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Table 1:  Proposals Put Before FSR Working Group to Date (08/25/06)
	
	Proposal
	Brief Description
	History of Proposal

	1.
	Forward Spinning Reserve Market
	Proposal would implement a forward spinning reserve market for system spinning reserves strictly parallel to the forward system TMNSR and system TMOR markets included in ASM Phase II.  Prices in forward markets would be determined through simultaneous clearing and would cascade according to the quality of the reserve product (i.e., for any given zone, TMSR≥TMNSR≥TMOR).
	Developed in ASM Phase II discussions.  Voted down by NEPOOL in 2005.  Appealed to NEPOOL Review Board resulting in decision that FSR “should be included in ISO-NE’s ASM market (11/28/05).”  Presented to FSRWG at 4/3 meeting.

	2.
	Day-Ahead Spinning Reserve Market
	Similar to Proposal 1, a day-ahead market would move the clearing of the forward spin market to a day-ahead timeframe (either before or after the day-ahead energy market).  This approach would allow suppliers to better align their physical and financial obligations while minimizing potential for interference in the energy market.  For example, suppliers could auction hourly blocks of spinning reserve capacity based on their day-ahead schedules.
	Presented by NRG at 6/22 FSR meeting.

	3.  
	Out-of-Merit (“OOM”) Pricing
	While not a forward market, OOM pricing could be used to develop more complete real-time pricing of spinning and other reserve services, thus lessening the need for an ISO-organized forward market.  Under OOM pricing, out-of merit costs of resources needed to meet reserve requirements would be used as a basis for establishing real-time reserve prices.  Alternatively, Day-Ahead OOM pricing could be calculated based on RAA Commitments.
	Under development at ISO since early 2005.  Discussed at 4/3 and 6/22 FSR meetings.  Day-ahead OOM Pricing option also briefly discussed.

	4.
	Do Nothing
	Take no action beyond reforms planned in ASM Phase 2
	N/A


Table 2:  Application of Criteria to Proposals:  Forward Spinning Reserve Market
	Criteria/Priority
	Performance
	Discussion

	1. Reflect cost of operator actions in prices.
	Yes
	Requires careful consideration of eligibility rules for NCPC (See #10).

	2. Recognize the role of spinning reserves to meet TMNSR and TMOR when it is the most efficient.
	Yes
	Addressed through simultaneous clearing of forward spinning and non-spinning markets.

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

	4. Continue to optimize the energy dispatch, including re-dispatch to provide reserves.
	Unknown
	Depends on ability of forward providers to efficiently trade real-time obligations to least-cost providers.  Concern exists that forward obligation would result in inefficient real-time assignment of obligation.

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

	6. Results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
	Probable
	

	7. Achieve consistency and comparability across reserve products in pricing.
	Yes
	Addressed through simultaneous clearing of forward spinning and non-spinning markets.

	8. Design a market that is feasible to implement within a reasonable timeframe.
	Yes
	Based on existing Phase 2 market design.

	9. 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…).
	Probable
	Tied to #6.  If pricing is efficient, market would produce efficient behavior.

	10. Design a market that minimizes NCPC related to the procurement of operating reserves.
	Probable
	Depends on treatment of resources designated as providing reserves.  Need clarification on eligibility of forward reserve resources to receive NCPC.


Table 3:  Application of Criteria to Proposals:  Day-Ahead Spinning Reserve Market

	Criteria/Priority
	Performance
	Discussion

	1. Reflect cost of operator actions in prices.
	Yes
	Requires careful consideration of eligibility rules for NCPC (See #10).

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

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

	4. Continue to optimize the energy dispatch, including re-dispatch to provide reserves.
	Probable
	Concern exists that day-ahead auction obligation would result in inefficient real-time assignment of obligation.  Less of a concern than in more forward auction.  Day-ahead auction could be hourly.

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

	6. Results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
	Probable
	

	7. Achieve consistency and comparability across reserve products in pricing.
	Probable
	Comparable opportunities.  Prices for spinning would be set in different auctions (prices would not be cascaded).

	8. Design a market that is feasible to implement within a reasonable timeframe.
	Probable
	Based largely on existing Phase 2 market design.  Requires introduction of an additional auction.

	9. 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…).
	Probable
	Tied to #6.  If pricing is efficient, market would produce efficient behavior.

	10. Design a market that minimizes NCPC related to the procurement of operating reserves.
	Probable
	Depends on treatment of resources designated as providing reserves.  Need clarification on eligibility of forward reserve resources to receive NCPC.


Table 4:  Application of Criteria to Proposals:  Out of Merit (“OOM”) Pricing
	Criteria/Priority
	Performance
	Discussion

	1. Reflect cost of operator actions in prices.
	Yes
	OOM commitment costs reflected directly in real-time reserve prices

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

	3. Recognize the value of spinning reserves on a forward basis.
	No
	Reforms to real-time market only.  Day-ahead pricing based on cost of RAA/reliability commitments also possible.

	4. Continue to optimize the energy dispatch, including re-dispatch to provide reserves.
	Yes
	

	5. Ensure that dispatch signals make economic rational sense (i.e., incent generators to follow DDP).
	Potential Concern
	Real-time reserve prices may provide incentives to provide additional real-time reserves. 

	6. Results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
	Probable
	Depends on definition of relevant margin.

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

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

	9. 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…).
	Probable
	Tied to #6.  If pricing is efficient, market is likely to produce efficient behavior.

	10. Design a market that minimizes NCPC related to the procurement of operating reserves.
	Probable
	Depends on treatment of additional reserve revenue in NCPC calculation.


Table 5:  Application of Criteria to Proposals:  Do Nothing Beyond ASM Phase 2
	Criteria/Priority
	Performance
	Discussion

	1. Reflect cost of operator actions in prices.
	No
	

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

	3. Recognize the value of spinning reserves on a forward basis.
	No
	

	4. Continue to optimize the energy dispatch, including re-dispatch to provide reserves.
	Unclear
	Disconnect exists between costs at commitment and real-time pricing

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

	6. Results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
	No (Partial)
	Only in hours when reserves are scarce.  Lost-opportunity costs and penalty factors produce spinning reserve prices.  

	7. Achieve consistency and comparability across reserve products in pricing.
	No
	

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

	9. 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…).
	Yes/No
	Yes for non-spinning resources, but no for spinning.

	10. Design a market that minimizes NCPC related to the procurement of operating reserves.
	Possible
	If it results in addition of significant non-spinning resources.


Key to Performance Rankings
Rank
Explanation

Yes
Proposal clearly meets criteria
Probable
Proposal likely to meet criteria, wholly or in large part
Possible
Proposal may meet criteria, at least partially
No
Minimal or no ability to meet criteria

Potential Concern
Proposal may be unable to meet criteria

Unknown/Unclear
Evaluation of impact of proposal requires additional information on proposal
N/A
Not applicable
