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MISO’S RESPONSE TO THE RELIABILITY IMPERATIVE

UPDATED FEBRUARY 2024

Living Document

Thisis a “living” report that is updated periodically as conditions evolve, and as MISO,
stakeholders and states continue to assess and respond to the Reliability Imperative.



https://www.misoenergy.org/

A Message from John Bear, CEO l\g}

We have to face some hard realities. ‘

and the entire industry — utilities, states and MISO — must work together and move

There are immediate and serious challenges to the reliability of our region’s electric grid, . .
faster to address them. ‘ §

MISO and its utility and state partners have been deeply engaged on these challenges for years, and we
have made important progress. But the region’s generating fleet is changing even faster and more
profoundly than we anticipated, so we all must act with more urgency and resolve.

Many utilities and states are decarbonizing their resource fleets. Carbon emissions in MISO have declined
more than 30% since 2005 due to utilities and states retiring conventional power plants and building
renewables such as wind and solar. Far greater emissions reductions — possibly exceeding 90% — could be
achieved in coming years under the ambitious plans and goals that utilities and states are pursuing.

Studies conducted by MISO and other entities indicate it is possible to reliably operate an electric system
that has far fewer conventional power plants and far more zero-carbon resources than we have today.
However, the transition that is underway to get to a decarbonized end state is posing material, adverse
challenges to electric reliability.

A key risk is that many existing “dispatchable” resources that can be turned on and off and adjusted as
needed are being replaced with weather-dependent resources such as wind and solar that have materially
different characteristics and capabilities. While wind and solar produce needed clean energy, they lack
certain key reliability attributes that are needed to keep the grid reliable every hour of the year. Although
several emerging technologies may someday change that calculus, they are not yet proven at grid scale.
Meanwhile, efforts to build new dispatchable resources face headwinds from government regulations and
policies, as well as prevailing investment criteria for financing new energy projects. Until new
technologies become viable, we will continue to need dispatchable resources for reliability purposes.

But fleet change is not the only challenge we face. Extreme weather events have become more frequent
and severe. Supply chain and permitting issues beyond MISO’s control are delaying many new reliability-
critical generation projects that are otherwise fully approved. Large single-site load additions, such as
energy-intensive production facilities or data centers, may not be reliably served with existing or planned
resources. Incremental load growth due to electric vehicles and other aspects of electrification is exerting
new pressure on the grid. And neighboring grid systems are becoming more interdependent and reliant on
each other, highlighting the need for more interregional planning such as the Joint Targeted
Interconnection Queue study that MISO conducted with Southwest Power Pool.

This report documents how MISO is addressing these risks through the Reliability Imperative — the critical
and shared responsibility that MISO, our members and states have to address the urgent and complex
challenges to electric reliability in our region. MISO first published a Reliability Imperative report in 2020,
and this is the fourth time we’ve updated it to reflect the changing landscape.

None of the work we must do is easy, but it is necessary. The region’s 45 million people are counting on
MISO and its utility and state partners to get it right. Thank you for your interest in these important issues.
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Executive Summary

THE CHALLENGE: A “HYPER-COMPLEX RISK ENVIRONMENT”

There are urgent and complex challenges to electric system reliability in the MISO region and elsewhere. This is
not just MISO's view; it is a well-documented conclusion throughout the electric industry. The North American
Electric Reliability Corporation, a key reliability entity throughout the U.S., Canada and part of Mexico, has
described these challenges as a “hyper-complex risk environment.” These challenges include:

Fleet change: The new weather-dependent resources that are being built, such as wind and
solar, do not provide the same critical reliability attributes as the conventional dispatchable coal
and natural gas resources that are being retired. While emerging technologies such as long-
duration battery storage, small modular reactors and hydrogen systems may someday offer
solutions to this issue, they are not yet viable at grid scale.

Regulations, policies and investment criteria: Many dispatchable resources that provide
critical reliability attributes are retiring prematurely due to environmental regulations and
clean-energy policies. This regulatory environment, along with prevailing investment criteria for
financing new energy projects, increases the challenges to build new dispatchable generation —
even if it is critically needed for reliability purposes.

Fuel assurance: Gas resources can face challenging economics to procure fuel because they
share the pipeline system with residential and commercial heating and manufacturing uses. Coal
plants typically keep large stockpiles of fuel onsite, but coal supplies have tightened due to
changing economics, import/export dynamics, supply chain issues and other factors. Aging
resources can also be more prone to outages. While renewable resources such as wind turbines
do not use “fuel” per se, they are sometimes unavailable due to adverse weather conditions.

Extreme weather events: While extreme weather has always been commonplace in the MISO
region, severe weather events that impact electric reliability have been increasing. The Electric
Power Research Institute found that hurricanes are increasing in intensity and duration, heat
events are increasing in frequency and intensity and cold events are increasing in frequency.
Examples include Winter Storm Elliott in 2022, Winter Storm Uriin 2021, Hurricane Ida in
2021, and Hurricanes Laura, Delta and Zeta in 2020.

Load additions: Some parts of the MISO region are enjoying a resurgence in manufacturing
and/or other types of economic growth, with companies planning and building new factories,
data centers and other energy-intensive facilities. While such development is welcome from an
economic perspective, it can also pose significant reliability risks if the load additions it spurs
cannot be reliably served with existing or planned resources.

Incremental load growth: While electricity demand has been flat for many years, it is expected
to increase due to the electrification of other sectors of the economy. Electric vehicles are
growing in popularity, and the residential and commercial sectors are increasingly using
electricity for heating and cooling. These trends will accelerate more due to the electrification
tax credits in the 2022 Inflation Reduction Act.
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EXECUTIVE SUMMARY

Supply chain and permitting issues: Many projects that have been fully approved through
MISO’s Generator Interconnection Queue process are not going into service on schedule due to
supply chainissues and permitting delays that are beyond MISO’s control. As of late 2023,
about 25 gigawatts (GW) of approved resources are signaling delays that average 650 days to

commercial operation.

RELIABILITY IMPERATIVE OVERVIEW

The Reliability Imperative is the term MISO uses to describe the shared responsibility that MISO, its members
and states have to address the urgent and complex challenges to electric system reliability in the MISO region.
MISO’s response to the Reliability Imperative consists of numerous interconnected and sequenced initiatives that

are organized into four primary pillars, as shown here:

RELIABILITY IMPERATIVE PILLAR

KEY INITIATIVES (partial list)

MARKET REDEFINITION

Enhance and optimize MISO’s markets to ensure
continued reliability and efficiency while enabling the
changing resource mix, responding to more frequent
extreme weather events, and preparing for increasing
electrification

e Ensure resources are accurately accredited
e |dentify critical system reliability attributes
e Ensure accurate pricing of energy & reserves

OPERATIONS OF THE FUTURE

Focus on the skills, processes and technologies
needed to ensure MISO can effectively manage the
grid of the future under increased complexity

e Manage uncertainty associated with increasing
reliance on variable wind and solar generation

Prepare control room operators to rapidly assess
and respond to changing system conditions

Use artificial intelligence & machine learning to
enhance situational awareness & communications

Evaluate interdependency of neighboring systems

TRANSMISSION EVOLUTION

Assess the region’s future transmission needs and
associated cost allocation holistically, including
transmission to support utility and state plans for
existing and future generation resources

Develop “Futures” planning scenarios using ranges
of economic, policy, and regulatory inputs
Develop distinct “tranches” (portfolios) of Long
Range Transmission Plan (LRTP) projects

Enhance joint transmission planning with seams
partners

Improve processes for new generator
interconnections and retirements

SYSTEM ENHANCEMENTS

Create flexible, upgradeable and secure systems that
integrate advanced technologies to process

increasingly complex information and evolve with the

industry

MISO REGION RELIABILITY IMPERATIVE - February 2024

Modernize critical tools such as the Day-Ahead and
Real-Time Market Clearing Engines

Fortify cybersecurity and proactively address the
rapidly evolving cyber threat landscape

e Develop cutting-edge data and analytics strategies
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RECENT KEY ACCOMPLISHMENTS

MISO and its stakeholders have made great progress under the Reliability Imperative in recent years. Some of
our key accomplishments to date include:

Seasonal Resource Adequacy Construct: In August 2022, the Federal Energy Regulatory Commission (FERC)
approved MISQO’s proposal to shift from its summer-focused resource adequacy construct to a new four-season
construct that better reflects the risks the region now faces in winter and shoulder seasons due to fleet change,
more frequent and severe extreme weather, electrification and other factors. This new construct seeks to ensure
that resources will be available when they are needed most by aligning resource accreditation with availability
during the highest risk periods in each season.

LRTP Tranche 1: The first of four planned portfolios of Long Range Transmission Planning (LRTP) projects was
approved by the MISO Board of Directors in July 2022. This tranche of 18 projects represents a total investment
of $10.3 billion — the largest portfolio of transmission projects ever approved by a U.S. Regional Transmission
Organization. These projects will integrate new generation resources built in MISO’s North and Central
subregions, supporting the reliable and affordable transition of the fleet and further hardening the grid against
extreme weather events.

Reliability-Based Demand Curve: MISO’s Planning Resource Auction (PRA) was not originally designed to set
higher capacity clearing prices as the magnitude of a shortfall increases. This lack of a “warning signal” can mask
an imminent shortfall — as occurred with the 2022 PRA. Accurate capacity pricing is also crucial to make effective
investment and retirement decisions. MISO worked with its stakeholders to design a Reliability-Based Demand
Curve that will improve price signals in the PRA. Full implementation is planned for the 2025 PRA, subject to
FERC proceedings.

Futures Refresh: The MISO Futures utilize a range of economic, policy and technological inputs to develop three
scenarios that “bookend” what the region’s resource mix might look like in 20 years. In 2023, MISO updated its
Futures to lay the groundwork for LRTP Tranche 2 and to better reflect evolving decarbonization plans of MISO
members and states. The refreshed Futures also model how the financial incentives for clean energy in the 2022
Inflation Reduction Act could further accelerate fleet change. The refreshed Futures are indicated with an “A”
(e.g., Future 2 was updated and renamed Future 2A).

System Enhancements: The Market System Enhancement (MSE) program made significant progress in 2023. In
March, the Energy Management System upgrade was moved into service. This provides a more stable platform
with improved visualization while enhancing functionality and user experience. MISO also took delivery of the
Reliability Assessment Commitment for the Real-Time Market Clearing Engine, which will improve application
security and reduce solution time. MISO also completed Model Manager Phase 2, which connects internal
applications to improve model data propagation. MSE will continue to deliver more new products, including Day-
Ahead and Real-Time Market Clearing Engine items.

MISO PRIORITIES GOING FORWARD
While far from a complete list, some of MISO’s key priorities for 2024 include:

Attributes: In 2023, following an in-depth look at the challenges of reliably operating an electric systemin a
rapidly transforming landscape, MISO published an Attributes Roadmap of recommended solutions to address the
potential scarcity of three priority attributes that appear to pose the most acute risks: system adequacy,
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flexibility and system stability. The recommendations include further modernizing the resource adequacy
construct, focusing market signals on emerging flexibility needs, and requirements for new capabilities from
inverter-based resources. Next, MISO will prioritize attribute solution integration, including handoffs to MISO
business units and stakeholder groups and the scoping of ongoing analysis.

Accreditation: MISO must ensure resource accreditation values reflect what we can expect to receive during
high-risk periods. For non-thermal resources, MISO’s recommended approach blends a probabilistic
methodology with availability during tight conditions, leveraging principles from the thermal accreditation
reform implemented in 2022. MISO has proposed a three-year transition to the new methodology that will be
applied to all non-emergency resources following the transition period. A FERC filing is planned for 2024.

LRTP Tranche 2: Work to develop the Tranche 2 portfolio of LRTP projects is progressing, with approval by
MISQO’s Board of Directors anticipated in 2024. Planning is complex, but MISO will continue to balance the need
to plan quickly with the need to develop a robust, lowest-cost portfolio. Tranche 2 is based on the refreshed
Future 2A, which reflects all decarbonization plans of MISO members and states. As with Tranche 1, MISO
anticipates Tranche 2 will deliver sufficient benefits to qualify under the Multi-Value Project cost allocation
mechanism, with costs allocated only to the subregion where benefits are realized.

CALL TO ACTION: WE MUST WORK TOGETHER AND MOVE FASTER

In light of the urgent and complex risks to electric reliability in the MISO region, utilities, states and MISO
must all act with more urgency and more coordination to avoid a looming mismatch between the pace of
adding new resources and the retirement of older resources in the MISO region. This means we must:

e Refine generation resource plans across MISO by accelerating the addition of reliability attributes and
moderating retirements to avoid undue reliability risk

e Maintain transition resources as reliability “insurance” until promising new technologies become viable
at grid scale

e |dentify areas of risk in which electricity providers, states and MISO must coordinate

CONTINUED STAKEHOLDER INPUT IS CRUCIAL

Many of the ideas and proposals in this report reflect a great deal of technical input from MISO stakeholders.
MISO appreciates stakeholder feedback on the Reliability Imperative, and we look forward to continuing the
dialogue. This document is a “living” report that MISO regularly updates.

The copyright in all material published in this report by the Midcontinent Independent System Operator, Inc. (MISO), including all portions of
the content, design, text, graphics and the selection and arrangement of the material within the report (the “material”), is owned by MISO, or
legally licensed to MISO, unless otherwise indicated. The material may not be reproduced or distributed, in whole or in part, without the prior
written permission of MISO. Any reproduction or distribution, in whatever form and by whatever media, is expressly prohibited without the
prior written consent of MISO.
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