OMS

ORGANIZATION OF MISO STATES, INC.
Board of Directors Meeting
Conference Call Minutes
November 13, 2008

Organization of MIS0 States

Approved December 1, 2008

Lauren Azar, Vice-President of the Organization of MISO States, Inc. (OMS), called the November
13, 2008 meeting of the OMS Board of Directors to order via conference call at approximately 1:00
p.m. (CDT). The following board members or their proxies participated in the meeting:

Bob Lieberman, lllinois
Greg Server, Indiana
David Armstrong, Kentucky
Monica Martinez, Michigan
Burl Haar, proxy for Tom Pugh, Minnesota
Greg Jergeson, Montana
Tim Texel, proxy for Eugene Bade, Nebraska
Susan Wefald, North Dakota
Valerie Lemmie, Ohio
Jim Melia, proxy for Kim Pizzingrilli, Pennsylvania
Greg Rislov, proxy for Gary Hanson, South Dakota
Lauren Azar, Wisconsin
Absent
lowa
Manitoba
Missouri

Agency members participating
Randy Rismiller — Illinois

Bob Pauley — Indiana

Chancy Bittner, Jeff Kaman — lowa
Angie Butcher — Michigan

Randel Pilo — Wisconsin

Others on the call
Bill Smith, Julie Mitchell — OMS Staff
Graham Edwards, Dave Hadley — MISO

The directors and proxies listed above established the necessary quorum for the meeting of at least
eight directors being present.

Approval of Minutes from October 9, 2008 Board of Directors meetings
Valerie Lemmie moved approval of the corrected minutes. Susan Wefald seconded. The minutes
were approved by unanimous voice vote.
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Treasurer’s Report
Bill Smith presented the Treasurer’s Report in Gary Hanson's absence.

The beginning balance as of October 1 for the Wells Fargo Business Performance Savings
Account was $59,327.38. Interest earned for this month was $58.93. The October 31, 2008
balance was $59,386.31.

The beginning balance as of October 1 for the Chase Bank One Checking account was
$47,117.69. The total disbursements from the checking account for October 2008 were
$36,011.83. Deposits and interest for the month were $40,084.16. As of October 31, 2008,
the checking account bank balance was $58,391.68 and the book balance was $51,190.02 (with
18 checks outstanding).

The total savings and checking account balances as of October 31, 2008 are $110,576.33.

Susan Wefald moved to receive the Treasurer’s report. Valerie Lemmie seconded. The treasurer’s
report was received by unanimous voice vote.

Review of the Executive Committee Meeting, October 23, 2008 — Bill Smith
There following items were highlighted:

Transition matters: treasurer, AC reps, work groups & work group leadership.
Approved lease of new space for OMS office with larger space.

Discussed goals & work plan that were adopted at the annual meeting.

Closed session on personnel matters pertaining to 401(k) & personnel contracts for Bill
Smith & Julie Mitchell.

Administrative Report from Executive Director — Bill Smith
There following items were highlighted from the Executive Director's Report:

New work group chair leadership list was sent.

FERC Technical Conference: John Norris appeared on behalf of OMS on a panel
regarding Module F. Bill Smith gave his impressions on how the conference went and
what FERC’s concerns are regarding RTO'’s.

e MISO asked for informed guidance on FERC docket ER08-394.
e MISO will be hosting a lunch at the NARUC meeting next Monday.
e There is a draft agenda for the MWDRI meeting on December 8 that will be sent out
later today.
¢ Bill Smith suggested cancelling the November 21 Executive Committee due to lack of
business.
BUSINESS

1. MISO Advisory Committee Issues/December Hot Topic — Lauren Azar
e There is no November A/C meeting. The December Hot Topic is cost allocation. Randy
Rismiller briefed the group on hot topic questions involving cost allocation.

e There was discussion about whether OMS should respond to Hot Topic questions at this
time. It was suggested that at most OMS should reply with a general letter but not stake
out a specific position at this time.

Susan Wefald moved that OMS not file a response to MISO’s hot topic for December and keep the
document for reference. Valerie Lemmie seconded. Susan Wefald also suggested that when MISO
discussion occurs, it should be stated that OMS did not file comments because it remains open to
all ideas at this time. The motion passed by unanimous voice vote.
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2. MISO Planning Advisory Committee — Lauren Azar
Lauren Azar went over the issues from the last PAC meeting including the incoming chair, 2009
meeting dates, MTEP '09 projects and examination of the Pioneer Project. There were no action
items on the agenda. A few other upcoming projects were also discussed.

3. OMS Comments to FERC on MISO’s Module E Compliance Filing, FERC Docket No.
ER08-394.

The comments are due on November 19, 2008. There are two documents to discuss: the
request for rehearing from Randy Rismiller and the lllinois group and a letter seeking
clarification from the Wisconsin team. Neither document has been vetted by the working
group. Lauran Azar summarized and contrasted both documents for the board.

Randy Pilo explained how the Wisconsin draft came about.
Graham Edwards offered to see if an extension for the compliance filing was possible.

Several commissioners expressed concerned and frustration about the lack of vetting of the
document and the compressed time frame for review.

North Dakota indicated they would be interested in signing on to on one of the states’
(Wisconsin, Illinois, Ohio) filings.

Lauren Azar suggested putting the issue on the Dec. 1* agenda for reconsideration, stating
that by then OMS would have MISO’s compliance filing and be able to put that through the
work group process.

Bill Smith asked about the credit practices question. Dave Hadley stated that Mike Holstein
shared a white paper with OMS. There were questions about the distribution of the white
paper, it was agreed the paper would be redistributed.

4. Comments to MISO on ASM Concerns: Zonal Cost Allocation, Market Monitor
Involvement & Initial Reference Price

Bill Bokram briefed the Board on the report and letter to MISO drafted by the Market &
Tariff Work Group. The WG recommends the Board sends the letter to MISO.

Lauren Azar voiced concern about the word “immediately.” Bill Smith offered a wording
changed, inserting the phrase “two of” in front of the word “which.”

Susan Wefald moved to submit the letter with report to MISO. Valerie Lemmie seconded. The
motion passed by unanimous voice vote.

5. OMS Comments to FERC on MISQO’s Status Report on RECB Cost Allocation, FERC
Docket No. ER06-18-013

Randy Rismiller gave the Board a briefing on the document prepared by the Transmission
Cost Allocation Work Group.

Indiana and Wisconsin would prefer to wait until January to take action on this document.

A roll call vote was taken to determine whether the Board would prefer to table the issue until
after the initial Cost Allocation meeting in January 2009.

Illinois — no proxy
Indiana — no proxy
lowa — no proxy
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Kentucky — yes
Manitoba — absent
Michigan — yes
Minnesota — yes
Missouri — absent
Montana — yes
Nebraska — yes
North Dakota — yes
Ohio — yes
Pennsylvania — yes
South Dakota — yes
Wisconsin — yes

It was agreed that the issue would be tabled until January.

6. FERC Order No. 719

Randy Rismiller offered the lllinois draft document on the request for rehearing on FERC
Order No. 719 to the Board for consideration. Ohio has also approved a set of comments of
on this Order. Wisconsin, Indiana and Minnesota indicated they might be willing to sign onto
comments. Montana and North Dakota indicated that they would have to abstain if there
were a motion.

Susan Wefald expressed a concern about the failure of these and other documents
presented today to go through the work group process to represent a group OMS view.

There was not enough interest in OMS filing as a group, states interested in filing could sign
onto either lllinois or Ohio’s comments.

7. Price Responsive Demand

Valerie Lemmie presented informational update on the subject to the Board with the
understanding that more in depth discussion and possible action on the subject would occur
in December and January.

There was discussion about which memos, presentations and memos would be distributed
to further discussion and Board and staff members gave their understandings of the
background of the topic.

Lauren Azar requested someone from MISO be present for the next discussion on the topic.
Graham Edwards indicated they would make Richard Doying or someone else available for
that call. General consensus was that it should be a special Board meeting or a work session
and not part of a regular Board meeting.

8. Time & Place for Kick-Off Meeting in January Relating to Cost-Allocation/Regional
Planning
Survey results are due by December 1. Preferred dates would be during the week of January 12
or 26. Length would be day to day & a half. OMS people & anyone from state commission who
needs to be there to make decisions about transmission planning. MGA may also be attending
as well. It was agreed that the meeting would be the week of the 26™.

NEW BUSINESS

Valerie Lemmie mentioned another FERC order on November 7 regarding payments that may be
due by MISO with payments as high as $1 billion.
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ANNOUNCEMENTS

e Next OMS regular Board of Directors meeting, December 1, 2008 at 1:00pm CST
¢ Next OMS Executive Committee meeting — Cancelled

ADJOURNMENT
The OMS Board of Directors meeting adjourned at 2:45 pm CST.
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OMS

Organization of MISO States
Report of the Treasurer
Gary Hanson, South Dakota Public Utilities Commission
to the
Board of Directors
November 13, 2008
Report for October 2008

CASH ON HAND

The beginning balance as of October 1 for the Wells Fargo
Business Performance Savings Account was $59,327.38. Interest
earned for this month was $58.93. The October 31, 2008 balance
was $59,386.31.

The beginning balance as of October 1 for the Chase Bank
One Checking account was $47,117.69. The total disbursements
from the checking account for October 2008 were $36,011.83.
Deposits and interest for the month were $40,084.16. As of
October 31, 2008, the checking account bank balance was
$58,391.68 and the book balance was $51,190.02 (with 18
checks outstanding).

The total savings and checking account balances as of
October 31, 2008 are $110,576.33.



OMS Treasurer Report for Month of October 2008

Wells Fargo Business Performance Savings Account

Beginning Balance

Interest Earned this Month

Ending Balance

Chase Bank One Checking Account

Beginning Balance
Total Disbursements

Deposits/Interest/Adjustments

Ending Balance

Total Savings & Checking Balances as of October 31, 2008

18 checks outstanding at 10/31/08

59,327.38
58.93
59,386.31
47,117.69
(36,011.83)
40,084.16
51,190.02
110,576.33




OMS

100 Court Avenue, Suite 218 Phone: 515-243-0742
Des Moines, lowa 50309 Fax: 515-243-0746
www.misostates.org

Organization af MISO'StatEs

To: OMS Membership

From: William H. Smith, Jr.
Executive Director

Date: November 10, 2008

Re: OMS Work Group Leadership

At the Annual Meeting in Carmel last month, the Board asked the Work
Groups to review their leadership for the coming year.

We have completed that process by ascertaining the interest of current chairs
to continue, then asking the group memberships for others interested in
taking on a leadership position. | was pleased to have two new people step
forward. The positions they sought were open, so no balloting was required.

The Work Group Chairs for the next year are as follows. OMS greatly
appreciates the leadership provided by these people.

Governance and Budget Burl Haar, Minnesota
Gail Maly, Wisconsin

Markets and Tariffs Bill Bokram, Michigan
Christine Ericson. lllinois
Modeling Hisham Choueiki, Ohio
Nick Bowden, lllinois
MWDRI Bob Lieberman, lllinois
Regional Planning Jerry Lein, North Dakota

Parveen Baig, lowa

Resources Don Neumeyer, Wisconsin
Andy Satchwell, Indiana OUCC

Transmission Cost Allocation Randy Rismiller, lllinois
Mike Proctor, Missouri



OMS

100 Court Avenue, Suite 218 Phone: 515-243-0742
Des Moines, Iowa 50309 Fax: 515-243-0746
www.misostates.org

Organization af MISO'StatEs

November 13, 2008

Mr. Graham Edwards

CEO

Midwest Independent Transmission System Operator
701 City Center Drive

Carmel, Indiana

Dear Mr. Edwards:

The Organization of MISO States (“OMS”) is sending this letter to express
concerns that it has with the Midwest ISO’s Ancillary Services Market proposal, and to
request that the Midwest 1SO take certain actions in response.

As you know, market design, including market competitiveness, is one of the
three key issues of focus adopted by the OMS at its recent stakeholder meeting in St.
Paul and again at the OMS annual meeting in October. Fair and competitive ancillary
services markets are essential to proper market design as we anticipate that those will
bring significant benefits to the Midwest. The OMS Board believes strongly that such
benefits can best be realized through a stringent and diligent market monitoring
approach. Competitive market design and effective independent market monitoring are
critical to ensure consumers pay just and reasonable rates. However, the OMS Board is
concerned that there exist impediments to market competitiveness two of which must be
immediately addressed in order to realize the benefits of a market structure.

Our concerns are in three general ASM areas: (1) ASM zonal cost allocation, (2)
determination of ASM reference prices, and (3) the involvement of the independent
market monitor (“IMM”) in ASM design, testing, and readiness.

First, the OMS is concerned with the way the Midwest 1ISO will allocate the cost
of ASM services to zones. Under the current approved method, there is still the potential
that, particularly for lower reserve requirements zones, the Midwest ISO has departed
from traditional cost causation cost allocation methods. This could result in an unfair
allocation of costs on some customers within the region. Accordingly, the OMS requests
that the Midwest ISO analyze and report on the results of the cost allocation
methodology one year following the start of the ASM, including the development of
recommendations to enhance the cost allocation method consistent with that suggested
by the OMS in Comments to the Midwest ISO on October 15, 2007, and as the Midwest
ISO agreed to consider on November 6, 2007.

Second, the Midwest ISO'’s tariff continues to lack a detailed explanation about
how the IMM will determine the reference level through the consultative process. The



Mr. Graham Edwards
November 18, 2008
Page 2

benefits of a fair and competitive ASM can only be realized through a strong market
monitoring approach that implements a clear and transparent process of setting
reference levels.

The OMS therefore requests that the Midwest ISO revise its tariff to: (1) provide
additional clarification regarding the Midwest ISO'’s reference level determination
process, both as required in the Commission’s June 23 Rehearing Order and as
discussed herein; (2) make clear the calculation method(s) used when establishing
reference levels as required in the Commission’s June 23 Rehearing Order; and (3)
describe how reference levels will be developed, as promised in the preamble to the
Section 64.1.4.

Finally, the OMS continues to support active involvement of the IMM and use of
his expertise in ASM design, testing, readiness, and on-going operations. The OMS
requests that MISO provide more detailed information regarding how and to what level of
detail the IMM will be involved in operational testing through market launch and daily
operations of the ASM. Modifications to market design including the sharing of ramp
across multiple products may impact market monitor systems and procedures. In
particular, the OMS recommends that, through the process with the readiness advisor
and Energy and Ancillary Services Task Force (EARTF), the Midwest ISO confirm
market monitor readiness more formally through reverification and documentation of one
of the readiness criteria, MMR1 "IMM Certifies Readiness 45 Days Prior to ASM/BA
Launch." We anticipate that these two requests actions could be satisfied through the
EARTF, an additional OMS conference call with the IMM, or both.

We trust that getting the markets right is also an important goal of the Midwest
ISO, and that our recommendations and requests will complement ongoing
improvements already planned towards changes in tariffs, business practices and
procedures.

Thank you for your attention to these matters. The OMS looks forward to hearing
from you, and also working with the Midwest ISO and the Independent Market Monitor
towards resolving these important issues. If you have any questions, please don't
hesitate to ask.

Very truly yours,

Williom H. Suith, V.
William H. Smith, Jr.
Executive Director

cc: David Hadley
David Patton



OMS Markets and Tariffs Work Group Report on Concerns With the Midwest 1ISO
Ancillary Services Market (ASM) — 11/07/08

The OMS Markets and Tariffs Work Group (MTWG) submits this report to the OMS
Board of Directors to highlight details of the MTWG’s remaining concerns with the Midwest
ISO’s proposed Ancillary Services Markets (ASM). This report is intended to provide the OMS
Board with background in support of the MTWG’s recommended action: that the OMS Board
send the attached proposed letter to the Midwest ISO Board of Directors to express these
concerns and to recommend particular Midwest ISO actions in order to improve the Midwest
ISO’s ASM market.

The MTWG has three general concerns regarding ASM: (1) the potential for zonal cost
allocations to stray from cost causation principles, (2) continued lack of detail from the Midwest
ISO concerning the process for determining ASM reference prices, and (3) continued ASM
market power issues, including the need for increased and clarified involvement of the market
monitor in ASM market design and testing.

In support of the proposed letter to the Midwest 1ISO, the MTWG states the following:

A. The Midwest ISO Should Review And Revisit The ASM Reserve Zone Cost Allocation
After One Year Of Market Operation.

Recommendation

The MTWG is concerned with the way the Midwest 1SO will allocate the cost of ASM
services to zones. Accordingly, the MTWG recommends that the OMS request that the Midwest
ISO analyze and report on the results of the cost allocation methodology one year following the
start of the ASM, including the development of recommendations to enhance the cost allocation
method consistent with that suggested by the OMS in Comments to the Midwest ISO on October
15, 2007, and as the Midwest 1SO agreed to consider on November 7, 2007.

Background

In the initial Midwest ISO ASM filing to the Federal Energy Regulatory Commission
(Commission) in February 2007* the Midwest 1SO proposed that the costs of ancillary services
be allocated to load using a market load ratio share method.

The cost of procuring operating reserves can vary by location. Allocating ASM costs on
a market-wide load ratio share basis would not align costs with cost causers. The OMS noted
this zonal cost allocation concern in Comments filed on March 30, 2007, and urged the

! Midwest 1SO initial filing in docket no. ER07-550-000, filed February 15, 2007.
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Commission to require the Midwest 1SO to develop an allocation methodology that recognized
the price differences across the Midwest 1SO footprint.?

In its Guidance Order, issued June 22, 2007, the Commission agreed with the Midwest
ISO that a market-wide allocation of ancillary services costs was reasonable, because regulation
and reserve energy are procured on a system-wide basis in the co-optimization analysis, and
therefore ancillary services are provided for the benefit of the entire market. However, the
Commission encouraged the Midwest ISO to continue discussions with stakeholders on cost
allocation issues in recognition of circumstances that may require refinements to ensure that
costs are allocated based on cost causation principles to the extent possible.®

The Midwest 1SO subsequently invited and considered alternative cost allocation
methods and facilitated analysis and stakeholder consideration of these alternatives. Three cost
allocation methods were explored: (1) the market-wide load ratio share method which had
initially been filed and which allocated the total cost to all load on a total load ratio share basis,
(2) the zonal load ratio share method which allocated the cost of reserves located in a zone to
zonal load on a zonal load ratio share basis, and (3) a hybrid method which incorporated aspects
of both the market-wide load ratio-share method (to reflect market-wide responsibility for the
megawatt amount of reserves to be procured) and the zonal method (to reflect locational
procurement prices).

The cost for ancillary services can be significantly higher for zonal allocations because
zones are created where constraints exist, creating a situation where both the amount and price of
ancillary services inside the zone can be greater. Examples created by the Midwest 1SO showed
that this could cause costs in zones to be multiple times higher than in non zones. This caused
concerns among stakeholders that system constraints could cause them extremely high ASM
costs.* The hybrid method was a compromise to soften the potential cost impact of a zonal
allocation.

In subsequent stakeholder meetings, two hybrid methodologies were developed: the
original hybrid method and the modified hybrid method. The modified hybrid cost allocation
method was supported by a majority of stakeholders. In its September 14, 2007 filing, the
Midwest 1SO proposed the modified hybrid cost allocation method. °

2 Comments of the Organization of Midwest 1SO States and Notice of Intervention, Docket No. ER07-550, March
30, 2007, p. 15.

® Order on Ancillary Service Filing and Providing Guidance, June 22, 2007, P.106. (119 FERC 61,311).

* This was compounded by the Midwest 1SO’s proposal to make such zones subject to daily changes, thus making it
difficult for LSEs to hedge their ASM costs.

® Midwest 1SO, Docket No. ER07-1372-000 filed September 14, 2007
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On October 15, 2007, the OMS filed Comments in support of the modified hybrid cost
allocation method. The OMS noted that this hybrid approach, though a more superior approach
than the Load Ratio Share (LRS) socialization approach included in the original ASM filing,
may not necessarily be the most cost causative approach for allocating ASM costs. As a result,
the OMS urged the Commission to direct the Midwest ISO to analyze the results of the allocation
methodology one year following the start of the ASM market and provide a report to its
stakeholders, broken down into each quarter or timeframe for which the reserve zones were
static, that provides the following: 1) a description of the zones that were created and the dates
the reserve zones were in effect, 2) the average AS cost® for each product in each zone and non-
zone, 3) the average revenues from each zone and non-zone, 4) the reasons the reserve zones
were created, 5) a table showing what each zone and non-zone would have paid under the
original LRS allocation proposal, the August 17, 2007, Market Subcommittee (MSC) approved
hybrid proposal, a pure zonal approach, and 6) what each zone and non-zone paid under the
modified hybrid proposal in the September 14 ASM filing. The OMS further commented that
the Midwest ISO should also include any recommendations it may have as a result of its analysis
to reach its ultimate goal of allocating costs on a cost causation basis to provide better ASM
hedging opportunities for the Market Participants.’

On November 6, 2007, the Midwest ISO expressed appreciation for the comments made
by OMS on this issue and indicated it was open to the suggestion by OMS to analyze and report
on the results of the cost allocation methodology one year following the start of the ASM
including the development of recommendations to enhance the cost allocation method, if
necessary.®

On February 25, 2008, the Commission issued an Order on Ancillary Service Filing. The
Commission determined that both hybrid methods were defective in that they “limited the costs
allocated to the higher reserve requirement zones to the share of zone load to market-wide load,
and shared costs above this level with other zones.” ° In other words, neither method allocated a
fair share of the cost of reserves required in a zone to the load in that zone. High reserve
requirement zones are zones with higher reserve requirements than their load ratio share of
reserves. Constraints prevent the import of sufficient reserves to cover contingencies, so the zone
must carry more reserves than it would if there were no constraints. Low reserve requirement

® Ancillary Service (AS) cost = Market Clearing Price (MCP) multiplied by (*) Cleared Operating Reserves (OR)

" Comments of the Organization of Midwest 1SO States and Notice of Intervention, Docket No. ER07-1372, October
15, 2007, p. 20-21.

8 Motion for Leave to Answer and Answer of the Midwest 1SO, Docket No. ER07-1372, filed November 6, 2007, at
44-45,

° Order on Ancillary Services Filing, 122 FERC 61,172, ( 2008), at 420.
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zones are zones with lower reserve requirements than their load ratio share of reserves.'
Constraints and higher prices cause more reserves to be acquired from outside the zone. The
Commission required the Midwest ISO to file a revised cost allocation that allocated the costs of
reserves in the zone to load in the zone.™

On March 26, 2008, the Midwest ISO submitted a 30-day compliance filing to reflect a
zonal cost allocation method in reserve zones in which the minimum operating reserve
requirement is binding, * thus causing price separation in either the day-ahead or real-time
energy and operating reserve markets. Net operating reserve procurement costs within each
binding settlement zone will be allocated to real-time load, excluding load served under carved-
out grandfathered agreements, within the binding settlement zones. Net operating reserve
procurement costs within the non-binding settlement zones are allocated to all real-time load,
excluding load served under carved-out grandfathered agreements, within the non-binding
settlement zones.*®

On February 25, 2008, the Commission issued an Order Granting in Part and Denying in
Part Rehearing and Granting Clarification. In it, the Commission denied requests for rehearing
of the Commission’s requirement that reserve costs in a zone be allocated to the load in the
14
zZone.

Discussion

While the Midwest ISO’s March 26, 2008, zonal cost allocation method addresses the
higher reserve requirement zone defect identified by the Commission, it raises a concern
regarding lower reserve requirement zones. When a reserve zone is binding, such that the price
for operating reserves is higher in the binding zone than it is in the non-binding zones, operating
reserves will be purchased in the binding zone at the minimum required amount. The remaining
amount of operating reserves will be purchased in the lower priced non-binding zones.

1% Midwest Independent Transmission System Operator, Inc, Order on Ancillary Services Filing, 122 FERC 1 61,172
(2008), [February 25, 2008], P. 414 and 415.

Yd.,, P. 421.

12 A reserve zone is binding when a constraint, such as a transmission line at or above its limit, causes a change in
the dispatch or commitment of one or more electric facilities to meet the reserve zone’s minimum operating reserve
requirements. As a result, lower cost suppliers outside of the zone are unable to provide reserves to satisfy the
requirement and reserves are instead procured at a higher cost from suppliers inside the zone.

3 Midwest Independent Transmission System Operator, Inc., Compliance Filing, March 26, 2008, p. 18-19.

 Midwest 1SO, Order Granting in Part and Denying in Part Rehearing and Granting Clarification, 123 FERC
61,297 (2008) [June 23, 2008], P. 19.



Thus, where a reserve zone is binding and the minimum required operating reserves
needed are less than the zone’s load ratio responsibility for operating reserves, operating reserves
acquired for the zone will likely reside both in the binding zone and in the non-binding zone.
Under this zonal cost allocation method, load in the binding zone will pay only for operating
reserves located in the binding zone., and thus pay less than their fair share. Load in the non-
binding zones will pay for the binding zone’s load ratio responsibility amount that is located in
the non-binding zones, and thus pay for more than their fair share.

It appears that the goals of cost causation and equity among market participants could be
impacted by the structure of this zonal cost allocation. The magnitude of the cost responsibility
shift that will occur, and hence the materiality, is unclear at this time as factors may offset to
some degree.”® An after-the-fact analysis using actual data will therefore be helpful.

B. The Midwest ISO Should Provide More Detail For Determining The Initial Reference
Prices For The ASM

Recommendation

The MTWG finds it disconcerting that the Midwest ISO’s tariff continues to lack a
detailed explanation about how the IMM will determine the reference level through the
consultative process. The MTWG continues to believe that the implementation of a fair and
competitive ASM will bring significant benefits to the Midwest. However, such benefits can
only be realized through a strong market monitoring approach that implements a clear and
transparent process of setting reference levels.

Accordingly, the MTWG recommends that the OMS Board request that the Midwest ISO
revise Section 64.1.4 of its tariff to: (1) provide additional clarification regarding the Midwest
ISO’s reference level determination process, both as required in the Commission’s June 23
Rehearing Order and as discussed herein; (2) make clear the calculation method(s) used when
establishing reference levels as required in the Commission’s June 23 Rehearing Order; and (3)
describe how reference levels will be developed for the first 90 days of the operating reserve
market, as promised in the preamble to the section. The Midwest ISO has a responsibility for
ensuring that its markets operate without the exercise of market power. The Midwest ISO cannot
defer all this responsibility to a third party—not even to the Market Monitor.

Background and Discussion

A properly designed and well functioning ASM should bring significant benefits to the
Midwest. Accordingly, the OMS has been a consistent supporter of the Midwest ISO’s efforts to
design and implement a competitive market for ancillary services. However, the OMS has also

15 As the amount of operating reserves that are required to be located in the zone decreases, the probability of price
separation may also decrease.



consistently expressed strong concerns regarding generator concentration levels in the Midwest
ISO’s footprint, the high potential for exercise of market power in the ASM and the resulting
need for a very strong and active market monitoring approach.'® In particular, the MTWG has
concerns about the vagueness and lack of both transparency and oversight regarding how the
Midwest 1SO sets the reference prices in the ASM."’

The OMS has expressed its concerns on this issue to FERC and requested that the
Commission address the unrestrained flexibility that the reference price-setting provisions of the
Midwest I1SO tariff provide to the generating companies and the undue discretion that those tariff
provisions provide to the IMM regarding the reference price-setting process. In particular, the
OMS expressly recommended that more specificity be injected into the process of establishing
reference prices and that a role be created for state regulators in reviewing both the reference
price-setting process and the reference prices that are established by the IMM.*®

The Commission addressed the reference price issue at Paragraphs 66-74 of its June 23,
2008 Rehearing Order.'®* The Commission specifically stated,

...we grant rehearing with respect to the Midwest ISO’s reference level
determination process. We will require the Midwest ISO to work with its
stakeholders to provide additional clarification regarding the Midwest ISO’s
reference level determination process, including information regarding the types
of data and calculation method(s) used when establishing reference levels using
the consultative process.” To communicate the outcome of this stakeholder
process to the Commission, we will require the Midwest ISO to submit, in a
compliance filing due within 30 days of the date of this order, tariff revisions to
section 64.1.4 to clarify its reference level determination process, or, in the
alternative, a statement explaining why such revisions are unnecessary.”*

In its July 23, 2008, compliance filing, the Midwest ISO did not offer any revisions to
Section 64.1.4 of the tariff. Rather, the Midwest ISO stated,

1 Comments of the Organization of MISO States, Docket No. ER07-1372, at 2; (OMS Comments), Reply
Comments of the OMS Following Technical Conference, Docket No ER07-1372, at 2; and Comments of the
Organization of MISO States, Docket No. ER07-550, at 3

7 OMS Comments, at 4-7.
'8 OMS Comments, at 9-10.
% Midwest Independent Transmission System Operator, Inc., 123 FERC { 61,297 (2008) (June 23 Rehearing Order).

2 \We note that the Midwest ISO states that it will work with its stakeholders to provide additional information
regarding its reference level determination process. See Midwest 1ISO, March 26, 2008 Compliance Filing,
Docket No. ER07-1372-004, at 4.

2! June 23 Rehearing Order, at P 73. (underlining added).
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No revisions to the Tariff are needed because the details on implementation of
this process by the IMM have now been appropriately included in the Midwest
ISO’s Business Practice Manuals (BPMs) and have been addressed in discussions
with stakeholders.?

The additions to the BPM referenced by the Midwest ISO are contained in the recently
added Section 6.7.3 of its Market Monitoring and Mitigation BPM.? This reference to the
Midwest 1SO’s BPMs does not remove the OMS’ concerns, as Section 6.7.3 of the BPM merely
lists the types of data that the IMM may collect—it does not_“clarify” the Midwest ISO’s
“reference level determination process.”

The OMS also notes that the Midwest ISO’s tariff does not explain how the IMM will
determine and decide that the reference level produced through the consultative process is an
accurate representation of the generator’s actual marginal cost. For example, Section 64.1.4.a.iii
of the Midwest I1SO tariff, which describes the consultation process, explains that factors such as
“legitimate risks” and “opportunity costs” will be inputs in calculating the reference level.
However, these terms are, at best, undefined and would effectively provide the IMM with
significant latitude in determining if the risk factors and opportunity costs submitted by a
generator in the setting of the reference price are truly legitimate.

The OMS has commented that the reference levels set by the Midwest ISO in the ASM
must reflect the true marginal cost of service and should continue to do so in these calculations.?
The inclusion of such nebulous terms in the reference level setting process does little to provide
transparency to the consultation process or instill confidence in all parties that the results
produced by the process are accurate. Indeed, the criteria used in developing the reference level
setting process should be consistent for all generators operating in the ASM and not the result of
persuasion or negotiation of individual generators. This transparency is especially critical, given
that these negotiations are taking place between the IMM and the very generators that the IMM
may ultimately be identifying for mitigation.

4

A well defined and transparent reference level setting process is in the best interest of
every Midwest ISO stakeholder — including the generators that participate in the ASM.
Accordingly, for the reasons stated above, the OMS Board should request that the Midwest ISO
direct its IMM to clarify the reference level determination process by providing a specific list of
items that it will consider as legitimate risks and opportunity costs or identify proxies that it will
allow for those items.

22 Midwest ISO July 23 Transmittal Letter, at 4.
2 Midwest 1SO Business Practices Manual No. 009, Section 6.7.3.

2 Reply Comments of the OMS Following Technical Conference, Docket No ER07-1372, at 2.
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C. The Midwest ISO Should Address Market Power Issues And Adequate Involvement Of
The Market Monitor

Recommendation

The Midwest ISO should more formally confirm the IMM’s ASM readiness assessment
through reverification and documentation of one of the readiness criteria, MMR1 "IMM Certifies
Readiness 45 Days Prior to ASM/BA Launch.”

Background and Discussion

Market design, including market competitiveness, is one of the three key issue goal areas
recently adopted by the OMS.*®> Meeting the goal of a well designed and competitive market
means active involvement of the IMM and use of its expertise in ASM design, testing, readiness,
and on-going operations.

To meet that goal, the MTWG believes that the Midwest ISO should assure the OMS that
it and the IMM have the requisite metrics, data, hardware, software, and personnel to effectively
oversee the testing and operations of the ASM. OMS staff did not get adequate information via
the Midwest ISO Energy and Ancillary Services Task Force (EARTF) readiness process to have
confidence that this is happening. The MTWG recommends that the OMS ask the Midwest ISO
to provide more detailed information regarding how and to what level of detail the IMM will be
involved in operational testing through market launch and daily operations of the ASM.

The MTWG also believes that competitive market design and effective independent
market monitoring are critical to ensure consumers pay just and reasonable rates. Market
monitor readiness for implementing the new ancillary services market was officially certified
based on an email from Dr. David Patton dated July 17, 2008. Later modifications to market
design including the sharing of ramp across multiple products may impact market monitor
systems and procedures. Therefore, the Midwest 1ISO should confirm market monitor readiness
more formally through reverification and documentation of one of the readiness criteria, MMR1
"IMM Certifies Readiness 45 Days Prior to ASM/BA Launch."”

The OMS Board letter to the Midwest ISO with the recommendations set forth above will
add weight to these requests and help to facilitate resolution. OMS staff expects to receive
responses through the readiness advisor and Energy and Ancillary Services Task Force (EARTF)
and possibly an additional OMS staff conference call with the IMM. However, details in
responses received to date have been lacking. The MTWG believes that these issues are
significant enough to ensuring a properly functioning ASM market that such further steps are
now advisable.

% The OMS Board of Directors identified three key issue goal areas during its Strategic Retreat on August 19, 2008.
The three key areas are transmission cost allocation, regional planning, and market design and value.
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