Opcrations Tor 
Enicrgy’s Tnnsmission Busincss” and h e  financia1 statements of Entergy’s Transmission Busincss and Lhc n o w  
thereto included clscwherc in this proxy statemcntlprospcctus. 

Thc financia1 information or Entcrgy’s Transmission Busincss includcd in this proxy setementlprospectus hns 
ixcn derivcd fmm Lhc financial statcmcm and accaunring rccords of Entergy and reflecls miimptions and 
alIocations madc by Entmgy. Thc financia1 position, resuIts of ogcntions and cush flows of Entcrgy’s Tmnsmission 
Busincss prcscnictl may bc different from those that would haw mulrcd had Hnlcrgy’s Tmsmission Dusiness bcen 
opented a a smd-alonc company. Additionally, the financial position. rcsulls of opcnrions and cash flows of 
Entcrgy’s Tmnsmission Busincss prcscntcd rcncct its existing state and Iocd jurisdicrional mtc rcguIation as a 
compncnt of rhc Utility Openting Cornpanis, as compmd to thc FERC mtc rcgulation cxpccted for Enterm’s 
Tmnsmission Business under ITC‘s owncrship. As a rcsult, thc historical financial information of Entergy’s 
Transmission Business is not a reliablc indicator or futurr: rcsull~. Sw “Risk Fuctors.” 

(In thousands) 
Stntcmcnt oP Incornc Dah: 
Opcmthg rcvcnuw 
Opcmting cxpcnscs 

Opmtion and maintcnancc 
Deprecinlion und runonintion 
Taxm other hm income tmcs 

Total operatiiig cxpcnxs 

Opcmting incomc 
Othcr cxpcnsm (income) 

Intcrcst cxpasc 
AlIowancc for equity funds uscd 

during construction 
Oihcr cxpcnsc (incomc) 

Income belure incume bxcs 
Inconie taxa 

Nct incomc 

Total othcr cxpcnsw (incomc) 

Nine Months Endcd 
Scplrmbcr 30, Ymr Ended I)rcemher 31, 

2012 2011 2011 2010 2009 2008 2007 
(unnudtlcd) (unaudited) (unauditd) 

S 498,942 $505,721 S 651,792 $ 631,732 S 582,847 S 569507 S 569.998 

16736 159,727 218.919 111.1 13 186.734 189.959 168,151 
108,286 97,966 132,302 127,738 110,794 97,287 94908 
37.670 34.148 45.751 42.052 38.346 36.473 33.668 

3 13,182 29 I ,84 1 396,982 38 1,903 335,374 323.7 I9 296,727 
185,760 713,880 255,810 249,839 247.473 245,788 273971 

59,959 47,003 63,247 79,041 79,734 70.782 59.415 

(8,l I?) (7,714) (15,122) (8,388) (6,1951 (8.439) (1 1,8!w 
(1,069) (1,907) (1.599) 1.459 (4.697) ( 12.92 1) (L608) 
50,778 37.382 46,526 72,117 68,842 49,422 44,913 

41,W 65,593 74460 67.M 68.205 72265 81,362 
S 93,975 $ 110.905 $ 134,SN $ 110,561 $ 110.426 S 124.101 $ 143.996 

134.9~2 1 7 6 , ~  m , x 4  1n.727 178.631 196,366 12s.355 
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Enkrgy’s Transmission Busin= 
As of 

2012 2011 2010 2W9 zoos 2007 
Scptrmber 30, As olDccembcr31, 

(In thousands) (unaudi Led) (uniluditcd) [unnudStcd) (unaudltcd) 
BaIance Sheet Data: 
Property, plant and cquipmcnt-nct 
Tom1 assscts 

$3,885,501 $3,666,387 $3,369,025 $3,134,123 $2981,33 1 $2,825,203 
$4,250,604 $4,015,404 $3,669,588 $3,450,333 S3,308,492 $3,160,214 

Long-term debt I I - - - 

Selected Consolidated Historical Anancial Data of 1TC 

The sclccted consoIidatcd financial data prcscntcd bclow havc bccn dcrivcd from, and should be read 
togcthcr wih, ITC’s consolidatcd financial smtcmcnls and the accompanying notcs and thc rclatcd 
“Managcmcnt’s Discussion and Analysis of Financial Condition and Resulls of Opcmtions” and “ScIcctcd 
financial Data” scxrions included in 1TC’s Annual Rcpon on Fom lO-K, as amended by the Annual Report on 
Form WWA. for tIic year cndcd Deccmbcr 3 1,201 1 and in ITC‘s Quamrly Rcport on Form 10-Q for die ninc 
months cndcd Scpplcmbcr 30,2012, which arc incorpomtcd by rcfcrcncc into this proxy statementlprospectus. 
The wrnmry consolidakd financial data below is not necessariIy indicativc of rhc results that may bc cxpccrcd 
for uiiy fulure period. To find OUI wherc you can obtain mpics of ITC’s documcnls I h a ~  h a w  bccri i I i copra td  
by rcfcmncc, scc “Whcrc YOU Can find Morc Information; Incorpontion By RcCcmcc.” 

1TC (a) 

Ninc hlonlhs FAdnl 
September 30, Ycar Endcd. Deceniber 31, 

2012 2011 2011 3010 2DD9 2008 2007 ------- 
(In thousands) (unnudilnl) 
Shtcmcnf or Opcmtions Dutn: 
Opemting revenues 5608,889 $555.787 $757397 $696,843 %6?1,1)15 $617,877 %426,249 
Opcmting cxpcn~~w 

Opcntion and maintenance (b) 90,314 92,486 119,188 116518 95.730 113,818 81,406 
Gcncnl and admhisuaiivc (b) IC) (d) 78.791 54,915 52,790 78,120 69.231 812% 6L081) 
Dcprccintion nnd amodmtion (c) 73,453 70,338 94,981 86,976 85,949 93.769 67,928 
Trlxcs olhcr thm incomc taxes (n 44.186 39.620 53.430 48,195 43,905 41,180 33.330 
Olhcr opmting incomc and expcnsc-oct (586) (844) (611) (197) (667) (809) (688) 

291,158 256,743 359.645 339,512 193.148 330254 244.075 
Opcrating Income 317.731 299,039 397.752 357,321 326,867 187.613 182.174 
Other expensa (income) 

Intcrcst cxpcnsc 116918 110,002 14.936 141553 130,209 122234 81.863 
Allowancc for equity funds used durins 

------- Total openting expenses 

construction (15,8M) (12,078) (16.699) (13,412) (13,203) ( I  1,610) (8,145) 

Otlicr income (7,171) (2136) (2,881) (2,340) (2.794 (3.415) (3.457) 
0th cxpcnsc 

Loss on cxtinguuishmcnt of dcbt - - - - 1.763 - 249 

2,473 3,063 3.962 Z3S8 2.918 3.944 1,618 

101,420 98,851 131.318 129,389 1 lS,395 11 1,153 72,228 

Incomc before income tax- 216,3I 1 700,188 266,434 377,932 208,472 176.470 109.936 
76,691 71,166 94,749 8 2 3 4  77572 67.262 36,650 Income tnx provision (f) 

$139.620 SI29.022 $171.685 $145,678 $130.WO $109208 $ 73.296 Net incomc 

------- 
------- Total other expenscs (incoinc) 

------- 
------- ------- 
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ITC (a) 
Nine Months Endcd 

Seateniher30. Year Ended December 31. 
2011 2011 2011 2010 2W9 2008 2m 

(unaudited) 

Basic earnings per 

DiIuted camings 

Wcightd-avcmgc 

Wcightul-ovcngc 

Dividcnds dccl~arerl 

share $ 2.72 $ 2.52 $ 3.36 $ 2.89 $ 2.62 $ 2.22 $ I .72 

per sbm $ 2.68 $ 2.49 $ 3.31 $ 2.84 $ 2.58 2.18 $ 1.68 

basic sharcs 50,74S,257 50,192,675 50,289,905 49,526,580 49,196,470 48592534 42,298,478 

dilutcd sharcs 51,502,694 50,974,142 51,078,823 50,398,039 50,077,433 49,627.887 43,454,115 

pcr shm $ 1.0825 $ 1.0225 $ 1.3750 $ 1.3100 $ 1.2500 $ 1.190 $ 1.1300 

1TC In) 
AS nr 

Smlcmlicr 30. AS or Dcccmbcr 31. 
2011 2011 201 I 2010 2009 zoos 2007 

(In Ihousands] (unaudited) 
Balance Sheet Data; 
Cash and cash equivalents $ 30,026 S 48,327 S 58,344 $ 95,109 $ 74,853 $ 58,110 $ 2,616 
Working capita1 (dcficit) (785.818) (2,413) (1 13,939) 69,335 147,335 1,095 (30,370) 
Propcr~y, plant and 

equipme~i t-ne t 3,967,190 3,221,523 3,415,823 2,872277 2,542,064 2,304,386 1,960,433 
Total asscts 5.38 1,172 4,632,859 4,823,366 4,307,873 4,029,7 I6 3,7 14,565 3,2 13,297 
Long-tcrm dcbt: 

ITC Holdings 1,193,008 1,459,493 1,459,599 1.459, I78 1,458,757 1,327,741 1,687,193 
RcpIarcd Opcnting 

Subsidiarics 1,213,666 1.1 17.9 12 1,185,423 1.037,7 18 975,64 1 920s 12 5 5 6 3  1 

Total longtcnn dcbt 2,406,674 2,577,405 2,645,022 2,496,896 2,434,398 2,24S,253 2,243,424 
Total stockholdcrs’ cquity 1,349,209 1,206,002 1,258,892 1,117,433 L O 1  1,523 929,063 563,075 

ITC ( 8 )  

(In lhousantls) 
Other Data: 

Nine Months Ended 
Srokmllcr30. Year Endcd Dcccmhcr 31. 

2012 1011 3011 3010 1009 200s 2007 
(unaudited) 

hxpenditurcs for propcny. 
plant and equiprncnt $637,386 $388,402 $556,931 $388,401 $404,514 $401,840 $287,170 

Inkrest paid (net of inrercst 
capjtalizeed) 112,040 126,481 142,101 135,771 125,254 102,149 73,489 

Incomc tax= paid 26,024 23,010 34,127 8,844 1.97 1 2,012 2,058 

(a) ITC Midwest’s results of opcmtions, cash flows and balances are incIudcd for the perids presented 
subscqucnt IO its acquisilion of the elccrric transmission assctS of Intcrstate Power and Light 011 
Dcccmber 20.2007. 

(b) Thc rcduction in cxpcnses for 2W9 cornpard to 2008 was duc in part to cffons to achicvc short-term 
rcduclions in operation and rnainlcnancc cxpcnscs and general and administrativc expenses to offset die 
impact or lowcr nctwark load on cash flows and any potcntinl mvcnuc nccrual dat ing to 2009. 
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(c) During 201 I and 2009, wc recognixd $2.0 million and $10.0 miIlion, rcspcaivcIy, of rcgularary ;~wts 
associatd with thc dcvelopment activities of 1TC Grcnt Plains as wdI as ccmin prc-construction cosls for 
thc Kansas V-Plan and Kansas Blccuic Transmission Au~hori~y (‘XETA”) projects. Upon initial 
establishmcnt of thcsc rcguIatory a c t s  in 2011 and 2009, Sf9 milIion nnd $8.0 million, rcsptivcly, of 
gcncnI and udminismlive expenses were revcrsed orwhich $1.4 million and $5.9 miIIion w e n  incurrcd in 
pcriods prior to 201 1 and 2009, respectivcly. No initial cstablishmcnt of rcguIatory PSSCIS occumd in 2010 
that rcsultcd in a rcvcrsal of expenses. 

(d) During 201 I and the ninc months cndcd Scprcmbcr 30,2012, we cxpcnsed external Iegaf, advisory and 
financial scrviccs fms of $7.0 milIion and $12.1 million, rcspectivcly, rclaring to the Entergy tmnsncrion 
recorded primarily within gcncral and adminisvative expcnses of which ccrtain amounts are not cxpccted to 
bc dcductiblc for incomc L;LX purposes. 

(c)  In 2009. Ihc E R C  acccptcd the depreciation studies filed by ITCTmnsmission and MlXC that rcviscd rhcir 
dcprecintion mtes. In 2010, thc E R C  acccptcd a dcprcciation study filcd by ITC Midwcst which revised its 
dcprcciation ntcs. These changes in accounring cstimatcs multcd in lowcr compsitc dcprcciation ntcs for 
ITCbnsmission, PVmC and ITC Midwest primarily due to the rcvision of asssct scrvicc livcs and cost of 
rcmoval valucs. ?hc rcviscd cstimak of annual: deprecialion cxpcnsc was rcflcctcd in 2009 for 
IT~ransmission and METC and in 2010 for ITC Midwest. 

(0 The increase in the incomc lax provision far 2005 compared to 2007 was due in part to the iinplemenkition 
of the Michigan Busincss Tax, wIlich ww in effect from 2008 through 201 I and was accountcd for as an 
income tax, compmd to thc Michigan Single Business Tax in crfcct prior to 2008 that was accounted for as 
a mx olhcr than incomc W. 

Selected Unaudited Pro Forma Conden& Combined Consolidated Tnrormalion 

Tlie unaudited pro Coma condcriscd combincd consoIidatcd financial stakmcnts (whicli wc rcfer to as tiic 
pro forma financial statcmcnls) combinc thc historical consolidatcd financial shtcmcnts of ITC and thc historical 
combincd financia1 mtcmcnts of Entcrgy’s Transmission Business to ilIustratc thc cffcct of thc mcrgcr. Thc pro 
forma financial statements wcrc bascd on and should be read in conjunction with: 

accompanying nom to thc unaudilcd pro forma financial starements; 

ITC‘s consolidated financia1 statcmcnts for thc ycar cndcd Dcccmbcr 3 1,201 I and as of and Tor thc ninc 
manths ended Scplcmbcr 30,2012 and thc nota rcIating thcrcto, incorpontcd hcrcin by refcrcnce; and 

* Entcrgy’s Transmission Business’s combined financial statcmcnts for thc ycar cndcd Dcccmhcr 3 1. 
20 1 1 and as or and far thc ninc months cndcd Scptcmbcr 30,20 12 and thc n o m  Elating thcrc to 
included in his proxy statcmentlprosptus. 

Thc unauditcd pro forma condcnscd consolidatcd stptcmcnt of opcntions (which wc rcfcr to LIS tIic pra 
forma sbtcmcnt of opemtions) for thc ycar cndcd December 31,201 1 and for tlic ninc months cndcd Scptcmbcr 
30,2012, give cffcct to thc mcrgcr as if it occurrcd on January 1,201 1. Thc unaudircd pro roma condcnscd 
consoIidatcd balancc shcct (which we rcfer to as the pro forma bdancc shccr) as of September 30,2012, gives 
cffect to Lhc mcrgcr ;IS ir it occumd on September 30,2012. 

The pro forma financial stateinents have been prescntcd for informationa1 purposes only and arc not indicatiw 
of die operating rcsuIts or financial posirion &at would havc occurred if thc merger had been consummatcd on thc 
dares indicatcd. nor arc jndicativc of any futurc apmling rcsults or financial position of thc cambincd busincss. Thc 
rcsulrs of oprations and cash flows of thc acquircd business reflect its cxisting mu: md Iocal jurisdictiond rate 
qulation ns a componcnt of thc Utility Oprating Compics ,  as campmd to thc FERC nte r e p  Intion cxpcctcd 
lor Enterm’s Tmnsmission Busincss under ITC‘s owncrship. Thc pro forma financial statemcnts do not rcflcct thc 
impact of transitioning Entcrgy’s Tmmission Busincss to FERC ratc r e p h i o n  under ITC owncrship. 

Tlic mcrgcr has not been consiimmnrcd as or thc datc of the prep.mtion of thcst: pro forma financial 
statcmcnts and hcrr: can be no ;Issuranccs h a t  tlic merger will be consummatcd. Scc “Risk Factors” Cor 
additiona1 discussion of risk factors associated with thc pro forma financial statements. 

40 

LTP A D  ninicn 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



ITC AND ENERGY’S TKANSMZSSION BUSINESS 
UNAUDITED PRO FORMA CONDENSED COMBWED CONSOLIDATED BALANCE SHEET 

As of Seplember 30,2012 
Entergy’s AdJuslnmnts As Adjwled 

Tmnsmhlon to E n l q y ’ ~  Enlrqy’s Acquisition and 

(Historid) (8 )  I H I E ~ D ~ ~ )  (a) BudnerrM Budaesr AdJwlments(c) Combined (d) 
ITC Rusincn Trarumisrion Tr;msmhion Rclatcd Pro W m  Fm Fnrntm 

(10 rhDUSWdS) 

Assets 
Currcnlasseb: 

Casb and cash equivalents 
Accounu receivable 
Inmn tory 
Dckrrcd income mxtli 
Rcgulntory mscls-mvcnuc accmds. 

inctuding accrucd intcrcrt 
Prcpnid and olhcr currcnt mrcts 

Total mmnl z ~ ~ s c l s  
Propcrty, pInnl and cquipmcnl (net) 
Olhcrwcls 

Goodwill 
InIiinEihfc ZGSRLF (nct)  
Qthcr mgula~my 
Deferred tinmcing fa (act) 
Other 

Total Mhcr sscts 

Total esse!!, 

Currenl liabililics 
Liabililies and doekho1ders’ cqulty 

Accounw papblc 
Accrucd payroll 
Accrucd intcmt 
Accrucd mcs 
Regulatory liabilitia--rcveouc dcfemls, 

Rcrundnblc dcposik from ~ C I W ~ ~ O K  ror 

OlhW 

including accrucd intcrcsl 

wanmission nciwork upgrades 
Dcbi maturing wilhin oac yrur 

Tohl mmnt lililitics 
Accrucd pension and olhcr podrctirment 

Ilcfcrred income 
Hegulalory liabililh-mvcnue deferrals, 

Including accrvnl i n l r m l  
Hcgtilalory I i a b i l i t i ~ a c c r u t d  m e t  

rcmovsl cats 
RcTundahIe deposik from generators Tor 

irnnsrn’uion nclwork upgmda 
Oihw 
Long-tcrm dcbl 
Sbckhaldcrs’ equily 

liabilities 

Common stock 

Ncl pmnt invcstmcnl 
Rchincd camiags 

Accumulaicd othcr cornpxhcnsive tars 
Tokit rtackholdcrs‘ quity 

Tohl l i a b i l i h  anad ~ i ~ l r h ~ t d c f i ’  equity 

5 30.03 
9.1.863 
33.876 
21.M 

1.267 
9.935 

197.012 
39G7.19n 

950.163 
45334 

171.fl57 
19593 
30,813 

1.1 16.970 
$5.38 1.172 

5 102,530 
15.721 
43,395 
18370 

51.836 

48M I 
65 1.897 
51.040 

90.830 

44.99 
432.677 

6SJX 

79.492 

5,241 
1 Z426 

2.4tlL.674 

95S.258 

- 
414,759 

(Pn.8oR) 
1349.709 

55381,172 

5 1319 s (1319)(c) - 
28.163 (28.IW)(c) - 
36267 36.357 - - 

- - 

65.149 (19,482) 3G.357 
3,885501 (54.459)(4 3.831.042 

- 
- 

7,877 

I W756 (41.422) 66.334 

99.244 (29,919)(c) 69,265 
949387 (31,82I)(e) 917.466 

66.213 66213 

$4.4.?5ol.6(31 S (156.268) M.094336 

70.143 
21.045 

7 3 7  
9935 

laO.848 334.117 
7,798,232 

2120.481 @) 3,0770.644 
- 4s-734 

378.7 10 
7.05s m 40.151 - .. - Xi697 

2.1277s39 35’11.536 

S 150.082 

18370 

5 1.836 

48,WI 
651.897 

7.058 (0 96.886 
30.911 [hl 

$ 2228.381 s I 1.703.89s 

See notes lo the unaudited pro roma condensed combined consoiidated financial statements. 
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1TC AND ENTERGY'S TRANSMISSION BUSINESS 
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED 

STATEMEWS OF OPERATIONS 

For the Nine Months Ended September 30,2012 

F~Icrgyk A t l j u ~ h e n k  As Adjuslctl Acqiihition and 
Transmission to Enter@ Entergy's Rclnlnl Pro 

(IIiitorical) (a) (IIklorkal) (a) Business (b) Busin- Adjushcnls (c) Cornbind (d) 
1TC Business Trammhloii Transrnbion Forma Pro Forma 

(In thousnnds, cxccplshare and pcr 
sham dah) 
Operating revenues 
Operating expenses 

Opcration and 
maintenance 

General and 
administmtivc 

Dcprecintion and 

Taxes other thnn income 
tucs 

Othcr opcnting income 
and expense-net 

Total opcnting cxpcnses 
Operating inconic 

Other expenses 

Intercst expcnsc 
AIlownncc for cquity 

funds used during 
consvuc tion 

Other income 
Othcr cxpcnsc 

a I I I 0 ~ 7 A ~ O I l  

(income) 

Total othcr cxpcnscs (incomc) 
Income beroore income taxes 
Income &x provision 
Net income 
Wcighted-avcmge sh:m or 
common stock ourstanding 
("otc 6): 

Basic 
Diluted 

Baic  camings per common 

Diluted wmings pcr cnmrnnn 
sham (Note 6) 

share (Note 6) 

$ 6438,889 $498,942 

95, I58 

72,038 

108,286 

37,670 

- 

$ 6,067 (9 $505,009 S 1,113,895 

90,3 14 95,188 185,502 

78,791 (12,089Xh) 131,665 

78,453 (8,824)Ic) 99,462 177,9 I5 

44,186 37,670 81,856 

(586) 
291,158 
317,731 

(586) 
(12,089) 576,355 
12,089 537343 

I 

(15,896) 297,256 
2 1,963 207,723 

313,182 
185,760 

59,959 

(8,1121 
( 2 , W  
1.095 

116,918 (5,668)(0 54,291 28,557 (0 199,766 

I8J 12) 
(ZIW 
1,095 

(5,668) 45, I 10 
27,631 162,613 

(2 3,9 12) 
(4,335) 
3,568 

28,557 175,087 
( 16.468) 362,456 
(5,764)(i) 131,000 

$(10,704) S 231,456 

101.420 50,778 

134,982 
4 1,007 

$ 93,975 

216,311 
7669 I I9,066(i) 60,073 

$ 8,565 $102,540 = 3 139,620 

50,748,257 
5 1,502,GM 

103,983,366 
104,750,094 

$ 2.72 $ 2.23 

5 2.68 $ 2.21 

See notes to the unaudited pro forma condensed combined consolidated financial statements. 
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lTC AND EWIERGY’S TRANSMISSION BUSINJBS 
UNAUDITED PRO FORMA CONDENSED COMBWED CONSOLIDATED 

STATEMISNTS OF OPERATIONS 

For the Year Ended December 31,2011 

FmLcrgy’s AdJuWwnls As AdJuslnl Acquisition and 

ITC Businllss Transmission TranssmWon Pro Irornia Pro Forma 
Trammission lo Bnkrgy’s Enleqy’s Relakd 

(IIistoricaI) (a) (IIisloriml) (a) UasiineFs (h) tlusincss Adjustnients (c) Cornhind (a) 
{In thousands, except sham and pcr 
shnrc dah) 
Operating revenues 
Operating expenses 

Operation and 
maintenance 

Gcncral and 
administrative 

Dcprccia~on and 
am o ni za Li o n 

Trutcs other rhan incornc 
mcs 

Other operating income 
and expensc-nct 

Total operating cxpenses 
Operating income 

Other expenses 

Intcrcsr cxpcnsc 
Allownncc for cquity 

funds used during 
consuvction 

Orhcr incornc 
Orhcr cxpcnsc 

(income) 

Total olhcr wpcnses (incornc) 
Tnconie berore income taxes 
lnconie tax provision 
Net inconic 

Weigh~ed-:iverage shas of 
common stock aulstanding 
INOW 6): 

Basic 
Dilutcd 

Bmic eilniirigs pcr carnrnun 

Dilutcd camings per common 
sham Wotc 6) 

s h m  (Note 6) 

$6 5 2,7 9 2 

133,949 

84,980 

132.302 

45.75 1 

- 

$652,792 $ $ 1,410,159 3 757,397 

129,288 

82,790 

94,9a 1 

53,430 

(844) 
359,645 
397,752 

146.93 6 

( 16,699) 
(ZSSl) 
3.962 

133,949 263,237 

(5,152)Ie) 79,828 (7,OOo)fi) 155,618 

( 1 1,449)Ic) 120,853 215,834 

45,75 1 99,181 

(844) 
(7,0001 733,026 
7,000 677, I63 

- 
(lG,mI) 380,381 
16,601 2724 1 1 

396,982 
255,8 IO 

63,247 

(15,122) 
(2,741) 
1.142 

9,141 ( f l  72,388 38,076 (f) 257,400 

(3 1,821 1 
(5,6221 
5,104 

38.076 225.061 

(15,122) 
0,7411 
1.142 

9.141 55.667 13 1.3 IS 46.526 
209,284 
74.460 

7,450 215,744 
2611 Iil 77.071 

(3 1,076) 452,102 
I 10.8 76) (il 160.944 

266,434 
94,749 

S 171.685 
. . ... 

S 134,824 $ 4,849 5139,673 S(20,ZOO) $ 291,158 

5 0,289,905 
5 1,078,823 

$ 3.36 

$ 3.3 1 

103,525,014 
104,320,730 

$ 2.8 1 

$ 2.79 

See notes to lhe unaudited pro forma condensed combined consolidakd financial slalenienls. 
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ITC AND ENTERGY’S TRANSMISSION BUSINESS NOTES TO THE UNAUDITED PRO PORMA 
CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS 

Nok 1. Description OF the Merger 

sepmre and rhcn mcrgc irs clcctric msmission busincss wih  a wholly-owned subsidiary of ITC. 
As af Dcccmhcr 4,201 I ,  Enntergy and ITC cxwutcd definitive zlgrecments undcr which Entcrgy will 

Entcrgy’s Tmnsmission Busincss consists of the Enicrgy transmission syslem, which comprises ovcr 15,800 
circuit milcs of 69kV to 500kV tnnsmission lines and 1,500 substations over il114,OOO-squan: mile scrvicc 
territory. Thc Enmgy uammission systcm spans portions of Arkansas, Louisiana, Mississippi, Missouri and Tcxx. 

The terms of the transaction agreements call for Entergy to separate its electric transmission busincss into 
ncwIy-formed entity, TnnsCo, and TmnsCo’s subsidiaries, and distribute the equity inrerests in TransCo 
(cxcluding any equity intccrcsts in TransCo to be contributed to an exchange uust in rhe event Entcrgy makes rhc 
cxchangc mst clcction) to Entcrgy’s sharchddcrs in Ihc form or B mx-rrcc spin-off or split-off cxchangc offcr or 
a combination of both. TransCo will rhcn mcrgc with a ncwly-crcaicd mcrgcr subsidiary or ITC in an all-stock, 
Rcversc Morris Trust msacrion, and will survivc thc mcrgcr as a wholly owncd subsidiary or ITC. Prior to the 
mcrgcr, undcr tho tcrms of thc mcrgcr agmmcnt, ITC may. in ITC‘s solc discrction. CINL to (i) pay a SI00 
milIion one-time special dividend to its pre-merger siiarchoIders, (ii) rcpurchasc 57700 million of ITC common 
stock or (iii) undcnakc a combination of both (not to cxcccd $700 million in the aggregate). Such election is 
rdcrrcd LO as thc ITC rccapi~aliation. Thc ITC rccapitlhization i s  cxpcctcd to bc hndcd by appproximakly $740 
million of debt securities issued by ITC prior to the merger with the remaining $40 million to bc uscd for gcncral 
corporate purposcs and paymcnt ofmnsaction-rclatcd costs. As a rcsulr oC and immcdintcly following thc 
mergcr, Entergy shareholders (and, if applicabIe, the cxchange trust} will coIlcctivcly own approximatcly 50.1% 
or ITC common stock on a “rully dilutcd bassis,” and existing ITC diarcholders will collectivcly own 
npproximatcly 49.9% of 1TC common stock on a “fully dilutcd basis” (subjcct to adjusuncnt in limitcd 
circumstrlnccs LIS provided in thc mcrgcr agrcemcnt and cxcluding any ITC cquity awards issucd to cmpfayccs of 
Entcrgy’s Transmission Business who become employees of TransCo). In no event will Hntcrgy sharchoIdcrs 
(and, if applicablc, rhc cxchengc mst) hold lcss than 50.1% of the outstanding common stock of ITC 
immcdiakly a r m  the mcrgcr. In addirion, Enicrgy will rcccivc scniar sccuritics of TmnsCo and gross cash 
procccds from indcbtcdncss that wil1 bc incumd by TmnsCo and its subsidinrics prior to thc mcrgcr in an 
aggrcgau: amount of $1.775 billion. T h i s  indebrcdncss will k mumcd by ITC. Entcrgy cxpccts that Ihcsc 
proccds wiIl bc uscd to reducc outstanding Entcrgy or Utility Operating Company dcbt or for arhcr corpordtc 
purposes* 

Upon compIetion of thc mcrgcr, Entcrgy equity-based awn& held by cmpIoyccs or Entcrgy’s Transmission 
Busincss will gcncmlly convcn IO cquivabnt ITC cquity-bawd awards, aftcr giving effcct to an quiry cxchangc 
ratio. As dcfincd in Ihc cmploycc malrers agmment, the equity exchange n ~ o  is defined as the quoticnt of 
(i) thc pcr sharc closing rndiiig price of Eiitergy common stack trading in the “Rcgulnr Way” trading market an 
the NYSGon thc day bcforc thc distriburion dak and (ii) Lhc pcr sharc closing mdingpricc of ITC common 
stock trading on thc NYSB on the closing date of the merger. For purposes of the per sharc tnding priccs Cor thc 
pro foma financial statements, Novcmbcr 23,20124 has bccn uscd as both thc disrribution and cIosing datc. 

Complction of tlic mcrger is expccted in 2013 subject to die satisfadon ofspccificd closing conditions, 
including Ihc ncccssnry approvals of Entcrgy’s rctail regulators, thc FERC and ITC‘s sharchoIdcrs. Thcrc can bc 
no assurance the merger will be consumntcd. SCC “Risk Factors.” 

Novcmbcr 23,2012 shm prim was used as LI reasonable date prior to thc filing of the Form S 4  Rcgisvntion 
StaternenL. Thc sham pricc will bc updated with cach subscquent Form S 4  mcndment bascd QII a rcasonablc 
rcccnt dntc prior IO thc filing. 
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Note 2. Basis of Pro Forma Presentation 

the Iustoricd combined financial shtcrnents of Entcrgy’s Tmnsmission Business. Cemin reclnssificntions haw: 
bccn madc to Enlcrgy’s Transmission Busincss’ financial slatcmcnrs to conform to 1TC’s historical pmcntalion. 

Thc pro forma financial smtcmcnts wcrc derived from historical consoIidatcd financial statcmcnts of lTC and 

The historical coiisolihted finaIicia1 statemeiits have been adjusted in die pro forma h m i d  stntcmenls to 
give effect to pro Coma cwnE thnt arc (1) dircctly attribulablc to the mcrgcr, (2) factudfy suppomble, and 
(3) with rcspcct to rhc pro forma natcment oropcralions, cxpcctcd to havc a conrinuing impact on Ihc combincd 
rcsults. The pro forma financial StiltcmentS rcffcct the impact of: 

1 the assets and linbilities of Entergy’s Transmission Business that will not be transferred to ITC 
pursuant to the separation agreement; 

rhc issuancc of 52,772,253 shms of ITC common stock to thc sharcholdcrs of Entcrgy in cannccrion 
w i h  thc mcrgcr and rhc issuancc of 140,430 sharcs of ITC common stak as rcplammcnt awards for 
Entcrgy cquity-based awards held by cmployccs of Entcrgy’s Transmission BusincSs; 

tlie addilional indcbtcdncss to bc incurd  with rhc rclnlcd financing mnsnctions; 

rhc mapitidimion which will mkc the rorm of one or the following: (i) a one-time special dividend 
pnyabIe IO prc-mcrger ITC shareholders or (ii) a share repurchase of ITC common stack, or (iii) a 
combination of a onc-timc spccial dividcnd and shm rcpurchase of ITC common stock: and 

othcr ndjusfmcnts dcscribcd in thc nota to this scction. 

+ 

Thc following maucrs havc nor h e n  rcncctcd in thc pro forma financial statcmcnrs as rhcy do nor mcct rhc 
arorcmcniioncd chicria: 

Fdir valuc adjustmcnls for LS!SCK or Iitlhilitics suhjcct to rak-sclling provisions for Entcrgy’s rcgulaktl 
cnlitics opcnting Entcrgy’s Transmission Busincss. Tliesc opcntions are subjcct to thc mtc-scuing 
aulhority ofthe FERC nnd other local regulators. The rate-setting and cost rccovcry provisions 
currcntly in pIacc for Entergy’s Transmission Business regdated opcntions providc revcnucs dcrivcd 
from costs including a return on investment of assets and liabilities included in ntc base. The fair 
vnlucs or Enkrgy’s Transmission B u s i n w  assck and Iiabilitics subjcci to rhcsc rdbsctling provisions 
approximntc thcir carrying valucs and thercfore thc pro forma financial swtemcnts do not rcflcct any 
net adjusmcnrs rcbtcd to thcsc mounrs. 

Casr savings (or asscciatcd costs to achievc such savings) from operating efficicncics, syncrgics OF 

oihcr reslructuring that could mult Crom thc mergcr. Thc timing and effect of actions associated with 
intcgarion arc currcntly uncertain. 

Adjustments to thc operating expenses recorded in Entcrgy’s Transmission Business’ historim1 
financial statements associated with Entergy’s MSO integration of $4.8 million and S7.0 milIion for 
thc ninc months cnded September 30,2012 and thc ycar e n d d  Dmcmbcr 31,201 1. respeciively. 

The $75.0 miIIion aggrcgatc principal mount of 3.98% Senior Secured Nom duc 2042 issuctl by 
METC on October 26,2012, tlic procccds d which wcn: uscd IO mpay borrowings under its rcvolving 
credit agrrxmcnt. partially h n d  copiml cxpcnditum and for gcncml corporak purposes arid was 
unrclatcd to thc transaction financing. 

The transaction is being accounted for using the acquisition method of accounting for busincss combinations 
with ITC as the ncquhr for accounting purposes. Accordingly, ITC‘s cost to acquirc htcrgy’s Transmission 
Business will bc allocated to the assets acquired and hc liabilities assumcd based upon their respcctivc h i r  
vducs an thc htc thc mcrgcr is complctcd. Undcr hc acquisition mcthod of accounting, thc toiaf csrimalcd 
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considcration rrmsfcrrcd is allocarcd to Enrcrgy’s Tmnsmission Busincss’ nct mngiblc and intnngiblc asscts and 
liabilities bsscd on their atimatcd fair values as of thc datc of consummarion of Ihc mergcr. Thc pro forma 
adjustmcnts incIudcd herein may bc revised as additional: information kccomes available and as addilional 
nnaIyses are perfonned. See Now 4 “htirnated Considemtioil Tniisferrcd and Prclimimy AlIocation of 
Considention Transferred” below for the estimate of the consideration msfcrred dlocntion. 

Note 3. Significant Accounting Policies 

Bascd upon TTC’s initial revicw of the summary of significant accounting policies for Entcrgy’s 
Tmnsmission Busincss. as disclosed in Lhc nom to thc combincd financial: sbtcmcnts indudd in this proxy 
stattcmentlprospcctus, as wdI E, prctiminwy discussions with the mnnngement of Entergy’s Transmission 
Busincss, h e  pro forma combincd consolidatcd financial sLatcmcnts assumc thcrc will bc no significant 
adjustments necessary to conform Entergy’s Tnnsmission Business’ accounting poIicics to ITC‘s accoiinting 
policies. Upon completion afrhc merger and a more comprehensive comparison and assessment, direrenccs may 
be identitied that would necessitate changes to Enkr,g*s Transmission Biisiness’ future accounting policics and 
such changes could rcsult in m3tcrial diffcrcnccs in futurc rcportcd rcsufts of opcmtions and financial position for 
Entcrgy’s Tmmmission Busincqs’ operalions as compared to historically rcpamd amounrs. 

Note 4, Estimaled Consideration Transferred and Preliminary AlIocation of Consideration Transferred 

common stack on a ‘Tully diIutcd basis” in connccrion with thc mcrgcr. In no cvcnt wiIl Entcrgy sharchoIdcrs 
(md, if applicable. thc cxchmgc trust) hold Icss than 50.1% of thc outstanding common stock of lTC 
immcdiatdy after the mcrgcr. Thc prcliminary considcration transfcrrcd was computcd using rhc numbcr of 
sham of ITC common stock outstanding as of Scptcmhr 30,2012, adjustcd for the 50.1% owncrship of Entcrgy 
as follows IdoIlnrs in rhousands): 

Enrcrgy sliarchaldcrs (and, if applicable, die exchange trust) are to receive slpproximndy 50.1% of ITC‘s 

Nurnhcr of 
ShardAwards 

Is5urd 

Issuancc of ITC common stock IO Entcrgy’s sharcholdcrs 
Issuancc of ITC cquity awards to rcpIacc cxisting carnod quity awards of 

TransactionnI cash (NOIC 5(g)) 

52,772,253 

Hntcrgy’s Transmission Business 140,430 

Tom1 cstimatcrl considcmion uansfccrrcd 

Currcnr assc~s 
Propcrty. plant and cquipment 
Goodwill 
Othcr long-tcrm aqsc1s, cxcIuding gdwiII  

Tom1 
Cumnt liabilities 
Dcfcrrcd crcdirs mnd other Iiabilitics 
Long-mn dcbr (assumed by 1TC-Note 30) 

Total l iab i l ih  

PreltrnInnry 
Allmlion or 
Consideration 
Transrerrcd 

$ 36,267 
3 3 3  1,042 
2,120.48 1 

227,027 

6.2 14,s 17 
66,334 

1,092,340 
1.775.000 
2,933,674 

53,340,706 

i , m  
(60,848) 

$3,281,143 

Total csti m atcd cons i derdli 0 n Imns fe rred $ 3,281,143 
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Thc cstimml fair valuc oCthc shms of ITC common stmk issued 10 Entergy shnrchaldcrs of S63.30 pcr 
sharc WLS b x c d  on rhc numbcr of sharcs issued muhiplied by the closing pricc of ITC common stack ($76.59 on 
November 23,2012), adjustod by $13.59 pcr sharc for the cffccts of the $700 milIion onc-time spcciaI dividcnd 
as described in Note 1, "Descrjption of die Mcrger", as if that dividcnd wcrc paid on ITC's outstanding sbores of 
common stock at Scptcmbcr 30,2012 that wcrc eligible for dividends. For purposes of these pro forma financial 
statements, it has been nssumed dint the ITC recapidization will mkc the form of a onc-timc spccinl dividend. 
Additionally, the preliminary consideration tmnsferred reflects the total estimatcd fair valuc of Entcrgy's 
Transmission Busincss' sharc-bzcd compcnsntion awards ourstanding as of September 30,2012, convcncd to 
11% common dims based on the cquity excliange ratio (descrikl in Notc 56), Comrtian Smck bclow). If ITC 
wcrc LO cffccruare its rccapilalizarion in the form of a repurchasc: of ITC common stwk outsmding prior LO thc 
closing daic instcnd of Ihc onc-timc spccial dividcnd as dcscribcd abovc, thc total cstimntcd considention 
tnnsfcrred wo9d be die sam amount, $3,281.1 million, assuming Ihc sharc rcpurchasc was effecmatcd at he 
closing pricc of ITC common stock of S76.89 on Novcmber23.2012 multiplicd by thc numkr of s h a m  
cxpccIcd to bc issued after the $700 miIlion repurchasc. 

Thc final: allocation of the considcntion tnnsrcrrcd win bc dclcrmincd afwr rhc mcrgcr is complcted and 
after complction of a final analysis to dctcrmine the fair values of Hntergy's Tnnsmission Business' assets and 
liilbilities as of the date of consummation of the mergcr. AccordingIy, thc final acquisition accounting 
ndjusuncnls may bc matcdnlly diffcrcnt Cram thc pro forma ndjustmcnts prescntcd in this dwumcnt. 

Thc considcntion transfcrrod will fluctuate wilh the market price of TTC's common stock until: it is rcflcctcd 
on an actual basis whcn Lhc mcrgcr is complcicd. An increilsc or d~crcasisr: or 17% in ITC's common sli~n: pricc 
from the pricc used a h v c  would increase or decrease the consideration tnnsfcrred by approximatdy $575.6 
million. Assessing sensitivity at 174 m e  of change is consistcnt with Ihc diffcrcnrial bctwccn thc moa rcccnt 
52-wack high and Iow closing priccs of ITC's common stock 

Note 5. Pro Forma Adjustments Lo Financial Statements 

Thc pro forma adjustmcnts includcd in thc pro forma financial stalcmcnts arc as foIlows: 

b) I'K mid 6rfergy's Trn~~sr~tission Rrrsities.~ bistnn'cal pre.wiitatio!i-Ccmin financial stiwmcnt linc itcms 
or componcnts of financial statcmcnt linc itcms included in Entergy's Tnnsmission Busincss historica1 
pmcntation havc bccn rcclassificd LO conform to 1TC's historid presentation. Tliese reclassifications had no 
impact on thc hisLorica1 opcrating income, net income or t o d  equity rcprted by Entergy's Transmission 
Busincss. The adjustments to tom1 assets and liabilities were not material IO Entergy's Transmission Busincss' 
balance sheet. 

(b) AGlulitietils to Etitergfs Trruui~iimioii Busirzexs-hrsuant to thc scpantion agrrxrncnt, ccrtain 
adjusuncnls arc requircd to accuntely reflect the w,ssets ocquired and liubilitics nssumcd of Entcrgy's 
Transmission Business, inchding thc issuancc of long-tcm dcbr by Entcrgy's Transmission Business to bc 
assumed. These adjusuncnls to htcrgy's Transmission Busincss financial information arc described in Note 34 
Assets urd Liabililies No1 TrumJerred and Note 5[ f )  Debt bclow. 

IC) Acqquidina arid Reluted Pro Fontla A ~ i ~ t n ~ e t l t s - A d j u s u n ~  wcrc madc to ITC's historical financial 
infomalion in addition to thc "As Adjustcd Entcrgy's Transmission Business" financial information. These 
adjusncnts reflect the cffccts of thc acquisition, including thc one-time special: dividend and rhc issuancc of 
common stock. 

(d) Pru Foniia Coiribiried-Reprcscnts thc ma1 of the "ITC (Historical)" coIumn, ihc "As Adjustod 
Entcrgy's Transmission Business" column ond the "Acquisition ond Rclated Pro Forma Adjustments" column. 
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(c) Asse1.r a d  Liabilities Not Tmferred-Putsunnt to the separation agreement, certnin ussets and 
Iiabilirics oCEntergy’s Transmission Business will not bc msfemd to ITC and will be recaincd by Entergy. The 
pm foma balancc shcct incIudcs rhc following pro forma adjusmcntr; to rcflccr assets. lirrbilitics and wsociaicd 
defcmd taxcs not transfcrrcd to ITC pursuant to thc scparation agreement (in thousands): 

AS or 
Seplrmhcr 30,1012 

Pish atid cash cquivalcnt~ S (1,319) 
Accounts rcccivabIc (nct) (28,163) 
Property, plant and equipment (net) 1) (54.459) 
Other rcgulntory assets (2) (47,333) 

$ (1 3 1,274) 

Accounts payabIe $ (6,553) 
Accrued ma (35,869) 
Accrucd pcnsion nnd o h r  postrctircmcnt IiabiIitics (2) (29,979) 
Dcfcrrcd income taxcs 131.8211 

Total m c t s  

Total liabilities 3 104.2221 
Nct Asscts Not Transfcn-cd $ (27,052) 

(1) Thc pro forma statcmcnrs of opcntions incIudc pro forma adjustmcnrs to dcprcciation and amortization 
cxpcnse of$8,8 milIion and $1 1.4 million for rhc ninc months cndcd Scptcmbcr 30,2012 and thc ycm cndcd 
Dcccmbcr 31.201 I, respcctivcly. to rcflect a dccrcasc in ongoing dcprcciarion cxpcnsc for thc assscts not 
tnnsfcrrcd. 

(2) As thc combincd company wilI not h a w  rcspnsibilhy for the inactivc and rctircd cmployccs undcr thc 
prcvious Enlcrgy pcnsion pIan pursuant 10 thc cmploycx mattcrs agrccmcnr, thc pro forma sbtcmcnts of 
opations indudc pro forma adjusuncnts to gcncnl and administnth cxpcnscs of $7.1 million and S5.2 
million for the nine months cndcd Septcinbcr 30.2012 and thc ycar cndcd Dcccinbcr 3 1.201 I, rcspcctivcly, 
to rcficct a dccrcasc in thc ongoing expense dat ing to these employees. 

(0 Debi-As dacribd in NOR 1. “Dcscriprion of thc Mcrgcr”, the pro forma balance sheet includes n 
$1.775 biIIion and a S740 million adjustment inade to tIic “As Adjustcd Entergy’s Transmission Busincss” and 
rhc “Pro Forma Combined,” respectively, that are described below. 

Prior to thc closing of the merger, Entergy’s Transmission Business is expected to obtain an additional 
$1.775 biIIion in debt fiinancing that will bc nssumcd by ITC. consisting of$I.2 billion of TransCo Subs 
financing and $575 million of TransCo dcbt sccuritics. Thc $1.775 bilIion is a liability to bc assumcd by ITC in 
rhc rusacrion. Thc pro forma balance sheet includcs a pro forma adjustment to record defcmd financing fees of 
$13.5 million rclatcd to thc TmnsCo Subs Financing of$1.2 billion. which will be paid by Entergy’s 
Transmission Busincss. 

Additionally. $740 million of new 1TC debt is expected to be issued, with s4I) million I E C Q ~ ~  as 3n 

incrcasc to cash IQ bc uscd for gcncnl mrpomtc purposes and paymenr of transaction-rciaccd costs and S700 
million IO be uscd to linancc thc recapitalization of ITC, described below in Notc 5(m), Kecapitufirarion. Thc 
$7.1 milIion of dcrcrrcd financing fccs to be paid by ITC is includcd as an incrcasc to dctcmd financing fccs and 
olhcr cumnt linbilitics. 

Thc pro forma sL?ternents of opemuons inclndc a pro forma adjusuncnt of $5.7 miIlion and $9.1 miIlion to 
intcrcst cxpcrtse related to Entcrgy’s Transmission Business for thc $1.775 billion in debt financing for a tota1 
interest expcnsc of $54.3 miIlion and $12.4 million for llie nine months ended Septcmbcr 30,2012 and thc year 

48 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



cndcd Dcccmbcr 31,201 I. rcspcctivcly. Additionally, thc pro forma stntcmcnts of opcmtions include LI pro forma 
adjustmcnt of $28.6 million and S38.1 million to intcrcst cxpcnsc rclatcd 10 Ihc $740 miIIion of ncw ITC dcbt for 
the nine months ended Septcmber 30,2012 and theycar cndcd Dcccmbcr 31,2011, rcspcctivcly. An interest rate 
of 5.05% wils used IO calcuhte the pm forma intcrest cxpensc on thc ncw ITC dcbt of s140 million as wcll as llic 
TnnsCo debt securities to lx assumed by lTC of $575 million and m intcrcst ratc of 3.50% was uscd IO calculnte 
rhc pro forma intcrcst cxpcnsc on h e  TmnsCo Subs Finnncing of $1.2 billion to bc assumcd by ITC. Thc intcmr 
ralcs arc bascd on a 10-ycar forward U.S. Trcasury Bond estimate for July 2013 plus an applicable crcdit spmd 
for both senior securcd and unsccured notes for ITC and its subsidiaries. Thc clfcct of a 0.125% change in 
inrcrcst ratcs would rcsult in a11 annual: cliange in the inrerest expense adjustmcnt of approxitnatdy 53.1 million. 

(g) Goodwill-Thc pro Coma balancc shcct includcs a prcliminary c s h o t c  of goodwill. GoodwilI 
represents the excess of considention transferred over the cstimated [air vaIue of thc idcniiliablc PSSCIS acquircd 
and 1iabiIirics asssumcd in addition to an adjustment IO remove Entergy’s Transmission Businas’ cxisdng 
goodwill balancc of$38.5 million. Thc considcdon transferred of S3,281.I million includcs: (I) ITC common 
stwk issued to Hntcra; (2) ITC equity awards issucd to rcpllaec cxisting earned awards of Enrcrgy’s 
Transmission Business; and (3) a reduction for transactional cash (rccorded ;is an incrcac to accounlS receivobk 
of $60.8 million). Thc amoirnt of mnsactional cash paid to ITC from Entcrgy is qua1 IO Ihc bnIancc oCEnicrgy’s 
Transmission Busincss’ cummcr  dcposits and accounts payable mlatcd to capita1 asscts. Thc mnsactiond cash 
is expected to bc paid at or  shortly dter Ihc closing of rhc rnnsaction and is rccorded in accounts rcceivabble on 
the pm forma balance shect. 

Total estimatcd considention transfed (Note 4) 
Lcss: Fair vaIue of ncr assets tlssumcd by ITC 
Bdmatcd goodwill Crom acquisition 

S 3,2X 1,143 
( 1,160,662) 

$2,120,481 

(h) Merger Trairsaclimt Corn-Thc pro forma balance sheer includes a pro forma adjustment to rcflcct 
ITC’s estimated incrgcr tnnsaction costs [or pcriods subscqucnt IO Scptcmber 30,2012 of $30.9 milliou. Mergcr 
transaction costs primarily include costs reIatcd to investmcnt banking, lcgal, accounting, and consulting 
scrviccs. 

Thc pro forma statcrncnts of opcntions incIudc the pm forma adjustments to eliminatc rhe mcrgcr 
tnnsactian costs incurrcd by ITC of $12. I inillion Tor dic nitic rnorirhs eridcd September 30,20 I2  and $7.0 
million for tlic ymr cndcd Dcccmbcr 31.201 1. Entcrgy’s Transmission Business has not rccordd my mcrgcr 
transaction costs in its historicnl finnncinl stntemcnts. ITC’s cstimntcd mcrgcr transaction costs havc bccn 
cxcluded from thc pro forma statements of opcntions as they rcflcct non-rccumng chargcs not cxpcctcd to h w c  
a conrinuing impact on rhc combined re~ulm. 

(i) Imme Tares-Thc pro Corn balancc shcct indudes a pro form adjustment to reflect thc estimated 
dcrerrcd income h x  impact of SIO.S million for merger msnction costs (as dcscribcd in Notc 5(€1), Merger 
Truruaclim Costs) and $1.8 million for acccIeratcd vesting of share-baed awards (as described bclow in  Notc 
SQ), C ~ n m o n  Smck), bascd on the fcdcral statutory rat(: or35Q. 

Thc lotd pm forma adjustmcnB for incomc mxcs in thc pro forma mtcmcnLs of apcrations m SI3.3 
million for thc ninc months cndcd Scptcmbcr 30,2012 and $8,3 million for Lhc ycarcndcd Dcccmbcr 31,201 1. 
The pro forma adjusimcnK arc tax-clfccLcd at the kdcral staiutory rat(: oC35%. 

Incfudcd in thc pro roma incomc statcmcnt for the nine months cndcd Sepicmber 30,2012 is an adjustmenr 
to Entergy’s Tmnsmission Busincss to incmsc  rhc income tax provision by $9.4 milIion and to incrcilsc 
revenues by $6.1 million. As dcscribcd in Now 8 in thc condenscd combincd finnncid statements of Entergy‘s 
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Transmission Busincss for thc ninc months ended September 30,2012 and 201 1 indudcd clscwhcrc in this proxy 
statcment/prospecms, in June 2012 Entcrgy sctrled an unccrtain tax position that was recorded as an income tax 
benefit and a reduction to operating revenues for the ninc months cndcd Scptcmbcr 30,2012. Thcsc itcms were 
adjustcd from thc pro roma incomc statcmcnt as dic itcms arc not expected to have a coatinuing impact. 

0) Coimon Slock-Thc rob1 adjusuncnrs to common stock of $3,347.2 miIIion consist of thc following 

An adjustment IO common stock or $3.340.7 million related to thc issumcc of 52,772,253 diares of 
ITC common stock to the shmehoIdeFs of Enkrgy (and, if applicable, ihc cxchangc uusr) in ordcr to 
receive approximately 50. I % of he sham of pm forma ITC as descri bcd in Notc 4. 
An adjustment to common stock of $1.3 mifIion for 140,430 shares related to thc issuance or ITC 
cquity awards (as authorizcd by thc pmposcd amendment to the Amended and Rcstated ArticIcs of 
Incorporation as notcd abovc undcr “ N o h  of Special Meeting of Shareholders” and dcscribcrl in 
Notc 4) to rcpIacc cx is~ng awards. hcld by cmployccs of Enrcrgy’s Transmission Business as described 
in Note 1, “Description of the Mcrger.” For the replacement awards, cach Entcrgy shm award hcId by 
an cmpluycrc or Enrcrgy’s Transmission Business will be convened to aii ITC equity award. The Fdir 
valuc of thc rcplaccmcnt awards which arc considcrcd vcstcd undcr Entcrgy’s sharc-bascd 
compensation plans at the effective time of the merger has been auributed to prc-combination servicc 
and rcflcctcd in thc considcmtion msfcrrcd. Unvcsted share-bascd awards are considered post- 
combination scrvicc. Thac  cstimatcs arc preliminary. subjcct to changc and could vary materially from 
thc a c m l  adjustments at thc timc hc mcrgcr is complctcd, drivcn by various facioors including changcs 
in ITC and Enrcrgy sham prim as camparcd ta Novcmbcr 23,2012 share prices that wen: used for 
purposcs of dcicmining thcsc pro forma adjusments. 

An adjustment to common stock of $5.2 million d a t e d  to tlie impact of the accclenicd vcsting or 
certain share based awards, In  nccorrlince wilh our Second Ameiidd and Restakd 2006 Lnng-Tcrm 
Incenlive Plan, the vcsting period for cenain gmnk issued to ITC employees prior to Septcmbcr 30, 
2012 will bc accclcritcd upon thc wsfcr of sharcs in cannccrion wirh rhc mcrgcr mnsnctian. 

ilems: . 
0 

. 

(k) Accirrrmlared Orher Cnniprelrerisive hiss-The pro forma balancc shcct rcflcrts thc climination of thc 
Idstarin1 accumulated other cnmprehensive loss of Enrergy’s Transmission Business. 

(1) Retained Eumings-Thc pro forma balance sheet adjustmcnt to rctnincd carnings of $235 million 
consists or$20.1 million related to the estimated merger transaction costs (net of tax) (as described in Note 5(h), 
Mergcr Tru~~suc~iort Costs) and $3.4 million related lo the accclcmtcd vcsting of ITC common smck (nct of tax) 
(as dcscribcd in Note 5G). Cmirrroti Srod). 

(m) Rcc~~i!~lizariorl-ITC‘s $700 million rccapitnlizorion dcscribcd in Noic I, ‘Pcscription or thc Mcrgcr,” 
may hkc the fonn of a one-time spcciaI dividcnd to ITC‘s prc-mcrgcr sharcholdcm. a rcpurchasc of 1TC common 
stock from its shareholdcrs, or a combination or a onc-rimc s p i a l  dividcnd and share repurchase. For purposes 
of h x e  prn form financial swtcmcnts, wc havc a.wnmd hat  the recapiblii~tion will tnkc the form of a 
one-time spciaf dividcnd of $700 million. which is reflccted as a reduction to common stock and rcmincd 
earnings of $308.7 million and $391.3 milIion, respectively. If ITC‘s $700 rnilIion rccnpitalizntion wcrc IO mkc 
the fonn of a sham mpurchasc, thc pro forma financial: statcmcnK would reflect n reduction in common siock of 
$700 InilIion. The impact orclfccruating a share rcpurchasc instead of a one-rime special dividcud on pro forma 
basic aad diIuted earnings pcr share is dcscribcd in Notc 6, “Cotninon Stock Shares Ontstmnding.” 
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(n) Net Parent Itzveslnretit-The pro forma balnncc sheet rcflccts thc ndjusuncnr IO climirtatc Entcrgy’s 
Tmsmission Business’ net parent investmcnt The elimination of thc nct pmnt invcsuncnt was pcrformcd as a 
two-stcp proccss as described beIow. 

In dctcrmining thc nct ilsscts of thc “As Adjusted Entcrgy’s Transmission Business”, $1,824.5 million 
of Enicqg’s Transmission Business’ net parent investment was eliminated. This amount was calculatcd 
as thc ofhciting cntry to all of the adjustments to the hisrorical financial information of Enmgy’s 
Tmsmission Business (3s described in Natc S(c), Adjmhmet~is tn Eiitergfs Trat~~t~i ishi i  Bwhess). 
Included in this adjustment is thc $1.775 bdIion of dcbt being issued: by Entcrgy’s Transmission 
Business for which Entergy wiIl retain the proceeds (as dcscritxd in Nort: 5(f) ,  Debt). 

In dctcrmining thc “Pro Forma Combined BaInnce Sheet”, $1,160.7 million of Entcrgy’s Tmsmission 
Business‘ net p m n t  invcsuncnt was cfiminatcd. This amount wlls calculatcd ns thc nct ;ISSCIS of Lhc 
“As Adjusled Hnrcrgy’s Transmission Business” and used in the mIcuIation of Gwdwill (as calculated 
in Note 5(g), Grmhill), 

Note 6, Common Stock Shares Oulstanding 

The pro forma weighted-averasc n u m b  of basic sharcs outswding is calculatcd by adding (i) thc shams 
issued in connection with thc transaction; (2) ITC’s weighid avengc number of basic shares of common stock 
outstanding for thc ninc months endcd September 30,2012 mnd the year ended December 31,2011; and (iii) the 
sharcs to hc issucd Tor accclcmtd vcsling ormlricted stmk awards (as described abovc in Now SQ), Crwtttoti 
Stock). Thc pro forma weighted-average number or diluted shares outstanding is calculatcd by adding (i) rhc pro 
forma wcightcd-avcragc basic sharcs, (ii) ITC’s inmmcntal shares for stock options and the employce stock 
purchase plan for thc ninc months ended September 30,2012 and the year ended December 31,201 1 and (iii) the 
sham for stock options and restricted sbares held by employees of Entergy’s Tmsmission Busiiiess, wliicli was 
convcrtcd to cquivaIcnt ITC incrcmcnlal s h m  basd on rhc cquity cxchangc ratio of 1.016 that is pursuant to thc 
cmployccs mattcrs agnxmcnr. Thc foIIowing mblc iIlustrtlrcs thcse computa~ons: 

Nine hIonh- Ended 
Scukmbrr 30.2012 

Year Endcd 
I)cccml)cr 31.2011 

Bwic: 
ITC common sliarcs issued in the transaction 
1TC wcightd-avenge basic common sharcs 
Accelentsd vesting of rcstrictcd stock 
Pro forma wcighrcd-avcngc basic common shares 

ITC incremental sharcs far stock options and employcc stock 

Sharcs for stock options and rcslrictcd sham hcld by employees of 

Equity Exchangc rdtio 
Quivalcnt ITC incrcmcntal sharcs 
Pro forma wcightd-avcngc diIuted common s h m  

DiIutcd: 

purchasc pIan 

Entergy ‘s Tnnsmissian Business 

52,772,253 
50,748,257 

462,856 
103,983,366 

754,437 

12.103 
1.016 

12.291 

52.772253 
50289.905 

462,856 
IO3325,O 14 

788,018 

6,694 
1.016 
6.798 

1 W,32O,730 

ITC’s historical carnings per sham wcrc calculatcd based on the two-clnss mclhad due to our mtriclcd stock 
containing rights to rcccivc noiiforfcitabblc dividcnds. As a rcsult of the accelermd vcsting of thc mtrictd stock 
awards at the mcrgcr dak. the usc of h e  two cIass mcrhod did not have a malerid impacr on pro forma carnings 
per s h e .  
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If  the $700 million recnpitnlization took the form of B share repurchase instead of a one-time special 
dividend, the pro forma weighted average basic and dilukd common shms would decrease by 9,103,9 I5 shares 
for he nine months ended September 30,2012 and he year ended December 3 1,201 1. For the nine months 
ended Septemba 30,2012, pra forma basic and diluled earnings per share would increase by $0.21. For the year 
ended December 3 1.20 I I, pro forma basic and diluted earnings per share would increase by $0.27. 
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1TC common srock that arc hcld in the exchange trust. See “Addirional Marerial Agreemenk-Agrmments 
Rclatcd to thc Exchangc Trust and Exchange Offcr-Exchange Tmst Apccment” and “Additional Matcrial 
Agrccmcn+Agmmcnts Rclatcd to the Exchange Trust and Exchange Offcr-Rcgistniion Rights Agrccmcni.” 

Background of the Merger 

In the ordinary coursc or busincss, ITC periodically rcvicws and cvaluatcs indusvy dcvclopmcnrs and 
stntegic alternatives LO enhancc sharcholdcr vduc, incIuding assessing transmission systems rhar would bc 
potential acquisition candidates and considcring various uansaction p m c r s  h r  would k abIc t~ provide ITC 
with an ability LO cxpand ITC’s mnsmission busincss. Entcrgy’s board or directors and management frequently 
revicw Entergy’s portfolio of mcls  to evdunte its current structure and composition m dekrminc whether 
changcs might bc advisable, nnd to look for auractivc ways to add valuc for its shurcholdcrs. ITC detcmincd to 
pursuc this msnction with Entergy to expand its transmission business, ntlter than other availnblc tnnsacbons 
or no mnsnction, for a varjcry of rcmons, including thc cxpccra~on that such transaction wiII bc value accrcrivc 
to ITC’s financial mulls ( a h  giving cffcct to the ITC rccapimlization). incrcasc ITC’s rcvcnucs and caming 
and cnhancc cash flow gcnention, the enhanced growth prospects avdable through ITC‘s incrcascd size and 
gcognphic reach, the expectation t h a t  such iransaction wilI enhancc ITC’s ovcrall crcdit quality and significamly 
en1i:inw ITCs bdlancc shcct, rhc svuciurc of such vdnwdon as a M X - h c  rrxlrgm?/Atinn h r  fcdcrd incnmc lax 
purposcs md for othcr reasons dcscribd bcIow undcr “-ITC’s Reasons for h c  Mcrgcr; Rccommcndation of 
1TC’s Board of Dimtors.” 

On Junc G, 201 I, Mr. Mdic Pmbles, Vim Pmident of Coqmrare DeveIopmeiit for Entergy, iniriated a call 
wiih Dr. Tcny Warvill, Vicc kcsidcnt of Grid Dcvclopmcnt for ITC. During this call Mr. PccbIcs inquircd about 
ITC’s interest in submitting n proposal rcIatcd to Entcrgy’s Transmission Busincss. 

A i m  ITC cxpmsd interest in submitting a proposal, on Junc 10,201 1, ITC and E51 cxecurd a 
non-disclosurc ngrccmcnr. 

WIlowing thc cxccution or h e  non-disclosure agreement, Enkrgy provided ITC with preliminary 
non-public information regarding Enwrgy’s Trdnsmission Businws. Such inrnrmatian includcd (i) a summary of 
Entergy’s Transmission Busincss, (ii) information on thc historical rate base nnd deferred taxes of Entergy’s 
Transmission Busincss and (iii) projections for cnpitnI cxpcndinms. Also indudcd with such informarion wcrc 
instructions for submitting il non-binding indication of intcrcsl. 

From Junc 13,201 1 hrough June 17,201 I, Dr. H ~ r v i l l  and Mr. Pccblts had .scvcrd caIIs tn discuss rnnikers 
rcgarding Entcrgy’s y u c s r  for II non-binding indimlion of i n w m t  for Entcrgy’s Transmission Busincss and thc 
prcliminaty non-public infomation prcviously providcd to ITC. 

On Junc 21,201 1, Mr- Pecbles pmvidcd Dr. Ranill with updatcd non-pubIic information regarding 
Entcrgy’s Tnnsmission Bnsincss’ projections Tar capiml cxpendilures. 

On July 1,201 I, nt Entergy’s rcqucst, ITC submittcd to EntcrEy n confidentinl ond non-binding indimion or 
intcmt h e r  for ~ I i c  acquisition of Entcrgy’s Transmission Busincss. Thc Icttcr proposed an acquisition of 
Enrergy’s Transmission Business for aU-cash considcmtion, but in its letter ITC also indicared h a t  it would lx 
willing to explore varioiis al[crnarivc S W C M ~  to facilitate a poientin1 transmion. including a prc-paid Icxc, n 
Icvcnged panncrship and thc Rcvcrsc Morris Trust svuclurc dcscrikd bclow tha t  was ultimatcIy adoprd for thc 
transaction. ITC‘s proposal also incIudcd irs prcliminary indication of the enterprisc vduc or Entcrgy’s 
Transmission Busincss bctwcen $6.75 biIlion and $7.25 billion. This preliminary valuation mflccrcd a mxablc 
asset acquisition for all-cash considemtion and was bascd on transmission rak base vaIues and mpiral invcsuncnt 
forccasb providcd by Enicrgy, among other wsumplions. In particular, consistcnt with Enicrgy’s instrucrions. thc 
prcliminary valualion assumcd January 1,2014 vduarion datc, utiIizcd a projcctcd 2014 ratc bmc, did not 
estimate any poicntinl cffccts of acceIemtcd fcdcnl tax bonus dcprecialion, and, due to the k1xab1c naiurc of an 
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all-cash consideration transaclion, assumed that here woufd be a resetting or tax basis of thc asms acquircd and 
a corresponding remcasurcmcnt of nccumuhtcd deferred income tuxes on thc metS acquired. These assumptions 
implicd significantIy higher nte base and earnings power (and a corrcspondingly higher vaIuc) for Entergy’s 
Transmission Busincss rdarivc to rho= implicd by he Rcvcrse MOMS Trust transaction svucturc ultimatcly 
a@ upon by the parties. In addition, during the course of negotiating the transaction with Entcrgy, ccrtaiii 
other assumptions for Entergy’s Transmission Busincss wcrc rcfincd by Enlcrgy, including ulmsmission mtc 
basc valucs, capitnl invcstmcnt projcctions and thc applicnbility of accclcrnted fcdcral tax bonus depreciation. 
which had a rnatcrial impact on the vduation of Entergy’s Transmission Business relative to what ITC pmscntcd 
in July 1.201 1 non-binding indication of interest 

On JuIy 6,201 1, rcprescntativcs from Entcrgy and ITC mct at Entcrgy’s Ncw OrIcans, Louisiana 
hcodquoncrs to discuss ITC’s prcIiminary indicarion of intcrcst to ncquire Entcrgy’s Transmission Business. 
Panicipmts Cram ITC includcd Mr. Camcron Bready, Executive Vice President and Chief financial Officcr, and 
Dr. Hmill, and padcipants from Entcrgy included Mr. Loo Denault, Chief Financial Officer, and Mr. Fcebfes. 
Thc group discusscd various prcliminay issues and concerns, including suvcruring aItcmnrivcs and thc powniial 
benefits to ?iTC and fitcrgy ora transaction involving Hntcrgy’s Transmission Busincss, ITC‘s ability to 
succcssfully intcgmtc and opcratt: thc largcr business that would result from the acquisition and thc regulatory 
approvals h a t  would be required to consummatc he  uansaction. At thc conclusinn d t h c  muting. the p a i c s  
a p x d  that thcy would continue to evaluatc thc feasibility of a potcntia1 transaction. Mr. Dcnault informed 
Mr. Brcady thar he would contact Mr. Breridy with the pbn for ncxt stcps, if m y ,  dtcr Mr. Dcnault had bricrcd 
thc Entergy board of directors at its regular July mccring. 

On JuIy 29,201 1, at IL regularly schcdulcd mccting of Entcrgy’s b o d  of dimtors, Mr. Dcnault prcscntcd 
Enlcrgy ’s board of directors with information on a potential m n s a c h n  invohing Entcrgy’s Transmission 
Business. Thc presentation includcd information on (i) B summary afthc actions takcn to datc. (ii) thc intcmaI 
valuation of Entcrgy’s Transmission Busincss, (iii) a potcntiaI transaction structure for considcntion and (iv) a 
potcnriul ransaction iimclinc if thc propascd vansaclion wcrc to pracccd. Thc Entcrgy board of dimtors 
instructcd manacmcnt to procccd with funhcr discussions with ITC to detcrminc whclhcr a transaction could bc 
achieved . 

On August 17,201 1. thc ITC board of directors hcld its regularly schcdukd quartcrIy b o d  meeting during 
which Mr. Bready provided n brief ovcrvicw of thc porcntial opportunity with Entcrgy. 

On August 23,201 1, Mr. Dcnault called Mr. Bready to discuss thc possibility oradvancing discussions to 
dctcminc if ITC und Entergy could wauh a mutually agrcmble tnnsacrion. Mr. Denauh and Mr. Bready ngmd 
to establish a proccss to cxchangc non-pubIic information, perform due diligcncc and c n w  into fuurthcr 
discussions rcgnrding n potentin1 mnsnction. 

On August 26,201 I, ITC rctaincd Simpson Thachcr & Badetr LLP, referred to as Simpson Thachcr, as 
outsidc l g a l  connscl. 

On August 3 1,201 I, Enmgy and ITC entered into IL mutua1 non-disclosun agrccrnent which superseded thc 
nandisclosurt: agreement cntcrcd into betwccn ESI and TTC on Junc 10,201 1. Also on August 31,201 1, Entergy 
rctainod Skndden, Arps, SIm, Mcnghcr & Nom UP, referred to as Shddcn, Arps.  as outside IgaI counsel. 

On Scptcmber 2,201 1, Entcrgy and ITC cxchanged, through rhcir rcspcctivc financial ~dvisors, additional: 
financial infomarion regarding Entergy’s Transmission Busincss and ITC, respectivcly. 

On Scptcmbct7,2011, at thc Chicago, IIlinois offices of Goldman Sachs & Co.. rcfcrrcd to as Goldman 
Sachs, scnior managernem from 1TC and Entergy and other rcprescnlrrrivcs for Hnkrgy and ITC held a 
transnction k k k d  mccting. Aitcndccs nt this mccting from ITC indudcd Mr. Brcady, Dr. Aarvill. and Mr. Jon 
Jipping, ~ c c u t i v c  Vim President and Chid Operating Officer, represcnmtivcs from Deloiitc & Touchc, tax 
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advisors LO ITC. r c f c d  to as Deloiuc; rcpmenmtivcs from J.P. Morgan. financial advisor to ITC, rcferred Lo as 
J,P. Morgan; nnd representatives from Simpson Thacher, ITC‘s legal counsel. Aucndccs at this mccring from 
Entcrgy included Mr. Denault, Mr- Peebles, and Mr- Mark Savoff, Executive Vice President and Chicf Opcnting 
Officcr; representatives from Sbdden, A r p s  and representatives from Goldmn Silchs. At the mceting, Entergy 
and lTC rcprescnmtives discussed die porentid terms and srr~cture of a m s a c t i o n  involving Entergy’s 
Transmission Busincss. Rcprcscntalivcs of TTC and Entergy also pmcnrcd infomarion abaur rhcir respective 
uansmission busincsscs nnd financial rorccasts and assumptions. 

Ar this mccting, Entergy proposed that the transaction be smcturcd as a Reverse Moms T ~ S L  transaction. A 
Reverse Morris Trust transaction is a busincss combination involving thc spin- or split-off of B business &ere, 
Enrcrgy’s Tnnsmission Business), by a company (hcrc, Entcrgy), and its subsqucnt mcrgcr with anorhcr 
company (hcre, ITC). Entcrgy’s proposal wodd bc structured on a tllx frce basis where sharcholdcrs of thc 
company cffccring rhc spin- or split-off (hcrc, thc Entcrgy sharcholdcrs) rcccivc mom of Uic cquity in thc 
combincd company than thc sharch0Idct.s of thc orhcr company (hcrc, rhc ITC sharcholdcrs). In addition to 
PaciIimring a tax-frcc transaction for Entetgy sharcholders, the Rcvcrsc Morris Trust smcturc also rcsults in a 
lowcr ntc base for Entergy’s Transmission Business under KC ownership relative to that which would result 
from a mxablc, all-cash transacrion, which mutts in lowcr cxpccicd uansmission mtcs Cor ITC‘s ncw customcrs 
upon closing Lhc msact ion rclativc io what thcy would havc cxpcricnccd in a taxablc, all-cash mnsacrion. Thc 
Rcvcrsc Morris Trust svuc~urc was uItimatcly selcctcd by thc panics for the forcgoing rcasons and for thc orhcr 
rcasons dcscribcd below undcr “-1TC’s Rcasons for thc Mcrgcr: Rccommcndation of EC’s Board of Dircctors” 
and “-Entcrgy’s Reasons for the Separation, Distribution nnd the Merge?‘. The nttcndees also discussed thc duc 
diligcncc protmol and Ilic duc diligcncc praccss. 

On Scptcmbcr S, 201 I, thcrc was a confcrcncc call among rcpmcntativcs of ITC, Entcrgy, J.P. Morgan and 
GoIdinrtn Sachs to discuss thc dctails of ITC‘s and Entcrgy’s financial rorccasts. 

From Scptcmbcr 5,201 1 through Octobcr 18,201 1, Mr. Brcady, Dr. Harvill and rcprcscnmivcs of J.P. 
Morgan had preIiminary communications with representatives of Entergy, including Mr- Peebles, nnd Goldman 
Snchs regarding a working framework for the valuation terms ofthc potential transaction, including the pro 
forma ownership of lTC bctwccn Entcrgy and lTC sharcholdcrs aftcr thc mcrgcr, rhc amount of indcbkdness 
Entergy’s Tratlsmissioti Busiricss could incur, and tlic vtiluc that ITC would disuibuw to iLs prc-merger 
sliareholdcrs in thc form of a anc-timc spccial dividend, shm rcpurchasc or combination Ihcrcof, r c f c d  to as 
the ITC rccapimlization. 

On Scptcmbcr 13,201 1, Entergy formally engaged GoIdmnn Sochs ns its finoncia1 advisor in conncction 
with thhe proposed transnction. 

Bcginning on September 16,201 1, weckly caUs bctwccn Mr. Dcnaulr and Mr. Bwady wcrc implcmcntcd in 
ordcr LO discuss issues rclatd IO thc pmposcd transaction. 

From Septcmbcr 14.201 1 to Scpicmbcr 23,201 1, representatives from ITC and Enrcrgy and thcir rcspcctivc 
advisor, h d d  nummus calls to discuss (i) ourstanding issues rcgarding thc potcntjd transmion, induding thc 
tmnsaction swcmrc. (ii) what 3ssscts and opcnlions would constitutc Enter& Tnnsmission Busincss. (iii) duc 
diligcncc issucs of primary conccrn rclatcd to cnvironmcntal, informa~on technology, transmission opcmtions, 
treasury, fcdcml reguhtory, accounting, rcal mtatc. statcAocal regulatory, human rcsourcdcmploycc, tax and 
Icgal and (iv) the progress of thc proposcd mnsaction. 

On Scptcmbcr 26,201 1. each of Entcrgy and ITC provided to the other party and rhcir rcspctivc lcgd and 
financial advisors acccss to clecmnic dah moms containing non-public information rclatd IO ITC and Enrcrgy’s 
Transmission Busincss in ordcr to continuc to conduct duc diIigcncc. Duc diligcncc continucd until shonly 
bcforc rlic mcrgcr agreement, the separation agrmment and h c  cmployec matiers qrecmcnt wcrc cxccutcd. 
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From September 27,201 1 until shortly kfore the execution ofthe merger agreement, the sepmtion 
agrccmcnt and thc cmpIoycc matters agreement, representn!ives of Entergy and ITC nnd their respective ndvisors 
had =gular meetings and ongoing discussions dated to regulatory strategy maucrs regarding the pmpscd 
transaction. 

On Septcmbcr 30,201 1, repwentalives from ITC, Entergy, J.P. Morgan : U I ~  Goldmnri Snchs panicip:rttxl in 
a confcrcncc call to discuss Entcrgy's Transmission Business's and ITC's capital cxpcnditum forccasls. 
respectivcly. Also on Scptcmbcr 30,201 1, Dr. Hami11 and Mr. Pccblcs had a caII to discuss ouisranding valuation 
and other tnnsoction mucrs and a gcncral updalc of thc progress of thc praposcd uansactian. 

On October 3,201 1, Entcrgy through Goldman Sachs also provided ITC with updatcd financial forccmsts to 
suppIcmcnt the informarion providcd to ITC on Scptcmbcr 2.201 1. 

On Octobcr 1 1,201 1, thcre was a confcrcncc call among Mr. Brcady, Dr. Harvill and 0th rcprcscntativcs 
of ITC, Mr. PccbIcs and othcr rcpmcnurivcs from Entcrgy, and rcprcscnmtivcs from Dcloitic, J.P. Morgan, 
Goldman Sachs, Simpson Thachcr and Skaddcn, A r p s  to discuss transacrion structuring mattcrs. AIso on 
Octobcr 11,201 1, Dr. Warvill and Mr. PeebIes had a cal1 to disciiss outstanding issues relaled to valuation and 
athcr transaction terms, including a gcncnt updatc an thc prngrcss of thc proposcd transaction. 

On October I I, 201 1, Mr. Joseph WeIch, Chairman, Pmident and Chief Executive Orficcr of ITC, and 
Mr. Bmdy met in Adnnta, Georgia with Mr. 5. Wayne toonard, Chairman and ChieTExecutive Officer of 
Entergy, and Mr. Dennult to discuss certain aspacts of a potenrial tmnsaction, including the swtcgic rationnlc for 
the transaction Cor both parries. hc rcgularory considcrdtions to cffccruau: Ihc transaction and ccnain apcrtltional 
mattcrs for Entcrgy's Transmission Busincss. At thc mecring. each party's representatives cxprcsscd lhcir mutual 
dcsin: to pmcccd and further negotiate a proposed transaction. 

On Octnhcr 13,201 I, Entcrgy provided ITC w i h  an updated cipihl  expcnditure rorec&sL and financial 
model, supplementing the information provided on October 3,201 I.  

On Octobcr 14,201 1, rcpmcntativcs from ITC, including Dr. HrwiI1, rcprcscnlathcs from Enicrgy, 
including Mr. Rick Rilcy, Vicc Presidcnr of Energy Dclivcry, and Mr. Pecbles, and reprcsentativcs from J.P. 
Morgan md Goldman Sachs participatcd in a conference call to discuss the capital cxpenditurc forccxas 
provided thc day before. 

On Octobcr 18.201 1, J.P. Morgan dclivcrcd a prcliminay proposal to Enkrgy on bcIidC of ITC, which 
includcd: (i) that thc post-rncrgcr pro forma owncrship of ITC between Entcrgy shimholders and ITC 
sharcholdcrs would be approximntely 50.1 % and 499%, respectivcly, (ii) that Entcrgy's Tmnsmission Busincss 
couId incur up to S1.S biIlion in indebtedness prior to the distribution and mcrgcr, thc procccds of which would 
bc rctaincd by Bntcrgy and Entcrgy's Utility Operating Cornpanics and (iii) h a t  the ITC mapitalimion would 
not cxctxd $700 milIion. 

On Octobcr 19,201 1, I&. Dcneulr and Mr. Bready spoke by iclcphonc about thc proposcd transaction. On 
rhc tdcphone cnll, Mr. Dcnnult askcd Mr. Bmdy CoIloiv up qucstions rcgnrding the proposal delivmd by ITC 
the prcvious day. 

At a spccid mccring or thc Entcrgy hard  of directors hcld on Octobcr 20,201 I, Entcrgy managcmcnt 
bricfcd rhc Hntcrgy board of directors on the SULLUS of thc proposcd divestiture of Entcrgy's Transmission 
Busincss. 

On Octobcr 20,201 I, Skaddcn. Arps, distributcd initio1 dmfrs or thc mcrgcr a p m c n t  and scpmtion 
agrccment to Simpson Thachcr. 
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Also on Ocmbcr 20.201 1, thc ITC h a r d  of directors hdd a spccin1 mccting, during which Mr. Brcady 
providcd rhc ITC board of directors w i h  a comprehensive review or the proposed unnsacGon, including an 
ovcrvicw of Entergy’s Tmsmission Busincss, smtcgic ntionalc Cor thc proposcd mnsaction, regulatory 
approvds requircd to closc thc mnsaction, an updatc on thc smtus of ITC’s due diligcncc rcvicw oCEntcrgy’s 
Trmsmission Business and proposed next steps to advance the transaction. Mr. Brcady also prcscaicd 
pdiminary valuation and combination analytics. as wcll as an ovcrvicw of the k y  cIcmcnts oFtIic s~ructurc of 
thc proposed transaction. In addition, representatives of Simpson Thncher and Dykcm, ITC’s Michigm outsidc 
counsel, provided an ovcrvicw of appIicablc lcgal standards and liducirvy duties ofdircctoos in the contcxt or 
considcring thc potcntial wsact ion and other smtcgic alternatives avaiIabIe to ITC. After extensive 
considcntion, tlic 1TC h a r d  of directors directed senior rnanagement to continue to pursuc discussians with 
Hntergy rcgarding a pokntial transaction. In addition, due to thc cxpccEd timing associaicd with advancing Ihc 
transaction and its complcxity, thc board of dircctors of ITC dcsignatcd a sub-committcc of bond mcmbcrs, 
referred to as Lhc ITC bmrd sub-committm, to bc acccssibIc to managcment for more rcgular uflatcs and IO 
providc guidance on significant issucs assmiotcd with thc trtrnsaction nrising bcmcen meetings of LIE full b o d  
of dircctors. 

On Octobcr 25,201 1, Mr. Dcnault and Mr. Brcady met in Chicago, Illinois. At this mccring. Mr. Dcnauli 
and Mr. Brcady discussed matters rclarcd to thc transaction, including h e  krms of ITC‘s preliminq proposal 
delivcrcd by J.P. Morgan on October 18,201 1.1Mr. Denmlr and Mr. Brcady preliminarily agrcd that thc post- 
merger pro forma ownership orITC bctwccn Entcrgy shareholders and ITC shareholders would be 50.1% arid 
49.9% respectivcIy, (ii) that Hntcrgy’s Tmmission Business could incur up to $1.95 biIlion in indcbtcdncss 
prior to rhc distribution and the rnergcr, thc nct procccrls of which would bc rctaind by Entcrgy and Entergy‘s 
UriIity Operating Cornpanics and (iii) that rhc lTC mapitalimion would not excced $600 million. 

On Octobcr 27,201 I, rcprcscntativcs rrom Simpson Thacher and Skaddcn, A r p s  held a call to discuss ITC’s 
prdirntary issucs wising OUL of Lhc dr& of die merger ugrecrnetit atid scpwdtion agrccrncni disuiburcd by 
Skaddcn, Arps .  

On Ocrober 28,201 I, at a rcgularly schcdulcd mcccting of the Entcrgy board or directors, Mr. Dcnault and 
Mr. Pecblcs pmcntcd an updntc to thc Entcrgy h a r d  of directors r e g d i n g  the proposcd rransaction. Thc 
prcscnration includcd idomation on (i) stratcgic rationdc, (ii) background on ITC. (iii) Entcrgy’s intcrnal 
valuation of Entergy’s Tmnsmission Businas and combination analysis of Entergy’s Tmsmission Busincss with 
ITC, (iv) pmposcd transaction swcwre, (v) socia1 factors, (vi) misaction timing and (vii) ncxt stcps. 

Also on October 28,201 1, Mr. Dcnault and Mr. Brcady spoke by telephone about rhc proposed transaction. 
Mr. Dcnilult inrormcd Mr. Brcady that at thc meeting oCthc Entcrgy board of dircctors that day, thc Entcrgy 
board of dirccrors continucd to bc inrcrcstcd in thc proposcd transaction providcd satisfumy financial and ohcr 
tcm and conditions could bc rcached. 

On October 29,201 1, rhcrc was n conference cnll to discuss issucs in the dnft mcrger agreement and 
scpmtion agecment provided to ITC. Pamcipants includcd Mr. Pccbles from Entergy, Dr. Harvill from lTC, 
and represenhtivw from DcIoitte. Simpson Thachcr, J.P. Morgan, Goldmnn Sachs, and Skaddcn, A r p s .  Thc 
discussions includd issucs rcIated to (i) the financings to bc conductcd prior to the closing of thc mcrgcr. (ii) Lhc 
ability of Entcrgy LO modify aspects of the mnsaction conccming Entergy’s internal mrganimtion without thc 
consent of ITC, (iii) rhc circumstances in which cach pmy could tcrminnte the n p m c n t ,  (iv) rhc obIigations of 
Ihc parties to closc rhc wdnsaction based on ccnnin cvcnrs, (v) the rcquired elTom of mch party ncccssary to 
closc thc transaction, (vi) thc allocation of assets and liabilitics betwecn ITC and Enmgy rclatcd to Entcw’s 
Tmnsmissioii Busincss, (vii) whcthcr tlie amowit of dcbl and Entcrgy shareholders’ pasr-mcrgcr owncdip of 
ITC wouId be adjustcd upon ccmin events and (viii) othcr contract provisions. 

Bcrwccn Novcmbcr 1,201 1 and Novcmbcr 10,201 1, Dr. H m i l l  and Mr. Pccblcs had seveml calls to 
discuss outstanding valuation rnatlcrs, issues in thc nnsaction ngreements nnd a gcncnl updarc of h c  progress 
of the proposed transaction. 
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On Novcmber 3.201 1, lTC formally engaged J.P. Morgan as irs financia1 advisor in conncction with thc 
proposcd transaction. 

Also on Novcmbcr 3,201 1. the ITC board sub-committee held a telephonic mccling to rcccivc an u p d m  
from managcmcnt and thcir IcgaI and financial advisors with respect to progress on thc proposed mnsaction. 

On Noveinber4,2011, Simpson Thachcr disuibutcd to Skaddcn. Arps a mark-up oCthc sepiintion 
agreement. 

On Novcmbcr 6,201 1, Simpson Thnchcr distributed to Skaddcn, Arps LI mark-up of h c  mcrgcr ngrccmcnt, 
On thc samc day, Skaddcn, Arps distributed a draft of the employcc mncrs ngFccmcnt to Simpson Thnchcr. 

On Novcmbcr 7,201 I, Mr. Mark McCulla, Vice President of Transmission Regulatory Compliance, and 
Mr. RiIcy. cach from Entcrgy and Mr. Jipping from lTC, me1 in Jackson, Mississippi IO m i c w  businws 
opcntions and answer quesrians related to spccilic groups within thc ~ransmission organization. Thc group also 
discusscd jnfomatian tcchnoIagy rclatcd matters. 

On November 9,201 1, rcprescntaalivcs from Entcrgy, ITC, Simpson Thachcr and Skaddcn, A r p s  pmicipalcd 
in meetings at Entergy’s New Orlcans, Louisiana hcadquamrs to discuss outstanding empIoycc rnaltcrs mlatcd to 
thc proposd mnsnciion, including thc draft cmploycc maucm agrccment dclivcrcd to 1TC on Novcmbcr 6,201 1. 
Panicipnnts includcd Dr. Harvill, Mr. Bready, Ms. Linda Blair, Executive Vicc Prcsidcnt and C h i d  Busincss 
Officer, and Mr. Jipping of ITC; Ms. Rcnac Conlcy. Exccutivc Vicc Presidcnt or Human Rcsourccs and 
Adminisuarion, Mr. Pccblcs. Mr. DenauIt, and Mr. Savoff of Entergy; and representatives fmm Simpson 
Thncher. A mpmcntnlivc of Skadddcn, A r p s  panicipatcd by phonc. 

On Novcmbcr 1 1,201 1, representatives of Entergy and ITC nnd their lcgal advisors rnct in Ncw Odwns, 
Louisiana to further discuss outsunding issucs with thc rcviscd drafts of thc transaction agmmcnts niscd on rhc 
October 29,201 1 tclcconrcrcncc bciwccn rhc prutics. Participants incIudcd Dr. HarviIl from ITC: Mr. PccbIcs 
from Entcrgy: and rcprcscnlativcs from Simpson Thachcr and Sknddcn, Arps .  

Also on Novcmbcr 11,201 1, lTC formally cngagcd Barclays Cnpiml Inc., also rdcrrcd 10 us Barclays, as its 
financial advisor in connccrion with thc propascd vansadon. 

On November 14,201 1, Mr. Welch and Mr. Brcady from ITC rnct wilh Mr. Lconard and Mr. Dcnault from 
Eutergy in Adanta, Georgia to discuss hc proposed transaction. At this mecting, the participants discusscd the 
progress of the pmposod mnsaction. inchding thc board and mnagcmcnt  composition of ITC following rhc 
potcndal tnnsacrion, kcy tcrms nnd conditions of the merger ag.eement, nnd orhcr social issucs. 

On Novcmbcr lG, 201 I, the ITC b o d  ofdhctors hcId ils rcgulady schcduIcd quarterly board meeting 
during which senior mmagcmcnt providcd Lhc ITC board of directors with an updarc rcgarding progrcss on thc 
pmpscd msaction with Entergy. At Piis mecting. Mr. Bnady aIso providcd additional financial analysis 
rcgarding the porenrial transaction and a status update with respect to due diligcncc efforts and ncgoliation or rhc 
tnnsacrion ugrcemcnls. Mr. Brendy dso presented nn cxpcctcd timclinc for ndvnncing the potentinl transaction 
assuming hat  agrccment mu1d be rcochcd on rcmaining issucs subject to negotiation. 

Also on Novcmbcr 16,201 1, Skaddcn. Arps distributed a rcviscd draft orthc mcrgcr rlgrcerncnt b Simpson 
Thxher. 

On Novcmbcr 16,201 1 and November 17,201 1. thcrc wcre calls bchvecn Dr. Elarvill and Mr. Pocblcs to 
discuss outsulnding issues rclated to tmnsaction rcprcscntations and wnrranties, stntus of thc cmploycc martcrs 
agreement and rhc progrcss of orher outstanding mrtcrs relard to thc propscd transaction. 
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On Novcmbcr 18,201 1, thc Entcrgy board of directors heId a tclephoilic spccinl meeting to discuss rhe 
tnnsactian. Mr. Dcnault nnd Mr. Pcebles pwcnrcd an uprlntc to thc Entcrgy board of dimtors regarding thc 
proposcd tnnsaction. The presentation includcd infomarion on (i) srrarcgic rationak, (ii) Bntcrgy's inicma1 
valuation of Entcrgy 's Transmission Busincss and combination analysis of Entergy 's Transmission Business with 
ITC, (iii) pmposcd transaction structure, (iv) social issucs, (v) tnnsnction riming and (vi) next stcps. 

On Novcmbcr 19,201 1, Lhcrc was a conference call among Mr. Breody, Dr, H m i &  Mr. Pccblcs, and 
Mr. Dcnault and othcr rcpresentatives of JTC, Entcrgy, Deloittc, Simpson Thachcr, Skaddcn. Arps ,  J.P. Morgan 
and Goldman Snchs to discuss financing matrcrs Elating to rhc propsed msnction. 

On Novcmbcr 19,201 1, Shdden, A r p s  disvibutcd a rcviscd dmlt ofthc scpantion agrccmcnt to Simpson 
Thncher. 

On Novcrnber 20,201 1, Dr. Harvill nnd Ms. BIair from 1TC and Mr. Pccblcs from Entcrgy had n conrcrcnct: 
call to discuss outstanding cmplaycc rclatcd maucrs about Lhc proposed transaction. 

On Novcmbcr 21,201 1, reprcscntativcs of ITC, Entergy, Simpson Thachcr and Dcloittc had a confcrcnct: 
call 10 discuss and negatiatc ccmiti I;LX provisions orthc rncrgcr agreement and scpmlion agmment. 

On Novcmbcr 22,201 1. rcprcscntativcs froin ITC, including Dr. Hiwill, represemarivcs from Entcrgy. 
including Mr. PccbIcs, and ofier representatives from Entcrgy, ITC, Simpson Thachcr, Skaddcn, Arps ,  J.P. 
Morgan and Goldman Sachs mct at J.P. Morgan's offices in Chicago, IlIinois. Issues discussed at the meeting 
includcd Ii) thc circumstances in which cach party could terminate the merger agrwmcnL (ii) rhc obIigarions of 
thc panics to closc thc propscd transaction based on cemin events, (ii) thc rcquirul cffons of cach party 
ncccssay to cIosc thc proposcd tmnsaction, (iv) thc alImtion or assets and IiabiIirics bctwccn ITC and Entcrgy 
rclarcd to Entergy's Tnnsmission Business, (v) whether the amount of dcbt and sham LO bc issucd to Entcrgy 
sharchoIdcrs would be adjusted upon ccnain even& and (vi) othcr conuac~ provisions. Reprcscntarivcs of thc 
partics nlso agreed to ncgoriatc dtcr thc propsod mnsaction was announccd thc form of ccrmin ancilltlry 
ogmmcnts rclarcd to thc scpmljon agreement and the merger agreement. Them wen: olso calls bctwccn 
Dr. Harvill and Mr. Bready of ITC and Mr. Pecbles and Mr. Dcnault of Entcrgy to discuss Enrcrgy's p h s  to 
elect accelerated tax dcprcciation and thc impacts of such clcction on Bnlcrgy's Transmission Business. 

Also an Novcmbcr 22,201 I, rcpmcntatives of Entergy and ITC met in Ncw OrImns IQ discuss bargaining 
unit cmpIoyccs, assumption by ITC of colIwCtivc bargaining agrccments and gencnl cmployec: issucs nnd duc 
diligence meetings rclatcd LO busincss opcntions of ITC and Entergy's Transmission Business wen: held in Novi. 
Michigan and atrcndcd by rcprcscntativcs of Eiitcra and ITC. 

Also on November 22,201 1, thc ITC board sub-commitkc heId a telephonic meeting to reccivc an updnu: 
from Inanagcment and rhcir lcgal and financiul advisors with respect to p r o w  on thc proposcd vansactian. 

On Novcmbcr 24.201 1 nnd Novcmkr27,201 I, thcrc WCE calls bcnvccn Dr. Hard1 nnd Mr. Pccblcs ta discuss 
outstartding issucs ~ I n t o d  to thc reprrrscnmtions and m n t i c s  contained in the merger a p m c n t ,  status of thc 
cmploycc maws a p m c n t ,  mnd Ihc progrm of otlier outstanding rnatkrs rcIotod to rhc proposed mnmction. 

Skaddcn. Arps. 
On Novcmbcr 25.201 1, Simpson Thacher distributed a revised dnfr of rhc cmploycc matrcrs agmmcnt  to 

Bctwccn November 26,201 I and Dcccmhrrl, 201 I, reprcscnmlivcs of Enmgy, ITC, Shdden, Arps and 
Simpson Tbachcr ncgdatcd and exchanged multiple drks of thc crnployee mailers u p m c n r .  

On November 27,201 1, Simpson Thncher distributed rcviscd drafts of the merger sgrccmcnt and rhc 
scpmtion ageemcnt la Skaddcn. Arps. Between Novcmhr 28.2011 and Dccernbcr4,201 I, rcpmcntativcs of 
Entcrgy, ITC, Sknddcn and Simpson Thncher ncgorintcd and cxchnnged multiple d r n k  of thc mcrgcr qg-ccmcnt 
and Ihc scpmtion agrccmcnt. 
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On November 29,201 1. Mr. Brcady met with Mr. DenauIt in Atlanta, Gemgia to discuss hc propscd 
uansacrion. Thc discussions included mattcrs rcgnrding Entcrgy’s plans to takc nccclented mx deprecintion and 
the impacts of such election on Entcrgy’s Transmission Business; thc mount of dcbt to be incurrcd by Entcrgy’s 
Transmission Busincss: whcthcr thc numbcr of shares of ITC common stock to bc rcccivcd by Entcrgy 
sliarcholdcrs in tlie proposcd msactiori would be ndjustcd in ccrtain cvcnts; thc obligations of tIic p d c s  to 
closc tlic proposed transaction undcr spccilicd cimmtance-s: Fcprescntations and wamt ics  made by Enkrgy 
regnrrling Entcrgy’s Tnnsmission Busincss in the merger agreement; social: and cmploycc bcncfit issucs; and 
orhcr opcn issucs. As a rcsult of Bntergy’s plans to bke acccIented tax dcprcciation, E, wcll as rhe othcr matters 
discussed. Mr. Brcady and Mr. Denault negotiatd chnngcs io thc tcrms of thc propscd wansaction to rcflcclct a 
rcduction io thc amount of indcbicdncss tlidt Entcrgy’s Transmission Business wouId incur prior to the 
distribution and rhe mcrgcr to $1.775 billion and an incrcasc in thc ITC rccapiktlization to an amount nor IO 
exceed $700 milBart. 

From Novembcr 30,201 1 through December 4,201 1, rhcrc wcrc multipIc conhcnce calIs bctween 
nprcscntativcs from Entergy, ITC, Shpsan Thachcr, Coolcy U P ,  Entergy’s tax counsel, and Deloitte to discuss 
and ncgariatc rhe 1;1x provisions of the merger agreement and thc scpmtion agrccmcnt, as wclI as orhcr 
oulslanding issues, including wirh rcspcct to thc alIocation of ~ S S C ~ S  and IiabiIities between TransCo and h tc rgy  
and IIIC swndard orclfarls rcquircd or tlic pwtities to obtain cemin rcgulamy appmvrrls. and finaIi.ml Lhe mcrgcr 
agrccmcnt, thc scpiuation ageement and the cmploycc m a w s  agrccmcnt. 

On Dcccrnbcr 1,201 I, hc ITC board of directors held a special mccting at rhc officcs of ITC in Novi, 
Michigan. At thc mating, Mr. 3ready updated rhc ITC board of dimtors on the shtus of tIic iicgotiations with 
Hntcrgy. Prior to thc mcciing, thc ITC h a r d  of dircctors was providcd with substantially compIctc d n h  of Ihc 
merger agrccmcnt, thc scparalion agcemcnt and employee matters a p m c n t  and summarics of such 
agccmcnk A rcpraentative of Dykema reviewed and discusscd with thc ITC hard of dircctors the tiducinry 
dulics orthc dircctors in tIic context of considering ITC’s stmcgic nltcmativcs (including tIic proposcd 
mnsaction), nnd scnior innnngcmcnt and a rcprcscntarivc of Simpson Thnchcr rcvicwcd with thc ITC board or 
dircctors tlic principal terms of thc mcrgcr apcmcnt, the scparation agreement and the cmployw matters 
agreement. Mr. Breody, togcthcr with rcpmcntativcs of J.P. Morgan and Barclays. also rcvicwd and discussed 
wih the ITC hmrd of directors financial unnIyscs rclaling LO Lhc krms of the pmposcd Lmnsaction. A h  
cxtensive discussion rcgii ing hc proposcd mnsaction, tIic 1TC board of directors instructed management to 
procccd with final ncgotiations and work to finakze the mcrgcr ngrccmcnt, rhc scpmtion agrcemcnt and thc 
cmploycc matters agreement. 

On Dcccmbcr 2,201 1, thc Hntergy b o d  or directors discuss4 h e  p p s d  LrdnSacLion ai n reguhly 
schodulcd rnmting at Entcrgy’s Ncw Orlcans hcadquartcrs. Prior to the meeting, the Bnrcrgy h i d  of dircctors 
was provjdcd with subsmtially complete drafts of thc mcrgcr agrccment, the scpmtion agreement and 
cmpIoycc maucrs agrccment. All b o d  mcmbcrs werc prcscnt. Mr. Denauk, Mr. Robert D. Slom, thcn rhc 
Bccutivc Vicc President, Gcncral Counscl and Sccrctary of Entcw, Mr. Pccblcs, Ms. Canlcy and olhcr 
rcprescnhtives fmm Entcrgy and rcprcscnhtivcs from Skadden, Arps and Goldman Sachs presented an update to 
Lhc Entcrgy b o d  of dimtors rcgarding thc proposed transaction. Thc prcscnmtion and discussion included 
idormittion rcgnrding thc proposed transaction on (i) svntcgic nlionale and benefits to Entcrgy’s sharcholdcrs, 
(ii) Entcrgy’s inkma1 vduation or htcrgy’s Transmission Busincss and combinntion analysis of Entcrgy’s 
Tmnsmission Business with ITC, (iii) GoIdman Sack financia1 analysis or h e  proposed transacrion, 
(iv) pmposcd transaction structtm:. (v) transaction timing, (vi) cmploycc: mattcrs. (vii) other commercial mms, 
(viii) duc diligcncc results and (ix) ncxt stcps. Rcpresenkitives Cram Skaddcn. A r p s  mvicwed with the board rhc 
~ r m s  or thc merger agmmcnt, the sepamtion apcmcnt, the employee mntters ngreemcnt and Lhc opcn kucs in 
each agreement FolIowing this board meeting, rhc prcsidcnts of Entcrgy Arkansas, Entcrgy Gulf Staies 
Louisiana, Enwrgy Louisiana, Entergy Mississippi, Enrcrgy Ncw Orleans, Entergy Texas and ESI wcrc given an 
update an Ihc p m p c d  tnnsnction and a summary of tlic proposed tnnsaction tcrms and conditions, including 
subsrantialIy thc samc information pmcntcd to thc Entcrgy board of dircctors carlicr in rhc day. 
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From Dcccmbcr, 2,201 I through Decembcr 4,201 I, find ncgotiations rclatcd to thc mergcr ogrccrncnt, tfic 
scpmtion rtgrcemcnt and thc cmploycc mnttcrs ngrccmcnt took place between Entcrgy and ITC rcprcscntativcs. 

On Dcccmber 3,201 1, rhc Entcrgy board of dircctors held a tclcphonic specid meeting IO considcr rhc 
proposcd transaction wid1 ITC. All b o d  mernbcrs othcr tlian Mr. Tauzin werc in attcndancc. Mr. Leonard 
updatcd thc Entergy board of dirccrors on thc status of negotiations with ITC, including the remaining apcn 
issues on thc mnsaction agrccmcnts. Abo present were vnrious mprcscntativcs from managcmenb incIuding 
Mr. Dcnault. Mr. Pccblcs and Mr. Slom, and rcprcscntativcs from Skadden, Arps and Goldman Sacla. After 
considcring the forcgoing, the prcscntarions and discussions made at prior m e c ~ n g s  or thc Entcrgy board of 
directors, lfic mcrgcr agrccmcnr, thc sepantion agreement and Ihc cmploycc matters agrcernctit, and taking into 
considcntion tIic factors dcscrikd under rhc scclion “-Entergyps Reasons for the Sepmtion. Distribution and 
thc Merger,” the Entcrgy dircctors prcscnt nt die meeting unanimously dctcrmincd that thc transaction 
agrccmcnts and h c  uansactions contemplated by thc transaction agreements were advisobb and in thc bcsr 
intcmt of Entcrgy and its shmholdcrs and approvcd thc transaction. 

Also on Dcccmbcr 3,201 1, thc rcspcctivc governing bodics of Entcrgy Arkansas, Bntergy GuIf States 
Louisiana, Entcrgy Louisiana. Hntergy Mississippi, Entergy Ncw Orlcans, Entergy Tcxas and I 3 1  considcrcd and 
approved enlcririg into thc scpmtinn agFeemenL and rclalcd wansactions. 

On thc morning of Dccember 4,201 1, thc 1TC board of dimtors held a spccid tclcphanic mecting to 
rcvicw thc proposed tnnsocuon. At thc mmting, senior rnanngcmcnt apprised the ITC board of directors of thc 
status of negotiariorls and rcvicwed tiic t c m  of the mnsaction as rcflectcd in the final forms of thc mcrgcr 
agrccmcnt, rhc scparaiion ngrccmcnt and Ihc cmploycc rnattcrs apcmcnt, J.P. Morgan dcIivcrcd its on1 opinion 
to thc ITC board of directors (subscqucntly confmed by a tvritwn opinion dated Decernbcr 4,201 1) to h e  elfcct 
that, as of such daw, and subject to thc limitaions and assumptions set forth in its wriiten opinion, the aggrcgaw 
mcrgcr considcration is fair 10 ITC from a financial point of vicw. Barclays aIso delivercd iw oral opinion. 
(subsqucntly conlirmcd by dcIivcry of a writtcn opinion, datal Dcccrnbcr 4,201 I), to rhc crfcct that, as of that 
date and bascd upon md subject to thc qualificarions, Iimitations and assumptions dcscribcd in thc opinion, UIC 
cxchangc ratio in thc merger was fair, from a financial point of view, to ITC. Aftcr f u r h r  discussion. the ITC 
board or dimtors determined h i t  the mcrgcr agrcemcnr, the separation agrwmcnr and Ihe cmployce mnikrs 
a p m c n t  and pmposcd transactions with Entcrgy wcrc advisabtc, fair to and in thc bcst intcrcsts of 1TC and its 
shmhddcrs. approved the mcrgcr ngmmcnt, h c  scpmtion ngccmcnr and rhc ernploycc matters agreement nnd 
the proposcd vansactions with Entcrgy in accordance with Michigan law and rccommendcd that thc lTC 
sharchoIdcrs approvc rlie mcrgcr, an amendment to the ITC d c l c s  of incorporation to increase thc number or 
aurhori.ml shnrcs or ITC common stock and h e  issuance of ITC common stock pursuunt to thc mcrgcr 
agrccment. The ITC bard also authorized senior managcmcnt to finalize, cxcculc and dclivcr tlic rncrger 
apemen4 rhc scpanlion agreement and thc cmpIoyce matters ngrccmcnt. 

On Dccember 3 and 4,201 1, internal and cxtcrnal rcprescntatives from ITC and Hntergy participated in 
numerous phonc cnlls and other mcclings regarding the remaining apcn issues reluted to rfw wmraciion 
agmmcnts. On DecembcrA 2011, rcprcsenbtivcs of Cooley, LLP met with Mr. Brcady. and rcprescntarives 
rrom Simpson Thacher in New York City to conclude Enkrgy’s duc diligcncc with respcct IO mx matters. 

The mcrgcr agmrnent, the scpantion agrccmenr and rhc cmploycc matfers ngecmcnr wcrc finaliixd and 
excculed on Dcccmbcr 4,201 1. 

On Dcccmbcr 5,201 1, Entcrgy nnd ITC issued B joint pms rc1ase announcing thc cxccution of thc mcrgcr 
agreement, h c  scpmtion agrccmcni and h c  ernpIoyee rnatrcrs agreement beforc thc opcning of trading on thc 
Ncw York S m k  Exchange. 

Sincc Dcccmbcr 6,201 I, Enkrgy, ITC and thcir rcspcctivc advisors hnvc continucd to ncgoriatc and f in l izz  
thc gcncntor intcrconncction agreemenr, thc distribution-mnsmission interconnection agrccmcnt. thc tnnsition 
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scrvices agrccmcnt, h e  softwarcnP liccnsc agreement, thc p o t  auachmcnt agrccmcnt for dccb-ic disrribudon 
fncilitics, thc transmission structure attachment agrccmcnt for tclocammunications f d i t i c s ,  thc cxclinngc trust 
agrccmcnt and the rcgistration righls agrccmcnt. 

On Scptembcr 21,2012, tlie rcspcctive partics to tlic tncrger agrccmciit cntercd into Amcndmcnt No. I to 
thc mcrgcr agrcement and on September 24,2012, the rcspcctivc partics to thc scpmtion agrccmcni cntcrcd in to  
Amendment No. 1 to rhc scpmtion ngccment. 

1TC’s Reasons Ibr h e  Merger; Recommendation or ITC’s Board o l  Directors 

ITC’s board or directors has approved the merger agreemenl and lhe consummation of the 
transactions contemplated thereby and dctcrmincd that thc terms or the mcrgcr agrecmenf nnd lhe 
transactions contemplated thereby, including the issuance orITC common stock in the merger, are 
advisabIe, b i r  Lo and in the best interests of ITC and ils shareholders. ITC’s board or directors 
reconmends that sharehdders vote POR the proposals to approve the merger agreement, to amend the 
amended and ritstaated arlicles of incorporation of ITC to increase the number of authorized shares or ITC 
common stock, Lo issue ITC common stock in the merger and to approve adjournments or postponements 
or the special meeting for Lhe purpose orsoliciling additional proxies, if necssary. 

In rcaching ils dccision to iipprovc h e  mcrgcr ngmment and the consummation of the transactions 
contcmplalcd thcrcby, thc ITC board of dircctors consultcd with its financial and I@ advisors and carefully 
considcrcd il variety of factors, including die followjng: . the expecmtion that the mcrgcr will bc value accrctivc to ITC’s financia1 rcsults ( a h  giving cffccr to 

thc ITC rccapitalimation), incrcasc ITC’s rcvcnua and camings and cnhancc cash flow gcncntion; 

h c  potcntinl that thc mcrgcr will further enhance KC‘S ability to achieve irs long-term strategic 
objcctivcs and position ITC as thc prccmincnt rnnsmission company in thc Unitcd SUES, whilc furthcr 
strcngthcning ITC’s busincss madel as an indcpcndcnt mnsmission company; 

thc opportunity to significantly expand thc scopc and scaIe of ITC’s operations by crcating onc of thc 
Ixgest transmission companies in the United States based on net property, plant and cquipmcnt and by 
load scmved and cxpanding ITC’s gcognphic rcach through the introdunion of ncw mxkcts in thc Gulr 
Statcs and Mid-Saurh rcgions; 

the enhanced p w r h  prospects waiIablc through ITC’s h c r c a d  size and gcographic Each and thc 
sbirhg or growth IO mtlrc prcdictabIc basc capita1 invtsmenLs: 

the expecmion !hat thc mcrgcr wiIl cnhancc ITC’s ovcrall credit quaIity and significantly cdiance 
ITC‘s balnncr: shwcr srrcngfi: 

thc cxpcctation that thc introduction of sizeable new markets will provide ITC with a suangcr 
opcrdtional platfatm and strcngrhcncd financial resources Trom which to pursuc additional 
dcvclopmcnt initintivcs. which should significantly broaden and dc-risk ITC’s capilli1 invcstmcnt 
opportunities nnd enhnnce lTC’s ability to PUIWC ncw acquisition and invcstmcnt opportunities; 

tlic potential that Lhc mcrgcr will gcncntc incrcased visibility and greater access to rhc capin1 mrkcB 
for ITC, which could cnhnncc the market voluntion aC ITC’s common stock and facilitalr: ITC’s ability 
10 acccss thc capital markcts going fonvud; 
information canccming hc business, assets, Iiabilitics, financial prTormancc and rcsulls of operations, 
and condition and ptospcts of ITC and Entcrgy’s Transmission Business: 
Lhc structure of thc mcrger as a m-fm reorganization [or federal income tax puqmscs; . Lhc cxpcricncc and prior succcss of ITC‘s managcmcnt in intcgrnting acquisitions into ITC’s cxisting 
business, and clfcctivcly merging corponte cul~urcs; 

w 
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U’C. J.P. Morgan calcuhtcd a rangc of temina1 values of ITC at the end of rhc projection pcrid by 
applying n perpctuity growth ntc to projcctcd 2021 unlevcred frce cash flows of S632 million, which wcrc 
adjusted for normalized capital cxpcnditurcs, deferred taxes, depreciation, amonbation and changcs in net 
working capitid. The perpehity growth rate mngc usad was 0.5% to 1.0%. Thc prcscnt vaIuc of thc cstimatcd 
unlcvcrcd frcc cash flows and terminal valucs wcrc thcn cdculated using discount ra ta  ranging from 5.75% to 
6.25%. This analysis indicatcd an implicd nnge of cntcrprisc vaIucs for ITC of $7.084 billion to $8.829 billion, 
nnd nn implicd nngc of equity values of $3.184 billion to $4.929 billion. 

firrergy ‘s TrurlstrzCssiotz Bwittess. LP. Morgan calcu~arcd a mgc of lcrminal vducs of Entcrgy’s 
Transmission Business at Lhe end oCrhc projection pcriod by applying a pcrpctuity growth ntc to projected 2021 
unlcvered Crcc cash flows of $47 1 milIion, which wcrc adjusted for nomlized capital cxpcnditum, dcrcrrcd 
tnxcs, dcprcciarion, iimorkmion and changes in nct working capital. The perpetuity growth m c  rangc used was 
0.5% to 1.0%. Thc pment value of he estimted udevered Cree cash flows and tcrminal vaIucs for Entcrgy’s 
Transmission Busincss pursuant to the mnnagcment c a c  was calculated using discount mtcs ranging from 5.75% 
to 6.254. Free cnsh flows of Entcrgy’s Transmission Busincss did not account for potcnhl cost or other 
operating syncrgics or potential concessions, as h e  extent of these were not known at rhc t h o  of J.P. Morgan’s 
opinion. These analyses indicated nn implicd mgc  of cnrcrprise vducs for Hntcrgy’s Transmission Busincss of 
$5.400 billion IO $6.719 billion and an implicd nnge of equity vaIues of $3.625 billion m $4.944 billion. 

Relative Fiiiun cia I Analysis 

J.P. Morgan considcred thc impIied quhy valucs of ITC and Hntergy’s Transmission Busincss that wcrc 
derivcd from thc hading compambks and discounted cash flow anrtlyscs to calculare h c  implicd qui ty  
ownership pcrccntqe on a Cully dilutcd basis for Entcrgy sharcholdcrs in a combination of ITC and Entcrgy’s 
Trnnsmission Bnsincss. 

J.P. Morgan comparcd thc high cnd of the respective ranges for Enicrgy’s Transmission Busincss to thc Iow 
cnd of Lhc rcspcctivc rangcs ror ITC to derive Lhc highest reIative ownership pcrccntagc for Entcrgy sharcholdcrs 
implicd by cach of the methodologies. J.P. Morgan also compmd thc low cnd of thc rcspcctivc rangcs for 
Entcrgy’s Transmission Busincss to the high end of the respecrive ranges for ITC IO dcrivc thc lowat dat ive 
owncrship pcrccntage for Entcrgy sbareho1ders implied by each of thc mchdologics. 

J.P. Morgan comparcd thc implicd nnge of ownership pcrcentagcs to thc approximatcly 50.1 5% of thc 
outstanding 1TC common stock that Entergy sharchoIdcrs will own following thc effective time of the mergcr, 
and notcd tliat the 50.1 9% owncrsliip Icvcl was witliin the range of implied equity owncrship pcrccntagcs dcrivcd 
using his analysis. 

The folIowing rabIc rcflccts thc mults of the andysis: 
Implied Entcrgy 

shareholder quily 
ownership Q rame 

Trading cornpacables 
Price to 2013 projectod net income 
EV LO 20 I3 projLr: tcd EBITDA 
Discounted a s h  now 
lTC + Tnnsca managcmcnt case 

4 1.1% - 58.8% 
42.5% - 73.7% 

42.4% - 60.8% 
Other Anu0se.r 

Vnltre Creariori Aiiufysis. J.P. Morgan reviewed for informnriona1 purposes the ptentiol vduc crcarion of 
thc msactions Cor ITC sharcholdcrs. J.P. Morgan rcvicwcd thc discounted cuh flow valuc crcation by 
comparing thc cquiiy value per sham implicd Cor ITC on H standnlonc basis and Ihc powntial pro forma cquity 
value pct sharc impIicd for ITC altcr thc rransactions. For illustntivc purpascs. J.P. Morgan cdcfatcd a 
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standalone pro forma cquity valuc for ITC utilizing h c  midpint of the enterprise value rcfercncc nngc implid 
from tho discountcd cash flow analysis of ITC described abovc, lcss ITC’s projcctcd nct dcbt os or Dcccmbcr 3 1, 
2012 as wclI as the $740 miIlion in debt expcctcd lo bc incumd by ITC in thc trmsacrions. J.P. Morgan hcn 
addcd to such impIied equity value the midpoint of the quity vduc rcfcrcncc nngc implicd from thc discountcd 
cash flow analysis of Enrcrgy’s Tnnsmission Business descrikd above. J.P. Morgan then caIculated tlic value 
auributabfc 10 crlch sham of ITC common stuck in the resulting implied equity vafuc of rhc pro Coma combincd 
compnny plus the mount  to bc paid wirh r e s p t  to cach shm of ITC common stock in h e  ITC recnpitalimntion. 
This analysis indicawd pomtial pro forma vaIue creation for ITC shmholdcrs of iipproximatcly 1.6%. 

J.P. Morgan aIso rcviewcd for informational purposes the market valuc crcation by comparing the cquity 
valuc pcr shm implicd for ITC, using a rnultiplc of 18.6~ ITC managcment cstimatcs of 2013 net incomc for 
1TC. and the pro form equity valuc pccr sharc implicd ror lTC d e r  h c  tnnsaclions, utiIizing u range or 
mulriplcs of 17.6~ to 20.9~ ITC mnagemcnt cstimatcs of 2013 net income Cor ITC and including rhc amount to 
bc paid with respect to cach share of ITC common stock in the ITC rcmpitaIizntion. This analysis indicatcd 
potcntial pro forma value creation for ITC shmholdcrs ranging from (0.2)s to 15.5% 

Relulive Cmtriburioa AnalyxH. J.P. Morgan cdlculatcd for inhmation purpsw thc rclativc cmtribulinns 
or ITC rrnd Enlcrgy’s Transmission Businw to thc csiimakd tom1 rate basc of ihc combincd company for 2012 
and 2013 a5 wcll as the combined company’s estimated HBITDA and net incomc for 2013 and 2014, 
mpcctivcly, based on ITC management estimates, in thc casc of ITC, and ITC managcmcnt’s vicw on cstimatcs 
provided by Entcrgy, in thc casc of Entcrgy’s Transmission Business J.P. Morgan also calculated ~ I C  rclativc 
convibuljons of ITC and Entcrgy’s Transmission Busincss to thc pro Coma quity vnluc of thc combincd 
company implicd by thc discounted cash flows as discussed above. This analysis indicated a mngc of impIicd 
owncrship percentages for ITC‘s current shareholders immediately aftcr rhc rnnsactions as sct forth in rhc bdow 
tablc as compared to the implicd 49.9% owncrship pcrccntagc sct forth in thc mcrgcr agrccmcnt. 

Implicd 1TC 
sharcholdcr 

ownershio % 
cquity 

Rate Base 
Estimated 20 121 
Estimated 20 131 
Estimarcd 2012 (cquiry ratc basc)? 
EBITDA 
Esrimaicd 2013’ 
blimatcd 2014’ 
Net income 
Estimaied 2013 
Estimated 2014 
DCF 
ITC DCF vs. Entergy’s Tnnsmission Business DCF 
Entcrgy’s Transmission Business DCP vs. ITC Market Cap 

47.1% 
5 1.2% 
55.6% 

46.4% 
47.6% 

50.0% 
50.6% 

4S5% 
51.3% 

1 Pcrccntages represent lcvcngc adjuslcd contribution using estimated nct dcbt as of Dcccmbcr 31,2012 of 
S3.900 billion for ITC and $1.775 billion for Entcrgy’s Transmission Business and management c a c  
mid-point DCF cntcrprisc values. 
Rcprcscnts uuadjusted rclativc contribution of cquity portion of mtc bmc. 
Rcpresents ITC nnd Entcrgy’s Transmission Businas cquity valucs as or Dcccmhr 3 1,2012. 
Represents ITC markct cap as of November 30,201 1 and Entcrgy’s Tnnsmission Busincss DCF cquity 
valuc with a valuation date of Novcrnbcr 30,201 1. 

O h r .  J.P. Morgan did not conduct a comparable transaction analysis k a u s e  other busincss combination 

2 
3 
4 

and acquisition tnnsactians involving companies in simiIar industria as ITC and Enmgy’s Transmission 
Business gcncmlly incIudcd control prcmiums, whcrcas the proposed transaction did not include a premium. 
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Data Request No. APSC-019-1 

Data Request: Provide all due diligence reports on Entergy transmission assets 
and operations produced by or for ITC related to the transaction. 

Response: All documents responsive to this request prepared in connection 
with this transaction are privileged attorney work product and 
contain privileged attorney-client communication. 
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Data Request No. APSC-022-1 

Data Request: Reference the Application, page 25, paragraph 35 (“The 
Transaction is the final step to be taken by the €ntergy Operating 
Companies in their continuing evolution to ward greater 
transparency and independence in the operation and management 
of the Enfergy Transmission System.”) as well as EAl’s Evaluation 
Report filed on 511212014 in APSG Docket IO-011-U, page 49 
(“RTOs will provide greater independence in €he areas of 
transmission planning and the development and operaiion of 
markets.”). Please identify all ways in which the transaction will 
enhance independence of Entergy’s transmission system that are 
not achievable under Entergy ownership and MISO operation and 
planning. Provide all documentation supporting your response. 

Response: Independence will be enhanced because the transmission system 
will be owned by an independent entity that does not also own 
generation or distribution assets which would not be the case 
under Entergy’s ownership or MISO operation and planning. As 
addressed in great detail in the direct testimony of Joseph Welch, 
ITC’s independent business model is structured with a singular 
focus on transmission, which means that all financial and other 
company resources are utilized to build, operate, and maintain 
best in class transmission that provides access to the lowest cost 
generation available. All of ITC’s decisions are made based on the 
needs of customers and the system. ITC’s track record of making 
investments to improve reliability and provide greater access to 
wholesale energy markets is outlined throughout the case filing. 

MISO membership alone does not lead to the same results, 
because the individual transmission owner continues to play a 
critical roIe in the RTO planning process which is largely derived 
from projects submitted by the transmission owner. Therefore, the 
owner’s approach to transmission development affects what will 
ultimately be built. ITC‘s broader, regional approach to 
transmission development provides more robust and effective 
regional transmission projects than might otherwise be considered. 
In addition, as stated on page 54 of Mr. Welch’s Direct Testimony, 
the RTO “does not perform local operations, fund or perform 
maintenance on the system, fund or build capita1 projects or 
generator interconnections, or respond to customer needs or 
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concerns on the ground.” As such, independent ownership is the 
best model to provide the focus and financial capability to achieve 
the most effective transmission system. 
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Data Request No. APSC-022-7 

Data Request: Condition 4 in Order No. 68 issued by the Commission in Docket 
I 0-01 I -U states: 

“Should EA1 become a member of  MISO, EA1 shall agree that it will 
not exit MIS0 without first filing an application with the Commission 
seeking its approval for a change of control of its transmission 
assets. EA/ will ofhenvise retain all ofits rights, state and federal, 
to appeal or seekreview of or relief from the decision of the 
Commission. I’ 

Should Entergy and ITC complete the proposed transaction: 

a. Should ITC choose to exit MISO, does ITC intend to file an 
application with the Commission seeking approval for a change 
of control of transmission assets before it exits MISO? 

b. If not, please explain ITC’s view of why such an action would 
not be appropriate. 

Response: ITC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, 1TC 
responds as follows: 

The preamble to this request assumes that ITC and Entergy 
“complete the proposed transaction.” ITC interprets this request as 
asking it to assume that ITC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Sewice Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to ITC Arkansas. 

a. Based on the above assumption, and based upon ITC’s review of 
the applicable statutes and regulations, ITC Arkansas would not 
need permission from the Commission to withdraw from MISO. 
Upon completion of the Transaction, ITC Arkansas will own these 
transmission assets and will be an Appendix I Member of MISO. 
The Federal Energy Regulatory Commission (FERC) has exclusive 
authority over transmission in interstate commerce under Section 
201(b) of the Federal Power Act. Thus, the FERC would be the 
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appropriate authority to address ITC Arkansas’ membership or 
withdrawal from a regional transmission organization. However, ITC 
Arkansas will have robust stakeholder outreach and ongoing 
communication with the APSC about its plans and operations 
impacting Arkansas. 

b, See the response to a. 

I O  
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Data Request No. APSC-022-8 

Data Request: Condition 5 in Order No. 68 issued by the Commission in Docket 
A 0-Ol 1 -U states: 

“Should €Ai become a member of MISO, EA! shall agree that €he 
Commission, sua sponte or upon the motion of any party, after 
notice and hearing, may direct €AI to exit MIS0 under the terns of 
the Memorandum of Understanding or fhe TOA. €Ai will ofherwise 
retain all of its rights, state and federal, to appeal or seek review of 
or relief from the decision of the Commission. ’’ 

Should Entergy and ITC complete the proposed transaction: 

a. Could the Commission direct ITC to exit MISO after notice and 
hearing? 

b. If not, please explain ITC’s view of why the Commission would 
not have this authority. 

Response: ITC objects to this request on the grounds that it seeks a legal 
conclusion. Subject to, and without waiving the foregoing, ITC 
responds as follows: 

The preamble to this request assumes that ITC and Entergy 
“complete the proposed transaction.” ITC interprets this request as 
asking it to assume that ITC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring owners hip of the transmission 
assets to ITC Arkansas. 

a. The Commission could request ITC Arkansas to withdraw its 
transmission assets from MISO, but ITC Arkansas would have to 
agree to the withdrawal and such an exit would have to be 
approved by FERC and would be subject to the processes and 
requirements of the MISO tariff and the MISO TOA, with possible 
assessment of exit fees and costs. 

b. As discussed in response to APSC 22-7, as a transmission-only 
public utility, ITC Arkansas’ rates will be exclusively under the 
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authority of the Federal Energy Regulatory Commission (FERC). 
As such, the FERC would be the appropriate authority to address 
ITC Arkansas’ membership or withdrawal from MISO. 

12 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



9 

APSC FILED Time:  4/19/2013 10:50:16 AM: Recvd  4/19/2013 10:46:42 AM: Docket 12-069-u-Doc. 189

SCHEDULE BKW-2



... - .. 

Data Request No. APSC-022-9 

Data Request: Condition 6 in Order No. 68 issued by €he Commission in Docket 
10-01 q-U states: 

"Should EA1 become a member of MISO, EA1 shall remain 
under the Commission's jurisdiction, to the extent not ofhenvise 
preempfed by F€RC, with respect to retail elecfn'c rates and ail 
related electric facilify operations, facility siting, financing, and 
re!iabiijty. I' 

Should Entergy and ITC complete the proposed transaction: 

a. What is ITC's view regarding whether FERC or the APSC have 
jurisdiction over the following transmission issues: 

I. 
ii. Electric facility operations 
iii. ReIiability 
iv. Financing 
v. Facility siting 

Retail rates for transmission service 

Response: ITC objects to this request on the grounds that it seeks legal 
conclusions. Subject to. and without waiving the foregoing, ITC 
responds as follows: 

The preamble to this request assumes that ITC and Entergy 
"complete the proposed transaction." ITC interprets this request as 
asking it to assume that ITC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring owners hip of the transmission 
assets to ITC Arkansas. 

I. In New York v. FERC, No. 00-568, decided March 4, 2002, the 
Supreme Court determined that FERC property exercised its 
transmission rate jurisdiction over transmission service "unbundled" 
from the retail sale of electric energy. As a result of the Transaction, 
transmission service would be provided by ITC Arkansas separate 
and "unbundled" from the sate of electricity by EAI. Therefore, 
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FERC would determine the rate for transmission service over ITC 
Arkansas' facilities, not the APSC. 

ii. FERC has exclusive jurisdiction over transmission in interstate 
commerce, including facilities used to provide that transmission. 

Under Section 215 of the Federal Power Act, FERC has jurisdiction 
over reliability of the Bulk Power System, including transmission in 
interstate commerce. In accordance with that provision of the 
Federal Power Act, FERC has designated NERC as the National 
Electric RejiabiIity Organization and approves reliability standards 
developed by NERC. ITC Arkansas will have a contractual 
obligation under the Dist ri bution-Transmissio n I nte rconnection 
Agreement with Entergy to provide it with reliable service so that it 
can meet the APSC's requirements for service to customers. 

... 
Ill. 

IV. Section 204 of the Federal Power Act regulates the issuance of 
securities by FERC-jurisdictional public utilities. In construing 
similar language in the Natural Gas Act, the Supreme Court has 
determined that this language pre-empts state regulation of the 
same transactions. See Schneidewind v. ANR Pipeline Company, 
485 US. 293 (1988). 

v. The APSC has authority over siting of transmission facilities in 
Arkansas. See Ark. Code Ann. 55 23-18-501 et seq and 23-3-201 
et seq. 
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Data Request No. APSC-022-10 

Data Request: Condition 7 in Order No. 68 issued by the Commission in Docket 
0-01 1 -U states: 

“Should €AI become a member of MlSO, EA1 shall agree fhat the 
Commission, sua sponte or upon the motion of any party to this 
proceeding, may, after notice and heaiing, reconsider and, if 
necessary, reverse any approval of the transfer of confrol i t  

a) The terms of FERC’s approval ofthe modifications €0 €he MiSO 
Tariff to transition €Ai info MISO are materially changed such fhaf 
the revised terms wiiI have a material adverse impact on €Ai’s retail 
rakpayers; or 

b) Any of the foregoing conditions are nof fully adopted, 
incorporated or realized. ” 

Should Entergy and ITC complete the proposed transaction: 

a. 

b. 

C. 

Could the Commission reverse its approval of the transfer of 
control of assets currently owned by EA1 to MISO? 
Could €he Cornmission direct 1TC to exit MISO for the reasons 
specified in the condition? 
If the answer to either part a or part b is no, please explain ITC’s 
view of why the Cornmission would not have this authority. 

Response: ITC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, ITC 
responds as follows: 

The preamble to this request assumes that ITC and Entergy 
“complete the proposed transaction.” ITC interprets this request as 
asking it to assume that ITC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Service Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to ITC Arkansas. 
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a. Based on the above assumption, no, the Cornmission could not 
unilaterally reverse the transfer of control to MISO of the 
transmission assets which by then would be owned by ITC 
Arkansas. Upon completion of the Transaction, ITC Arkansas will 
own these transmission assets and will be an Appendix I Member 
of MISO. While the Commission may ask ITC Arkansas to 
withdraw, ITC Arkansas withdrawal from MISO would be subject to 
FERC approval and would have to be accomplished pursuant to the 
processes and requirements of the MISO Tariff and TOA, including 
possible assessment of exit fees and costs. 

b. The Commission could request ITC Arkansas to withdraw its 
transmission assets from MISO, but under the assumptions set 
forth above, any such exit wouId have to be approved by FERC and 
could be subject to substantial fees and costs. See ITC Response 
to APSC 22-7. 

C. Please see the answers to a and b above. 
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Data Request No. APSC-022-11 

Data Request: Condition 8 in Order No. 68 issued by the Commission in Docket 
1 0-0 A 1 -U states: 

“Should EAi become a member of MISO, EA1 shall not unbundle 
transmission or seek to make basic changes to transmission 
sewice for retail ratemaking wifhout prior APSC approval. EA1 shall 
negotiate a transmission service agreement with MlSO that 
ensures that the APSC continues fo determine the transmission 
component of the rates to serve EAYs bundled retail load.” 

Should Entergy and ITC complete the proposed transaction: 

a. Will ITC have a transmission service agreement with MISO 
that ensures that the APSC continues to determine the 
transmission component of the rates to serve EAl’s bundled retai1 
load? Why or why not? 

Response: ITC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, ITC 
responds as follows: 

The preamble to this request assumes that ITC and Entergy 
“complete the proposed transaction.” ITC interprets this request as 
asking it to assume that ITC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Setvice Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring owne ts hip of the transmission 
assets to ITC Arkansas. 

a. Based on the above assumption, no. As per the Response to APSC 
22-7, the Transaction will have already resulted in the ”unbundling” 
of transmission from generation and distribution service. The 
Federal Energy Regulatory Commission will set the rate for 
transmission services provided over ITC Arkansas‘ facilities. 
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Data Request No. APSC-022-? 3 

Data Request: Condition 14 in Order No. 68 issued by the Commission in Docket 
I 0-01 I -U states: 

“Should EA1 become a member of MISO, no iakr than three years 
afterjoining MISO and every iwo years thereafter, assuming €AI 
continues as a MISO member, EA1 shall file wiih the Commission a 
detailed repod providing the folio wing information: 

a. The quantified historical net benefits of MISO membership for 
€Ai, as compared to the stand-alone option, as of the date of 
each of the repods described above; 

b. The projected net benefits of MIS0 membership for €AI, as 
compared to the stand-alone option, for the post-fransifion period 
on a bi-annual basis beginning one year after the end of the 
transition period; 

c. Any significant changes in FERC RTO policies, rules or 
regulations, MIS0 requirements, Day 2 markef conditions, or 
other regulatory or market structure components; and 

d. An estimate of the costs to exit MISO a#er the end of the 
five-year transition period or a specified time thereaffer and to 
transition to a new operating environment such as a different RTO.” 

Should Entergy and ITC complete the proposed transaction: 

a. Will ITC provide the above information to the Commission? 
b. If not, please describe why such action would be inappropriate. 
c. If so, please explain how, if at all, ITC would collaborate with 

EA1 to produce such information. 

Response: ITC objects to this request on the grounds that it seeks legal 
conclusions. Subject to, and without waiving the foregoing, ITC 
responds as follows: 

The preamble to this request assumes that ITC and Entergy 
“complete the proposed transaction.” ITC interprets this request as 
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asking it to assume that ITC and Entergy have obtained all 
necessary regulatory approvals for closing, including the approval 
of the Arkansas Public Senrice Commission, that all other 
conditions to closing have occurred and that the parties have 
closed the Transaction transferring ownership of the transmission 
assets to 1TC Arkansas. 

a. With respect to the information described in subparts a, b, and d, 
above, ITC Arkansas as a transmission-owner only will not have 
the necessary information to respond to these requests. With 
respect to subpart c, ITC Arkansas is willing to provide information 
to the Commission as to FERC or MISO significant transmission 
policy changes and will do so if requested by the Commission. 

b. See response to a. above. 

c. ITC Is willing to collaborate with EA1 to produce the information 
requested, to the extent the sharing of information is allowed by 
FERC’s Standards of Conduct for Transmission Providers. 

20 
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Data Request No. APSC-024-2 

Data Request: Reference ITC’s July ’I, 2011 non-binding indication of interest in 
acquiring Entergy’s transmission business. The section under the 
header “Requisite State and Local Jurisdictional Approvals” 
contains the quote: “[tlhe Acquiring Company has considered and 
analyzed several additional qualitative and quantitative mitigation 
options that could be employed as elements of an overall 
transaction. As noted in the ‘Valuation and Conforming 
Assumptions’ section above, our indicative value is premised on the 
inclusion of specific and substantial financial concessions relative to 
the regulatory approval process. These options include provisions 
to maintain transmission rates at their current levels for a specified 
period of time; a phase-in of any transmission rate increases 
associated with the transactions over a specified period of time; 
and, substantial rebates to customers of the Company.” 

c. Provide a detailed description of the concessions included in ITC’s 
bid as well as any workpapers used to calculate the value or impact 
of the concessions. Workpapers should be provided in electronic 
spreadsheet format with formulas intact. 

d. Provide a detailed description of all other concessions considered 
by the parties during the negotiations as well as any workpapers 
used to calculate the value or impact of the concessions. 
Workpapers should be provided in electronic spreadsheet format 
with formulas intact. 

e. Provide references to all points in testimony and workpapers filed 
by either Entergy or ITC reflecting these concessions. 

Response: 

c. ITC objects to this request on the grounds that it seeks confidential 
information and documents protected by the attorney work product 
doctrine and attorney-client privilege. 
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d. ITC objects to this request on the grounds that it seeks confidential 
information and documents protected by the attorney work product 
doctrine and attorney-client privilege. 

e. No testimony or workpapers filed by ITC or EA1 reflect concessions 
referenced in ITC's July 1, 201 1 non-binding indication of interest in 
acquiring the Entergy Operating Companies' transmission 
business. 
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- . -. . . - . -. . - - - - . - - . 

Data Request No. APSC-027-1 

Data Request: Reference the Direct Testimony of Jay Lewis, pages 17-23, 
discussing the negative cash flow nature of Entergy's transmission 
business. 
a. Please explain how the change in ownership will address the 

conditions leading to the negative cash flow described in the 
Lewis Testimony 
Provide any documentation and workpapers demonstrating 
the impact that the change in ownership to ITC will have on 
the cash flow of the transmission business. Workpapers 
should be provided in electronic spreadsheet format with 
formulas intact. 

b. 

Response: a. As indicated in the previously filed Direct Testimony of Jay 
A. Lewis, Vice President, Regulatory Strategy Entergy Services, 
Inc. on Behalf of Entergy Arkansas, Inc., under Entergy ownership, 
internally generated cash flows attributable to the transmission 
business will not be adequate to fund transmission capital 
requirements. Therefore, the transmission function is placing 
greater pressure on cash flow than the generation and distribution 
functions at Entergy. As explained in the previously filed Direct 
Testimony and Exhibits of Cameron M. Bready on Behalf of ITC 
Holdings Corp. and 1TC Midsouth, LLC, ITCs regulatory construcf, 
including its requested return on equity, capital structure and 
forward-looking formula rates, ensures I )  steady and predictable 
cash flow generation and 2) deep access to cost-effective capital to 
absorb the sustained and significant capital investment 
requirements of Entergy's transmission business. Moreover, given 
ITC's singular focus on transmission, ITC is void of any internal 
competition for capital unlike vertically integrated utilities. As such, 
ITC is well equipped to support cash-heavy transmission 
investments. 

b. ITC is not in the possession of workpapers or other 
documentation responsive to this request. 
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Data Request No. APSC-027-2 

Data Request: Reference the Commission Order No. 54 in Docket No. 10-011-U, 
page 86: "Similarly, EA1 should not be involved in any allocation 
processes associated with services received from ESI. Currently, 
ESI provides a variety of legal, engineering, and regulatory senrices 
to the OpCos with a variety of allocation methodo!ogies associated 
with bills that the OpCos receive from ESI." Reference also the 
Commission Order No. 68 in Docket No. IO-011-U, page 11: "In 
light of the above, the Commission reiterates that EA1 should 
negotiate cost-based contracts with ESI and any other Entergy 
service company, separate and apart from the other OpCos and 
with no cost allocations with the other OpCos." 

c. Please explain whether the planning and operation of the 
transmission system under ITC ownership will require the 
types of cost allocation among the wires subsidiaries 
contemplated by the Commission's orders. Provide any 
documentation supporting your response. 
If so, provide a detailed explanation of how such costs will 
be allocated to the various wires subsidiaries and how this 
would impact transmission rates in each planned 
transmission pricing zone in the Entergy region. 

d. 

Response: 

c. ITC Holdings Corp. directly assigns costs to its affiliates where it is 
rational and reasonably clear to do so, It is anticipated that the 
majority of the costs for planning and operating the transmission 
system, including facilities and labor related costs, will be directly 
assigned to a specific operating company. With respect to costs 
that cannot be assigned directly, those costs will be allocated to 
the ITC Midsouth Operating Companies in accordance with ITC's 
FERC approved methodology for the allocation of such costs. 

For the allocation of costs that cannot be directly assigned, ITC 
Holdings Corp. uses a FERC-approved formula, based on the 
Massachusetts formula. This formula is described in 
Exhibit No. ITC-505 to the testimony of ITC Witness Fred Stibor, 
Exhibit No. ITC-500, in the Joint Application pending before FERC 
in Docket No. ECl2-I45 et al. ITC does not include any markups, 
premiums, or similar items on any costs assigned or allocated to 
its operating companies. 

d. 
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 I hereby certify that a copy of the foregoing has been served on all parties of 
record by forwarding the same by electronic mail and/or first class mail, postage 
prepaid, this 19th day of April, 2013. 
 
 
                                      /s/ Valerie F. Boyce______________  
       Valerie F. Boyce 
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