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Revisions following August 18, 2006 Working Group Meeting

Issue Identification Statement
of the Forward Spinning Reserve Working Group
The Forward Ten Minute Spinning Reserve (“FSR”) Working Group is tasked with developing recommendations for the Markets Committee regarding the implementation of a FSR Market and, provided that support is secured, recommending a detailed design concept for a FSR Market.  This document identifies the issues that the Working Group believes that such a market should address and suggests criteria with which proposals can be evaluated.
A. Process Overview.  The following list provides an overview of the market design process:
1. Issue Description/Definition 

· Goals and objectives

· Develop evaluation criteria

· Assess scope, feasibility, priority

· Develop milestones
2. Conceptual Design

· Brainstorm and prototype concepts
· Specify all significant design elements
· Apply evaluation criteria/identify expected market impacts
· Develop recommendations

3. Detailed design
· Refine prototype

· Associated market impact analysis

· Design basis document

· Stakeholder agreement

· Confirm business requirements

4. Final Design

· IT/Business impacts

· Stakeholder agreement
· Regulatory approval

5. Implement

The first two steps of this process correspond roughly to the scope of the FSR Working Group’s charter.  The remaining work would be undertaken by the ISO, with appropriate involvement from stakeholders and regulators.  
B. Issue Description.  Ongoing ASM reforms have created forward markets for ten minute non-spinning and thirty minute reserves as well as real-time markets for reserves based on shortage pricing.  While these reforms are an important step forward, they do not directly address the cost resulting from the ISO’s practice of committing spinning resources in order to avoid real-time reserve shortages.  Such spinning resources often operate out-of-merit in the energy market, thus distorting energy prices and creating significant NCPC payments that must be borne by participants.  The FSR Working Group will evaluate market reforms that may provide efficient market-based incentives for spinning resources to provide reserve services as well as to reduce the prevalence of NCPC payments.
C. Priorities.   In helping to prioritize the issues to be addressed by any proposal, we are seeking to rate the following list that was developed at the July 17 meeting and condensed into the essential 20 questions listed below.  The goal is to rate each of the 20 items into one of three categories.  The initial ratings were developed at the August 18 meeting for future consideration at the August 28 meeting.
A.  High Priority:  
Proposal must address this concern.

B.  Middle Priority:  
It would be nice, but not mission critical.



C.  Low Priority:  
Not within the scope of the working group

#     Rank
Questions
1.
 B 
Incent addition of new spinning reserve capability.

2.
 C 
Incent addition of new reserve capability in locally deficient zone. 
3.
 C 
Value reserves more highly in RT when reserves are short. 
4.
 A 
Recognize the role of spinning reserves to meet TMNSR and TMOR when it is the most efficient.

5.
 A 
Recognize the value of spinning reserves on a forward basis. 
6.  A 
Continue to optimize the energy dispatch, including redispatch to provide reserves. 

7.  A 
Ensure that dispatch signals make economic rational sense (i.e., incent generators to follow DDP).
8.  A 
Design a market that results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
9.  A 
Achieve consistency and comparability across reserve products in pricing.

10.  A 
Design a market that is feasible to implement within a reasonable timeframe. 
11.  A 
Incent appropriate economic and operational behavior consistent with needs of system by valuing flexibility in resources (e.g., faster ramp rates, lower eco-minimums, larger dispatch range, etc…). 

12.  A+
Reflect cost of operator actions in prices. 
13.  A 
Design a market that minimizes NCPC related to the procurement of operating reserves. 

PRIORITIES IN RANK ORDER – “A” RATED ONLY.
1.
 A+
Reflect cost of operator actions in prices.

2.
 A 
Recognize the role of spinning reserves to meet TMNSR and TMOR when it is the most efficient.

3.
 A 
Recognize the value of spinning reserves on a forward basis. 

4.
 A 
Continue to optimize the energy dispatch, including redispatch to provide reserves. 

5.
 A 
Ensure that dispatch signals make economic rational sense (i.e., incent generators to follow DDP).

6.
 A 
Design a market that results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 

7.
 A 
Achieve consistency and comparability across reserve products in pricing.

8.
 A 
Design a market that is feasible to implement within a reasonable timeframe. 

9.
 A 
Incent appropriate economic and operational behavior consistent with needs of system by valuing flexibility in resources (e.g., faster ramp rates, lower eco-minimums, larger dispatch range, etc…).

10.
 A 
Design a market that minimizes NCPC related to the procurement of operating reserves. 

D. Evaluation Criteria.  The following criteria may be used in evaluating proposals
1. Does the reform produce more efficient reserve pricing? (e.g., prices based on the cost of procuring/providing reserves)
2. Does the reform result in less out-of-merit energy use?

3. Does the reform reduce the level of required NCPC payments?

4. Does the reform provide opportunities for spinning reserve resources comparable to other reserve resources? (taking into account the ability to the resource to meet operating criteria)
5. Does the reform, over time, affect the way that spinning resources are offered into the market? (e.g., ramp rates, minimum run-times, and/or low economic limits)

6. Does the reform improve or harm the efficiency of real-time dispatch?

7. Does the reform result in increased reserve capability/flexibility among new resources?
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