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Background:  

At the April 3rd FSR Working Group meeting, the New England Power Generation Association (NEPGA) presented a proposal for adding a forward spinning reserve market into the ASM Phase 2 market design.  At the meeting, NEPGA technical advisor John Farr asked for feedback on that proposal, including perceived problems and changes to the proposal that would be needed to make it acceptable to ISO-NE and NEPOOL participants.  NEPGA continues to seek feedback on its proposal.

In an attempt to move reforms forward and to further the goals of the FSM Working Group, this proposal puts forth an alternative to that April 3rd proposal that still incorporates a forward market, albeit on a shorter timeframe.  Specifically, we propose holding the forward auction for spinning reserves in a day-ahead time-frame. This approach would avoid the need for generators to make multi-month commitments to provide spinning reserves without knowing the days on which their units will be scheduled and, therefore, unable to provide spinning reserve service.  While this approach has the disadvantage of not clearing all forward reserve products simultaneously (which the current approved design does not do either), and therefore being able to substitute between reserve products, it may address concerns held by the ISO and/or NEPOOL participants regarding the NEPGA proposal.

The Need:

1.  Both the Real Time Reserve and Locational Forward Reserve markets approved by the FERC were not designed to incorporate into any market pricing mechanism the historic and persistent commitment of units in constrained areas to meet second contingency reserve requirements.  While acknowledging the requirements of ISO system operations in making resource commitment and dispatch decisions, the market design ignores the costs of these ISO actions in any market outcome.

2.  The ASM II design, without a forward TMSR market, fails to provide efficient and equitable treatment of all resources providing reserves.  Specifically, the system relies upon unloaded capacity to provide spinning reserves, and obtains them through the uncompensated obligation of resources to offer in real time a full range of load following services, irrespective of the risks or costs involved in doing so.  

The Solution:

As an enhancement to the FERC approved ASM II market design, and in furtherance of the mission of the FSR working group, NRG is proposing a Day Ahead Ten Minute Spinning Reserve Market.

Structure:

Based upon the basic structure, concepts and design of the FERC approved Locational Forward Reserve Market.  The primary differences are:  

1. All required reserves are purchased by the ISO - this includes TMSR as required by NERC, NPCC and ISO OP8;  and, 

2. The timeline for procurement of the reserve commitments will be done in a day-ahead auction.   

Thus, the ISO will be able to procure its full requirements of operating reserves needed to reliably operate the system using a market mechanism that is consistent with the current practice for making these reserve operating decisions.

Mechanics:

· Purchase Requirements:
TMSR, System wide.

If a deficiency in the LFRM auction, on-line resources providing 2nd Contingency Reserves would also be included in the DA Market.

· Daily Auction:
All resources can offer to provide the service 

consistent with the voluntary nature of the LFRM market.  Offers stacked as in LFRM, lowest cost providers based upon a $/MWH. 

Auctions held after DAM results are posted.  Winning resources can structure their re-offers in the energy market based on their DA reserve obligations.

ALTERNATIVE:  Hold auction before the DAM settles allowing resources to comport their offers through the day-ahead and real-time markets.

· Winning Resources

Must offer into the RT Energy Market at a pre-

determined strike price based upon fuel & heat rate index designed to significantly limit energy dispatch to reserve needs only.  This could be a higher price than the LFRM market strike price.

ALTERNATIVE:  Must offer into DA market consistent with strike prices pursuant to LFRM market. 

· Performance


All winners would be required to make themselves

available in their respective markets at their own expense (aka: no operating reserve credits).

Penalty for failure to activate and failure to reserve consistent with LFRM market.

· Settlement


Same as the current process under the Forward

Reserve Market

As envisioned, the Day-Ahead Reserve Market is intended to reveal the cost trade-off between on-line commitments of slow-start resources or the potential lost opportunity costs of resources held out of the energy market to provide reserve service.  

Slow-start resources would be expected to include in their offers the on-line costs (start-up and no-load) that they must incur in order to provide reserve as well as any potential out-of-market energy costs.  Units that are otherwise in the money in the energy market would include the lost opportunity cost holding their units back to provide reserves.  If auctions are held after the DA market clears provides real data reflecting opportunity costs from the energy market.  Inclusion of start-up and no-load costs in the slow-start unit’s offers and the lost opportunity component is essential to yield the optimal mix of Resource types and to “level the playing field” between such Resources.   

The Day Ahead TMSR Market is technology neutral and each resource determines its own level of participation for providing identical service.  The ISO merely has to select on price.
Benefits of the DA Market:

· More resources able to compete more effectively – such as hydro which can be limited due to water availability considerations.

· Resources can bid unit specific costs such as gas imbalance, intra-day gas, must take costs, etc…

· Quantity purchased actually reflects ISO operations requirements.

·  Increased ability to include RMR OR costs directly into the reserve price - eliminates uplift.

· Increased liquidity through enhanced ability to engage in forward procurement of reserves.
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