Draft October 21, 2002
For Ancillary Services Task Team Member Review

NOTES FROM OCTOBER 17,2002 MEETING AND

OCTOBER 18, 2002 CONFERENCE CALL OF THE

ANCILLARY SERVICESTASK TEAM (formed under the RTO West
Stage 3 Market Design Work Group)

[Prepared by Sarah DennisonLeonard]
Attendance:

Various members of the Market Design Work Group were present a the Ancillary Services Task
Team meseting on October 17 (no attendance taken)

Present for the conference cdl on Friday, October 18 were: Marty Downey (PG& E Nationa
Energy Group), Jon Kaake and Paul Kroger (PacifiCorp), Warren Clark (Avista), Rohan Soulsby
(BC Hydro), Marc Donadson (NorthWestern), Ron Schellberg (Idaho Power), Mike Ryan
(Portland Generd), Fran Halpin (Bonneville), Paul Schmidt (Sierra Pacific and Nevada Power),
Steve Johnson (Puget Sound Energy), and Sarah DennisonLeonard (RTO West Coordinating
Team)

What we worked on at the meeting and on the conference cdl:;

1. Review of additiona assignments and scope issues raised during October 16, 2002 Market
Design Work Group mesting

2. Review of initid draft description of the framework of agreements or tariff provisions that
relate to supply or use of ancillary services

3. Discusson of additiond conceptud suggestions concerning how to define ancillary services
requirements, both from a supplier (Interconnected Operations Services or “10S’)
perspective and from a customer perspective

4. Review and provide feedback on preliminary first draft of description of requirements for
those supplying 10S

5. Discusson of how to ded with “zond” condraints affecting ddiverability of capacity-based
ancillary services and in particular, straw proposa and spreadsheets prepared by Mike Ryan

6. Statuscheck on work progress
7. Resolution of Ancillary Services Task Team Leadership

8. Assgnments and next mestings
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What we plan to work on at our next mesting (and when):

Next meeting:
= TheAncillary Services Task Team will meet next on the morning of Thursday,
October 24 assuming current plans for the full Market Design Work Group mesting
(only on October 23) stay in effect
=  Evenif we meet on October 24, we will o reserve the possibility of having an
additional telephone conference cal on Friday morning, October 25 from 9:00 —
11:00 am. (Pecific Time)
Preliminary agenda for next meeting:
A. Review revised draft of technicd requirements for those |OS suppliers
B. Review preiminary draft of proposed parameters for IOS supplier bids

C. Decide on further tasks and assgnments

Summary of meeting and conference cdl reaults:

1. Review of additional assgnments and scope issuesraised during October 16, 2002
Market Design Work Group meeting

During the Market Desgn Work Group mesting, the following issues were designated for the
Ancillary Services Task Team to address (please note that some of these overlap with issues
dready identified within the Ancillary Services Task Team's current scope):

0 Conceptud explanation of how the |0S markets work and how they intersect with self-
tracking

0 Explain whether loads and generation of sdlf-trackers are subtracted from RTO West's
AGC cdculations [Ray Brush and Warren Clark volunteered to prepare a paper on this
question]

0 ldentify the information and operationd characteritics that suppliers wishing to
participate in the |OS market will need to provideto RTO West

0 What should be our recommendations concerning RTO West' s procurement of resources
to meet its obligations as ancillary services provider-of-last resort obligationsif RTO
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West wishes to look beyond the Day-Ahead and Real- Time markets to obtain supplies?
(RTO West's dbility to purchase IOS in forward markets)

0 Canthere be fewer markets for 10S supply than the 12 types of 10S that were defined in
the Stage 2 filing?

o Canregulation, load following, and other capacity-based 10S be supplied from outside
the RTO West control area boundary? (Thiswould cover both “idand” systemsthat are
entirely surrounded by the RTO West areaas well as externd, adjacent systems such as
WestConnect and the Cdifornia 1SO) [Jon Kaake volunteered to prepare a paper on this
issue]

2. Review of initial draft description of the framework of agreementsor tariff provisons
that relate to supply or use of ancillary services

The Ancillary Services Task Team reviewed the initid draft paper explaining the framework of
agreements or tariff provisons we assume will be in place that relate to supply or use of ancillary
sarvices. No one had any proposed revisons, so the paper will remain asinitidly drafted for
Nnow.

3. Discussion of additional conceptual suggestions concer ning how to define ancillary
servicesrequirements, both from a supplier (Interconnected Oper ations Services or
“10S’) perspective and from a customer per spective

Marty Downey suggested that the emphasis on how we look at ancillary services should be on
providing the system operator (RTO West) with the tools it needs to be able to reliably operate
the sygemin red time. Thismeansthat in developing the technicd requirements for |OS
suppliers, we should focus on what the tools need to be able to do. There was general support
for this gpproach.

The Ancillary Services Task Team'’ s gpproach will to try to focus on and communicate what
digtinctions (for example, in the response capabilities of agenerator) are relevant for suppliers, as
well those that are relevant for customers (but there may not be a one-to- one correspondence
between these two categories).

During the October 17 meseting, Jm Tucker proposed that further work to define technica
requirements for ancillary services should be organized as follows:.

A. Definethe performance criteriafor each type of I0S RTO West will need to use
(what does the operator need the tool to do?)

B. Evduate whether there are zond condraints that affect the deliverability of
different types of 10S
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C. Evduate how the tariff should define and charge for the ancillary services products
customers must supply or purchase (i.e., do we describe the ancillary services
obligations are direct counter-parts to what 10S suppliers provide, or isthere a
bundling or trandation process?) — this could also mean that we may want to
distinguish between what we require customers to buy or provide and what
information we give them concerning how the prices of the ancillary service
products they buy were derived

D. Evduate whether there are any seamsissues that should be addressed or resolved in
how we propose to design and operate the RTO West 10S and ancillary services
markets

There was genera support among those attending the meeting to work from this gpproach. On
the question of whether we work from the 12 different products defined in the ancillary services
proposal submitted with the Stage 2 filing, the group decided not to revisit the Stage 2 filing
proposa (we will make our work consstent with it), but many fdt that it was important to
distinguish between defining different uses for supplier outputs versus different product
categories or markets.

See further discussion below under item number 5 concerning zones and bidding process for IOS
suppliers.

4. Review and provide feedback on preliminary first draft of description of requirements
for those supplying 10S

The Ancillary Services Task Team members provided initid feedback to Rohan Soulsby at the
October 17 meseting on his draft description of technica requirements for 10S suppliers. (The
initid draft was didributed to the Ancillary Services Task Team by e-mall and dso made
available in hard copy at the meeting). There was not enough time at the October 17 mesting to
work dl the way through Rohan’s draft, and so the group agreed that further comments should

be sent to Rohan by e-mail. Rohan agreed to provide arevised draft for the week of October 21,
2002 (sending the draft out by close of business on Monday, October 21). Rohan adso
volunteered to provide a preliminary draft of proposed bid parametersin time for the Ancillary
Services Task Team's next in-person meeting on October 24.

5. Discussion of how to deal with “zonal” constraints affecting deliver ability of capacity-
based ancillary servicesand in particular, straw proposal and spreadsheets prepared
by Mike Ryan

The Ancillary Services Task Team met by conference call on October 18. The main topics were
the issue of zonal congtraints on 1OS supply and the straw proposa and associated spreadshects
prepared by Mike Ryan.

Through the course of the discussions, the Ancillary Services Task Team developed aworking
proposal (building on earlier discussion that congraints on ddliverability would be built into
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RTO West security process and RTO West to take these into account in deciding which 10S bids
to accept). The working approach is asfollows:

(0]

There will not be 12 separate markets or bidding process corresponding to the different
types of 10S identified in the Stage 2 filing

Instead, our god isto design asingle bidding process with a comprehensive and flexible
bidding template that would enable suppliers (for each resource) to:

= |dentify/describe the operationd capabilities and characterigtics (and limitations) of
the supply resource

= |dentify the prices a which the supplier iswilling to provide energy products and
capacity products for which the resource qudifies

= Bidderswould be able to either (a) specify each category of use for which they are
willing to act as a supplier (assuming the resource qualified) — thisis an “opt-in”
gpproach or (b) specify any categories from which they would like their resource to
be excluded even if it qudifies—thisis an “opt-out” approach. We have not yet
decided if “opt-in” or “opt-out” is preferable

= For suppliersthat are selected and paid to provide capacity products — if they are
actualy called on to supply energy, the suppliers would be “ price takers’ with respect
to the actud energy supplied (i.e., the nodd price set through energy bids would

apply)

We will develop our technicd and informationa requirements so that they do not
automatically assume that aresource isagenerator. Rather, if there are nongeneraion
supplies that can meet the technical requirements for one or more |0S, those resources
can dso bid in (assuming the supplier’ s participation would be within the gpplicable
regulatory and legd provisons)

We assume that RTO West will work from the supply bidsit recelves to develop the
least-cost solution available to supply al needed ancillary services, taking into account
any operationa congdraints that affect ddiverability

Some on the Ancillary Services Task Team think it isimportant for usto be careful not to
give negative incentives for suppliers to participate in the |OS market — for example, we
should give suppliersto ability to decide the output uses (10S categories) for which they
are willing to be available — Mike Ryan emphasized that he believes thisis an area that
needs additional work and he volunteered to spend sometime on it.

Both Paul Schmidt and Mike Ryan urged that we pay attention to defining the bidding
and supply process using “materidsthat are currently available” Paul requested in
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particular that we try to rely on existing metering, communications, ingtitutional
gructures, etc. as much as possible without cresting distortions

0 We have assumed that there will be a*“qudity hierarchy” with respect to |OS. That is,
while resources that are capable of ahigher level of response can aso be used for aless
demanding purpose, (provided the supplier’ s priceis met), the reverseis not true. A
generator that cannot respond more quickly than 10 minutes cannot be used to provide
regulation, but capacity a generator made available for load-following could also be used
for contingency reserves — assuming the supplier had not opted out of the less-demanding
use.

6. Statuscheck on work progress

The Ancillary Services Task Team checked in about progress on its ddliverables. The generd
view was that the most important documents to support tariff drafting work were those Rohan
Soulsby isworking on — the description of the technica requirements for |OS suppliers and draft
bidding template. With the need to “shop” these to the full Market Design Work Group before
handing off to the tariff drafting group on November 21, 2002, we thought we are making good
progress but will need to continue working asrapidly as possble. No one identified any
additiona products we should be developing right now.

7. Resolution of Ancillary Services Task Team L eader ship

During the conference call, Marc Donddson from NorthWestern volunteered to become the
leader for the Ancillary Services Task Team. Marc noted, however, that he would not be
available for the meetings the week of October 21. Rohan Soulsby volunteered to cover for
Marc for those mestings.

8. Assignmentsand next meetings
The following team members volunteered for assgnments:

A. Rohan Soulsby — revised draft of technical requirements for 10S suppliers (by
10/21/2002) and draft bidding template (by 10/24/2002)

B. Jon Kaake — paper on supplying capacity-based 10S from outside RTO West control area
boundary (no specific deadline)

C. Ray Brush and Warren Clark — answer to question of whether loads and generation of
sdf-trackers need to be subtracted from RTO West's AGC cdculations (completed
10/21/2002)

D. MikeRyan — additiond work on avoiding unnecessary disincentives to participate in 10S
supply market (but baancing with need to make sure suppliers meet the technica
requirements for |OS they supply) (no specific deadline)
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Next mestings:

=  TheAncillary Services Task Team will meet next on the morning of Thursday,
October 24 assuming current plans for the full Market Design Work Group meseting
(only on October 23) stay in effect

=  Evenif we meet on October 24, we will o reserve the possibility of having an
additional telephone conference cal on Friday morning, October 25 from 9:00 —
11:00 am. (Pacific Time)

Informational: Additionsto Working Assumptions

[Additions to the working assumptions described in the notes for the October 9 Ancillary

Services Task Team meeting are shown in redline below]

o

We assume that the Market Operations Task Team is responsible for deciding whether
there will be one bidding process or two with respect to ancillary servicesin day ahead
and red time

We assume that working through the settlement process (for al aspects of day ahead and
red time market operations, including ancillary services) isaMarket Operations Task
Team respongbility

Rather than having separate processes for suppliersto bid into the |OS market, we will
define a process based on a*“ single point of entry” where necessary price information,
operational characterigtics, and other bid parameters are submitted on asingle bid
template for each supply resource

We have assumed that there will be a*“ qudity hierarchy” with respect to |OS. That is,
while resources that are capable of ahigher level of response can dso be used for aless
demanding purpose, (provided the supplier’ s price is met), the reverse is not true

We will do whatever we can to work from materias that are currently available, such as
exising metering, communications, inditutiona structures, etc. as long as that doesn’t
create rdiability problems or market distortions

The way that market monitoring could introduce after-the-fact assessments of the bidding
behavior of ancillary services suppliersis a sgnificant complicating factor; thisis
particularly true given the need for the market monitor to be able to distinguish between
(& physica or economic withholding as ameansto “game’ or manipulate markets and
(b) reasonable, rationa behavior that reflects long-term considerations as well as day-
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ahead and red-time economic congderations (see more detailed discusson below under
“mugt-offer”)

=  The market monitor’s ability to gppropriately evauate the working of our 10S
supply market is especidly important because of the possihility that where the
market monitor believes market performance is anomaous or produces outcomes
that are not just and reasonable, one possible consequence may be for suppliersto
become subject to “must-offer” obligations

= Itwill bevery difficult to capture, within agrictly day-ahead and real-time
timeframe, dl the drivers for suppliers decisions about how much to bid and at
what price — especidly in the case of hydro where decison drivers can be heavily
judgment- based, tied to much longer timeframe, and affected by numerous non
€economic condderations

0 TheAncillary Services Task Team recognizes thet the current working mode for the
RTO West scheduling sequence cdls for a supplementa unit commitment process if
RTO West's own post-day-ahead |oad forecast shows that there are not enough resources
scheduled to serve expected load.

=  The supplementa commitment processis an “in-between” step between enabling
market participants to make their economicaly driven choicesin the day ahead
about how to serve load and having to resolve operating problemsin red time
through the security coordination process

=  Thissupplemental commitment process is not atype of ancillary service (or 10S);
therefore the Ancillary Services Task Team has assumed thét it is not charged
with working this process out (rather, it is part of the Market Operations task set)

0 Accepted bidsto supply ancillary services (10S) are binding as to location of the resource
bid and as to the time the resource is bid to be available

0 We assume that those who dect to meet their ancillary services requirements for load
following, regulation, and frequency response through sdf-tracking are not precluded
from aso participating in the market to supply 10S

0 Weassumethat remedid actions schemes (RAS) are not part of the ancillary services
process or market; rather, we assume that RTO West will supplemental whatever RAS it
receives from transmission owners under the RTO West Transmisson Operating
Agreements through periodic bilateral arrangements

=  Typesof RASinclude generation dropping, underfrequency load-shedding, and
undervoltage load-shedding (but this is not necessarily an exhaudtive list)
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0 Whatever ancillary services requirements we develop will need to be compatible with

demand response approaches that may be adopted by various utilities or governmenta
authorities

0 Weassume that the rules concerning participation in the 1SO supply market will be
handled separately (through separate agreements or tariff provisons or both) from

operating (integration) requirements that would apply to generators interconnected within
the RTO West control area boundary



