Proposed Design Process and Evaluation Criteria for a Forward Spinning Reserve Market

1. Preface

Past discussions of Forward Spinning Reserve markets have mostly consisted of interested parties restating their positions.  Without a well defined process to move the discussion to issues amenable to objective, technical analysis, it seems unlikely that helpful progress will be made.

The ISO’s “market design process” has evolved over recent years, in an attempt to become more efficient and more rigorous.  The process may be a useful model for the FSRWG to follow, and is offered as a possible way to move discussions past restatements of beliefs, and towards objective analysis of needs and alternatives.  The process, as it might apply to FSRWG issues, is outlined below.  It is anticipated that the Working Group will adapt the process to most effectively serve the Group’s purposes. 

2. Process Overview

· Issue Description/Definition 

· Goals and objectives

· Assess scope, feasibility, priority

· Develop milestones

· Conceptual Design – Brainstorm and prototype concepts

· Detailed design

· Refine prototype

· Associated market impact analysis

· Design basis document

· Stakeholder agreement

· Confirm business requirements

· Final Design

· IT/Business impacts

· Stakeholder agreement

· Regulatory approval

· Implement

Successful completion of each step improves the likelihood of selecting the best solution, and reduces the chance of having to restart the process at an earlier stage with resulting rework and wasted effort.  The first two steps of this Process need to be fully completed before moving on to Detailed Design.

3. What questions need to be answered before the Market’s Committee and the ISO would make the decision to commit significant development resources to a new market design?

· Issue Description and Definition – What are the goals and objectives for Forward Reserve Markets in general, and for a Forward Spinning Reserve market in particular?  (In no particular order):

· Incent addition of new reserve capability, especially in locally deficient zones

· Value reserves during RT when supplies are short

· Optimize the Energy Dispatch, including redispatch of resources to create reserves when necessary

· Send dispatch signals and consistent prices which generators are economically incented to follow

· Efficient pricing (i.e. marginal cost = marginal price)

· Ease of implementation

· Preserves optimal dispatch

· Is the issue description sufficiently clear and precise- i.e. spinning reserve and load following are both aspects of “flexibility”, but they are not the same product and might not be effectively addressed by a single market design

· Incent flexibility in current resources:

· Faster ramp rate?  

· Lower EcoMin? 

· Larger dispatch range?

· Other flexibility?

· Others?

· Of the goals and objectives above which are the most/least critical to address (assuming that all may not be addressed by one proposal)?  Are there any objectives that MUST be addressed in any Forward Spinning Reserve Proposal (i.e. Preserves optimal dispatch)?

· What problems/issues currently exist that would be reduced or eliminated by the addition of a FSR market?

· Lack of spinning reserve capacity in real time?

· Lack of generators that can efficiently provide spinning reserve?

· Need for a price signal to incent new spinning reserve capacity?

· Others?

· What are the symptoms in the markets today that indicate the existence of a problem?

· High prices for specific products in specific locations?

· Frequent out-of-market actions by system operators?

· High NCPC costs?

· High RMR payments?

· Others?

· Are there reasons to believe the symptoms are temporary versus persistent?

· Other market design changes (ASM2, FCM, etc.)?

· Transmission 

· Generator retirements

· Fuel Price and Generator Technology trends

· Others?

· General Questions with Spinning Reserve Market Designs:

· Does a FSR market address the same general goals as the Forward Reserve Non-Spin Markets?

· Would a particular FSR market design have any positive or negative consequences for other markets both short-term and long-term?

· Are there non-market alternatives to address the identified market problems?

· Do existing market mechanisms already provide incentives?  Are these incentives sometimes enough or never enough to provide the service?  What are the consequences of leaving the current incentives?

· Additional criteria that FSR proposals would be evaluated against:

· What will be the change in real-time dispatch if the proposal is implemented (if any)? Is that a desirable change from the market perspective?  Why or why not?

· If there was bidding in a FSR market, what is the anticipated rationale a generator would use to develop a FSR bid for a generator?

· What short-term and longer-term effects can be predicted on commitment during normal and constrained conditions? 

4. How might the FSRWG proceed?

· Devise a work plan to produce objective answers to the questions raised, including dates, responsibilities, and deliverables

· Identify the quantitative analyses that could provide these answers

· Develop dates and deliverables, and agree on responsibilities

PAGE  
1

