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COMMISSON PAVESWAY FOR OPTIMALLY SZED MIDWEST RTO

The Federd Energy Regulatory Commission today gpproved the proposd of the Midwest
Independent System Operator (M1S0) for aregiond transmisson organization (RTO) and told the
Alliance Companies, which had submitted a separate RTO proposd, to explore joining the M1SO
organization.

Chairman Pat Wood, |11 sad, "A seamless Midwestern power market thet dlowsfor diverse
tranamisson busness plansisour god. A pogtivetrend in our recent RTO work has been the
engagement of the date commissons, who are criticd partnersin making power markets work well."

The Commission sad that MISO's proposal generdly complies with the vison and
requirements of Order No. 2000, in particular the requirement thet an RTO be of sufficdent scope. The
Commission expressad confidence thet the Alliance Companies desire to be avigble, for-profit
transmisson business can be accommodated under the MISO RTO umbrdla

The Commisson acted on five rdated orders amed a paving theway for an optimdly szed
RTOIinthe Midwes. It stressed that its orders do not preclude different types of RTOs, induding for-
prafit transcos, in other parts of the country.

In granting RTO datusto MIS0O, the Commisson dites its announced merger with the
Southwest Power Podl (SPP).  The Commission dso directed MISO to explore waysto addressthe
lessthen ided Stuation on its eestern border before the integration of the
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Alliance Companiesinto MI1SO and to present recommendations to the Commisson within 60 days

MISO'sRTO, anonprofit based in centrd Indiana, will operate in some 20 dates and the
Canadian province of Manitoba.  When merged with the SPP, M1SO will dretch from Manitobato
New Mexico. The Alliance companies cover parts of 11 gates from Missouri to North Cardlina

In denying the request from the Alliance Companies to form afor-prafit transco RTO, the
Commisson, in asgparate order, sad the proposad RTO lacked sufficient scope and that the public
interest would be best served if Alliancejoined MI1SO. The Commisson emphasized the importance of
fogtering RTO deveopment designed to provide a seamless and robust merket for millions of
cusomers. Allowing two RTOsin the Midwest would be a second-best solution that would
compromise cusomers interests, the Commission sad.

Although the Commission did not goprove the Alliance proposd asagand-done RTO, the
order expressad confidence that the companies could form a successful transco under the MISO's
Appendix I. Appendix | crestes aframework for membership and operation of independent
tranamisson companies within the Midwest 1SO. The Commission ordered the Alliance Companiesto
fileagatus report on thar effortsto join M1SO within 60 days.

Inathird order, the Commisson granted in part and deferred in part aNationd Grid propoa
to manege the Alliance tranamission sysem.  The Commission directed the Alliance Compeniesto
explore how thar business plan, induding Nationa Grid's proposd, could be accommodated within the
MISO RTO. The Commisson expressed itsintent to provide more guidance on this metter in future
proceedings.

In other orders, the Commisson sad that Internationd Trangmisson Company (ITC), a
subgdiary of DTE Energy, could join the new RTO as an indgpendent transmisson company that will
be dble to pursue innovaive busness drategies. 1TC proposes to mantain and develop tranamisson
while turning over to the RTO such functions as congestion management and curtallments tariff
adminidration, and security coordination. DTE Energy hasindicated itsintention to sdl ITC to athird
party, and the Commisson prdiminaily goproved the divestiture of the tranamisson fadilities
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The Commisson mede it deer that it was particularly encouraged by MISO's planned
accommodation of flexible busness plans and innovation as well asits condderable geographic spen.



While the M1SO and the Alliance Companies had put money and resources into seeking to
recondile their competing proposals, the time had come, the Commisson sad, for it to meke the
necessary difficult decisons

For the mogt part, the Commission found that MI1SO stiffied the four characteridicsfor an
RTO-independence, scope and configuration, operationd authority, and short-term reliability, aswell
askey functions. In gpproving MISO's RTO plan, the Commission did, however, direct MISO to
submit anumber of revigonsto its compliancefiling. They induded:

. I ndependence char acterigtic: The Commisson found MISO'sindependence satisfectory in
mog respects, but sad thet trangmisson owners cannot be permitted to have veto privilegeson
filings thet affect pricing. The Commisson conditioned MISO's RTO gatus on modification of
the MISO Agreement to give it the authority to propose rates, terms and conditions of
tranamisson sarvice under the MISO taiff.

. Scope and regional configuration characterigic: Asindicated, the Commisson told MISO
to present recommendations within 60 days addressing the question of its eastern seam prior to
the integration of the Alliance Companiesinto MISO.

. Congestion management function: The Commisson sad MI1SO should partidpate in its
recently announced rulemaking proceeding to Sandardize market desgn rules However,
pending the issuance of afind rule, MISO should deve op certain congestion management
solutions to ded with a superseding congestion management methodology.

. Mar ket monitoring function: The Commisson ordered MISO to make additiond filingsto
sidy the criteriafor this function to ensure that the independent market monitor (IMM) istruly
independent of the RTO, refile its market monitoring plan as an atachment to its tariff, and
meet a45-day deedline to implement market reform recommendations of the IMM.

. Planning and expangon function: The Commisson directs MISO to modify its
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planning framework to reflect thet it will give full condderaion to dl market pergpectives and identify
expansonstha are criticaly needed to support competition and rdighility. In addition, MI1SO must

reviseits planning framework to make it possble for third parties to participate in congtructing and
owning new transmisson fadlities identified by the plan.

Quegtionsand Answver's



What action is the Commisson taking today with regard to regiond trangmisson organization
(RTO) devdopment in the Midwest?

Today the Commisson is acting on five interrdaed orders intended to fadilitate the
egablisment of an optimdly Szed RTO in the Midwest and to support the establishment of
vidble, for-profit transmisson companiesthat operate under an RTO umbrdla. Generdly, in
the orders the Commission doesthe fallowing: (1) goprovesthe Midwest 1ISO asan RTO; (2)
goproves Internationd Trangmisson Company's (Internationd Transmisson) request to trandfer
operaiond control of itstranamisson fadilitiesto Midwest 1SO and accepts an agreament
between Internationd Trangmisson and Midwest |SO which would dlow Internationa
Trangmisson to be an independent transmission company which performs cartain RTO
functions, (3) prdiminarily gpprovesthe divedtiture of Internationd Transmisson'sfadilities
meking it agand-done tranamisson company under the Midwest RTO umbrdlg; (4) condudes
that Alliance Companies proposed RTO lacks sufficient scopeto exist asasand-done RTO
and thus directs Alliance Companies to explore how their business plan (induding Nationd
Grid's proposa which sseks to be the managing member of the Alliance Companies) can be
accommodated within the Midwest RTO; and, (5) grantsin part, and dismissesin part,
Nationd Grid's proposal and Alliance Companies business plan.

What isthe generd rationde behind the Commisson's actions in these five dockets?
Our decigonsin these five orders congder the record  before us aswell asthe reditiesand

needs of the Midwestern wholesdle dectricity market and take into account the views of the
Midwestern State commissons
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What action has the Commission taken today regarding Midwest |SO's gpplication for RTO
detus?

The Commisson issued an order granting Midwest 1SO RTO datus

Will the Midwest SO need to mieke additiond filings before its newly gpproved RTO datus
becomes effective?

No. While the Commisson has directed Midwest SO to mke certain additiond filings,
Midwest ISO may begin operaing as an RTO as soon as possible.
Can the Midwest 1SO acoommodate the Alliance Companies within its umbrdla?



Yes Those Alliance Companies who divest thair tranamisson fadilities to an independent entity
can join Midwest SO as nornHranamisson owning members while the independent entity can
join under theterms of Appendix | which we discuss further in the Internationd Trangmisson
Company orders. Other Alliance Companies who retain ownership of ther transmisson
fadlitiesmay join Midwest |SO asregular tranamisson owners either Sngly or aspart of a
group such asthe group which formed American Transmisson Company.

What are some of the benefits that the Commission expects Midwest 1S0 to bring to cusomers
and the dectric indudry in the Midwes?

By assuming functiond control over the tranamission fadlities of so many entities, Midwest 1SO
should bring a degree of sandardization not seen beforein the Midwest. For ingtance, the
immediate sandardization of generator interconnection procedures over such avad region
should be extremdy hdpful to the variousoad sarving entities and Sate commissons asthey
work to ensure an adequiete supply of dectricity. Additiondly, through itsindependent
operation of the transmisson grid, Midwest ISO should hdp ensure that hedlthy competition
flourishesin the Midwest with dl of the attendant customer benefits that such competition tends
to bring.

Isthisthe end of the gory for RTO development in the Midwest?
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No. Whilethisorder is meant to get the bdl ralling in the Midwes, the Commisson and
indudtry participants are currently engaged in ongoing efforts, on avariety of fronts, to further
refine the restructuring of the dectric indugtry. RTO devdopmentsin the Midwest may be
affected by this processaswdll.

What action does Internationd Transmisson sk initsfilings?

Internationd Transmisson seeks goprova of agreements governing the rdaionship of (1)
Internationd Trangmisson and Midwest IO (i.e, the ITC-MISO Agreament) and (2) it
Midwest |SO, and tranamission-owning members of Midwes 10 (i.e,, the Supplementa
Agreement). Internationa Transmisson aso seeks goprovd to trandfer contral of its
tranamisson fadlities to the Midwest 1SO to dlow an RTO to operate Internationd
Trangmisson'sfadlitiesin conjunction with the fadlities of other tranamisson ownasinthe



Midwest ISO. The ITC-MISO Agreament contemplates sharing or assuming respongbilities
related to RTO functions once Internationd Trangmisson is acquired, through divedtiture, by an
independent entity. The Supplemental Agreement darifies the operating rdationship between
Midwes 1SO and Internationd Transmisson prior to the time Internationd Transmisson
becomes independent.

Q. What regponghilities does Internationad Trangmission proposeto assume or share onceit is
independent?

A. Internationa Trangmisson sseksto offer atrangmisson sarvice option to cusomersfor savice
whally within its tranamisson sysem under Internationd Trangmisson'staiff termsand rates
A customer could aso choose to teke sarvice under Midwest |SO's tariff terms and rates.

Internationd Trangmission aso seeks to address and mitigate cartain system security issuesin
coordinetion with Midwest 1SO; establish ratings of and set maintenance schedulesfor its
tranamisson fadlities and expand its tranamisson planning respongihilities (in coordinetion with

Midwest 1SO).
Q. What are the drcumstances regarding the proposed divedtiture of Internationa Transmisson
Compary?
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A. DTE Energy and itswhally-owned subddiary, Internationd Trangmisson Comparny
(Internationd Transmisson), have jointly requested Commisson authority to dispose of
Internationd Transmisson'sfadlitiesto an asyet-undetermined unaffiliated third perty through
the sdle of Internationd Tranamisson gock. The goplicants date thet the purchaser will have
no afiliation with amarket participart, i.e., any entity thet ether directly or through an efiliate
slsor brokers dectric energy or provides andllary sarvicesto aRegiond Transmisson
Organization (RTO) or any other entity thet the Commission finds has economic or commerdid
interests thet would be dgnificantly affected by the RTO's actions or decisons.

Q. What outcome is achieved by the Commission's order addressing the proposed divedtiture?

A. The Commisson preiminarily goprovesthe digpogtion of Internationd Transmisson'sfadilities
to an unaffiliated entity with no ownership interest in amarket particpant, thus fedilitating a



gand-done trangmission company under the Midwest 1SO umbrdla additiond information the
Commisson. The Commisson finds that the proposal isasgnificant Sep in the process of
forming afor-profit tranamisson company that may be aufficiently independent to parform
cartan RTO functions as s forth in the Commisson's Order No. 2000. The order dso notes
thet thistype of divedtiture, the trandfer of control over assetsto anon-market participart, is
one of the modt effective means of separating tranamisson interests from market or generaion
interests thereby achieving independence for afor-profit transmisson company.

Q. Why has the Commisson only given prdiminary gpprova to the joint proposal?

A. Before the Commisson can determine whether to give find gpprovd, it mud have dl the
rlevant facts, induding the identity of the purchaser and ather information rdated to the
purchaser and the transaction. Consequently, the order requires the gpplicants amend thar
goplication when Internationd Trangmisson's purchase is determined.

Q. What action has the Commisson taken with respect to the Alliance Companies?
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A. Today's order essentidly overturns an earlier decison that the Alliance Companies proposa
had sufficient scope to become asand-done RTO.

Q. Why does the Commission now condude thet the Alliance Companies proposed RTO lacks
auffident scopeto exis asadand-done RTO?

A. The Commisson's earlier finding regarding the adequiacy of the scope of the propased Alliance
RTO was basd, in part, on implementation of the Inter-RTO Cooperation Agreement (IRCA)
with the Midwest 1SO, which was intended to provide the bass for assamless market in the
territories sarved by both the Midwest ISO and the proposed Alliance RTO.  Subsequent
events, however, have cdled into question the IRCA's ahility to resolve seams between the two
organizaions aswdl asthe Alliance Companies scope.

Q. What were the events thet |ead to this determination?

A. Frg, the Midwest ISO and Alliance Companies filed Satus reports regarding progressin

implementing the IRCA which indicated that IRCA implementation has not progressed as
expected. Second, the Commission conduded that even in regards to those provisons of the



IRCA thet have been addressad, Sgnificant ssamsissues il exig in the arees of available
transmisson cgpability (ATC) determination, one-sop shopping, imbalance markets and
security coordination.

Arethere any additiond factors which resuited in the propasad Alliance RTO having insufficient
scope?

Yes Sincethe Commisson's previous ruling on scope, Internationd Transmisson has dected
to withdraw from the proposed Alliance RTO, thereby shrinking the scope of the proposed
Alliance RTO.

Were there many parties dissatisfied with the Commisson's earlier determination regarding
Alliance Companiess scope?
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Yes Theovewhdming mgority of the Midwest sate commissons aswal as many
intervenors prefer asngle Midwest RTO with Midwes 1SO asthe surviving RTO rether then
having both entitiesas RTOs. State Commissions contend that multiple RTOs managed
through seams agreements will not work in the Midwest and emphasize that little progress has
been meade to date on implementing the IRCA agresment between the Midwest 1SO and
Alliance Companies Additiondly, sate commissons argue that only the Midwest ISO hasthe
infragtructure in place necessary to assume control over trangmission fadilities

What isthe purpose of Nationd Grid USA's (Nationd Grid's) petitionin -~ Docket No.
EL01-80-0017?

Nationa Grid seeks adetermination that it not be deemed amarket participant, as defined
under Order No. 2000, and thusthat it would be digible to manage the Alliance RTO. In
response to concearns raised by intervenors, the Commission, in an order issued July 26, 2001,
requested that Nationa Grid supply additiond information regarding its market interests,
paticularly last resort retal service, in New Y ork and New England.

What isthe purpose of the Alliance Companies filing in Docket Nos. RT01-101-005,
ER99-3144-013 and EC99-80-013?



A. The Alliance Companies seek gpprovd of abusiness plan in which Nationd Grid would: (1)
save asadraegic invegor in the Alliance transco; (2) own trangmisson fadilities within
Alliance and, (3) manege d| tranamisson fadlities controlled by Alliance, induding those
fadlitieswhose functiond contral, but not ownership, has been tranderred to Alliance. The
Alliance Companies contend that the business plan will stisfy the Commisson's reguirement for
independence in decison-meking by RTOs

Q. What has been Nationd Grid's regponse to the Commission's request for more informetion in
the July 26 order in Docket No. EL01-80-0017?

A. Nationd Grid commits to implement mechaniamsto ensure that until such time as Nationd Grid
has permanently disposed of dl of itsremaning interestsin
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generation and Aes dbligations it will trandfer to non-affiliated entities both the marketing rights and the
profits from the sale of energy assodiated with itsremaining interests. Nationd Grid assertsthat with
respect to itsretall market interestsin both New England and New Y ork, state restructuring policies
and regructuring settlements have required or resulted in the full recondliation of costs and revenues
associated with the sarvice provided by its digribution subsdiariesto retal cutomers. Asa
conssquence, Nationd Grid daimsthat it and its efiliates have no economic interest in the provison of
retail sarvice: In New York, Nationd Grid stated that Niagara Mohawk (to become aNationd Grid
subgdiary) hed entered into arrangements with an affiliate of the Tractebd Corporation which trandfer
the marketing rights and profits of Niagara Mohawk's power purchase contracts and therisksand
respongbilities associated with itslagt resort sarvice to Tractebd. Those arangements have now been
terminated due to fallure to obtain the New Y ork Public Service Commission gpprova and Nationd
Grid datesthet it is currently andyzing Smilar options to accomplish the same end once it has acquired
NiagaraMohawk. Nationd Grid Sates further that Niagara Mohawk has sold its last remaining
generding interestsin New Y ork and has entered into an agreement to sl its wholly-owned power
marketer. Nationd Grid datesthat it intendsto sdl Niagara Mohawk's 50 percent interest ina
Canadian power marketer after it acguires Niagara Mohawk and commits to implement mechaniamsto
ensurethat Nationd Grid will have no economic or commerdd interestsin the marketer that may be
afected by the market in the interim period prior to divedtiture.

Q. What concerns and issues have been raised by intervenors regarding the rdated Nationd Grid
petition and the Alliance Companies busness plan filing?



A. Intervenorsraise four principal concarns. Fird, they assart that conflicts of interest arise
because Naiond Grid will have an daility and an incantive to manege the Alliance RTO to
benefit its New Y ork market interests to the detriment of other power suppliersin New Y ork.
They contend that arrangements of the type entered into with Tractebd, even if they diminate
Nationd Grid'sdirect economic or commerdd interest, will provide Nationd Grid with an
incentive to manage Alliance to ensure the success of any third party suppliersto whom it has
trandferred itsinterests 0 as to avoid hearings on the prudence of the power supply
arangements. Second, intervenors note that, in some ingtances, mechanisms have not yet been
filed which propose to trandfer Nationd Grid's economic or commercid intereststo third

parties and argue that granting Nationd
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Grid non-market particpant satus would be preméature before such mechanisams have been
reviewed by the Commisson. Third, intervenors assart that resolution of interregiona
coordinetion issues between the New England-New Y ork-PIM regions and the Alliance region
will beimpaired and conflicts of interest will ariseif Naiond Grid is permitted to manage
Alliance whileit ill owns subgtantid trangmisson assatsin New England and New Y ork.
Fourth, intervenors dam thet within Alliance, Nationd Grid will have an incantive and an ability
to manage Alliance to benefit the assts it owns within Alliance.

Q. How does the Commission's order today resolve these issues and concerns?

A. The Commisson condudes that Nationd Grid can iy criteriawhich permit it to not be
deemed amarket participant by virtue of its market interestsin New England and New Y ork if
it implements the commitments Sated in its response to the July 26 order. The Commission
aso condudesthat ruling on concarns rdated to Nationd Grid's podition as maneger of
Alliance asit may afect the resolution of inter-regiond coordination issues and potentid
discriminatory behavior favorable toward Nationd Grid's trangmisson assets within Alliance
will be premature & thistime. Inthis regard, the Commission dismisses without prgjudice the
busnessfiling of the Alliance Companies for agand-done Alliance RTO in which Nationd
Grid would be the managing member aswdl asadraegic investor. However, the Alliance
Companies are encouraged to file arevised busness plan for Alliance with Nationd Grid asthe
managing member of an independent transmisson company to operate within the Midwest 1S0.
The Commisson will meke adelerminaion of whether such an arangement satidfiesthe
independence requirement for participation in RTOs based in part on the nature of the
tranamisson functions to be preserved for Nationd Grid's or another managing member's



control.
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