DRAFT – 09/01/06 – JBL


JBLowell Note to FSR Working Group:

At the last FSRWG meeting I promised to incorporate the ISO’s thoughts, comments, issues, and questions into the evaluation matrices for the various proposals.  I was not able to complete these tasks in time to post materials for the 9-6-06 meeting.  The tables below are still work in progress, but may nevertheless be useful in the discussion.  

Table 2  (NEPGA Proposal) has been updated and expanded as planned, and is ready for discussion at the 9-6-06 meeting.  

Table 3 (NRG Proposal) has not yet been updated and expanded, but many of the same comments and questions from Table 2 will carry over.

Table 4 (OOM Pricing) is partially updated, and reflects the ISO’s evaluation of the proposal according to the criteria adopted by the Working Group, but needs to be expanded further with additional detail.

Table 5 (Do Nothing beyond ASM2) has not been updated at all.

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

	1. Reflect cost of operator actions in market-based prices.
· i.e. ccmmitment and out of merit operation
	Yes
	Energy prices?
Forward reserve prices?

Integration with NCPC?
	Not intended to directly impact energy prices.  Could have indirect impact if it causes a change in which resources are committed, or in the size/pricing of energy bid blocks.

Commitment costs and out of merit operation costs will be captured in forward spinning reserve market price.
If FSR revenues are included as revenue in the NCPC calculation, then NCPC payments would be reduced, but the forward spin resource might end up with no addition to its total revenue.  If FSR revenues are not included in NCPC calculation, but the FSR resources are eligible for NCPC if scheduled in DA, there could be double compensation.  The final design requires careful consideration of NCPC eligibility rules to ensure efficient pricing.

	2. Recognize the role of spinning reserves to meet TMNSR and TMOR when it is the most efficient.  (i.e. spinning reserves can be used to meet TMNSR and TMOR requirements when they are lower cost)
	Yes
	When is it most efficient to make the determination to meet non-spin requirements with spinning reserve?  Can it be done efficiently in a forward market auction?
	Addressed through simultaneous clearing of forward spinning and non-spinning markets.
Decision is easiest in real-time, when online resources are known with relative certainty.  Clearing of all three products in a forward market means pricing/cost will be based on expected cost of providing reserves from a portfolio of resources in future real-time markets.  While theoretically an issue for offline resources, these costs are generally more predictable in practice.   

	3. Recognize the value of spinning reserves on a forward basis.
	Yes
	What is the “correct” value?

Can we identify the components that should go into a forward spin bid?
	Should reflect opportunity costs.
Will be the same components currently included in bids by online resources to meet  TMNSR and TMOR needs.

	4. Continue to optimize the energy dispatch, including re-dispatch to provide reserves.
	Unknown
	Available spinning reserve resources change during the day as the online resources change with the load.

Will owners need to change how resources are bid to ensure they are online to provide spin (self schedule?  Change offer curve?)?  Will this produce a less efficient commitment or dispatch?
If obligations are traded to the online resources that would naturally provide the next MW of unloaded capacity, will that collapse the “cost” and eventually drive auction clearing prices toward zero?
	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.
Spinning reserve obligations assigned at the start of the operating day  to resources on an hourly basis

Partly addressed by real-time trading of obligations

	5. Ensure that dispatch signals make economic rational sense (i.e., incent generators to follow DDP).
	Yes
	Who would receive the RT reserve price?
	FSR market should not affect the real-time market.

Cooptimization of energy and reserves implemented as part of ASM2 will ensure prices and DDP’s are consistent and generators are incented to follow DDP.
Same approach as in ASM2 – those resources that provide reserve in real time that are not assigned to meet forward reserve obligations

	6. Results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
	Probable
	Why “Probable”?  If we believe ASM2 produces efficient prices, should be “Yes”.  If not, “No”, as the proposal does not affect RT market.
What elements would a supplier incorporate into a FSR bid?
	Depends, in part, on the details of NCPC treatment.  If FSR resources not eligible to receive Startup/NoLoad costs, for example, then bid would have to include expected foregone NCPC.  Other elements would include expected penalties, …

	7. Achieve consistency and comparability across reserve products in pricing.
	Yes
	Only achieved if all products have the same delivery requirements.  If not the same, then may create problems clearing products that can substitute for each other.  Ex: offine resources are bid above strike price for all hours and provide reserve for all hours.  Similar bidding requirements for online resources would not allow reserves to move around efficiently during the day, since offer curves can’t change within the day.
	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 ASM2 market design.  Software design and testing would benefit from development and implementation experience.  Detailed market design, prototyping, stakeholder review, and FERC approval process would still require the usual amount of time.
Should not be a problem if delivery requirements are not radically different from ASM2.

	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
	How will the design lead to changes in behavior that result in more flexibility?  Provide a realistic scenario illustrating how this would occur.

Does efficient trading of obligations through the day (see #4 above) eliminate the need to change behavior.
	Tied to #6.  If pricing is efficient, market would produce efficient behavior.

	10. Design a market that reduces NCPC related to the procurement of operating reserves.
	Probable
	Is a resource required to self-schedule?

If self-scheduled, is the resource eligible for NCPC?

If not self-scheduled, but schedule by the ISO in DA, is the resource eligible for NCPC?
	Depends on treatment of resources designated as providing reserves.  Need clarification on eligibility of forward reserve resources to receive NCPC.

	11. Properly compensate resources for flexibility.
	
	What is meant by “proper” compensation?
	Compensation derived from voluntary participation through a competitive market mechanism is “proper”.  If not voluntary or not market-based, then … (must be cost-based?)


	12. Design a market that procures TMSR on a forward basis to meet NERC, NPCC, and OP8 requirements.
	Yes
	
	


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

	Criteria/Priority
	Performance
	Questions/Issues
	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.

	11. Properly compensate resources for flexibility.
	
	
	

	12. Design a market that procures TMSR on a forward basis to meet NERC, NPCC, and OP8 requirements.
	
	
	


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

	1. Reflect cost of operator actions in market-based prices.
· i.e. ccmmitment and out of merit operation
	Yes
	
	Out-of-merit costs for the “marginal reserve unit” reflected directly in real-time LMP.  Would be zero, except when units are committed and operated out of merit to provide reserves.

	2. Recognize the role of spinning reserves to meet TMNSR and TMOR when it is the most efficient.  (i.e. spinning reserves can be used to meet TMNSR and TMOR requirements when they are lower cost)
	Yes
	
	This occurs in real-time by virtue of the cooptimization of energy and reserves being implemented as part of ASM2

	3. Recognize the value of spinning reserves on a forward basis.
	No
	
	OOM Pricing proposal keeps commitment and dispatch unchanged, but adjusts LMPs in real-time to move some Out-of-Merit costs out of NCPC and into energy market.  Does not involve any forward pricing or forward obligations.

	4. Continue to optimize the energy dispatch, including re-dispatch to provide reserves.
	Yes
	
	Makes no changes to existing (ASM2) commitment and dispatch.

	5. Ensure that dispatch signals make economic rational sense (i.e., incent generators to follow DDP).
	Yes
	
	Requires a settlement rule to limit generator’s compensation to what would result from operation consistent with DDP.  Generators that deviate from DDP to “chase price” would not derive any economic benefit.

	6. Results in efficient pricing of spinning reserve.  [Ensure that market design leads to outcomes determined through efficient pricing.] 
	No
	
	Design should not affect spinning reserve pricing in the short run.  Could have a long run affect by incenting additional generation entry or demand response.

	7. Achieve consistency and comparability across reserve products in pricing.
	No (Partial)
	
	Will achieve only the consistency and comparability provided by ASM2

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

	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…).
	Possible
	
	Design does not specifically target compensation to reward flexibility, but higher prices during some periods (when otherwise the out-of-merit generators would be depressing LMPs) should ultimately incent more generation.  Since no OOM price adder may be required during peak conditions when prices are high, the incentives may be weaker for peakers and fast-start generation.

	10. Design a market that reduces NCPC related to the procurement of operating reserves.
	Probable
	
	Design will reduce, but certainly not eliminate NCPC.  Ultimate impact depends on treatment of additional reserve revenue in NCPC calculation.

	11. Properly compensate resources for flexibility.
	No
	
	Makes no changes related to flexibility from what ASM2 provides.

	12. Design a market that procures TMSR on a forward basis to meet NERC, NPCC, and OP8 requirements.
	No
	
	OOM Pricing design does not address forward acquisition of reserves.


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
