
ORGANIZATION OF MISO STATES, INC. 
Board of Directors Meeting Minutes 

June 16, 2004 

NOTE: APPROVED July 8, 2004

Commissioner Susan Wefald, President of the Organization of MISO States, Inc. (OMS), called the June 
16, 2004 Meeting of the OMS Board of Directors to order at the Concourse Hotel in Madison, WI at 
approximately 12:05 p.m. (CDT) The call was also made available to commissioners not present in Madison via 
conference call. The following participated in the meeting: 

Susan Wefald, North Dakota 
Kevin Wright, Illinois 
Steve Gaw, Missouri 
Bob Nelson, proxy for Laura Chappelle, Michigan 
Bert Garvin, Wisconsin 
Diane Munns, Iowa 
Ken Nickolai, proxy for LeRoy Koppendrayer, Minnesota 
Greg Jergeson, Montana 
Robert Garvin, Wisconsin 
David Hadley, Indiana 
Judy Jones, Ohio 
A.W. Turner, proxy for Mark David Goss, Kentucky 
Kim Joyce proxy for Glen R. Thomas, Pennsylvania 
Gary Hanson, South Dakota 

Nebraska absent 
Manitoba absent 

Others present at the meeting or on the call:
Andy Dotterweich   Bill Malcolm - MISO 
Ken Roth - Michigan PSC   Alex DeBoissiere - MISO 
Laura Chappelle - Michigan PSC   Petra Smeltzer - EPSA 
Jan Karlak - Ohio PUC   Cheryl Parrino 
Don Neumeyer - Wisconsin PSC   David Svanda 
Kevin Holtsberry - Ohio PUC   Jim Burg - South Dakota PUC 
Bob Gee   Rich Mathias - PJM  
David Patton - MISO   Julie Voeck -American Transmission  
Judi Cooper - Iowa UB   John Kozyrski - MISO 
Jerry Lein - North Dakota PSC   Matt Lacey - Minnesota DOC 
Bob Burns - NRRI   Larry Landis - Indiana URC 
Patrick Clarey - FERC  

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

Approval of Minutes of the February 25, 2004 OMS Special Board Meeting   
Bert Garvin moved and Ken Nickolai seconded the motion to approve the minutes of the February 25, 2004 
OMS Special Board meeting as distributed by Sec. Bert Garvin.   The minutes were approved by unanimous 
vote of the directors.  



Approval of Minutes of the May 5, 2004 OMS Special Board Meeting
Bert Garvin moved and Kevin Wright seconded the motion to approve the minutes of the May 5, 2004 OMS 
Special Board Meeting as distributed. The minutes were approved by unanimous vote of the directors.  

Approval of Minutes of the May 13, 2004 OMS Board Meeting
Bert Garvin moved and Ken Nickolai seconded the motion to approve the minutes of the May 13, 2004 OMS 
Board Meeting as distributed. The minutes were approved by unanimous vote of the directors. 

Treasurer's Report 
Bob Nelson presented the Treasurer’s Report previously sent by e-mail to OMS board members. 

Cash On Hand 
 To date, OMS has received $350,000 from the MISO and is holding the remaining balance in our 
 interim account at Bank One.  As of May 31, 2004, our balance in the Bank One account was 
 $179,877.74                               

Expenditures to Date 
 Total disbursements for May 2004 were $19,972.17. Total disbursements for the 2004 calendar year 
 are $147,970.90                  

Resumption of Fund Transfers from MISO 
 We have contacted MISO and requested the resumption of the $50,000 monthly wire transfers 
 effective June 15, 2004.  This will be the first installment for the 2004 Fiscal Year.  We are not 
 requesting that any retroactive installment payments be made at this time. 

The OMS Treasurer's report was accepted by unanimous voice vote of directors. 

Review of Actions of the Executive Committee on May 27. 
Discussion of OMS Work that needs to be accomplished through September, so draft timetable could 
be created for June Board meeting. 
President Wefald highlighted agenda items for the June 16 BOD meeting. 
OMS will pay travel expenses for 4-5 people to attend a test run of a training program titled "RTO 101."  
Suggestions for OMS research project with DOE funding. 

1. Comm. Munns suggested a training program for state regulators on background 
information on RTO organizations and their work  

2. Comm Munns will provide a proposal for economists to create an interactive 
computerized model of MISO's Market Rules  

NEW BUSINESS 

Discussion Item 1. OMS Matrix of Capacity Market Designs   
    Presented by Jan Karlak, chair of OMS Resource Adequacy WG 

Jan Karlak presented two items for OMS BOD review.  One, a Gantt Chart which displayed RAWG's work plan 
for the coming year(s).  Two, a matrix which provides modules (PJM model, CRAM model, etc.) and compares 
them with OMS principles.   (see attachments) 

President Wefald asked for questions.  Discussion centered around the question of "Reserves" as described in 
the morning session of the RTO training course:  to keep reserves in a vertically integrated state costs money.   
Jan Karlak asked that this Matrix and Gantt chart be placed on the OMS web site in the RAWG "Work in 
Progress" area. This matrix will be changing. 
Comm. Hadley recognized Jan Karlak for her work group effort for the OMS. 

Discussion Item 2.   Executive Summary on Reactive Power. 
Presented by Jan Karlak, chair of OMS Resource Adequacy WG 



Prepared by RAWG, the Reactive Power white paper (attached) was provided in the form of a power point 
presentation.  Kevin Wright deemed it enormously helpful.  It is a "finding of facts" not an opinion piece.  
While it does not avoid controversy, it offers arguments for and against. 

Action Item 3.   Approval item.  Draft of Timeline for submitting comments on issues in  
   next three months. 

Prepared and presented by OMS Executive Director, Bill Smith 

Referring to this chart (attached), Bill described how the dates and activities were compiled.  He also explained 
that MISO's Reactive Power Filing to FERC is now expected to be made on June 25. Comments are due 21 
days later or July 16. 

Bob Nelson suggested OMS make plans for meeting next week concerning Grandfathered Agreements.  
Comm. Nickolai asked to receive the Timeline draft as soon as possible.  Comm. Munns asked how often the 
timeline would be updated.  Bill Smith answered that the Timeline would be updated frequently and hosted on 
the OMS website.  

Discussion Item 4. President Wefald then introduced MISO CEO Jim Torgerson who 
proceeded to speak on MISO's increased costs.  (Refer to Stakeholder Communication handout 
attached.)
President Wefald asked about the impact on 2004 budget.  How does MISO intend to get a $30 million 
increase for the year 2004?  How much do adders increase next year?  Schedule 10 - no change; Schedule 16 
and 17 will be higher: $0.058 and $0.076; previous estimate to be supplied later.  [On June 21, MISO supplied 
current estimates for Schedule 16 & 17 as $0.045 and $0.058] 

Jim Torgerson will be available on the Executive Committee call June 24 at 2:00 pm (cdt) for questions. 

Discussion Item 5.   Draft of Process for Submitting Future Comments to FERC and MISO 
    Presented by Susan Wefald 

President Wefald explained the attached draft "OMS Process for Approving Position Statements for FERC and 
MISO."

Comm.  Garvin indicated support for those portions of the draft relating to proposed voting processes to 
address concerns expressed by Comm. Wright, Comm. Chappelle and others at the OMS May meeting.  
Comm. Garvin did not support draft language that would limit a state’s ability to bring alternative language to 
the OMS Board.  While stating that every state should try to work through established working groups in 
advance of an OMS Directors’ meeting, Comm. Garvin stated that the proposed process was too cumbersome 
and inflexible since every state should have opportunity to provide an alternative position to OMS Directors.   
In addition, some states lack personnel to participate in every working group established by OMS.  

Commissioner Jones and others discussed the need to establish a voting process first.  Goal of document is for 
OMS to accomplish positions without having to resort to bylaw changes.  Commissioners Garvin and Nelson 
felt the process attempted to do too much.  First adopt procedure on voting issues. 

Comm. Munns disagreed with Comm. Garvin.  She doesn't want language to come to board that hasn't been 
through a working group.  What comes out of WG is the consensus position.  Comm. Wright commended  
President Wefald on her attempt to deal with the process. (OH, IL and MI have administrative constraints on 
their own state commissions before voting.)  Comm. Nickolai felt that the WG process is to inform the board of 
an issue.  Comm. Gaw felt the WG's should be balanced with equal representation from each state 



commission. Others felt that is not workable. Comm. Chappelle has concerns about the process; but feels we 
must have trust in the system and avoid game playing. 

President Wefald thanked everyone for their input and requested ideas concerning the voting process be sent 
to her attention.   She plans to report on voting issues in July. 

Discussion Item 6. Representation of Regional Interests to MISO Advisory Committee. 
   Presented to board by Bob Nelson, Michigan. 

Request by Comm. Chappelle for OMS  representation to the  MISO A/C be regionally balanced.  Michigan is 
not wed to any proposal, just wants to promote balance among the regulatory reps.  Nominating committee 
should be given information on the process.   

Comm. Hadley requested that nominations be earlier than December.  To vote in December, nominations must 
be brought forward in July or August.  Comm. Chappelle suggested a staggered term - so three new reps are 
not brought on at the same time.  She suggested Guidelines be presented to the Nominating Committee. ( 
FYI: Greg Jergeson chairs Nominating Committee. Other members include Kevin Wright, Illinois and Judy 
Jones, Ohio.)  The nominating committee is to present their slate in August.  According to the bylaws, the 
secretary and VP of OMS are also on the MISO Advisory Committee.  The bylaws also require two officers from 
east of the Mississippi and two officers from west of the Mississippi.  Comm. Munns requested historic 
information on the nominating process from the Executive Director. 

Discussion Item 7 - Planning and Siting Principles - Klaus Lambeck's report was moved to the 
OMS BOD Meeting in July. 

Administrative Update:   Executive Director's Report - Bill Smith 

Bill Smith provided highlights from his report, presented in its entirety below: 

FERC Activity
1. MISO Transmission and Energy Market Tariff – Docket No. ER04-691 

FERC’s order was issued May 26.
Market start is pushed back to March 1, 2005  
The order establishes a fast-track proceeding to resolve grandfathered agreements.  Contract details 
must be reported by June 25.  Hearings will run from June 28 to July 23.  The Administrative Law 
Judges will report their findings to the FERC open meeting July 28.   
It strongly urges consensual resolutions. These must be completed by July 27.  
The FTR allocation process begins October 1.  

2. Through and Out Rates – Docket No. EL02-111-004 
Transmission owners of MISO and PJM are meeting steadily to review rate design alternatives.   
They will report their recommendations to ALJ Wagner on June 25.  
Their Long-Term Pricing Proposals will be available to stakeholders on July 1.   
Combined regional stakeholder meetings will be held  
o July 12, 2004, in Carmel, Indiana 
o August 12, 2004, in Baltimore, Maryland 
o September 13, 2004, in Carmel, Indiana.   

MISO Activity
1. Our stalwart proxies of Mike Proctor, David Sapper, and John Harvey will be at the Advisory Committee 

meeting in Carmel on June 16. 
2. Sherman Elliott, previously of the Illinois Commission staff, has joined MISO’s state relations team. 

OMS Activity:



1. Responses to the NRRI questionnaire are requested by June 18.   
2. Bill responded to inquiries from the PJM states about formation of a regional state committee. 
3.  Bill presented an update on the application of OMS request of the IRS for 501 (c) 4 status. 

Public Relations
1. Recent presentations and meetings 

May 21 – Bill attended a meeting of the Nebraska Power Review Board and briefed them on recent 
MISO and OMS activities.  Members of the PRB serve part-time and value information to help their 
work.  Executive Director Tim Texel has attended MISO and OMS functions and will continue to act as a 
bridge to inform his board about regional issues.  
May 25 – Bill attended the NECPUC meeting and was on a panel with PJM and NE-ISO reviewing 
developments of regional state committees.  The New England states hope to file their proposal with 
FERC soon.  
June 7 – Bill met with Chairman Graham Lane and Executive Director Gerry Barron of the Manitoba 
Public Utilities Board.  Development of the MISO market is important to Manitoba Hydro’s strategies 
and they understand the need to follow regional market issues.  They plan to be involved in OMS 
activities consistent with their staff resources.  

2. Pending speaking/meeting invitations: 
June 15 – PJM directors and management representatives.  
June 28 – MISO staff will visit OMS office.  
July 12-13 – Sessions at NARUC with Electricity Committee (Susan Wefald to present)  and Staff 
Subcommittee on Executive Management  
August 9 – Northwest Ontario Electricity Distributors Association:  This invitation conflicts with vacation 
plans, so Bill needs a substitute for this Monday meeting at Kenora, Ontario.  Great fishing and great 
weather are assured.
September 14 or 15 – Coalition of Midwest Transmission Customers in conjunction with MISO A/C 
meeting.  

ANNOUNCEMENTS

Comm. Garvin requested legal support to be discussed at the next Executive Committee meeting. 

Next Executive Committee Meeting is scheduled for Thursday June 24 at 2:00 pm (cdt) 

Next Regular OMS Board Meeting will be held on July 8. 

OMS Business Meeting adjourned at approximately 2:15 pm (cdt) 

OMS Business Meeting was followed by a presentation by MISO's Market Monitor - David Patton. 
Because of time limitation, Bob Burns's presentation on State Regulatory Tune-ups will be distributed 
later.

OMS Board of Directors Meeting adjourned at 3:00 pm. (cdt) 



OMS BOD Mtg - June 16, 2004 Treasurers Report1 

Organization of MISO States 
 Report of the Treasurer 

Laura Chappelle, Michigan PSC 
to the

Board of Directors 
June 16, 2004 

Report for May 2004

Cash on Hand 

To date, we have received $350,000 from the MISO and are holding the 
remaining balance at Bank One.  As of May 31, 2004, our balance in the Bank 
One account was $179,877.74.

Expenditures to Date 

Total disbursements for May 2004 were $19,972.17. Total disbursements for the 
2004 calendar year are $147,970.90.

Resumption of Fund Transfers from MISO 

We have contacted MISO and requested the resumption of the $50,000 monthly 
wire transfers effective June 15, 2004.    This will be the first installment for the 
2004 Fiscal Year.  We are not requesting that any retroactive installment 
payments be made at this time.

Credit Card Transactions 

As you may have noticed on the monthly spreadsheets, payments made to Bank 
One reflect the charge card payments.  The charge card is predominately used 
by the OMS Staff for Travel and Office Supplies. 



TREASURER'S REPORT
Organization of MISO States (OMS)

May 31, 2004
5/31/2004

Commercial Checking with Interest TOTALS

Beginning Balance as 5/1/04 199,811.97$

5/28/04 Interest Payment 37.94
Total Deposits 37.94$          

Checks and Charges
Date Check # Descriptions

5/6/04 1391 100 Court Investors LLC/OMS Rent, Parking, Carpet & Painting 2,613.67 (1)

5/6/04 1392 MISO TEMT Conf.& March Advisory Mtg (March 10-11 & 17)/IA 11.00

5/6/04 1393 April Advisory Mtg /WI 610.24

5/10/04 Paychex, Inc 77.05

5/13/04 1394 InterCall- April Conference Calls 413.74

5/13/04 1395 Travel Advance-IA 500.00

5/18/04 1396 DWX Internet - June 35.00

5/18/04 1397 Infomax Office Systems, Inc. (June Copier Rental) 170.66

5/18/04 1398 Bank One- Credit Card Payment 1,610.06

5/18/04 1399 Qwest - OMS Fax & Phone 202.62

5/18/04 1400 Car Rental/ED 67.45 *

5/27-28/04 May Payroll (inc. Employer & Employee taxes) 13,660.68
Total Checks and Charges 19,972.17

Net Activity (19,934.23)

CHECKING ACCOUNT BALANCE  5/31/04 179,877.74$

Notes: * Indicates that check was still outstanding at the time the Bank Account was reconciled.
(1) Carpet/Painting Improvements for office space/OMS portion totaled $1,739.46.

OMSBODMtg-June16,2004TreasurersReport2



OMS Executive Director Report 
To Board of Directors June 16, 2004 

FERC Activity
1. MISO Transmission and Energy Market Tariff – Docket No. ER04-691 

FERC’s order was issued May 26.
Market start is pushed back to March 1, 2005
The order establishes a fast-track proceeding to resolve grandfathered 
agreements.  Contract details must be reported by June 25.  Hearings will run 
from June 28 to July 23.  The Administrative Law Judges will report their 
findings to the FERC open meeting July 28.   
It strongly urges consensual resolutions. These must be completed by July 27.  
The FTR allocation process begins October 1.  

2. Through and Out Rates – Docket No. EL02-111-004 
Transmission owners of MISO and PJM are meeting steadily to review rate 
design alternatives.
They will report their recommendations to ALJ Wagner on June 25.  
Their Long-Term Pricing Proposals will be available to stakeholders on July 1.   
Combined regional stakeholder meetings will be held  
o July 12, 2004, in Carmel, Indiana 
o August 12, 2004, in Baltimore, Maryland 
o September 13, 2004, in Carmel, Indiana.   

MISO Activity
1. Our stalwart proxies of Mike Proctor, David Sapper, and John Harvey will be at the 

Advisory Committee meeting in Carmel on June 16. 
2. Sherman Elliott, previously of the Illinois Commission staff, has joined MISO’s state 

relations team. 

OMS Activity:
1. Responses to the NRRI questionnaire are requested by June 18.
2. I have responded to inquiries from the PJM states about formation of a regional state 

committee. 

Public Relations
1. Recent presentations and meetings 

May 21 – I attended a meeting of the Nebraska Power Review Board and briefed 
them on recent MISO and OMS activities.  Members of the PRB serve part-time 
and value information to help their work.  Executive Director Tim Texel has 
attended MISO and OMS functions and will continue to act as a bridge to inform 
his board about regional issues.



May 25 – I attended the NECPUC meeting and was on a panel with PJM and NE-
ISO reviewing developments of regional state committees.  The New England 
states hope to file their proposal with FERC soon.
June 7 – I met with Chairman Graham Lane and Executive Director Gerry Barron 
of the Manitoba Public Utilities Board.  Development of the MISO market is 
important to Manitoba Hydro’s strategies and they understand the need to follow 
regional market issues.  They plan to be involved in OMS activities consistent 
with their staff resources.

2. Pending speaking/meeting invitations: 
June 15 – PJM directors and management representatives.  
June 28 – MISO staff will visit OMS office.  
July 12-13 – Possible sessions at NARUC with Electricity Committee and Staff 
Subcommittee on Executive Management  
August 9 – Northwest Ontario Electricity Distributors Association:  This 
invitation conflicts with vacation plans, so I need a substitute for this Monday 
meeting at Kenora, Ontario.  I am assured of great fishing and great weather.
September 14 or 15 – Coalition of Midwest Transmission Customers in 
conjunction with MISO A/C meeting.  



The National
Regulatory
Research Institute

State
Regulatory
Tune-Up



State Regulatory Tune-Up
for Presentation & Discussion
at the Organization of MISO 
States Meeting

Robert E. Burns, Esq.
The National Regulatory Research Institute
Madison, Wisconsin
June 16, 2004



The National Regulatory 
Research Institute

Established in 
1976 at the Ohio 
State University
Official research 
arm of the National 
Association of 
Regulatory Utility 
Commissioners
Works closely with 
NMSU and 
Michigan State 
University



Governance

A Board of Directors primarily 
composed of state directors or 
commissioners:  They select NRRI 
projects
A Research Advisory Committee 
composed of state staff: They 
recommend projects to the Board



Board of Directors
Carol J. Murphy
Chair, NRRI Board of Directors
Commissioner,  NJ Board of Public 

Utilities
Ronda Hartman Fergus
Commissioner, Public Utilities 
Commission of Ohio
Irma Muse Dixon
Commissioner, Louisiana Public Service 
Commission
Karen L. Connor
President/CEO, Connor 
Communications, Inc
Steve Fetter
President, Regulation Unfettered 
Charles D. Gray 
Executive Director, National Association 
of Regulatory 
Utility Commissioners
Billy Jack Gregg
Director, Consumer Advocate Division
West Virginia Public Service 
Commission
Edward C. Hurley
Chair, Illinois Commerce Commission

W. Robert Keating
Commissioner, Massachusetts 
Department of Telecommunications and 
Energy
Susan P. Kennedy
Commissioner, California Public Utilities 
Commission
Todd Stewart, Ph.D.
Director of Programs for International 
and Homeland Security, The Ohio State 
University
Diane Munns
Chair, Iowa Utilities Board
Marilyn Showalter
Chair, Washington Utilities and 
Transportation Commission
David B. Smith, Ph.D.
Director, Center for Public Utilities
New Mexico State University
Glen R. Thomas 
Commissioner
Pennsylvania Public Utility Commission 
James Williams, Ph.D. 
Dean, College of Engineering 
The Ohio State University 



Research Advisory Committee
David Lynch
Chair, NRRI Research Advisory 
Committee
Iowa Utilities Board

Bob Harding
Minnesota Public Utilities Commission

Cheryl Walker-Davis
Pennsylvania Public Utility 
Commission

Ronald LeComte 
Massachusetts DTE

Beth Herriman
Indiana Utility Regulatory Commission

Nick Garcia
Washington UTC

George Scott Morris
Alabama Public Service Commission

Roy Ericson
North Carolina Utilities Commission

Peter Pescosolido
Connecticut Department of Public 
Utility Control

Barbara Hale
California Public Utilities Commission

Matt Rowell
Arizona Corporation Commission

Robert Norcross
Wisconsin Public Service Commission



NRRI Products and Services
For NARUC, we provide: 

Objective, multi-disciplinary research and 
analysis
Information, often through surveys of the 
states
Training, facilitation and support of 
strategic planning and organizational 
change

We also provide customized research 
and service to state commissions and 
others under contract



Examples of NRRI Projects

Electricity reliability survey
State broadband programs
Consumer representation in a 
restructured utility environment
Blue Pages
Transmission siting survey for OMS



THESIS: State Regulators Should
Re-evaluate Their Ratemaking 
Procedures

To assure that regulation continues to 
fulfill its intended objectives as 
regional wholesale markets become 
effective in 2005
Four issue areas are ripe for re-
evaluation



THESIS - continued

Issue Area #1: Changes in O&M 
accounts
Issue Area #2: Changes in rate base 
accounts
Issue Area #3: Changes in fuel 
adjustment or purchase power 
accounts
Issue Area #4: Other transmission 
related cost issues



Issue Area #1: Changes to 
O&M Accounts

Some MISO costs will be eligible for 
inclusion in base rates.  To the extent 
that these are new costs, they will tend 
to raise revenue requirements.
Do some/many of these MISO costs 
offset existing costs of the jurisdictional 
utility?  Can these be identified?  Can 
some of the new costs be offset or 
reduced?



Issue Area #1 - continued

Wholesale rate revenues will tend to 
increase, assuming an increase in 
interchange transactions
Treatment of wholesale revenues 
varies from state-to-state
Each state might desire to do a self-
examination of what the effect of 
increased wholesale rate revenues



Issue Area #1 - continued

Are wholesale revenues imputed in past 
rate cases?
Are wholesale revenues a profit item? Is 
the growth of wholesale revenues a profit 
item between rate cases?
Are wholesale revenues credited against 
cost of service?  Should projected 
increased revenues offset new costs that 
are otherwise eligible for base rates?



Issue Area #1 - continued

Are jurisdictional (or other) cost 
allocations made based on wholesale 
revenues (the proportion of wholesale 
revenues to overall revenues?
DISCUSSION



Issue Area #2: Changes in 
Rate Base Accounts

New transmission investment will tend 
to increase rate base
Should all or a portion of this investment 
be included in retail rate base?  what 
criteria should be used to determine 
this?  Who benefits from a private 
investment in a public good? 



Issue Area #2 - continued

Does new transmission investment 
bring with it higher risk elements to 
bear?  Would it require a higher 
return on equity than is in the current 
roe?  What are the effects of FERC’s 
transmission incentive rates?
DISCUSSION



Issue Area #3: Changes in Fuel 
Adjustment and Purchase Power 
Adjustment Accounts

With an increase in wholesale 
transactions, it is presumed that the 
generating and fuel costs used for direct 
sales will decrease.  How are fuel costs for 
resale generation treated?
Purchase power costs will tend to increase 
as more interchange transactions are 
made.  Are these costs included with fuel 
costs in the adjustment clause?



Issue Area #3 - continued

Total energy supply costs should be 
lower with robust wholesale markets.
Are increases in purchase power costs 
offset by decreases in retail generation 
costs?



Issue Area #3 - continued

Does the current regulatory treatment 
lead to double recovery of fuel and 
generation costs?  Does the current 
regulatory treatment bias the 
selection of the utility to self-generate 
in preference to sell on the wholesale 
market or to sell on the wholesale 
market instead of self-generate? See 
NRRI Report #91-13.



Issue Area #3 - continued

Total electricity supply costs should be 
lower in a robust wholesale market.  Is 
the reduction in supply costs offset by 
new or increased MISO costs?  Has 
reliability increased?
DISCUSSION



Issue Area #4: Other Cost 
Issues

Allocation and treatment of 
transmission costs
Allocation and treatment of 
transmission revenues
Treatment of FTR costs and revenues
Variable costs under MISO schedules
DISCUSSION



Independent Market Monitoring of the Independent Market Monitoring of the 
Midwest ISO Electricity MarketsMidwest ISO Electricity Markets

Presented to:Presented to:

Organization of MISO States Organization of MISO States 

David B. Patton, Ph.D.David B. Patton, Ph.D.
Potomac EconomicsPotomac Economics

June 16, 2004June 16, 2004



The Focus of Market MonitoringThe Focus of Market Monitoring

•• Deregulation is premised on the benefits of replacing price reguDeregulation is premised on the benefits of replacing price regulationlation
with competitive forces to guide generation and transmission usawith competitive forces to guide generation and transmission usagege
and investment decisions.and investment decisions.

•• In deregulating wholesale markets, FERC has relied on market In deregulating wholesale markets, FERC has relied on market 
monitoring and mitigation to address market power concerns.monitoring and mitigation to address market power concerns.

•• Consistent with the CommissionConsistent with the Commission’’s SMD requirements, the Market s SMD requirements, the Market 
Monitor identifies:Monitor identifies:

Flaws in market rules that create inefficiencies or gaming Flaws in market rules that create inefficiencies or gaming 
opportunities;opportunities;
Efficiency improvements;Efficiency improvements;
Market power abuses;Market power abuses;



Independent Market MonitoringIndependent Market Monitoring

•• Market efficiency and market power generally receive equal Market efficiency and market power generally receive equal 
monitoring attention monitoring attention –– contrary to the assumption of most that contrary to the assumption of most that 
market power is the primary focus.market power is the primary focus.

•• Independence of the Market Monitor from the RTO is important dueIndependence of the Market Monitor from the RTO is important due
in part to its role in monitoring the RTOin part to its role in monitoring the RTO’’s operations.s operations.

•• The Midwest ISO maintains this independence by retaining an The Midwest ISO maintains this independence by retaining an 
Independent Market Monitor (Independent Market Monitor (““IMMIMM””) to perform the monitoring.) to perform the monitoring.

Potomac Economics serves as the Midwest ISOPotomac Economics serves as the Midwest ISO’’s IMM.s IMM.

We report to FERC and the MISO Board of Directors.We report to FERC and the MISO Board of Directors.

•• We have been monitoring the current markets in the Midwest We have been monitoring the current markets in the Midwest 
while preparing to monitor and mitigate the Day 2 markets.while preparing to monitor and mitigate the Day 2 markets.



Market Monitoring ActivitiesMarket Monitoring Activities

•• The monitoring function includes:The monitoring function includes:
RealReal--time screening and analysis to identify circumstances that time screening and analysis to identify circumstances that 
require further investigation.require further investigation.
Investigations of market operations or conduct identified Investigations of market operations or conduct identified 
through the daily screening or complaint processes.through the daily screening or complaint processes.
Periodic analysis and reporting;Periodic analysis and reporting;

•• The screening and investigations rely primarily on data from theThe screening and investigations rely primarily on data from the
RTO.RTO.

•• The market monitor also has the authority to obtain confidentialThe market monitor also has the authority to obtain confidential
data from participants.data from participants.



RealReal--Time Market MonitoringTime Market Monitoring

•• Effective realEffective real--time market monitoring requires that data be received time market monitoring requires that data be received 
and analyzed continuously (we receive data every 15 minutes).and analyzed continuously (we receive data every 15 minutes).

•• This form of monitoring will be much more active under the This form of monitoring will be much more active under the 
centralized Day 2 markets centralized Day 2 markets –– software is being developed now.software is being developed now.

•• The key to differentiating between market power and scarcity is The key to differentiating between market power and scarcity is toto
determine whether resources are being withheld from the market:determine whether resources are being withheld from the market:

Physical withholding Physical withholding –– withdrawing or derating an economic unit.withdrawing or derating an economic unit.

Economic withholding Economic withholding –– raising a generator bid so as not to run or raise raising a generator bid so as not to run or raise 
the clearing price.the clearing price.

•• The realThe real--time monitoring also seeks to identify market design flaws time monitoring also seeks to identify market design flaws 
that can create inefficient or perverse incentives.that can create inefficient or perverse incentives.



Analysis of Market PerformanceAnalysis of Market Performance

•• This periodic analysis would include an annual report filed withThis periodic analysis would include an annual report filed with thethe
FERC that would contain:FERC that would contain:

An assessment of the overall performance of the RTO markets;An assessment of the overall performance of the RTO markets;
Recommendations for changes in the market rules or other provisiRecommendations for changes in the market rules or other provisionsons
to improve the efficiency of the market; andto improve the efficiency of the market; and
An evaluation of the conduct of market participants and An evaluation of the conduct of market participants and 
recommendations regarding modifications to the mitigation recommendations regarding modifications to the mitigation 
measures.measures.

•• The monitoring process would also include the receipt of complaiThe monitoring process would also include the receipt of complaintsnts
from market participants, government agencies, and the RTOs.from market participants, government agencies, and the RTOs.



Mitigating Market PowerMitigating Market Power

•• Market power is the ability to profitably raise the price of a pMarket power is the ability to profitably raise the price of a product;roduct;

•• The first and best form of mitigation is to address the structurThe first and best form of mitigation is to address the structuralal
characteristics of the market:characteristics of the market:

Promoting transmission investments to reduce congestion and Promoting transmission investments to reduce congestion and 
associated locational market power;associated locational market power;
Remove barriers to investment in new generation;Remove barriers to investment in new generation;
Facilitating demandFacilitating demand--side participation in the market; andside participation in the market; and
Divestiture Divestiture –– reducing concentration of supply ownership.reducing concentration of supply ownership.

•• Even with the structural mitigation, market power concerns may sEven with the structural mitigation, market power concerns may stilltill
justifyjustify ““behavioralbehavioral”” mitigation.mitigation.

•• Behavior mitigation includes measures that restricts a supplier Behavior mitigation includes measures that restricts a supplier from from 
exercising market power.exercising market power.



Role of the States in Market MonitoringRole of the States in Market Monitoring

•• The State Commissions and FERC are both primary customers and The State Commissions and FERC are both primary customers and 
strategic partners for the market monitor.strategic partners for the market monitor.

•• As customers, states have obligations that depend crucially on As customers, states have obligations that depend crucially on 
monitoring:monitoring:

Approving wholesale power costs billed to retail customers;Approving wholesale power costs billed to retail customers;
SitingSiting new generation and transmission projects;new generation and transmission projects;
Fostering the development of distributed generation and demand Fostering the development of distributed generation and demand 
response; andresponse; and
Regulating (or deregulating) retail markets, including asset Regulating (or deregulating) retail markets, including asset 
divestiture in some cases.divestiture in some cases.

•• Most states do not have the resources to duplicate the market Most states do not have the resources to duplicate the market 
monitormonitor’’s analyses, nor would it be efficient to do so.s analyses, nor would it be efficient to do so.



Role of the States in Market MonitoringRole of the States in Market Monitoring

•• However, the states can leverage the resources of the market However, the states can leverage the resources of the market 
monitor to satisfy these obligations.monitor to satisfy these obligations.

We will provide information to states related to market We will provide information to states related to market 
performance, as well as any market power or gaming concerns.performance, as well as any market power or gaming concerns.

In addition, states should have the opportunity to request In addition, states should have the opportunity to request 
investigations of specific conduct or market events.investigations of specific conduct or market events.

•• The monitor must be accessible to the states The monitor must be accessible to the states –– processes to ensure processes to ensure 
good communications are valuable.good communications are valuable.

We plan to have regular meetings with the states (e.g., quarterlWe plan to have regular meetings with the states (e.g., quarterly or y or 
semisemi--annually) to report on the performance of the Day 2 markets.annually) to report on the performance of the Day 2 markets.

In addition, we will be notifying states and meeting via In addition, we will be notifying states and meeting via 
teleconference when we detect significant market issues.teleconference when we detect significant market issues.



Role of the States in Market MonitoringRole of the States in Market Monitoring

•• As partners, the states provide key capabilities to: As partners, the states provide key capabilities to: 

Remedy issues raised by the market monitor;Remedy issues raised by the market monitor;

Improve the incentives of jurisdictional utilities and the overaImprove the incentives of jurisdictional utilities and the overallll
performance of the market;performance of the market;

•• Whether as customers or partners, states need access to informatWhether as customers or partners, states need access to information.ion.
We have worked with OMS to develop tariff provisions that allow We have worked with OMS to develop tariff provisions that allow 
us to share confidential findings and information.us to share confidential findings and information.

If approved, even states that cannot protect confidential informIf approved, even states that cannot protect confidential informationation
will be able to participate in meetings and conference calls witwill be able to participate in meetings and conference calls with the h the 
IMM where confidential findings are discussed.IMM where confidential findings are discussed.



Summary of Current Monitoring ActivitiesSummary of Current Monitoring Activities

•• Monitoring current wholesale markets and transmission patterns:Monitoring current wholesale markets and transmission patterns:
Tracked trends in transmission reservation requests;Tracked trends in transmission reservation requests;
Evaluated TLR patterns in the MISO region;Evaluated TLR patterns in the MISO region;
Investigated transmission hoarding through abuses in the requestInvestigated transmission hoarding through abuses in the request andand
confirmation process; andconfirmation process; and
Evaluated events surrounding August blackout, including claims oEvaluated events surrounding August blackout, including claims off
manipulation.manipulation.

•• Produced the 2002 and 2003 State of the Market Reports.Produced the 2002 and 2003 State of the Market Reports.

•• Developed a Midwest ISO generator database, mapping key fields Developed a Midwest ISO generator database, mapping key fields 
from a) transmission planning and modeling systems; b) operationfrom a) transmission planning and modeling systems; b) operationss
systems;  c) customer registration system; and d) public data sosystems;  c) customer registration system; and d) public data sources.urces.



Summary of Day 2 Market PreparationsSummary of Day 2 Market Preparations

•• Developed software for Day 2 monitoring and mitigation.Developed software for Day 2 monitoring and mitigation.
Mitigation software will run as part of the realMitigation software will run as part of the real--time Day 2 time Day 2 
market software on MISO servers market software on MISO servers ---- currently in testing.currently in testing.
Data interfaces and protocols were developed to automatically Data interfaces and protocols were developed to automatically 
query the MISO systems and data to the IMM.query the MISO systems and data to the IMM.
Monitoring software was developed to: Monitoring software was developed to: 

–– Continuously receive market and operations data, Continuously receive market and operations data, 
–– Conduct screens and perform other analyses, andConduct screens and perform other analyses, and
–– Produce automated market monitoring reports.Produce automated market monitoring reports.

•• Reviewed and provided comments on the proposed markets rules.Reviewed and provided comments on the proposed markets rules.



Summary of Day 2 Market PreparationsSummary of Day 2 Market Preparations

•• Continued working with participants, states and MISO to finalizeContinued working with participants, states and MISO to finalize thethe
proposed mitigation measures.proposed mitigation measures.

Produced a market power analysis supporting the definition of ceProduced a market power analysis supporting the definition of certainrtain
mitigation parameters.mitigation parameters.

•• Worked with MISO and PJM in developing provisions to address theWorked with MISO and PJM in developing provisions to address the
configuration and seams issues raised in the 2002 Report.configuration and seams issues raised in the 2002 Report.

•• Hired onHired on--site staff to augment IMM team, consisting professionals site staff to augment IMM team, consisting professionals 
with expertise in with expertise in economics, electrical engineering, math and economics, electrical engineering, math and 
statistics, and software development/programming.statistics, and software development/programming.

Staffing levels are sufficient for Day 2 monitoring activities.Staffing levels are sufficient for Day 2 monitoring activities.
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David B. Patton is the President of Potomac Economics, which speDavid B. Patton is the President of Potomac Economics, which specializes in economic cializes in economic 
consulting to clients in the electricity and natural gas industrconsulting to clients in the electricity and natural gas industries.  Potomac Economics has ies.  Potomac Economics has 
been engaged by the Midwest ISO to be their Independent Market Mbeen engaged by the Midwest ISO to be their Independent Market Monitor, responsible for onitor, responsible for 
identifying and remedy flaws in the market design or attempts toidentifying and remedy flaws in the market design or attempts to exercise market power.  He exercise market power.  He 
also serves as a Market Advisor for the New York ISO, ISO New Enalso serves as a Market Advisor for the New York ISO, ISO New England, and ERCOT.gland, and ERCOT.

In addition to monitoring electricity markets, Dr. Patton providIn addition to monitoring electricity markets, Dr. Patton provides strategic advice, analysis es strategic advice, analysis 
and expert testimony on deregulation, transmission pricing, asseand expert testimony on deregulation, transmission pricing, asset valuation, market design, t valuation, market design, 
and competitive issues.  He has provided expert testimony or anaand competitive issues.  He has provided expert testimony or analysis in a number of lysis in a number of 
horizontal and vertical utility mergers, antitrust cases, wholeshorizontal and vertical utility mergers, antitrust cases, wholesale market design matters, and ale market design matters, and 
rate proceedings before the FERC, state regulatory agencies, therate proceedings before the FERC, state regulatory agencies, the Department of Justice, and Department of Justice, and 
the Federal Trade Commission.  the Federal Trade Commission.  

Prior to consulting, Dr. Patton served in the Office of EconomicPrior to consulting, Dr. Patton served in the Office of Economic Policy at the FERC where he Policy at the FERC where he 
advised the Commission on policy issues ranging from transmissioadvised the Commission on policy issues ranging from transmission pricing and open access n pricing and open access 
to mergers and market power.  He has published and spoken on a bto mergers and market power.  He has published and spoken on a broad array of topics related road array of topics related 
to emerging competitive electric markets, including transmissionto emerging competitive electric markets, including transmission congestion and pricing, risk congestion and pricing, risk 
management and market power.management and market power.


