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Type Seasonal Option Daily Option System TMNSR System TMOR Local TMOR

When First Implemented Under Consideration Under Consideration Winter 2004 Winter 2004 Oct 2006 (ASM2)

Revised N/A N/A Oct 2006 (ASM2) Oct 2006 (ASM2) N/A

Forward Procurement

Auction Timing Seasonal After Day-Ahead Energy Seasonal Seasonal Seasonal

Obligation Interval Seasonal Hourly Seasonal Seasonal Seasonal

Auction Cap $14/kw-mo $1,000/MWH $14/kw-mo $14/kw-mo $14/kw-mo

Cascading Price Relationship >= System TMNSR None >= System TMOR <= System TMNSR >= System TMOR

Physical/Financial Obligation Financial Financial Financial Financial Financial

Quantity Required Estimate of Req't DA Estimate of Req't Estimate of Req't Estimate of. Req't Hist. 90th %ile Req't

Bilateral Trading Yes Yes Yes Yes Yes

Supplier Obligation

Physical Declaration Midnight Day Ahead Midnight Day Ahead Midnight Day Ahead Midnight Day Ahead Midnight Day Ahead

Declaration Interval Hourly Hourly Hourly Hourly Hourly

Offer Obligation Strike Price or Above

1

Strike Price or Above

1

Strike Price or Above Strike Price or Above Strike Price or Above

Strike Price Target Cap Factor>2% Target Cap Factor>2% Target Cap Factor>2% Target Cap Factor>2% Target Cap Factor>2%

Impact on NCPC Payment Subtracted

2

Subtracted

2

None

3

None

3

None

3

Sell into Real-Time Reserve Market No No No No No

Financial Obligation for RT Reservs if  Yes Yes Yes Yes Yes

   Producing Energy

Payment Hrly RT if met obligationsHrly RT if met obligationsHrly RT if met obligationsHrly RT if met obligations Hrly RT if met obligations

Eligible Resources

Delisted (Non-ICAP) Eligible? Yes Yes No

3

No

3

No

3

Scheduling Method Any Any DA or Self Only DA or Self Only DA or Self Only

Supplier Penalties for Failures to Provide

Failure to Reserve 1.5 x payment

4

1.5 x payment

4

1.5 x payment

4

1.5 x payment

4

1.5 x payment

4

Failure to Activate 2.25 x payment

4

2.25 x payment

4

2.25 x payment

4

2.25 x payment

4

2.25 x payment

4

Notes

1If offered below strike price, participant would provide an alternative energy offer at least equal to strike price for use in hours in which resources have forward reserve obligation.

2Forward reserve revenue earned in forward reserve market subtracted from NCPC payment

3Current market rule Working Group May wish to consider changing

4Effective penalty is higher as failures also result in non-payment

System TMSR



Discussion of Seasonal and Daily Options - Issues
In the course of working group discussions, perhaps the two largest concerns that have emerged with regard to a forward spinning market are:

1) Because spinning resources must first be committed – a process that occurs on a daily basis, spinning reserves may not lend themselves to season-long procurements.  The Seasonal and Daily proposals address this concern in different ways:

· The Seasonal proposal assumes that participants’ ability to meet forward obligations through use of a portfolio of resources combined with the ability to trade with other resource owners (as supported in ASM Phase 2) will enable them to efficiently manage season-long financial obligations.

· The Daily proposal would wait until day-ahead energy results are known before holding its spinning reserve auction, thus affording reserve resource owners much greater information about the amount and opportunity costs of reserves that they offer into the market, and perhaps allowing them to make more precise offers that reflect lower risk.

2) The fact that the current energy market supports only a single energy offer for each MW level for all 24 hours across the operating day will tend to force spinning resource owners to use a single resource to meet their forward reserve obligations across all on-peak hours on a daily basis.  At the same time, resources with spinning capacity that is available at little or no opportunity cost in the energy market vary over the course of the day as energy prices rise and fall in relation to the as-bid energy prices.  Thus, the forward procurement of spinning reserves appears likely to lead resource owners to designate single resources to meet daily obligations, even though it may be more efficient to vary resources from hour-to-hour.  
The two approaches would address this issue in similar but somewhat different manners.  In order to more efficiently switch among resources from hour-to-hour, some degree of hourly flexibility is required in daily energy offers.  Both approaches would require that the ISO allow participants to provide an alternative energy offer, set equal to or above the strike price, to be used in hours (and only in hours) when capacity is designated as providing reserves.  Other hours would retain an offer at lower levels.  While this requirement represents significant progress toward hourly offer capability, the number of resources with offers that would change on an hourly basis would be greatly restricted.  Thus, the potential operational difficulties that could result from hourly offers (e.g., hourly redispatch of the system based on changing prices) are far less than for full hourly bidding.
The Seasonal approach would maintain efficient procurement of spinning resources through hourly designations of resources used to meet forward obligations.  Such hourly designations are already supported as part of ASM Phase 2.  The Daily approach would accomplish this by clearing the day-ahead auction separately for each hour, thus allowing participants to reflect different opportunity costs in their hourly forward reserve offers.

Other advantages and disadvantages of the Seasonal and Daily approaches are:

· Daily:  The primary advantage is discussed under #1 above.  By not relying on portfolio-backed offers and bilateral trading, this approach may lead to more efficient and less expensive outcomes.  Daily auctions would also allow the ISO to more precisely calculate and procure its TMSR requirement.
· Seasonal:  A seasonal approach would be easier to implement as it is based largely on the ASM Phase 2 market.  Simultaneous procurement of resources may also be more efficient as all reserve needs are cleared at the same time, allowing selection of the least expensive offer and the cascading of prices.
Additional questions have arisen about how these two proposals would address NCPC.

· Unlike the original forward reserve markets, under ASM Phase 2 forward reserve resources (TMOR and TMNSR) are not automatically disqualified from receiving NCPC payments.  Instead, in order to qualify as forward reserve resources, generators must be committed day-ahead or be self-scheduled by participants.  Forward reserve resources may not be committed for the ISO as part of its Resource Adequacy Assessment (RAA), and thus, are less likely to be resources that require significant NCPC payments.

· Some participants have pointed out that this approach makes little sense since the exact resources that are used to ensure reserves (i.e., those committed at RAA) cannot receive forward reserve payments, and are made fully dependent on NCPC.
· Both the Seasonal and Daily spinning reserve proposals would allow all spinning resources actually supplying reserves to be used to meet forward obligations, regardless of how they are committed.  All reserve payments would be subtracted from NCPC payments.  This approach is preferable to outright disqualifying resources used to meet forward obligations from receiving NCPC, as generators may provide reserves for an entire day or as little as one hour, thus introducing great uncertainty into structuring offers designed to replace entire NCPC payments.

· Accordingly, NEPOOL may wish to consider revisiting the rules governing the relationship between NCPC and forward reserve payments in its existing ASM Phase 2 (TMNSR and TMOR) markets.
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		Comparison of Forward Reserve Markets and Market Proposals

								System TMSR

		Type						Seasonal Option		Daily Option		System TMNSR		System TMOR				Local TMOR

		When First Implemented						Under Consideration		Under Consideration		Winter 2004		Winter 2004				Oct 2006 (ASM2)

		Revised						N/A		N/A		Oct 2006 (ASM2)		Oct 2006 (ASM2)				N/A

		Forward Procurement

				Auction Timing				Seasonal		After Day-Ahead Energy		Seasonal		Seasonal				Seasonal

				Obligation Interval				Seasonal		Hourly		Seasonal		Seasonal				Seasonal

				Auction Cap				$14/kw-mo		$1,000/MWH		$14/kw-mo		$14/kw-mo				$14/kw-mo

				Cascading Price Relationship				>= System TMNSR		None		>= System TMOR		<= System TMNSR				>= System TMOR

				Physical/Financial Obligation				Financial		Financial		Financial		Financial				Financial

				Quantity Required				Estimate of Req't		DA Estimate of Req't		Estimate of Req't		Estimate of. Req't				Hist. 90th %ile Req't

				Bilateral Trading				Yes		Yes		Yes		Yes				Yes

		Supplier Obligation

				Physical Declaration				Midnight Day Ahead		Midnight Day Ahead		Midnight Day Ahead		Midnight Day Ahead				Midnight Day Ahead

				Declaration Interval				Hourly		Hourly		Hourly		Hourly				Hourly

				Offer Obligation				Strike Price or Above1		Strike Price or Above1		Strike Price or Above		Strike Price or Above				Strike Price or Above

				Strike Price				Target Cap Factor>2%		Target Cap Factor>2%		Target Cap Factor>2%		Target Cap Factor>2%				Target Cap Factor>2%

				Impact on NCPC Payment				Subtracted2		Subtracted2		None3		None3				None3

				Sell into Real-Time Reserve Market				No		No		No		No				No

				Financial Obligation for RT Reservs if				Yes		Yes		Yes		Yes				Yes

				Producing Energy

		Payment						Hrly RT if met obligations		Hrly RT if met obligations		Hrly RT if met obligations		Hrly RT if met obligations				Hrly RT if met obligations

		Eligible Resources

				Delisted (Non-ICAP) Eligible?				Yes		Yes		No3		No3				No3

				Scheduling Method				Any		Any		DA or Self Only		DA or Self Only				DA or Self Only

		Supplier Penalties for Failures to Provide

				Failure to Reserve				1.5 x payment4		1.5 x payment4		1.5 x payment4		1.5 x payment4				1.5 x payment4

				Failure to Activate				2.25 x payment4		2.25 x payment4		2.25 x payment4		2.25 x payment4				2.25 x payment4

		Notes

		1		If offered below strike price, participant would provide an alternative energy offer at least equal to strike price for use in hours in which resources have forward reserve obligation.

		2		Forward reserve revenue earned in forward reserve market subtracted from NCPC payment

		3		Current market rule Working Group May wish to consider changing

		4		Effective penalty is higher as failures also result in non-payment





Sheet2

		





Sheet3

		






