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Minutes No. 156 
 

Southwest Power Pool, Inc. 
MARKET WORKING GROUP MEETING 

March 14-15, 2011 

Net Conference 

•  M I N U T E S  •  

 
Agenda Item 1 – Call to Order, Proxies, Agenda Discussion: 
Richard Ross (AEP) called the meeting to order at 10 a.m.  The attendance was recorded and proxies 
were announced (Attachment 1 – MWG Attendance March 14-15 2011).  Matt Moore (GSE) was the 
proxy for Mike Wise (GSE) during the meeting.  The group reviewed the agenda (Attachment 2 – MWG 
Agenda March 14-15 2011) and made no changes. 
 
Agenda Items 2 & 3 – Review Position Papers 
The MWG edited and reviewed position papers on recommendations for preparation for the MOPC and 
SPP Board on the concerns by Boston Pacific and the SPP MMU on the Integrated Marketplace.  
(Attachments 3 – Must Offer position paper – 3-11-2011_mwg, Attachment 4 – Combined-Cycle position 
paper-3-11-2011_mwg, Attachment 5 – Five Minute Settlement position paper 3-11-2011_mwg, 
Attachment 6 – Reserve Zone position paper 3-11-2011_mwg, Attachment 7 – Virtual Transaction 
position paper 3-11-2011_mwg)  The group completed the review and editing of the Must Offer 
Requirement, Combined-Cycle Modeling, Five Minute Settlement, Reserve Zones, and Virtual 
Transaction position papers during the two conference calls.  No votes were made since the MWG 
decisions on each topic were made during the February and March face-to-face meetings. Two position 
papers on Transmission Cost Management and Marginal Loss Allocation were not reviewed due to time 
constraints and will be included on the March 21-23 MWG meeting.  Updated drafts of all of the position 
papers will be included in the background materials for the March 21-23 MWG meeting. 
 
Agenda Item 4 – Review of Motions, Action Items, and Future Meetings 
 
Motions 
No motions were made during the meeting. 
 
Action Item 
No action items were assigned during the meeting. 

 
Future Meetings 
March 21, 2011 (1 p.m. - 5 p.m.)  
March 22, 2011 (8:15 a.m. - 5 p.m.)  
March 23, 2011 (8:15 a.m. - 12 p.m.)  
Location: AEP Offices  
Room: 8th floor 
 
Joint MWG/RTWG meeting 
March 30, 2011 (9 a.m. - 5 p.m.) 
Location: AEP Offices 
Room: 42nd Floor, Florence Room 
 
April 5, 2011 (1 p.m. - 4 p.m.)  
Location: Net Conference 
 
Agenda Item 5 – Adjournment 
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Keith Sugg (AECC), acting as chair for Richard Ross (AEP) thanked everyone and adjourned the meeting 
at 12:40pm. 
 
 
Respectfully Submitted, 
 
Debbie James 
Secretary 
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     X
 ℡

      *
Attend Attend Full Name Company E-mail Business Phone Other Phone
Day 1 Day 2
 ℡  ℡ Richard Ross (Chair) AEP rross@aep.com (918) 382-9285 (918) 284-8702
 ℡  ℡ Keith Sugg (V-Chair) AECC ksugg@aecc.com (501) 570-2413
 ℡  ℡ Debbie James (Sec.) SPP djames@spp.org (501) 614-3577
 ℡ Aaron Rome Midwest Energy (785) 625-1431
 ℡  ℡ Ann Scott Tenaska ascott@tnsk.com (817) 462-1514

 ℡ Darrell Wilson OGE wilsondw@oge.com (405) 553-2773
 ℡  ℡ Gene Anderson OMPA geneaengr@aol.com (405) 645-2280

James Liao WFEC j_liao@wfec.com (405) 247-4286
 ℡  ℡ Jessica Collins Xcel Energy jessica.l.collins@xcelenergy.com (303) 571-7740 (303) 910-7960
 ℡ Lee Anderson LES landerson@les.com (402) 467-7591

* * Michael Wise Golden Spread Electric Coop mwise@gsec.coop (806) 379-7766
 ℡  ℡ Patty Denny KCPL patricia.denny@kcpl.com (816) 654-1702
 ℡  ℡ Randy Gillespie Kelson Energy randy.gillespie@kelsonenergy.com (443) 542-5137

Rick McCord EDE rmccord@empiredistrict.com (417) 625-5129
 ℡ Rick Yanovich OPPD (402) 514-1031
 ℡ Shah Hossain Westar Shah_Hossain@wr.com (785) 575-6453

Alan Adams Utilicast contractor-aadams@spp.org
Barry Spector Wright Talisman

 ℡ Bart Tsala PCI btsala@powercosts.com (405) 447-6933
 ℡  ℡ Bill Nolte SECI bdnolte@sunflower.net (420) 272-5458

Bill Olson Xcel Energy bill.olson@xcelenergy.com
 ℡ Brenda Harris Oxy brenda_harris@oxy.com

Brent Hebert Horizon Wind brent.hebert@horizonwind.com (713) 265-0365
Brett Kruse Calpine

 ℡ Brian Holmes Structure brian.holmes@thestructuregroup.com
Bruce Walkup AECC bwalkup@aecc.com (501) 570-2639
Bryn Wilson OGE wilsonwb@oge.com

 ℡  ℡ Carrie Cooper ETEC carrie.cooper@gdsassociates (770) 715-7189
 ℡  ℡ Carrie Simpson SPP csimpson@spp.org (501) 688-1757
 ℡  ℡ Casey Cathey SPP ccathey@spp.org (501) 614-3267

CJ Brown SPP cbrown@spp.org
Charles Waso cwaso@aol.com
Chris Casale Iberdrola chris.casale@iberdrolausa.com

 ℡ Chris Jones Duke Energy chris.jones@duke-energy.com
Chris Werner AEP cmwerner@aep.com
Cliff Franklin Westar
Cody Parker SPP cparker@spp.org

 ℡ Danielle Strain AECI dstrain@aeci.org
Dave Savage RES-Americas david.savage@res-americas.com
David Charles Basin Electric Power Co. dcharles@bepc.com (701) 557-5631
David Hackett KEMA dhackett@us.kema.com (321) 600-1228
Derek Mosolf MCG Energy dmosolf@mcgenergy.com
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gy @ g gy
Doug Clark AEP dclark@aep.com
Dowell Hudson SPP dhudson@spp.org
Ed Hammons GRDA ehammons@grda.com
Eric Jensen AREVA
Farrokh Rahimi OATI farrokh.rahimi@oati.net (615) 360-1654
Gary Cate SPP gcate@spp.org
Gay Anthony SPP ganthony@spp.org

 ℡  ℡ George Fee AEP
George Kelly Accenture
Gordon Scott EPIC Merchant Energy (281) 760-4562
Heather Starnes SPP hstarnes@spp.org
Jaime McAlipine Chermac Energy mcalpinekl@chermacenergy.com 405-340-9326
James Fife PSI/EPV jfife1@entergy.com (281) 297-5406

 ℡  ℡ James Sanderson KCC j.sanderson@kcc.ks.gov (785) 271-3159
Jessica Zahnow Argus Media jessica.zahnow@argusmedia.com 503-227-5481
Jim Guidroz Supervisor of Tariff Administration jguidroz@spp.org (501) 614-3900

 ℡  ℡ Jim Krajecki Customized Energy Solutions jkrajecki@ces-ltd.com
Jim Stevens PSI/EPV jim@psisoft.net (713) 253-9396
JJ Guo AEP jguo@aep.com

 ℡ Jodi Woods SPP jwoods@spp.org
Joe Taylor Xcel Energy josepth.c.taylor@excelenergy.com (303) 571-7462
John Baum Novis
John Harvey John Deere Renewables harveyjohna@johndeere.com (515) 267-3532 (515) 473-5680

 ℡ John Hyatt SPP jhyatt@spp.org
 ℡ John Luallen SPP jluallen@spp.org

John Stephens City Utilities John.Stephens@cityutilities.net (417) 831-8470
John Stonebarger WAPA stonebarger@wapa.com
John Sturm Aces Power Marketing (APM) jsturm@acespower.com (317) 696-9031
John Varnell Tenaska jvarnell@tnsk.com (817) 462-1037

 ℡  ℡ Jon Sunneberg NPPD jmsunne@nppd.com
 ℡ Josh Phillips SPP jphillips@spp.org

Joshua Kirby WFEC j_kirby@wfec.com (405) 247-4403 (405) 317-3790
Karen Thomas SPP kthomas@spp.org
Katherine Prewitt SPP kprewitt@spp.org
Kathy Schuerger Xcel Energy kathy.schuerger@xcelenergy.com
Ken Donald Utilicast

 ℡ Kim Farris SPP kfarris@spp.org
Kristen Rodriguez Electric Power Engineers/Wind Coalition krodriguez@epeconsulting.com (254) 399-8676
Liam Noailles Xcel Energy
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Lyman Wilkes PSI/EPV lwilkes@psisoft.net (713) 443-4026
Mak Nagle SPP mnagle@spp.org

 ℡  ℡ Marisa Choate SPP mchoate@spp.org (501) 688-1707
 ℡ Mark Watson Platts markham_watson@platts.com
 ℡  ℡ Mark Wiggins PCI mwiggins@powercosts.com
 ℡  ℡ Mary Jo Montoya Xcel Energy mary.j.montoya@xcelenergy.com (303) 571-7191
 ℡  ℡ Matt Moore Golden Spread Electric Coop

Matt Pawlowski NextEra
Matt Wolf Entergy EMO
Mark Lawlor Right of Wind

 ℡  ℡ Melissa Rinehart SPP mrinehart@spp.org
Mike Mushrush OMPA mmushrush@ompa.com
Mitch Williams WFEC m_williams@wfec.com
Naomi Zottoli SPP nzottoli@spp.org
Patti Kelly SPP pkelly@spp.org (501) 614-3381

 ℡  ℡ Patty Harrell DC Energy harrell@dc-energy.com
Paul Dietz Westar paul.a.dietz@ westarenergy.com
Pete Kinney WAPA kinney@wapa.gov (605) 882-7560

 ℡  ℡ Philip Bruich SPP pbruich@spp.org
 ℡ Phyllis Bernard SPP Board of Directors phyllis_bernard@sbcglobal.net

 ℡ Randy Root GRDA rroot@grda.com
Richard Dillon SPP rdillon@spp.org (501) 614-3228
Ron Chartier SECI rchartier@sunflower.net (785) 623-3379

 ℡  ℡ Ron Thompson NPPD rfthomp@nppd.com (402) 845-5202
Roy Klusmeyer WFEC

 ℡  ℡ Roy True Aces Power Marketing (APM) royt@acespower.com (317) 695-4146
Ryan Garrett SPP rgarrett@spp.org
Russ McRae ARVEA
Sam Ellis SPP sellis@spp.org
Sam Kwong Edison Mission skwong@edisonmission.com
Scott Smith SPP ssmith@spp.org
Shari Brown SPP sbrown@spp.org
Sonya Hall SPP shall@spp.org (501) 614-3559
Soren Nielsen nielsensoren@yahoo.com
Steve Gaw Wind Coalition steve@windcoalition.org (573) 645-0777
Steve Haun shaun@les.com
Stacy Rodgers SAIC stacy.l.rodgers@saic.com (214) 587-5197
Steve McDonald Aces Power Marketing (APM) smcdonald@acespower.com (317) 344-7113

 ℡ Stuart Rein Boston Pacific srein@bostonpacific.com
Tom Burke Aces Power Marketing (APM) tburke@acespower.com (512) 788-4901
Tom Fritsche SPP tfritsche@spp.org
Tony Alexander SPP talexander@spp.org
T D l l PCI t @ tTony Delacluyse PCI tony@powercost.com

 ℡  ℡ Trent Carlson JP Morgan trent.a.carlson@jpmorgan.com
Trey Fleming SAIC trey.s.fleming@saic.com (713) 345-0753
Ty Mitchell SPP tmitchell@spp.org
Tyler Wolford TEA twolford@teainc.org (904) 360-1460
Walt Shumate Shumate & Associates waltshumate@sbcglobal.net (512) 496-7704

 ℡  ℡ Walt Yeager Duke Energy walt.yeager@duke-energy.com
 ℡  ℡ Wayne Camp Accenture wayne.camp@accenture.com (856) 204-0298

Wendell Drost Alstom wendell.drost@areva-td.com (318)348-0014
Wenchun Zhu Wind Capital Group zxhu@windcapitalgroup.com
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Relationship-Based • Member-Driven • Independence Through Diversity 

Evolutionary vs. Revolutionary • Reliability & Economics Inseparable 

Southwest Power Pool, Inc. 
  MARKET WORKING GROUP MEETING 

March 14-15, 2011 
Net Conference 
• A G E N D A •  

Day 1 – 1:00 p.m. – 4:00 p.m. 
 

1. Call to Order, Proxies, Agenda Discussion  ....................................................................... Richard Ross 

2. Review Position Papers  ......................................................................................................................  All 

 
Day 2 – 9:00 a.m – 12:00 p.m. 

 

3. Continue Review of Position Papers  ..................................................................................................  All 

4. Review of Motions, Action Items and Future Meetings  ...................................................  Debbie James 

5. Adjournment  ...................................................................................................................... Richard Ross 
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Date or Version 
Number 

Author Change Description Comments 

2/15/2011 Richard Dillon Initial Draft  

3/02/2011 Market Design staff MWG updates  

3/10/2011 MWG member feedback MWG member updates  
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Executive Summary 

The Integrated Marketplace design includes a requirement for Resources to offer into the Day-Ahead 
Market.  The Day-Ahead Market is used to startup resources, hedge energy costs to load, and settle 
the Transmission Congestion Rights.  The Day-Ahead Market is not mandatory for load bids to buy 
energy.  In other RTO/ISO markets, a must offer requirement is included in the Day-Ahead Market 
to ensure sufficient Resources to fairly represent the operating day conditions.   
 
Generally, the other RTO/ISO markets tie the requirement to offer with a requirement to serve load.  
MISO requires all Designated Resources to offer; PJM and ISO-NE require resources designated 
through the Installed Capacity process to offer.  SPP Integrated Marketplace requires Market 
Participants to offer sufficient resource capacity to cover their forecasted load and reserve 
requirements. 
 
Boston Pacific recommends that a requirement to offer be applied only to Designated Resources.  
The SPP Market Monitoring Unit did not reflect any concerns regarding this issue. Additionally, 
Boston Pacific recommends that a capacity payment be developed to compensate non-Designated 
Resources for being called on in an emergency. 
 
The MWG discussed the consequences of expanding the must offer to Designated Resources, 
including the incentive for Market Participants to regularly change between the “Designated” status 
and “non-Designated” status. The MWG recommends that the Integrated Marketplace design be 
implemented with the must offer requirement as proposed in the current design.  The MWG also 
discussed the idea of implementing a capacity payment for non-Designated Resources during times 
of emergency.  The MWG decided that due to the “obligation to serve” of the SPP footprint utilities 
and the obligation of all Resources under emergencies, decided that such a capacity payment is not 
justified. 
 

Definition of Issue 

The design of the Integrated Marketplace, and other RTO/ISO markets, supports a Day-Ahead 
Market that is voluntary for load participation.  Consistent with other RTO/ISO markets, Resources 
that are not on outage are required to offer into both the Reliability Unit Commitment and Real-Time 
Balancing Market.  The Reliability Unit Commitment purpose is to commit/de-commit resources to 
meet the projected load and reserves and is a backstop mechanism for the Day-Ahead Market unit 
commitment decisions. 
  
After discussion and an opinion from SPP external attorneys, the MWG proposed a design that 
required each Market Participant to submit resources in the Day-Ahead Market equal to or exceeding 
the Market Participant’s load and reserve obligations. 
 
Boston Pacific recommends the must offer requirement be applied only to Designated Resources. 
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Boston Pacific Comments 

Original Comments (December 2010) 

MustOffer Requirement and Manual Dispatch 

a. Primer 

The primary intended benefit of the Must-Offer Requirement is to help to assure 
reliability. Today, SPP has a voluntary real-time energy market (the Energy Imbalance Service 
or EIS Market), but SPP can order all resources to serve in an emergency Manual Dispatch. 
Although the proposal is in flux, with the Integrated Marketplace proposal we reviewed, all 
suppliers must offer into the Day-Ahead Market all of their available power plant capacity.6 If 
they are selected in the Day-Ahead Market, they keep all the revenue they earn in that Market 
and, if the revenues prove insufficient, the supplier may get a “make-whole payment” to cover its 
total energy costs. The proposal also continues the Manual Dispatch right. 

b. Our Recommendation 

Boston Pacific recommends that the Must-Offer Requirement be imposed only on 
Designated Resources – that is, on capacity that has been explicitly included to serve the capacity 
needs of ratepayers. Designated Resource-like limitations are used widely – in markets operated 
by PJM Interconnection LLC (PJM), Midwest Independent System Operator, Inc. (Midwest 
ISO), ISO New England, Inc. (ISO-NE), New York Independent System Operator, Inc. 
(NYISO), and California Independent System Operator Corporation (CAISO). Our presumption 
is that these Designated Resources get some form of capacity payment in return for their capacity 
obligation – either they are utility-owned power plants in rate base or they sell capacity under a 
power purchase agreement. 

c. Cautions and Work Plan 

The caution concerns the fact that, in addition to the Must-Offer Requirement, SPP will 
still have the right to order non-Designated Resource capacity in an emergency under Manual 
Dispatch. SPP’s right to call on non-Designated Resource capacity without some form of 
capacity payment may not meet FERC’s standard for “adequate fixed cost recovery.” In 
addition, we are concerned that new power plant capacity will not be enticed to enter the SPP 
markets “on spec” without any hope of a capacity payment if they serve a capacity need on an 
emergency basis. 
To address these concerns, we would suggest that an opportunity for some form of fixed 
cost payment to non-Designated Resources be considered for the times in which they are called 
upon in real-time. Since this is a resource adequacy issue, the Regional State Committee should 
take the lead. 
 
Updated Comments (March 1, 2011) 
 
We recommended that the day-ahead Must Offer Requirement apply to designated network 
resources (DNRs) only.  Our premise was that resources should be compensated for being required 
to offer into the day-ahead market, and we presumed that DNRs were provided some sort of fixed 
cost recovery through rate base or in their DNR contracts.  We also believe that a requirement 
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applied to DNRs would be consistent with other RTO must-offer requirements.  We disagreed with 
MWG’s supported position of applying the Must Offer Requirement to a level of capacity equal to 
load plus reserves because that would allow generators too much discretion in choosing which DNRs 
to offer Day-Ahead.  That is, we believe the optimization software’s commitment and dispatch 
decisions on which DNRs to run will be lower cost than resource decisions made by individual 
market participants.  Therefore, we still recommend that the day-ahead Must Offer Requirement 
apply to all DNRs.   
  
We also continue to support RSC consideration of a capacity-type payment for non-DNRs that are 
called upon to provide reliability services in emergency conditions, pursuant to a Manual Dispatch 
instruction.  Recent California ISO precedent – cited in our Report – provides clear instructions from 
FERC that supports our view, but we also support such a payment to maintain the incentive for 
investment by IPPs in new resources in SPP going forward.  SPP staff indicated that MWG may 
decide to refer this issue to the RSC, a result that we would support.  Also, SPP noted that 
interconnection agreements between generators and SPP may already contain terms that allow SPP 
to rely on generators in emergency conditions without providing a capacity payment.  We believe 
that such interconnection agreements do allow SPP to call upon the generator in emergency 
conditions; however, those interconnection agreements also stipulate that the generator will be 
compensated for its service, and it does not appear that the interconnection agreement precludes a 
capacity-type payment for reliability services in emergency conditions.1   
 
As a result, SPP’s proposal to refer this issue to the RSC alleviates our concern.  
 

SPP MMU Comments 

None 
 

Wright Talisman Opinion 

Original Memo with Footnotes is included in January 2011 MOPC material.  Below is a high 
level overview of the opinion. 
 
FERC generally requires a day-ahead must offer proposal to be coupled with a resource adequacy 
product or some other form of capacity payment.  SPP’s Resource adequacy requirements (as 
detailed in the SPP Criteria and Tariff) likely are not developed well enough to support a must offer 
requirement.  SPP would need to demonstrate that generators SPP requires to participate in the day-
ahead market will be compensated in some fashion.   
 

                                                 
 
1 See, for example, Section 11.6.1 of the SPP-KCP&L LGIA from November 18, 2010:  
http://www.spp.org/publications/2010-11-
18_1522R1%20Kansas%20City%20Power%20&%20Light%20LGIA_ER11-2147%20.pdf. 
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It is possible FERC would approve a temporary must offer requirement in the day-ahead market if 
provisions were added to the SPP Tariff requirement network customers to specify DNRS to meet 
the resource adequacy requirements of the SPP Criteria.  Resources that are not DNRs could not be 
subject to the must offer requirement.  A temporary approval would likely require SPP to commit to 
develop a more clearly defined resource adequacy construct ensuring that generators are paid for 
their capacity. 
 
 

MWG Analysis 

 
History of MWG Discussion and Motions 
 
The MWG originally advocated a voluntary offer in the Day-Ahead Market since it is primarily a 
financial market and should provide incentives through design for suppliers to participate without 
being required.  Additionally, the MWG believes the majority of the time, Designated Resources 
will far exceed the load of a Network Customer and should not be required to offer excess capacity.  
Also, concerns were raised regarding forcing intermittent Resources to financial positions in the 
Day-Ahead Market, even if those Resources are considered Designated Resources.   
 
However, some members opposed the voluntary offer in the Day-Ahead Market due to concerns 
about the possibility of insufficient Resources being committed in RUC.  Insufficient commitments 
in RUC may expose Market Participants to Real-Time make-whole payment and decreases price 
convergence between the Day-Ahead Market and the RTBM.  From an operational perspective, 
RUC commitments will also be shorter lead time which may eliminate some Resources from being 
able to be committed when needed due to start-up and notification. Also, the MWG recognized that 
all other ISO/RTO markets have some level of a must offer requirement in the Day-Ahead market.    
 
During a July 2010 MWG meeting, the MWG revisited the must offer language.   Some members 
argued a must-offer should be not required for units that rarely run or that are not regularly staffed.  
Others argued the must-offer would ensure enough capacity is submitted in the Day-Ahead Market 
to cover the demand bids. Some also felt that a must-offer would help alleviate time limitations 
between the RUC and the start of operating day if the Day-Ahead Market was unable to clear 
enough generation due to limited offers.  After considerable discussion, the group rested on two 
different possibilities for the must offer requirement: (1) requiring all Resources to submit an offer 
or self-schedule in the Day-Ahead Market unless they are under a forced outage or an approved SPP 
planned outage; or (2), requiring MPs to offer sufficient DR Resource capacity, including bilateral 
transactions, to the Day-Ahead Market to cover their forecasted load and Operating Reserve 
obligation.  In addition, on separate but related issues, the group modified proposed language to 
clarify that Resources be required to include an energy offer equal to their capability (or self-
schedule) and that intermittent resources be required to submit an energy offer equal to their 
forecasted production level.  The following lists the proposed language that was under consideration 
for the must offer requirement during the meeting:     
 

(1) Resources are required to submit an offer or self schedule in the Day-Ahead Market unless 
they are under a forced outage or an approved SPP planned outage. 

 

Deleted: significant 

Deleted: Significant 

Deleted: at the best times

Deleted: Also, 

Deleted: details 

13 of 53



Southwest Power Pool, Inc.                     Market Working Group 

Must Offer 7 

(2) MPs are required to offer sufficient DR Resource capacity including bilateral transactions 
to the Day-Ahead Market to cover their forecasted load and Operating Reserve obligation. 

 
(3) Resources are required to include an energy offer equal to their capability.  

 
(i) Alternatively the Market Participant may self schedule the output of the 

resource in the Day-Ahead Market.    
 

(4) Intermittent resources are required to submit an energy offer equal to their forecasted 
production level.    

(i) The Market Participant will determine the forecasted production level.  
(ii) Alternatively the Market Participant may self schedule the output of the 

resource in the DA Market.    
 
Motion 1 (July 2010) 
After considerable discussion, the MWG motioned to amend Protocols with a must offer 
requirement as described in items 1, 3, and 4 of the proposed language.  The motion passed with four 
oppositions and three abstentions.   
  
 
At the October 2010 MOPC meeting the MOPC voted to require MWG to re-examine the Must 
Offer Requirement for Resources that are not Designated Resources, along with an opinion for the 
SPP legal department regarding the ability to require an un-contracted Resource offer in the Day-
Ahead Market.   
 
In November 2010, in response to the MOPC motion, the MWG revisited the must offer language 
again.  The group reviewed three alternatives to the Protocol language and discussed Day Ahead 
versus Real Time Must-Offer requirements.  SPP Staff expressed operational concerns around 
timing to ensure ability to commit units with long lead times.  The group discussed requiring LSEs 
to sufficiently meet daily peak load and reserve obligations in the Day Ahead Market.   

Alternative 1 

Must-Offer Requirement 

For both the Day-Ahead Period and Operating Day Period described below, Resource Offers must 
include: (i) a Start-Up Offer, a No-Load Offer and an Energy Offer Curve for Resources qualified to 
provide Energy, (ii) a Regulation-Up Offer for Regulation-Up Qualified Resources and Regulation-
Qualified Resources, (iii) a Regulation-Down Offer for Regulation-Down Qualified Resources and 
Regulation Qualified Resources, (iv) a Spinning Reserve Offer for Spin Qualified Resources and (v) 
a Supplemental Reserve Offer for Supplemental Qualified Resources. 

Day-Ahead Period 

Market Participants with Designated Resources must submit DA Market Resource Offers and DA 
RUC Resource Offers associated with those Resources, to the extent such Resources are available 
(e.g. not on a forced outage, planned outage or an SPP approved Reserve Shutdown),  and 
necessary to ensure that the total of the Market Participant’s Resource Offer Maximum Economic 
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Capacity Operating Limits is greater than or equal to sum of that Market Participant’s Forecast 
Daily Peak Load plus Daily Operating Reserve Obligation for the applicable Operating Day.   

(1) A Market Participant’s Forecast Daily Peak Load shall be equal to that Market Participant’s 
load forecast in the hour coincident with the forecasted SPP system peak as developed by 
SPP during the Mid-Term Load Forecasting process described under Section 4.1.2 and shall 
be posted by SPP by 7:00 AM Day-Ahead. 

(2) A Market Participant’s Daily Operating Reserve Obligation shall be equal to the sum of that 
Market Participant’s daily Regulation-Up obligation and daily Contingency Reserve 
obligation as calculated by SPP and shall be posted by SPP by 7:00 AM Day-Ahead.   

(a) A Market Participant’s daily Regulation-Up Obligation shall be equal to that Market 
Participant’s Forecast Daily Peak Load ratio share of the SPP estimated maximum 
Regulation-Up requirement for that Operating Day;   

(b) A Market Participant’s daily Contingency Reserve obligation shall be equal to that 
Market Participant’s Forecast Daily Peak Load ratio share of the maximum SPP 
system-wide Contingency Reserve Requirement for that Operating Day.   

(3) With respect to Variable Energy Resources Designated Resources used by a Market 
Participant to meet its Must-Offer Requirement,  the Market Participant must provide a 
reasonable estimate of their expected output and submit this output in their Resource Offers 
as reflected in the Resource’s submitted Maximum Economic Capacity Operating Limit.   

(4) Market Participants with Designated Resources other than Variable Energy Resources must 
include in their Resource Offers the full amount of physical capacity available as reflected in 
the Resource’s submitted Maximum Economic Capacity Operating Limit and Maximum 
Emergency Capacity Operating Limit. 

Operating Day Period 

For Intra-Day RUC and RTBM, Market Participants must submit Resource Offers for all Resources 
to the extent these Resources are available (e.g. not on a forced outage, planned outage, an SPP 
approved Reserve Shutdown or that have not otherwise been committed for sale outside of the SPP 
BA).  Market Participants must include in their Resource Offers the full amount of physical capacity 
available as reflected in the Resource’s submitted Maximum Economic Capacity Operating Limit 
and Maximum Emergency Capacity Operating Limit. 

Alternative 2 

4.2.1 Must-Offer Requirement  

Market Participants representing resources that are SPP Designated Resources or committed to 
serving load within the market footprint must submit DA Market Resource Offers and RTBM 
Resource Offers for all Resources to the extent these Resources are available (e.g. not on a forced 
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outage, planned outage or an SPP approved Reserve Shutdown).  Resource Offers must include: (i) 
a Start-Up Offer, a No-Load Offer and an Energy Offer Curve for Resources qualified to provide 
Energy, (ii) a Regulation-Up Offer for Regulation-Up Qualified Resources and Regulation-Qualified 
Resources, (iii) a Regulation-Down Offer for Regulation-Down Qualified Resources and Regulation 
Qualified Resources, (iv) a Spinning Reserve Offer for Spin Qualified Resources and (v) a 
Supplemental Reserve Offer for Supplemental Qualified Resources.  

(1)        Market Participants with Resources other than Variable Energy Resources must include in 
their Resource Offers the full amount of physical capacity available as reflected in the Resource’s 
submitted Maximum Economic Capacity Operating Limit and Maximum Emergency Capacity 
Operating Limit; and  
(2)        Market Participants with Variable Energy Resources must provide a reasonable estimate of 
their expected output and submit this output in their Resource Offers as reflected in the Resource’s 
submitted Maximum Economic Capacity Operating Limit.    

Alternative 3 

No change to the current market design. 

 Motion 2 (November 2010) 
The MWG motioned to accept Must Offer Alternative 1.   The motion failed with seven approving 
votes and no abstentions.   
 
Motion 3 (November 2010) 
The MWG motioned to accept Must Offer Alternative 2. The motion failed with one approving vote. 
 
Motion 4 (November 2010) 
The MWG motioned to remove the must offer requirement in the Day-Ahead Market.  The motion 
failed with six approving votes and no abstentions. 
 
As a result of the November motions, no changes were made to Must Offer requirement. 
 
 
In December 2010, the MWG revisited the issue again.  New language was proposed and members 
debated the advantages, disadvantages, reliability, and financial concerns related to the must offer 
requirement in the Day-Ahead Market.  Some members debated the idea of a “sunset” clause 
requiring the market to start with a must offer requirement but agreeing to re-evaluate it after one 
year after market implementation.  Some members discussed requiring Designated Resources to 
offer in the Day-Ahead Market.   
 
Motion 5 (December 2010)   
MWG  motioned to require Market Participants to offer Resources to cover their load plus Protocols.  
The motion passed with six oppositions and two abstentions.  
 
Following the motion, members continued to discuss and work towards a possible compromise 
between having no must offer requirement and having a full must offer in the design.   
 
Motion 6 (December 2010) 
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MWG  motioned and to require Market Participants to offer Resources to cover their load plus 
Operating Reserve obligations in Day-Ahead Market.  The motion passed with six oppositions and 
two abstentions.   
 
As a result of motions 5 and 6, the Must Offer Requirement for the Day-Ahead Market was changed 
from all available Resources to available Resource capacity equal to Market Participant daily peak 
load plus Operating Reserve Obligation.    The Must Offer requirement for RUC and RTBM remains 
all available Resources.   
 
The must offer requirement is primarily a business process rule, rather than a rule that results in 
changes to the software systems.  Enforcement of the rule after-the-fact can be through either a 
specific Tariff consequence and/or FERC review of physical/financial withholding. 
 
The benefit of requiring all resources to offer into the Day-Ahead Market is presenting the Day- 
Ahead Market with more options that are fairly representative of the operating day resources.  This 
would facilitate a better startup decision.  The consequence of requiring all resources to offer into the 
Day-Ahead Market is that not all resources have an obligation to serve load and may not be 
compensated for the capacity.   
 
Limitation of must offer to all of the Designated Resource capacity will incent parties to 
undesignated capacity on a daily basis and may become unmanageable.  Additionally, an all 
inclusive must offer would require a combined cycle to offer the full configuration (e.g. two on one). 
 
The MWG also discussed the Boston Pacific recommendation  to implement a capacity payment for 
non-Designated Resources during times of emergency and refer the issue to the RSC.      

MWG Response and Conclusion 

After considering the need to have a minimum amount of Resources offering, the MWG concluded 
that the additional impact of requiring all Designated Resources to offer in the Day Ahead market 
did not justify expanding the requirement beyond the current design. The MWG also points out that 
must offer rules already exist for the Reliability Unit Commitment and Real Time Balancing Market. 
 
After discussing the nature of emergencies and the retail regulatory nature of the SPP footprint, the 
MWG declined to create a capacity payment mechanism for non-designated resources called on 
through manual dispatch.  

MWG Vote 

In February 2011, MWG motioned to accept Boston Pacific recommendation that all Designated 
Resources be required to offer in the Day-Ahead Market. The motion failed with four votes to 
approve and no abstentions. 
 
 
MWG motioned to accept Boston Pacific’s recommendation that non-DR be compensated for the 
capacity serves they provide when called upon in an emergency and the RSC spearhead this effort.  
The motion failed with one approving vote and no abstentions. 
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SPP staff supports the current must offer requirement and believes it provides an adequate backstop 
to meet operational reliability concerns.  However, to be consistent with other RTO must offer 
requirements, staff would also support a must offer requirement for all available “Capacity 
Resources” as defined in the SPP Criteria. 
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Executive Summary 

Combined Cycle generation has a unique challenge in unit commitment and dispatch.  The 
Combined Cycle generation may be configured to produce electricity in various operational modes.  
These configurations may change during the day based on the anticipated energy output and 
efficiency. 
 
All of the RTO/ISO markets support special handling of the Combined Cycle generation.  With the 
exception of two markets (ERCOT and CAISO), the other RTO/ISO markets allow the Market 
Participant to offer Combined Cycle generation as a single configuration or as independent 
components.    In 2010, both ERCOT and CAISO implemented an enhanced special handling of 
Combined Cycle generation known as Configuration based Combined Cycle modeling, in which 
multiple operational configurations are coupled through a transition matrix and the optimal 
configuration is selected by the market system. ERCOT went live with this modeling approach in 
December 2010 while CAISO went live in February 2011. 
 
Boston Pacific proposes that SPP defer the implementation of the enhanced special handling of 
Combined Cycle generation.  Additionally, the SPP staff has also recommended deferral of the 
enhanced special handling of Combined Cycle generation due to the expected risk to project delivery 
and resulting increased cost. 
 
Acknowledging the risk for potential delay and increased cost due to the complexity of this feature’s 
implementation, the MWG recommends going forward with the implementation of the enhanced 
special handling of Combined Cycle generation given that this type of generation capacity represents 
15% - 20% of the SPP capacity and is expected to increase in the near future. Furthermore, MWG 
recognizes that Combined Cycle generation (enter % of time on the margin or capacity factors to 
reflect how often these Resources are needed in the market). 
 
 

Definition of Issue 

   
 
All of the RTO/ISO markets permit the Market Participants to submit multiple combined cycle 
configurations for use throughout the Operating Day.  The enhanced special handling adds to the 
economic cost calculation of the commitment and dispatch logic transition costs of moving between 
the configurations, and guarantees compensation for those transition costs.  This logic became part 
of production systems in ERCOT (December 2010) and CAISO (February 2011).  As a result of the 
complexity of the special handling combined cycle logic, there are concerns about the risk to the 
implementation schedule and project cost.   
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Boston Pacific Comments 

Original Comments (December  2010) 

CombinedCycle Modeling 

a. Primer 

The intended benefit is more efficient dispatch of natural gas-fired, combined-cycle 
power plants, which means lower ratepayer costs. Combined-cycle power plants produce 
electricity twice with the same fuel. Natural gas is supplied to a combustion turbine and 
electricity is produced for the first time. Then, the exhaust gases from that combustion turbine 
are used to make steam. That steam is used in a steam turbine to produce electricity a second 
time. Combined-cycle power plants can have multiple configurations of combustion turbines 
and steam turbines. Each configuration has different performance requirements. 
Today, a combined-cycle power plant can make only a single offer to the SPP real-time 
energy market. With the Integrated Marketplace proposal, a combined-cycle power plant could 
submit multiple, mutually exclusive offers related to different configurations. 

b. Our Recommendation 

Boston Pacific recommends that this feature be deferred until other elements of the 
Integrated Marketplace proposal are completed. While we agree that there could be benefits to 
allowing multiple configurations to be offered, our reason for recommending deferral is that this 
feature is very complex and is not included at many of the major RTOs and ISOs. And, equally 
important, for the two entities in which it has been attempted – the CAISO and the Electricity 
Reliability Council of Texas (ERCOT) – there have been repeated deferrals and other delays. 

c. Cautions and Work Plan 

Again, we recommend deferral because of the difficulties encountered elsewhere in 
trying to implement this feature. 
 
Updated Comments (March 1, 2011) 
 
We recommended that this feature be deferred until other elements of the Integrated Marketplace 
proposal are completed.  While we understand that there would be benefits to a fully functioning 
combined-cycle modeling feature, we believe that the risks of delays and cost overruns outweigh 
these benefits.  Only two other RTOs have attempted to implement combined-cycle modeling 
capability, and both have faced performance issues that delayed combined-cycle modeling 
implementation and increased costs.  Furthermore, Staff tells us that its software vendor estimates 
that implementing this feature would result in a minimum of a three month delay and a $5 million 
cost overrun.  We listened to MWG’s latest discussion and its vote to reject our recommendation, but 
we still believe that the combined-cycle modeling feature should be deferred.      
 

SPP MMU Comments 

None 
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MWG Analysis 

MWG reviewed the concerns about implementing a new logic for combined cycle handling.  The 
concerns included the risk to the delivery date and cost for this new logic.  The estimated market 
implementation date of March 2014 did not incorporate this combined cycle implementation 
schedule, and vendor feedback indicates a potential implementation delay of at least three months.  
SPP staff has estimated a 3-month time delay will result in an additional $5 million project cost.   
SPP Staff will monitor ERCOT and CAISO combined cycle markets operations and report 
significant findings to MWG. . 
 
Deferral of implementation was discussed.  Concern was expressed that proceeding without this 
enhancement would result in significant sunk costs and higher implementation costs of the 
enhancement.  The MWG is concerned that without the logic, benefits from the existing combined 
cycle generation (15% - 20% of the capacity) and new combined cycle generation will not be 
realized.  (Insert % on the margin or capacity factor comment.) Therefore, the MWG believes the 
risk to market implementation date is worth the anticipated benefits. 
 

MWG Response and Conclusion 

After discussion of the issues above , the MWG believes that the centralized optimization and the 
expected increase in combined cycle construction justifies continuing with the enhanced special 
modeling. 
 
The MWG created an action item for SPP staff  to contact ERCOT and CAISO to get feedback on 
the operational experience of the enhanced handling  to be reported in October 2011.  

MWG Vote 

The MWG motioned to accept the Boston Pacific recommendation to delay the enhanced handling 
of combined cycle modeling.  The motion failed with one approving vote and one abstention. 
 
SPP staff supports the enhanced special handling of combined cycle modeling, but recommends that 
its implementation be deferred until after market go-live.  
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Executive Summary 

Included in the Integrated Marketplace design is settlement of the real-time market on a five-minute, 
rather than hourly basis.  The RTO/ISO markets that settle on a sub-hourly basis are NY ISO, 
ERCOT, CAISO and MISO (Operating Reserve only).    The MWG included the five-minute 
settlement in the Integrated Marketplace based on discussion of the issues experienced in other 
markets, concerns with current SPP market, and the benefits of a sub-hourly settlement.  The MWG 
also discussed concerns the Market Participants may encounter including settlement function 
complexity due to the mixing of hourly and sub-hourly settlement data, data storage requirements, 
and reporting five-minute data to FERC. 
 
Boston Pacific proposes performing real-time settlement on an hourly basis, rather than sub-hourly 
in order to reduce complexity, recognizing that there are significant benefits to settling on a 5-minute 
basis.  The SPP Market Monitoring Unit endorses the use of sub-hourly settlement as the added 
transparency will incent Market Participants to perform per instruction. In addition, the SPP MMU 
believes that a five-minute market settlement will encourage Market Participants to offer more ramp 
capability in Real-Time. 
 
Upon review of the comments from Boston Pacific, SPP Market Monitoring Unit, and further 
discussion by the MWG about the benefits and implications of the five-minute settlement, the MWG 
continues to recommend the implementation of the Integrated Marketplace with five-minute real-
time settlement. 
 

Definition of Issue 

The MWG chose the use of five-minute settlement in order to address: 
1) Current market concerns about the hourly price not properly compensating Resources for 

significant production swings on a five-minute basis; 
2) Incenting all participants to perform per instructions and those participants offering more 

ramp capability; 
3) Concerns about proper compensation of Resources for switching between energy and reserve 

capacity in the real-time co-optimization; 
4) Uplift concerns observed in other RTOs, such such as Price Volatility Make-Whole payment 

in MISO, in both the creation of make-whole payments and the uplift funding. 
The use of five-minute settlement also resulted in several concerns: 

1) The need for all participants to store twelve times the settlement data versus an hourly 
settlement; 

2) Complexity in Market Participant settlement functions of reconciling the standard hourly 
bilateral settlements with the five-minute market settlement data; 

3) Data reported to FERC for the Electric Quarterly Report (EQR) would be a five-minute 
granularity. 
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Boston Pacific Comments 

Original Comments (December 2010) 

Settlements 

a. Primer 

The EIS Market is dispatched every five minutes and there is a LIP determined every five 
minutes. However, the market is settled (paid for) on an hourly basis – a simple average of the 
twelve, five-minute LIPs in an hour is used as the price. Those five-minute prices can vary 
substantially if, for example, demand changes suddenly. Five-minute settlement would better 
capture variations in prices and their effect on payments. 

b. Our Recommendation 

Boston Pacific recommends that five-minute settlement for the Real-Time Balancing 
Market be rejected. However, because five-minute settlements creates stronger incentives to 
follow dispatch than does hourly settlements, we recommend that the Board direct the Market 
Working Group to look into methods to increase the incentives for participants to follow dispatch 
instructions under the hourly settlements approach. These methods could include strengthening 
or altering the uninstructed resource deviation provisions in the proposed Integrated Marketplace 
Market Protocols. 

c. Cautions and Work Plan 

Five-minute settlement is not a feature in most other RTOs and ISOs in the United States 
– we understand that only the NYISO does it. By definition, there is about a twelve-fold 
increase in the amount of data for settlement. We do not see five-minute settlement as a vital 
part of the Integrated Marketplace proposal so the added complexity is not warranted. 
 
Updated Comments (March 1, 2011) 
  
We recommended that the Board reject the proposal to implement five-minute settlements in the 
Real-Time Balancing Market, and instead opt for hourly settlements.  While we recognized the fact 
that successfully implementing five-minute settlements would result in benefits, we believed that the 
risks of the proposal outweigh the potential benefits.     
 
Staff has since told us that they do not believe that five-minute settlements will add complexity to 
the market design and that the benefits outweigh the perceived complexity and cost.  However, our 
recommendation remains unchanged.  We believe that the current integrated marketplace design is 
already extremely complex and substantive and that this proposal would add more complexity to the 
settlements side of implementation.  Five-minute settlements will result in twelve times the amount 
of data, and it would also make the need for any resettlements more arduous.  Finally, only one other 
RTO utilizes five-minute settlements in its real-time market.  While we still recommend that this 
proposal should be rejected, we do believe that this is a feature, like the combined-cycle modeling, 
that could be implemented further down the road after implementation of the rest of the design. 
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SPP MMU Comments 

Fiveminute settlement in the RealTime Balancing Market (RTBM) 
The Integrated Marketplace design includes five-minute settlement in the RTBM. Five-minute 
settlement matches the price for the interval with the energy produced or consumed during the same 
interval. 

MMU Position 

The MMU strongly supports five-minute settlements in the RTBM for several reasons. An important 
advantage of the five-minute settlement is that it provides a direct link between a Market 
Participant’s behavior in a given interval and the costs associated with system operations in the same 
interval. This is an extremely important concept because it provides a monetary incentive for Market 
Participants to precisely follow their dispatch instructions. A five-minute settlement will encourage 
members to submit accurate ramp rate offers, reducing concerns of ramp withholding. With an offer 
curve reflecting marginal cost, and a robust and feasible ramp offer, a resource will be in the best 
possible position to benefit from any market dispatch instruction. A five-minute settlement will 
reduce a Market Participant’s exposure to highly volatile prices that may occur in any given hour. 
Exposure to price volatility is a serious concern in the current SPP EIS Market, and five-minute 
settlement can help alleviate this concern.  
 
The efficiency gains of five-minute settlement in market dispatch are manifest, and the associated 
benefits from pricing clarity and transparency more than outweigh the complexities of 
implementation. Proponents of the hourly settlement method propose that the complexity of five-
minute settlement will prevent its proper implementation and place an undue burden on Market 
Participants. The MMU respectfully disagrees with this position. The majority of Market 
Participants that would be directly impacted by this decision have indicated that the additional 
reporting requirements would not be an undue burden, and that the participants’ gains would offset 
any inconvenience. The clear consensus of SPP and its Market Participants is evident: five-minute 
settlement is necessary, worthwhile, and will benefit the system in myriad ways.  
 

MWG Analysis 

The MWG thoroughly debated and discussed the 5-minute real-time settlement question during 
several meetings in 2010 and is in agreement with the SPP MMU recommendation as summarized 
above.  The majority of MWG members are convinced that the benefits of implementing the 5-
minute real-time settlement for both Energy and Operating Reserve products far outweigh the 
purported complexity.  In fact, although there is a larger data requirement, the majority of MWG 
members do not believe implementation of 5-minute settlement adds any additional complexity: 

• Market Participants are not required to submit meter data on a 5-minute interval basis 
(although they can if they choose to).  Hourly meter data can continue to be submitted 
and SPP will profile that hourly data into 5-minute data using 5-minute SCADA or State 
Estimator values; 

• All billing determinants calculated on a 5-minute basis are available to Market 
Participants for use in shadow settlement; 
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• All 5-minute values required for Market Participant FERC EQR will be provided by SPP 
to the Market Participant; 

• SPP settlement software vendor has given no indication that inclusion of the 5-minute 
settlement calculations will add any complexity or cause any increased solution time 
burden on the system (data storage is also not an issue). 

 

MWG Response and Conclusion 

Given the benefits described above under Definition of Issue and that concerns under Definition of 
Issue have been addressed as described above, MWG continues its support for implementation of 5-
minute real-time settlements. 
 

MWG Vote 

The MWG motioned to accept the Boston Pacific recommendation to replace 5-minute real-time 
settlement with 1-hour real-time settlements and provide additional incentives for Resources to 
follow dispatch instructions under a 1-hour real-time settlement approach.  The motion failed with 
one approving vote and two abstentions. 
 
SPP staff supports 5-minute settlements in the Integrated Marketplace. 
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Executive Summary 

Reserve zones are necessary to insure sufficient deliverable reserves within a transmission 
constrained region.  Reserve zones are in operation in other RTOs (e.g. Midwest ISO).  In the 
proposed implementation at SPP, two unique features were included.  The two features are (1) 
derating the transmission grid to allow inter-reserve zone transfers of capacity and (2) reducing   
zonal reserves requirements based on the availability of resources in the zone. 
 
The SPP Market Monitoring Unit recommends removal of the Reserve Zone transfer due to 
inefficiencies that will result in the market.  The SPP Market Monitoring Unit also recommends the 
removal of the language adjusting the Reserve Zone minimum because of the resulting contradiction 
to FERC orders regarding scarcity pricing.  SPP staff recommends removal of the Reserve Zone 
transfers due to the impact on reliably operating the market. 
 
After analysis, the MWG decided  the Reserve Zone transfer obligations be removed from the 
Integrated Marketplace due to concerns related to market inefficiency and complexity.  Additionally, 
the MWG decided to accept the MMU recommendation to remove the language that restricts the 
operating reserve minimum to be less than or equal to the available operating reserves in a zone.   
 

Definition of Issue 

Due to constraints on the transmission grid within the SPP region, the Operating Reliability Working 
Group has included Reserve Zones in the Integrated Marketplace design.  The Reserve Zones are for 
the purpose of insuring sufficient deliverable Regulation, Spinning, and Supplemental Reserve are 
maintained within the zones to support reliable delivery of energy. 
 
The Market Working Group supports this current design element with the intention of being able to: 
(1) hold the Load Serving Entities harmless if the generation to provide reserves were located in a 
different zone than the load and (2) reduce the reserve obligations in a zone if the online generation 
within the zone was less than the obligation. 
 
The SPP Market Monitoring Unit recommends removal of the Reserve Zone transfer due to 
inefficiencies that will result in the market.  The SPP Market Monitoring Unit also recommends the 
removal of the language adjusting the Reserve Zone minimum because of the resulting contradiction 
to FERC orders regarding scarcity pricing 
 

Boston Pacific Comments 

Original Comments (December 2010) 
 
None 
 
Updated Comments (March 1, 2011) 

Deleted: ing
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We were also asked by SPP Staff to look at an issue which has been raised as a concern by both SPP 
Staff and the MMU.  Specifically, we were asked to look at the provision in the Integrated 
Marketplace that allows for the transfer of reserve zone obligations between reserve zones. 
  
After review, we agree with SPP Staff and the MMU recommendation that the provision to allow 
market participants to transfer reserve obligations between zones be eliminated.  As an advocate for 
simplicity, we do not see that the costs of this provision – explained below – are worth the purported 
benefit, which is seemingly to protect certain market participants from reserve price differentials 
between zones.  We also note that no other RTO allows for this type of practice, and as we explained 
in our Report, we believe SPP should stick to market design principles that are in use in other RTO 
markets and that have worked well.  Introducing new provisions adds unnecessary risk and 
complexity to an already ambitious market design initiative. 
  
In short, the ability to transfer reserve obligations between zones will allow a market participant with 
generation in one zone and load in another to use its generation to provide reserves to that load, 
regardless of the transfer capability of the ties between the zones.  This is done by reducing the 
amount of the available capacity on the connecting transmission line by the amount of the reserve 
obligation. 
  
This provision introduces a real concern that will likely affect market results.  To be feasible, a 
reserve obligation transfer must have access to adequate transmission capacity.  Transmission 
capacity is set aside for this purpose to facilitate a transfer, and that reduces the amount of 
transmission capacity left on an interface for other market participants.  This can have a number of 
undesirable impacts on the market.  With less transmission capacity available, the dispatch engine 
may be unable to call on the cheapest resources to serve load if those resources are on the 
constrained end of that transmission line.  Also, the lower amount of transmission capacity available 
produces a higher probability of congestion on a line, which can impact the value of the TCRs held 
by market participants on that line and can impact the LMPs on either end of that line.  These 
impacts may at times provide market participants capable of reserve obligation transfers with 
perverse incentives to make such a transfer in order to cause congestion on a particular line.   
 
While some market participants may be concerned about reserve zone price differentials and their 
impact on their ratepayers, it does not seem equitable to provide such participants with this sort of 
relief when it has such a potential for negative impacts on the rest of the market participants.  Also, 
as we pointed out, other RTOs do not offer this capability, and so we cannot recommend this 
approach as “tried and true” by other markets in the US.   
 

SPP MMU Comments 

The MMU strongly recommends removing two provisions related to reserve zones: 1) the restriction 
that the reserve zone minimum to be no larger than the available reserves; and 2) the rules that allow 
for the transfer of reserve zone obligations between zones. 

Restriction on the Reserve Zone Minimum  
The Reserve Zone minimum is restricted to be less than or equal to the available reserves in a 
Reserve Zone. From the Market Protocols: 
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…the Reserve Zone minimum Operating Reserve requirement is equal to the 
lesser of; 1) the difference between the largest Resource MW and unused 
import capability; 2) the difference between the Reserve Zone load and import 
capability; or 3) the sum of available Operating Reserve Resource MW within 
the zone whether the Resources are offered or not offered. 

As in other RTO markets, reserve zone minimums serve as triggers for scarcity pricing. If the 
available reserves in a reserve zone fall below the minimum requirement, there is a shortage of 
reserves and scarcity pricing is applied. Consider the following example:  
 
- In Reserve Zone A, the largest resource has a 500 MW capacity 
- The Reserve Zone load is 800 MW 
- The unused import capability is 100 MW and the sum of the available reserves is 300 MW: 

 

Under the proposed design:   

The minimum Operating Reserve requirement is equal to the lesser of: 

1) The largest Resource MW (500 MW) – Unused import capability (100 MW) = 400 MW 
2) Reserve Zone load (800 MW) – Unused import capability (100 MW) = 700 MW 
3) Sum of Available Operating Reserve Resource MW within the zone = 300 MW 

The reserve zone minimum will be set equal to the amount of available reserves: 300 MW. The 
reserves and unused import capability sum to 400 MW, not enough to cover for the loss of the 500 
MW resource. Yet under the proposed protocol language, the minimum requirement does not exceed 
the available reserves and this will not be considered an operating reserve shortage. Prices will not 
reflect the shortage. 

In its Notice of Proposed Rulemaking that preceded Order 719, FERC noted that RTO/ISO market’s 
scarcity pricing rules may not produce prices that: 

 "accurately reflect the true value of energy [during periods of operating reserve 
shortages] and, by failing to do so, may harm reliability, inhibit demand response, 

Reserve Zone A 

Largest Gen (500 MW) 

Load (800 MW) 

Import 
Capability 
(100 MW) 

Load (800 MW) 

Reserves 
(300 MW) 
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deter new entry of demand response and generation resources, and thwart 
innovation."1  

FERC continued in the same NOPR: 

"Without prices that reflect the true value of energy, we cannot expect the full 
integration of demand response into organized markets. We therefore do not 
believe that reforms in this area should be delayed until every barrier to demand 
response, whether retail or wholesale, technological or regulatory, is identified 
and addressed."2 

Subsequently in Order 719, FERC recommended four different approaches for applying scarcity 
pricing in RTO/ISO markets and required each RTO/ISO to implement scarcity pricing and better 
reflect the true value of energy during operating reserve shortages.  
 
The MMU maintains that the restriction on the operating reserve zone minimum precludes the 
appropriate application of scarcity prices and effectively negates the beneficial price signals and 
efficiency gains that should be obtained through the use of reserve zones.  

MMU Recommendation 

The MMU recommends removing the language that restricts the operating reserve zone minimum to 
be less than or equal to the available operating reserves. 

Reserve Obligation Transfer Between Zones 
The Internal Reserve Zone Obligation Transfer Schedules allow a Market Participant to transfer 
reserve obligations to a generator that is outside of the reserve zone. This provision, which to our 
knowledge is unique to SPP, could create considerable inefficiencies in the energy and the TCR 
markets.  

Inefficiencies arise because the obligation transfer requires some assurance that the reserves, if 
called on, will be deliverable to the reserve zone where the obligation originated. If the reserves are 
not deliverable, inefficiency arises in the operating reserve market because the market will no longer 
reflect the physical realities of the system. To ensure that reserves are deliverable, the transmission 
capacity into the reserve zone will be reduced by the amount of the obligation transfer. Thus, the 
restricted transmission capacity is not available for energy imports and congestion resolution. This 
reduces the effectiveness of the co-optimization of energy and reserves. This design element also 
presents potential market power abuse opportunities. This provision enables a select group of 
Members, those holding firm transmission rights between reserves zones, to lower the import 
capacity into a particular area. A lower import capacity increases the likelihood of congestion in the 
energy market and thus introduces gaming issues. 

                                                 
 
1 Wholesale Competition in Regions with Organized Electric Markets, Notice of Proposed Rulemaking, 73 FR 12,576 
(March 7, 2008), FERC Stats. & Regs. 32,628 (2008), paragraph 107. 
2 Id., paragraph 109. 
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This design element presents another problem related to the value of transmission rights. A reserve 
zone obligation transfer schedule requires the Market Participant to possess firm transmission rights 
to deliver the reserves if called on. The value that accrues to the firm transmission rights holder is 
obtained through the TCR Market. With the submittal of a reserve obligation transfer schedule, the 
Market Participant is reserving capacity and extracting additional value for holding the firm 
transmission rights. 

To summarize, the MMU has very serious concerns regarding reserve zone obligation transfers 
because of:  

• Inefficiencies in the energy market - Reserve zone obligation schedules will occupy 
transmission capability that could be used to import energy into the constrained areas  
 

• Increased potential for gaming - Market participants will have the ability to lower 
transmission capability that will increase the likelihood of congestion 
 

• Inefficiency in the TCR Market – Transfer schedules will reduce the transmission 
capability on the reserve zone interfaces, causing TCRs to be under-funded 

The benefit of internal reserve schedules is to hedge against differences in reserve costs between 
locations. The TCR Market will allow Market Participants to hedge these risks. Differences in 
reserve costs between two settlement locations should always be lower than the differences in energy 
costs due to the co-optimization of energy and reserves. Allocation of TCRs into the local reserve 
zone should provide protection for Market Participants seeking to hedge reserve cost differences. 

MWG Analysis 

The MWG reviewed presentations by the SPP MMU, Operations, and Market Design staff, 
including several scenarios illustrating the proposed reserve zone transfer design.  SPP staff voiced 
support for eliminating the Reserve Zone transfer schedules due to concerns about the inability to 
facilitate the design, market inefficiencies, including the under utilization of the transmission grid 
and the creation of artificial congestion, as well as the potential for TCR under-funding.    
 
Some members supported the use of reserve zone transfer schedules to act as hedge for Market 
Participants with generation and load in different zones.  In the event the Operating Reserve pricing 
in the zone with the load is higher than the zone with the generation, a Market Participant may 
satisfy its reserve obligation but pay out more for Operating Reserve than it would be paid for 
generating the Operating Reserve.   
 
In March 2011, a proposal was made to change the Marketplace design to accommodate zonal 
pricing.  Divide the Reserve Zones into three pricing zones and average the Reserve Zone Market 
Clearing for each pricing zone.  As long as each Market Participant’s generation and load resided in 
one pricing zone the hedging concern would be mitigated.  Members discussed the idea but decided 
this proposal mixed average pricing and marginal pricing methodologies and the MWG decided 
during the creation of the Mid-Level Design and throughout the development of the Integrated 
Marketplace Protocols to use marginal pricing methodologies.     
 
Some members expressed concern regarding the complexity of this design element and the fact it is 
not used in any other RTO/ISO.  Also, other members voiced concerns about trying to include a 
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complicated element to mitigate a perceived problem when the actual issue may occur rarely, or not 
at all.  In other words, the cost to implement reserve zone transfer schedules may outweigh any 
perceived benefits.   
 
In regards to the MMU concerns related to the reserve zone minimum language in the Protocols, the 
MWG discussed the relationship between the Security Constrained Unit Commitment (SCUC) and 
the Security Constrained Economic Dispatch (SCED) algorithms related to the facilitation of 
Reserve Zone minimums requirements and actual Operating Reserve resources allocation.  Some 
members expressed concerns about establishing a Reserve Zone minimum higher than the available 
Operating Reserve in the zone.  Other members supported the removing the language suggesting 
using the available reserves amount in a zone as a criterion of reserve zone minimum requirement 
calculation out of concerns related to the potential masking of capacity shortage that this minimum 
requirement calculation methodology could create, causing further market inefficiency.  
 

MWG Response and Conclusion 

Given the operational challenges, implementation complexity and market inefficiency concerns, the 
MWG decided to remove Reserve Zone transfer schedules from the Integrated Marketplace design.  
An Integrated Marketplace PRR will be prepared to remove the Protocol language. 
 
Additionally, as a result of concerns related to market inefficiencies, the MWG decided to remove 
the language that restricts the operating reserve minimum to be less than or equal to the available 
operating reserves in a zone. 
 

MWG Vote 

MWG motioned to approve the MMU recommendation to remove internal Reserve Zone obligation 
transfers.  The motion passed with three oppositions and two abstentions.   
 
MWG motioned to accept the MMU recommendation to remove the language that restricts the 
operating reserve minimum to be less than or equal to the available operating reserves in a zone.  
The motion passed with three oppositions and two abstentions. 
 
SPP staff supports the MWG decisions to remove the internal Reserve Zone obligations and the 
removal of the reserve zone minimum language. 
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Executive Summary 

The Integrated Marketplace design includes virtual transactions for offers and bids.  A virtual 
transaction is submitted in the Day-Ahead Market only.  Since there is not any actual energy 
delivered or consumed in the Real-Time Balancing Market, any virtual position taken in the Day-
Ahead Market results in a contra-position on the operating day.  Therefore, virtual transactions are 
taking positions on the difference between Day-Ahead Market and Real-Time Balancing Market 
prices. 
 
Generally, the other RTO/ISO markets have implemented virtual transactions.  The purpose of 
virtual transactions in the Day-Ahead Market is to (1) fill the gaps between anticipated load for the 
operating day and that load participating in the Day-Ahead Market and, (2) bring prices in the Day-
Ahead Market closer to the operating day prices.  Filling the gap on load helps assure a better 
resource startup decision in the Day-Ahead Market.  Bringing prices in the Day-Ahead Market 
closer to the operating day prices allows Market Participants to better hedge the congestion costs of 
the operating day. 
 
Both Boston Pacific and the SPP Market Monitoring Unit endorse the use of virtual transactions in 
the Integrated Marketplace.  Boston Pacific recommends that rules be developed to limit virtual 
transactions, remove Transmission Congestion Rights revenues, and apply uplift costs to virtual 
transactions.  
 
After discussions with MWG and SPP staff in February 2011, Boston Pacific provided additional 
comments on March 1, 2011 indicating that the concerns raised in December were alleviated.   
 

Definition of Issue 

The design of the Integrated Marketplace, and other RTO/ISO markets, include virtual transactions.  
Consistent with other RTO/ISO markets, virtual transactions may be offered at any settlement 
location and may be an offer to sell or bid to buy in the Day-Ahead Market.  Because load is not 
required to submit bids to buy energy in the Day-Ahead Market, and the Day Ahead market also 
results in resource startup instructions, the virtual transactions help approximate the operating day 
load and resource information. 
 
Boston Pacific recommends SPP (a) develop a specific rule to “claw back” any TCR revenues 
created by uneconomic virtual bidding; (b) comply with FERC’s credit requirements in Order No. 
741; (c) consider additional limitations on virtual bidding that are used in other RTOs; and (d) apply 
a share of Day-Ahead Market uplift costs to virtual demand only and RUC uplift costs to virtual 
supply only. 
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Boston Pacific Comments 

Original Comments (December 2010) 

Virtual Bidding 

1. Primer 

Virtual bids are purely financial offers to buy or sell energy in the Day-Ahead Market. A 
virtual supply offer is an offer to sell a stated quantity of energy for a specified location at a 
stated price in the Day-Ahead Market. A virtual demand bid is an offer to buy a stated quantity 
of energy for a specified location at a stated price in the Day-Ahead Market. From a market-clearing 
perspective, virtual bids are similar to physical bids in that both types of bids can “clear 
the market” and can set prices. Virtual bids, however, are not linked to any physical resource 
and thus do not carry with them any obligation to inject or withdraw energy. Instead, virtual bids 
that clear the market are automatically reversed and liquidated in real-time. 
 
To illustrate, consider the example of a virtual purchase of 10 MWh in the Day-Ahead 
Market at an SPP pricing node. This virtual purchase in the Day-Ahead Market commits the 
participant to a parallel, price-taking offer to sell 10 MWh of energy in real-time at that same 
location. The Market Participant will pay the day-ahead price at that SPP pricing node for its 10 
MWh purchase, then, will be paid the real-time price at that same location for its 10 MWh sale. 
If the day-ahead price is lower than the real-time price, this participant will receive a net 
payment at settlement. If the day-ahead price is higher than the real-time price, then the 
participant will be required to pay that difference. 
 
For example, assume the day-ahead price is $30 per MWh and the real-time price is $35 
per MWh. In the Day-Ahead Market, $300 ($30 x 10 MWh) would be paid by the purchaser. In 
the Real-Time Balancing Market, $350 ($35 x 10 MWh) would be paid to the seller. Thus the 
Market Participant who made the 10 MWh virtual purchase would gain a net $50. 

2. SPP’s Current Approach 

SPP currently has just a real-time, EIS market, so it does not employ, nor have any need, 
for virtual bidding. 

3. SPP’s Proposed Integrated Marketplace Approach 

SPP’s proposal to introduce virtual bidding to its Integrated Marketplace is similar to 
virtual bidding designs in other established RTO markets. Market Participants will be able to 
submit virtual bids and offers at all Settlement Locations, including trading hubs. This high level 
of granularity is similar to that in PJM, ISO-NE, and CAISO. And, as in other RTOs, virtual 
bids and offers are eligible to set LMPs. Further, in addition to asset-owning Market 
Participants, SPP proposes to allow non-asset owning entities to participate in the virtual market. 
All participants will be subject to credit requirements and postings of collateral. Market 
Participants will also be subject to a transaction fee for all submitted virtual bids and offers. 
 
SPP also proposes to subject virtual bidders to uplift costs. Specifically, virtual bidders 
will be required to share in the allocation of uplift costs related to make-whole payments in both 
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the Day-Ahead Market and RUC. SPP proposes to allocate a proportional share of the make-whole 
uplift payments to all participants with cleared virtual bids and/or offers. 
 
Unlike physical bids, virtual bids have no underlying cost basis. Accordingly, virtual 
bids will not be eligible for SPP’s bid cost recovery provision. SPP proposes a provision that 
would require the MMU to monitor for uneconomic virtual bids and offers. Specifically, the 
MMU will monitor the divergence between day-ahead and real-time prices, and determine if any 
particular Market Participants caused such divergence by its virtual bidding and offering activity. 
SPP proposes specific thresholds for determining “excessive” divergence, which, if met, will 
allow SPP to impose a three-month suspension on any virtual bidder deemed to have caused the 
divergence. 

4. Critique of SPP’s Proposal 

a. Expected Ratepayer Benefits 
 
We recommend that the SPP Board approve going forward with virtual bidding. Virtual 
bidding should provide benefits to ratepayers, and SPP’s design, with our recommended changes 
below, should protect against undesirable market outcomes. We believe that SPP’s virtual 
bidding proposal can confer ratepayer benefits of two sorts: (a) risk management for load and 
supply and (b) convergence between day-ahead and real-time prices. 
 

i. Example of risk management benefits 
 
To illustrate how virtual bidding can protect ratepayers from real-time price spikes, 
consider the following example. There is a Market Participant with load to serve that is 
forecasted to be 100 MWh on the following day. However, this load-serving entity is concerned 
that if it’s actual, real-time demand exceeds 100 MWh, the load-serving entity (and its 
ratepayers) would be subject to real-time price risk. That is, the load-serving entity is concerned 
that additional real-time demand, coupled with a real-time price spike, could expose its 
customers to the risk of paying high prices for power. 
 
Virtual bidding allows that load-serving entity to protect its ratepayers from such price 
spikes. To do so, the load-serving entity submits a virtual bid to buy 20 MWh of power in the 
Day-Ahead Market, along with its 100 MWh physical demand bid to serve its physical load. If 
the day-ahead price is $30/MWh, the load-serving entity is charged (a) $30 for 100 MWh of 
physical demand, or a total of $3,000, and (b) $30 for 20 MWh of virtual demand, or $600. In 
all, the load-serving entity’s net charge is $3,600 for Day-Ahead Market activities. 
 
In real-time, assume that the load-serving entity does indeed experience greater demand 
than it forecasted day-ahead, seeing 110 MWh of real-time demand. As such, the load-serving 
entity is required to purchase the additional 10 MWh at whatever price clears the Real-Time 
Balancing Market. Assume also that the real-time price that the load-serving entity must pay is 
indeed higher than the day-ahead price, clearing at $35/MWh. The load-serving entity must pay, 
therefore, $350 for the additional 10 MWh of physical demand. 
 
However, the load-serving entity cleared a 20 MWh virtual demand bid in the Day-Ahead 
Market and it must reverse it by selling 20 MWh in real-time. This means that the load-serving 
entity is paid the real-time price of $35 for its virtual 20 MWh, or $700. In all, the load-serving 
entity’s net real-time position is a credit of $350. Combining the day-ahead charge of $3,600 
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and the real-time net credit of $350 means the load-serving entity in this example pays a total of 
$3,250 to serve its load. 
 
Had there been no virtual bidding available, the load-serving entity would have paid 
more. The load-serving entity would have paid $3,000 for its day-ahead power and $350 for its 
10 MWh of real-time demand, or a total of $3,350. In this single example, virtual bidding 
produced $100 of savings for this load-serving entity. 
 
In our example, the load-serving entity guessed right about its real-time load and realtime 
prices – both were higher than in day-ahead. If the load-serving entity guessed wrong and 
the real-time price was lower than day-ahead, it would have lost money. Surely the entity will 
see a mix of results and no one can guarantee a net positive position. However, virtual bidding 
could be of value even if the entity lost money on a net cash basis. The larger benefit of virtual 
bidding is its role as insurance against significant price spikes. If, for example, a forced outage 
had caused the real-time price to spike to $200/MWh, the load-serving entity would be fully 
protected from paying the much higher price thanks to its virtual position. In this sense, virtual 
bidding provides insurance against significant price spikes and this insurance benefit may be its 
most important risk management effect. 
 

ii. Price convergence benefits 
 
For two reasons, it is generally thought that it is better for ratepayers if load-serving 
entities bid in the Day-Ahead Market rather than in the Real-Time Balancing Market. The first 
reason is that the optimal unit commitment is more likely to be achieved if most load is bid in the 
Day-Ahead Market. The second is that the Day-Ahead Market should be less volatile so 
ratepayers are better protected against swings in prices. 
 
If Day-Ahead Market prices are persistently higher than those in real-time, load-serving 
entities will have an incentive to bid load in real-time. Virtual bidding mitigates against this 
because it helps day-ahead prices converge with real-time prices. In addition, virtual bidding 
allows a load-serving entity to bid its full physical load day-ahead, but still attempt to gain 
financial advantage when it expects prices to spike in real-time. 
 
Note that virtual bidding has been shown to cause price convergence between day-ahead 
and real-time prices in other RTO markets. In Midwest ISO’s 2007 State of the Market Report, 
Midwest ISO’s independent market monitor noted that “virtual supply and demand participation 
in the Day-Ahead Market to arbitrage the price differences has contributed to the good price 
convergence in [Midwest ISO].”21 The 2009 State of the Market Report for PJM shows that, in 
2009, day-ahead prices were almost identical on average to real-time prices, averaging just a 
0.2% difference.22 

 
b. What We Can Support 

 
Turning to the specifics of SPP’s proposal, we believe SPP’s overall design is sound and 
should deliver the purported benefits of virtual bidding to Market Participants and ratepayers. 
SPP has followed the designs of most of the other RTOs and, thus, is using a proven market 
design. The proposed mechanics of SPP’s virtual bidding – cleared virtual bids and offers that 
are reversed in real-time – are inherent to every virtual bidding design. 
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i. Granularity 
 
SPP’s decision to allow virtual bidding at every Settlement Location will allow virtual 
bidding to be as effective a tool as possible for participants. In our example of the load-serving 
entity above, we assumed that the load-serving entity could submit virtual bids at the exact 
location of its physical load. This allowed load to be perfectly protected for the full amount of 
the load-serving entity’s virtual bid. However, if virtual bidding was only allowed in 
aggregations of Settlement Locations (e.g., a zone), the settlement prices for the virtual bid and 
the physical bid would likely be different, and thus would provide imperfect protection to load. 
The nodal virtual bidding proposed here is employed in mature virtual bidding markets such as 
PJM and ISO-NE. 
 

ii. Financial participants 
 
SPP’s proposal to open virtual bidding to non-asset owning entities can have benefits. 
So-called “financial participants” provide additional competition in SPP’s markets that helps 
achieve the benefits of virtual bidding, including insurance against real-time price spikes and 
price convergence. In our load-serving entity example above, the load-serving entity’s ability to 
protect its ratepayers from high real-time prices could benefit from the presence of financial 
participants. Financial participants would compete to provide this “price insurance” to loadserving 
entities, and through this competition, this insurance would be available at the lowest 
possible cost. Financial participants also help converge day-ahead and real-time prices. They do 
this by discovering predictable price patterns and competing them away, thus giving physical 
participants incentive to schedule in the Day-Ahead Market. 
 
There are risks to allowing participation in the virtual market by non-asset owning 
entities. However, it is important to point out that the goals of the non-asset owning entities can 
be aligned with those of their physical participant counterparts, much in the same way insurance 
companies can make profits selling protection to property owners and businesses. Financial 
participants can be successful in speculating on differences in day-ahead and real-time prices 
while also providing load-serving entities with ratepayer protection from real-time price spikes. 
Virtual bidding is not new, as it has been around in PJM since 2000, in NYISO since 
2001, in ISO-NE since 2003, and in Midwest ISO since 2005. During that time, financial 
participants have been participating without any incidents of sanctionable behavior by the FERC. 
Midwest ISO’s independent market monitor noted in its 2007 State of the Market Report that 
“virtual losses that warrant further investigation have been rare, and none have warranted a 
referral to the Commission.”23 In a recent ISO-NE presentation to the CAISO on virtual bidding, 
ISO-NE noted that the profit achieved by virtual bidders is typically under $100,000 per day in a 
market that clears $25,000,000 worth of activity per day.24 Concerns about non-asset owner 
participation should be assuaged by the experience gleaned from the operation of other RTOs. 
 

iii. Bid cost recovery1 

                                                 
 
1 Bid Cost Recovery (BCR) is the process by which the CAISO ensures SCs are able to recover Start Up Costs (SUC), Minimum Load Costs (MLC), 
and Bid Costs.  In order to recover SUC and MLC, a Generator, Pumped-Storage Unit, or resource-specific System Resource must be committed by the 
CAISO.  Bid Cost recovery for Energy and Ancillary Services Bids (A/S) apply to Generators, Pumped-Storage Unit, and system resources scheduled 
or dispatched by CAISO including Self-Scheduled periods. Reference: https://bpm.caiso.com/bpm/bpm/doc/000000000000082 
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Virtual bids have no cost basis, and, thus, SPP’s proposal to not provide virtual bids and 
offers with guaranteed bid cost recovery is appropriate. 
 

c. What Concerns Us 
 

i. Virtual bidding and TCRs 
 
SPP’s proposal will allow all entities to be active participants in both the TCR market and 
as virtual participants in the Day-Ahead Energy Market. Because of this, TCR holders may have 
an incentive to use virtual bidding to cause day-ahead congestion to impact the value of their 
TCRs. Specifically, higher day-ahead congestion can increase the value of some TCRs. When 
executed properly, the participant loses money on its virtual bids (because the day-ahead price is 
increased relative to the real-time price), but more than makes up for that loss with a gain in the 
value of the TCR. 
 
The behavior we would seek to prevent is “uneconomic” virtual bidding by a participant 
that had a material impact on the value of a TCR held by that participant. SPP proposes to give 
the MMU the authority to monitor for uneconomic virtual bidding and, if certain thresholds are 
met, allows SPP to suspend participants from submitting virtual bids and offers for three months. 
While this may be sufficient authority to prevent uneconomic bidding to impact TCR values, it 
may be worthwhile to develop a specific rule in the Integrated Marketplace Market Protocols that 
explicitly allows for a claw-back of revenue from this behavior. 
 
PJM, ISO-NE, and CAISO all have this type of rule explicitly found in their tariffs. For 
example, in PJM, the market monitor evaluates each participants overall benefits from its TCR 
positions and virtual activity, and is allowed to recover “inappropriate benefits from the subject 
activity” if the amount lost on the virtual transactions is “less than the benefit derived” by the 
TCR holder. We would recommend a similar approach be considered by SPP. 

 
ii. Credit 

 
As we noted in the Congestion Cost Management section above, the Power Edge incident 
and the 2008 credit crisis highlighted the need for sound RTO credit policy, and FERC has 
responded with additional and more stringent credit requirements with which SPP will have to 
comply. We just want to note here that the standards required by FERC in Order No. 741, such 
as limits on unsecured credit, also will help protect ratepayers from the increase in default risk 
with virtual bidding. 
 

iii. Bid limits 
 
Based on the implementation in the new CAISO market design, we raise a concern here 
about an unlimited number and scale of virtual bids. Put very simply, in CAISO, the software 
vendor raised concerns that with unlimited virtual bidding, computer systems would not 
consistently be able to come to a final market solution.25 Because of this, we suggest that SPP 
should have the right to impose limits on virtual bids if, in consultation with the vendor it 
chooses, such limits are found to be needed to avoid implementation problems like that in 
CAISO. 
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Many of the other RTOs apply limitations on virtual bidding. PJM, for example, has the 
ability to impose daily limits on the number of virtual bids and offers that can be submitted by 
individual Market Participants, and may also limit the amount of MW of virtual bids it will 
accept at certain locations to allow the Day-Ahead Market to reach a solution. Midwest ISO has 
the option to impose a daily limit on total MW of virtual bids and offers, while NYISO has the 
ability to limit the total virtual bids and offers at a particular location. CAISO – the most recent 
RTO to introduce virtual bidding – has a transitional mechanism that limits each participant’s 
total exposure at individual pricing points. SPP’s proposal to impose a per-bid transaction fee on 
virtual bids may implicitly serve to limit bid volumes while also helping recover administrative 
costs. However, SPP has no explicit limitations on virtual bid volumes. 

iv. Uplift cost allocation 
 
SPP proposes to allocate a portion of the uplift costs associated with make-whole 
payments to virtual bidders. While some allocation of uplift costs to virtual bidders is 
appropriate, we are concerned that SPP is not following cost causation in allocating uplift costs. 
In the Day-Ahead Market, virtual supply offers may displace physical supply offers. 
Because of this, additional physical supply may be required to be procured in the RUC process. 
Virtual supply is purely financial and the RUC process will add physical resources to assure that 
sufficient physical resources are online to meet demand. All of this added RUC capacity is 
entitled to make-whole payments that can cause uplift. Since virtual supply offers can cause 
additional RUC uplift, we agree that cleared virtual supply offers should be allocated a 
proportional share of the RUC make-whole payments. 
Similarly, in the Day-Ahead Market, virtual demand can increase the total amount of 
physical supply that is committed in the Day-Ahead Market. This added physical supply is 
entitled to Day-Ahead make-whole payments. Thus, if there is a need for any day-ahead makewhole 
payments, cleared virtual demand has contributed to the need for that uplift, and should 
share in the costs. 
 
Our concern is that SPP’s proposal imposes uplift on both virtual supply and virtual 
demand regardless of the source of the uplift. We recommend that SPP consider applying (a) 
RUC uplift to only virtual supply and (b) day-ahead uplift only to virtual demand. We believe 
that, without this distinction, SPP overcharges virtual bidders and that overcharge could serve to 
raise a barrier to participation in SPP’s market by virtual bidders. The higher the barrier to entry, 
the lower the amount of virtual participation, and the more limited the benefits to virtual bidding 
become. FERC’s most recent Order on RTO virtual bidding confirms our stance on this issue.26 

 
d. Recommendation 

 
We recommend that the Board approve the proposal to implement virtual bidding, and 
that it direct SPP to (a) develop a specific rule to “claw back” any TCR revenues created by 
uneconomic virtual bidding; (b) comply with FERC’s credit requirements in Order No. 741; (c) 
consider additional limitations on virtual bidding that are used in other RTOs; and (d) apply a 
share of Day-Ahead Market uplift costs to virtual demand only and RUC uplift costs to virtual 
supply only. 
 
Updated Comments (March 1, 2011) 
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We made three recommendations in our report related to virtual bidding:  1) consider a TCR 
clawback rule for uneconomic virtual bidders; 2) consider limitations on bid volumes; and 3) 
allocate day-ahead uplift costs to virtual demand only and RUC uplift costs to virtual supply only. 
  
Regarding #1, SPP Staff made it clear that FERC and various RTO market monitors have 
determined that there is no way to automatically clawback TCR revenues.  While RTOs like PJM 
and ISO-NE have clawback measures in place, they are not automatic, and require manual, 
subjective determinations.  Furthermore, SPP states that FERC and other RTOs are attuned to these 
concerns and meet to discuss them regularly.  As a result, it is SPP’s contention that clawbacks for 
uneconomic bidding can appropriately be addressed only by referring such behavior to FERC for 
investigation.  As such, MWG is not inclined to adopt a TCR clawback rule, and will instead rely on 
the MMU and FERC to adjust any ill-gotten gains from uneconomic virtual bidding and TCRs. 
  
Regarding #2, SPP has committed to communicate with Alstom to determine if any additional 
limitations on virtual bidding are necessary to avoid computational failures.  We clarified to SPP that 
such limits can be either the size of individual virtual bids, or the volume of virtual bids.   
  
Regarding #3, SPP noted that it agreed with us that day-ahead uplift should be allocated to virtual 
demand only, and that their current proposal reflected this.  However, regarding RUC uplift, SPP 
staff noted that while they agreed that our recommendation to apply RUC uplift to virtual supply 
only was consistent with cost causation principles, doing so would be inconsistent with how physical 
supply and demand are allocated RUC uplift costs.  SPP Staff said that changing the RUC cost 
allocation methodology would be more expensive than the benefits it would achieve, and thus for 
practical purposes, SPP did not support our recommendation on RUC uplift.  Because the current 
approach to RUC uplift for virtual bids is consistent with that for physical bids, we now accept the 
proposal. 
 
All of these actions and accommodations alleviate our concerns. 
 

SPP MMU Comments 

Virtual trading in the DayAhead Market 
Virtual trading allows participants to buy or sell energy between locations without taking a physical 
position in the sale. In energy markets, it is most commonly used to capture revenues from persistent 
price differentials between day-ahead and real time markets. This is very similar to futures trading in 
other commodity markets. Before the Day-Market clears, a participant will speculate that RTBM 
prices at a particular point will be higher or lower than the Day-Ahead market results, and will 
establish a position in the Day-Ahead market to reflect this determination. If the participant’s 
expected price differential between the RTBM and Day-Ahead markets is realized, the Market 
Participant’s position is the “winning” side of the transaction and the Market Participant will be paid 
the net benefit of its position. If the price differential runs counter to the Market Participant’s 
position, it is on the “losing” side and will pay into the market the net loss of its position.    

MMU Position 

The MMU supports virtual trading in the SPP Integrated Marketplace. Virtual trading is beneficial to 
overall market operations because it:  
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• Reduces price deviations between day-ahead and real-time 
• Highlights areas of market inefficiency 
• Enhances market power mitigation 
• Enhances price stability across the system 
 

It is vital that the Integrated Marketplace have a formalized mechanism to capture all of the above 
benefits via a virtual trading system. The MMU strongly advocates that virtual trading be included in 
the market design. 
 
 
 

MWG Analysis 

The MWG reviewed Boston Pacific’s concerns in a February 2011 meeting. 
 
Developing a “claw back” mechanism presumes the ability to directly relate, for each settlement 
interval or sets of intervals, specific action to consequences.  The nature of two different products 
(virtual transactions and Transmission Congestion Rights) and more than one cause for the effect 
(e.g. specific resource offers, transmission outages, load bids), does not allow for the linking of 
specific action to consequences by a Market Participant.  This is generally recognized by the RTO 
Market Monitors and FERC Office of Enforcement.  The linkage of virtual transactions and 
congestion right settlements is done through behavior analysis and trends are reported to FERC.  
MWG expects the MMU to actively monitor Market Participants to determine any manipulative 
behavior and report any findings to FERC. 
 
The Credit Practices Working Group is continuously meeting to develop the credit criteria related to 
all of the credit risk areas of SPP.   
 
PJM is in the process, and ERCOT is reviewing, of transactional charges for submission of a virtual 
offer or bid.  This has become necessary due to the huge influx of “penny” transactions that has 
resulted in degrading the Day-Ahead Market ability to arrive at a timely solution.  The SPP 
Integrated Marketplace design includes a transactional charge.  Additionally, SPP staff have action 
item to talk to the vendor regarding the possibility of limits on the number of bids and offers and 
MW volumes for virtuals to ensure the market systems can solve. 
 
In regards to Boston Pacific’s recommendation to apply RUC uplift to only virtual supply and Day-
Ahead uplift only to virtual demand, MWG believes separating the Virtuals into demand and supply 
does not accomplish a cost-causation effect because it is the net Virtuals that impact the unit 
commitment decision.  Virtual Demand Bids should be allocated a portion of RUC MWP costs since 
they could cause RUC MWP costs to rise by depressing LMPs due to over-commitment in the DA 
Market.  SPP staff took an action item during the February MWG meeting to talk to Boston Pacific 
to better understand the concerns regarding uplift charges for both virtual supply and virtual demand.   
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MWG Response and Conclusion 

SPP staff met with Boston Pacific at the end of February and walked through each of the virtual 
bidding concerns for further understanding.  After discussing the issues and explaining the MWG 
and SPP staff perspective on the items, Boston Pacific provided comments on March 1, 2011 
indicating all of their concerns related to virtual bidding were alleviated. 

MWG Vote 

As a result of Boston Pacific’s March 1, 2011 comments the MWG determined no vote was 
necessary.   
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