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The Electric Power Supply Association (“EPSA”)1 respectfully submits the 

following comments on the reports on Price Formation Issues2 submitted by all 

six Independent System Operators (“ISOs”) or Regional Transmission 

Organizations (“RTOs”) in response to the Commission’s Order Directing Reports 

issued in the above-captioned proceeding3 on November 20, 2015 (“the Order”), 

as well as the instant price formation proceeding to date.  As EPSA has 

                                                        
1  EPSA is the national trade association representing leading competitive power suppliers, 
including generators and marketers.  Competitive suppliers which collectively account for 40 
percent of the installed generation capacity in the United States provide reliable and competitively 
priced electricity from environmentally responsible facilities.  EPSA seeks to bring the benefits of 
competition to all power customers.  The comments contained in this filing represent the position 
of EPSA as an organization, but not necessarily the views of any particular member with respect 
to any issue.  
2  PJM Interconnection, L.L.C. Report On Price Formation Issues, Docket No. AD14-14-000 
(filed February 17, 2016)(“PJM Report”); Report of the New York Independent System Operator, 
Inc., Docket No. AD14-14-000 (filed March 4, 2016), and, New York Independent System 
Operator, Inc. Submission of Corrected Report, Docket No. AD14-14-000 (filed March 23, 2016) 
(“NYISO Report”); Midcontinent Independent System Operator, Inc. Report On Price Formation 
Issues, Docket No. AD14-14-000 (filed March 4, 2016) (“MISO Report”); New England 
Independent System Operator, Inc., Report On Price Formation Issues, Docket No. AD14-14-000 
(filed March 4, 2016) (“ISO-NE Report”); California Independent System Operator. Report On 
Price Formation Issues, Docket No. AD14-14-000 (filed March 4, 2016), (“CAISO Report”); 
Southwest Power Pool, Inc. Report On Price Formation Issues, Docket No. AD14-14-000 (filed 
March 4, 2016), (“SPP Report”). 
3  Price Formation in Energy and Ancillary Services Markets Operated by Regional 
Transmission Organizations and Independent System Operators 153 FERC ¶ 61,221 (“Order 
Directing Reports”) (2015). 
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reiterated in numerous proceedings and forums as far back as  

2013, reforming flawed ISO/RTO energy, ancillary services and operating 

reserve price formation policies and practices in both day-ahead and real-time 

energy markets is critical to establishing price signals that reflect actual system 

conditions and support investment which maintains system reliability.  The 

Commission has already held three lengthy technical conferences in this docket, 

compiled and published numerous staff reports and solicited extensive 

comments on these important price formation issues.  As a result of the 

extensive record, numerous areas where price formation improvement is needed 

are well documented.  With these reports and corresponding comments, the 

record is complete.  It is now time for the Commission to meaningfully act on 

these important price formation issues.4   

In numerous settings, the Commissioners have identified this docket as 

the highest priority of the Commission,5 with good reason.  Customers rely on 

wholesale power markets to ensure efficient resource investment and therefore 

the reliability of the power grid.  Putting this extensive record including the six 

recently-filed reports on the shelf does nothing to advance the Commission’s 

                                                        
4  EPSA appreciates the Commission’s efforts this fall and winter to improve price formation 
issues particularly through the offer cap NOPR (Docket No. RM16-5) and the settlement intervals 
and shortage pricing NOPR (Docket No. RM15-24).  As discussed below, these are somewhat 
“low hanging fruit” improvements that are not yet completed and, while helpful and important to 
complete, even when completed these reforms are not as significant as some of the other more 
critical improvements that the Commission should also focus on such as including start-up/no-
load costs, operator actions to ensure reliability, and other out of market actions in energy market 
clearing prices.    
5  See Testimony of Norman C. Bay, Chairman, Federal Energy Regulatory Commission, 
Before the Committee on Energy and Commerce Subcommittee on Energy and Power, United 
States House of Representatives, Oversight of the Federal Energy Regulatory Commission 
Subcommittee Oversight Hearing, December 1, 2015; testimony available here. 

http://docs.house.gov/meetings/IF/IF03/20151201/104237/HHRG-114-IF03-Wstate-BayN-20151201.pdf
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statutory obligation to ensure just and reasonable rates.  Rather, the Commission 

should finish this important inquiry by requiring the RTOs and ISOs to develop 

work plans for market reforms that will better incorporate into the market clearing 

prices all actions necessary to reliably operate the system.  If anything, the 

urgency to take final actions has only grown as market conditions have become 

more challenging and the resource mix continues to shift, even since 2013.   

In response to the six ISO/RTO reports submitted pursuant to the 

Commission’s order, EPSA and in certain cases its regional partners are 

submitting region-specific comments separately.  Herein, EPSA provides 

comprehensive, general comments on the price formation issues specified in the 

reports as well as the critical need for these and additional price formation 

reforms to be implemented expeditiously in every region.  Failure to do so soon, 

after years of study, will only make matters worse by signaling to the wholesale 

market and those who rely on it that flaws will be allowed to fester and identified 

improvements will not be implemented to positively impact pending investment 

decisions.  At the same time, lack of concrete, comprehensive and constructive 

steps by FERC and the ISOs/RTOs contributes to the circumstances in which 

States look to inappropriate subsidies that distort wholesale markets,6 hurting 

consumers across a region, not just within that State.  FERC has the exclusive 

                                                        
6  Electric Power Supply Association, Retail Energy Supply Association, Dynegy, Inc., 

Eastern Generation, LLC, NRG Power Marketing LLC and GenOn Energy Management, LLC, 
Complainants, v. AEP Generation Resources, Inc. and Ohio Power Company, Respondents, 
Complaint Requesting Fast Track Processing, Docket No. EL16-33-000 (filed January 27, 2016); 
Electric Power Supply Association, Retail Energy Supply Association, Dynegy, Inc., Eastern 
Generation, LLC, NRG Power Marketing LLC and GenOn Energy Management, LLC, 
Complainants, v. FirstEnergy Solutions Corporation, Ohio Edison Company, The Cleveland 
Electric Illuminating Company and The Toledo Edison Company, Respondents, Complaint 
Requesting Fast Track Processing, Docket No. EL16-34-000 (filed January 27, 2016). 
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responsibility to act to preserve the benefits of wholesale power markets for 

consumers that it has spent decades of work to achieve. 

I. BACKGROUND AND OVERVIEW 

EPSA cannot overstate the importance of this effort from the Commission, 

and again commends the agency for its leadership in examining these technical 

but critical issues.  Now FERC must move forward to require ISOs/RTOs to 

implement specific market rule reforms by a date certain based on the 

fundamental principles highlighted throughout this and related proceedings so 

that price signals support and promote efficient investment decisions, reliability, 

and resource adequacy.  If anything, the passage of time since the inception of 

this proceeding has only underscored the urgency of instituting improvements to 

meet today’s challenges, as well as the rapid changes occurring due to 

technological, economic and policy developments.  EPSA has reviewed all six of 

the reports in detail with our members and regional partners and has found the 

information to be helpful.  However, this very review underscores why over a 

year ago EPSA urged the Commission to require reports with specific, detailed 

work plans and timelines from the ISOs/RTOS.  It was time to move from 

analysis to action last spring; if anything the need to move forward has increased 

exponentially since then, as has the depth of the record to do so.  Specifically, 

and in addition to the measures EPSA suggested be taken in its comments in 

this proceeding in March 2015, every ISO/RTO should undertake reforms to 

ensure certain core elements are present in fast-start pricing mechanisms.  

Additionally, uniform approaches to reporting and transparency can improve 
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market operations on several fronts and in every region.  These changes, along 

with improvements to modeling and contingency management, all help decrease 

the need for out of market actions by system operators, thereby decreasing 

distorted market signals, uplift costs, and concerns about uplift cost allocation. 

Clearly now is the time for action on numerous market improvements.  

While the formal beginning of the Commission’s efforts to reform energy and 

ancillary services price formation in ISOs/RTOs dates back to the initiation of this 

proceeding in July 2014, attention and concern regarding these issues emerged 

broadly as early as 2013.  The September 25, 2013 FERC technical conference7 

on centralized capacity markets in ISOs/RTOs yielded extensive discussion from 

numerous panelists8 regarding the need to implement improvements across 

energy, capacity and ancillary services markets – beyond consideration of 

reforms to centralized capacity markets in the Eastern organized markets.9  

Almost exactly six months later, the Commission held a technical conference to 

examine ISO/RTO operations and market performance during winter 2013/2014, 

particularly during the Polar Vortex and extreme cold weather events which 

                                                        
7  Notice of Technical Conference, Centralized Capacity Markets in Regional Transmission 
Organizations and Independent System Operators, Docket No. AD13-7-000 (June 17, 2013). 
8  Comments of the Electric Power Supply Association, Centralized Capacity Markets in 
Regional Transmission Organizations and Independent System Operators, Docket No. AD13-7-
000 (filed January 8, 2014), at pp 4 – 10 generally, see p 5 for technical conference panelist 
remarks addressing energy and ancillary services market concerns. 
9   “To illustrate the essential character of the challenge, let me describe why I worry that a 
singular focus of attention on using capacity markets only to supply the “missing money” will not 
produce a system that satisfies the overall ‘simultaneous equation’ challenge. Solving the missing 
money problem is necessary but not sufficient. It is not sufficient, as long as short-run markets 
(i.e., operating markets for energy and ancillary services, and elements of capacity markets tied 
to operational performance of assets) in combination with current capacity markets in the 
Northeast together do not compensate for attributes necessary for system operators or for policy 
makers or investors on both a near-term and sustainable long-term basis,” Comments of Susan 
F. Tierney, Ph.D, Managing Principal at 2-3, Analysis Group, On her own behalf, Considerations 
for the Future of Centralized Capacity Markets, Docket No. AD13-7-000 (filed Sept. 9, 2013). 
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occurred in January 2014.10  Again, that examination underscored that certain 

critical market design elements, tariff rules and operator practices are creating 

market price distortions that erode the efficiency of market operations and 

reliability.  Based on the concerns uncovered in those proceedings, the 

Commission wisely opened an administrative docket to examine the host of 

issues impacting price formation in the organized markets.  In this proceeding, 

Price Formation in Energy and Ancillary Services Markets Operated by Regional 

Transmission Organizations and Independent System Operators (Docket No. 

AD14-14-000), the Commission has held three day-long workshops (Fall/Winter 

2014), each of which was accompanied by a detailed FERC staff white paper; 

received post workshop comments and responses to a series of questions from 

ISOs/RTOs, market participants and interested stakeholders; and most recently 

received reports from the six ISOs/RTOs, to be followed by extensive comment 

from market participants and stakeholders.   

As EPSA urged in comments submitted over a year ago, and is even more 

so the case today, there is a sweeping and overwhelmingly persuasive record to 

justify clear decisions from FERC on market reforms needed in every ISO/RTO 

to ensure that energy and ancillary services markets continue to produce just and 

reasonable results consistent with reliability and the economically sound 

investment decisions on which it rests.11  What the ISO/RTO reports submitted in 

                                                        
10  Notice of Technical Conference, Winter 2013-2014 Operations and Market Performance 
in Regional Transmission Organizations and Independent System Operators, Docket No. AD14-
8-000, (issued February 21, 2014); Supplemental Notice Of Technical Conference, Winter 2013-
2014 Operations and Market Performance in Regional Transmission Organizations and 
Independent System Operators, Docket No. AD14-8-000, (issued March 19, 2014). 
11  It is the combination and totality of sufficient revenues which come from the energy, 
ancillary service and capacity markets (where they exist) that support the investment necessary 
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this latest round of information gathering demonstrate is that there are some 

clear practices which represent the direction that each ISO/RTO should be 

headed with concrete, expedient market rule and system changes.  While some 

markets have implemented market mechanisms that achieve better price 

formation as discussed below and in individual ISO/RTO report comments,12 

even these practices require improvement.  In addition, there are certainly market 

fundamentals which in most cases require modification of market rules and 

operator actions to achieve and support.  This is not only needed urgently to 

address today’s concerns, but in order to meet the needs of rapidly changing 

bulk power system and address the policies that support those changes.13  

Further, while the five areas of price formation discussed in these reports 

are pathways toward better energy and ancillary services market prices, 

improvements in any of these areas will not be effective in isolation, as attested 

to by the extensive comment and analysis undertaken in this and related 

proceedings over several years.  Therefore, the Commission and the ISOs/RTOs 

must simultaneously address the array of flawed mechanisms and operator 

practices that inhibit proper price formation -- topics that have been exhaustively 

explored by EPSA and other stakeholders in the FERC's price formation 

workshops and subsequent comments.   

                                                        
for system operation, reliability and resource adequacy on both a near-term and sustainable long-
term basis. 
12  EPSA is submitting separate comments on each ISO/RTO price formation report filed 
pursuant to the instant Order; in some instances such comments are joined by state or regional 
partner organizations representing competitive suppliers in that ISO/RTO.  See Docket No. AD14-
14-000. 
13  U.S. Department of Energy Quadrennial Energy Review: Second Installment (“QER 1.2”), 
An Integrated Study of the U.S. Electricity System, see generally, 
http://www.energy.gov/epsa/quadrennial-energy-review-second-installment. 

http://www.energy.gov/epsa/quadrennial-energy-review-second-installment
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For starters, two pending dockets represent straightforward reforms ripe 

for action, though they are now the mere tip of the iceberg of the full extent of 

what needs to be done.14  A pressing example is the proposed rule to revise the 

incremental energy offer cap in each ISO/RTO, currently pending before the 

Commission.15  In that proceeding, EPSA supports the Commission’s finding that 

the current generic offer cap of $1000/MWh is no longer just and reasonable, and 

therefore urges the Commission to eliminate, or in the least substantially revise, 

the offer cap across the ISOs/RTOs before winter 2016/17.  The generic offer 

cap is an outdated restriction that continues to create seams concerns across 

regional markets and perpetuates the distortion of price signals, thereby 

understating the actual marginal costs of generating the energy required to meet 

demand and preventing operators from minimizing their reliance on uplift 

payments to suppliers.16  In a similar vein, also pending before the Commission 

awaiting final action is PJM’s proposal to modify its tariff to allow Market Sellers 

to submit day-ahead offers that vary by hour and update their offers in real-time 

on an hourly basis under certain important circumstances.17  PJM is the only 

ISO/RTO which does not allow this hourly flexibility; doing so is critical to 

                                                        
14  See, e.g., Letter on Joint Price Formation Principles from EPSA, EEI, NEI, NGSA and 
ANGA in the instant docket AD14-14-000 (filed March 9, 2015); also, Comments of the Electric 
Power Supply Association in the instant docket (filed March 6, 2015). 
15  Offer Caps in Markets Operated by Regional Transmission Operators and Independent 
System Operators, Notice of Proposed Rulemaking, Docket No. RM16-5-000 (January 21, 2016) 
(“NOPR”), 81 FR 5951, https://federalregister.gov/a/2016-01813 (Feb 4, 2016), 154 FERC ¶ 
61,038.  
16  Comments of the Electric Power Supply Association, Independent Energy Producers 
Association, Independent Power Producers of New York, Inc., New England Power Generators 
Association, Inc., and Western Power Trading Forum, Offer Caps in Markets Operated by 
Regional Transmission Operators and Independent System Operators, Notice of Proposed 
Rulemaking, Docket No. RM16-5-000 (filed April 4, 2016). 
17  PJM Interconnection, L.L.C., Compliance Filing to Implement Hourly Offers, Docket No. 
ER16-372-000 (filed November 20, 2015). 

https://federalregister.gov/a/2016-01813
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improving energy price formation, interaction with the natural gas markets, and 

the ability of generators to switch fuels during the delivery day to meet system 

demand.  This is a fundamental and necessary market reform that requires 

expeditious FERC approval so that the RTO will have this market mechanism in 

place before winter 2016/2017. 

EPSA implores the Commission expeditiously to direct all ISOs/RTOs to 

develop and implement market rule reforms that will ensure that all costs to 

reliably operate the system are included in clearing prices, and to submit updates 

on a specific and compact timeline to ensure price signals accurately reflect 

system conditions and operations.  As EPSA and others urged in previous 

iterations of this proceeding, each ISO/RTO should submit a detailed work plan 

to the Commission which identifies the reforms to be undertaken and establishes 

milestones to be met at specific times in 2016.  For some ISOs/RTOs, this list 

may be extensive due to unique market attributes or development; in such cases, 

it is possible that implementation of a series of reforms could be phased in.  

However, such differences do not warrant delay in implementing critical price 

formation reforms. Overall, the reports indicate that there is a strong need to 

create and maintain nationwide accountability through the Commission's 

leadership. Therefore, all reforms should be developed and submitted to the 

Commission for final approval by the close of 2016.  ISOs/RTOS who do not 

develop and submit needed reforms within that timeframe should be subject to 

FERC-initiated FPA Section 206 proceedings ensuring that market revisions are 

made.  This is imperative to offer market participants and consumers the 
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necessary confidence in competitive wholesale power markets going forward.  

Since their inception, competitive wholesale markets have incented efficiency 

improvements, new products and services, risk shifting from consumers to 

shareholders, and significant overall savings for consumers.  Such consumer 

benefits will be reduced or lost completely if price signals fail to incent these 

beneficial behaviors and operations. 

As previously noted, these price formation issues have been the subject of 

exhaustive, far-reaching study since 2013 over several rounds of comments, 

workshops, and reports.  As summer 2016 looms, the record is complete and the 

time to defer to the ISOs/RTOs and stakeholder processes without deadlines and 

consequences for failure to meet them has come to a close.   

The power sector is in the early stages of what will likely be a multi-year, 

even multi-decade, series of profound changes to how electricity is generated 

and consumed as the resource mix includes greater deployment of resources 

with low to zero marginal costs, while at the same time conventional central 

station power plants with significant marginal costs will continue to be necessary.  

In the face of this rapid and ongoing change, well-designed and properly 

regulated competitive wholesale markets remain the best model to manage these 

challenges and risks because markets are inherently more flexible, adaptable 

and place more risks on investors than consumers.   It is FERC’s responsibility 

and duty to ensure that needed near-term price formation improvements are 

implemented as soon as possible so that policymakers, industry and consumers 

can turn attention to longer-term fundamental changes to the economic 
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regulation of the bulk power system that will likely be needed as the resource mix 

and the proportion of bulk power and non-bulk power supplies and demand-side 

management shifts over time.18 

II. COMMENTS 

A. Pricing Fast Start Resources 
 

The Commission notes in its Order Directing Reports that fast-start 

resource pricing processes are highly technical in part due to the varied 

approaches currently utilized in each region.  And yet, improving these pricing 

mechanisms based on several core design elements identified in certain 

ISO/RTO reports is the most important, detailed improvement needed in these 

markets.  FERC should utilize information from certain of the reports to serve as 

a baseline for broad reforms required across all system operators. For instance, 

all ISOs/RTOs should employ a dynamic approach to fast-start resource pricing 

based on convex hull pricing, which accommodates start-up and shut-down costs 

and no-load costs, and respects the principle that offers from fast-start units 

committed to meet incremental load should be able to set prices at all times they 

are committed to meet demand -- not just during the short intervals upon their 

initial dispatch or when operators choose to log their commitment in a particular 

way. 

 If block-loaded fast-start resources are treated as fixed resources, their 

actual cost-based offers will almost never be reflected in market prices, and 

                                                        
18  See, e.g., QER 1.2, http://www.energy.gov/epsa/quadrennial-energy-review-second-
installment. 
  

http://www.energy.gov/epsa/quadrennial-energy-review-second-installment
http://www.energy.gov/epsa/quadrennial-energy-review-second-installment
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LMPs will be set by the offers from lower cost flexible units that are dispatched 

down on the margin ("backed down") to accommodate the full output of the fast-

start resource that is being treated as a fixed resource.  Treating fast-start units 

as a fixed resource cost leads to administrative pricing; the relaxation of the fast-

start resource's economic minimum operating limit to a default, administered 

level does not give full consideration to the unit's actual costs and most likely will 

lead to prices that are less than the marginal fast-start unit's offer costs. 

Some of the ISO/RTOs are already considering how such resources can 

better be reflected in market clearing prices.  All should be required to do so, and 

even for those that already do so, they should be required to do so more 

completely.  As an example of a process which incorporates convex hull pricing 

logic to resolve these concerns, there are several components of MISO’s 

Approximated Extended Locational Pricing (“ELMP”) fast-start pricing logic that 

EPSA believes can be widely implemented across all ISO/RTO pricing 

mechanisms for fast-start resources, to the extent they have not already been 

considered.19  While it should be expanded (which MISO is expected and plans 

to do) and improved, MISO’s ELMP approach sets up the appropriate guidelines 

for relaxing minimum operating limits – ELMP has the effect of relaxing minimum 

operating limits for eligible (i.e., available and economic) block-loaded fast-start 

resources based on a fractional commitment algorithm that is dynamically 

determined based on market offers and system conditions.  Other ISOs and 

                                                        
19  See, e.g., Post-Technical Workshop Comments of the Electric Power Supply Association, 
Attachment B, “Price Formation In ISOs and RTOs:  Principles and Improvements,” by Dr. Susan 
L. Pope, Managing Director, FTI Consulting, issued October 29, 2014, available at www.epsa.org.  
(“Pope Paper”) (filed March 6, 2015, in the instant proceeding, Docket No. AD14-14-000). 

http://www.epsa.org/


13 

 

RTOs including CAISO, ISO-NE, and NYISO are using varied partial commitment 

formulations which similarly appear to be appropriately relaxing minimum 

operating limits based on cost causation principles, rather than setting a default 

administrated EconMin for all resources.  MISO's approach appears to render 

favorable results, as to ensuring that (i) generators follow dispatch signals, (ii) the 

dispatch run fully acknowledges and respects the minimum operating limit offers 

submitted by block-loaded fast-start resources, (iii) that generators' minimum 

operating limits are satisfied in dispatch, and (iv) that the ELMP pricing algorithm 

does not affect MISO operations and its merit-order dispatch of resources 

because it only modifies the calculation of energy and ancillary service prices.  

As discussed in greater length in EPSA’s separate comments on the MISO 

Report,20 the Commission should require that MISO collapse its phased 

implementation approach to ELMP to more comprehensively and expediently 

address the pricing of offline resources, including expanding the definition of an 

online fast-start block loaded and non-block loaded capacity resource to include 

peaking resources, specifically fast-start capacity that can respond to 

notifications within 30 minutes, not just within 10 minutes.  To the extent other 

ISOs/RTOs do not have a 30-minute reserve market, all markets should be 

required to develop such markets. 

                                                        
20  Comments of the Electric Power Supply Association on Report of the Midcontinent 
Independent System Operator, Inc., Price Formation in Energy and Ancillary Services Markets 
Operated by Regional Transmission Organizations and Independent System Operators, Docket 
No. AD14-14-000 (filed April 6, 2016) at 6 -7 (stating that “EPSA is concerned that even as the 
design theory of ELMP should support enhanced scarcity pricing, recent results of MISO’s Phase 
I implementation…demonstrate that the ELMP algorithm is not correctly pricing scarcity in periods 
of real-time scarcity caused by shortages or transmission violations….As MISO itself notes in this 
Phase I report, there is an outstanding need for MISO to “leverage ‘offline fast start pricing’ for 
more accurate shortage pricing.”).   
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In another example of a pricing mechanism based largely on dispatch-

based pricing principles, NYISO also allows online block-loaded units to be 

modeled as dispatchable to determine prices using actual generator costs to 

address constraints that only require a portion of a block-loaded unit’s capability 

for resolution.  NYISO’s Hybrid GT Pricing mechanism is one of the approaches 

the ISO uses in the Real-Time Dispatch (“RTD”) to set appropriate prices.  This 

methodology, along with the NYISO’s Offline GT pricing, allow RTD to develop 

prices using actual generator costs to address constraints that only require a 

portion of a block-loaded unit’s capability to solve.  The ISO notes:  “When block-

loaded GTs are committed, dispatching those units to their maximum output as 

their operational characteristics require, may displace more economic 

dispatchable units.  The hybrid GT pricing logic allows online block-loaded units 

to be modeled as dispatchable to determine prices when their operation is 

needed to meet load, when the commitment displaces higher cost units, or to 

satisfy reserve requirements.”21   

To varying degrees, both the MISO and NYISO approaches are examples 

of pricing logic that conform to the principle of dispatch-based pricing advocated 

by EPSA, which works when all resources run by the system operator are 

reflected in the market-clearing price.22  This minimizes uplift and provides 

efficient locational price signals.  Under dispatch-based pricing the prices are 

suppressed whenever they are less than the offer costs of a fixed-block fast-start 

unit that is needed to serve load.  While there may be some reasonable 

                                                        
21  NYISO Report at 3. 
22  Pope Paper. 
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differences, all the ISOs/RTOs should be incorporating out of market dispatches 

into their pricing algorithm to allow them to set market prices, including ensuring 

that start up and no load costs are included in the LMP.23  

B.  Commitments to Manage Multiple Contingencies 
 

The Commission should ensure that policies for managing multiple 

contingencies across all ISOs/RTOs each recognize that, in lieu of 

administratively committing online resources to hold reserves, it is more 

economically efficient, cost-effective, and beneficial to reliability and proper price 

formation if the operator takes the necessary steps to provide market signals that 

will incent new build of fast-start units to meet reserve requirements at lower 

costs.  A fundamental principle of commitment management is that an operator 

should be required to resolve constraints through energy market clearing 

processes rather than through out-of-market operator actions to the maximum 

extent possible.  The typical constraints that can be addressed within the market 

mechanism include the need to meet online capacity requirements, perform 

contingency reserve planning, deploy regulating and ramping functions, ensure 

voltage and stability, address thermal or interface transmission limits, activate 

                                                        
23  In addition to the approaches used by MISO and NYISO, an EPSA member is exploring 
potential use of an alternative pricing mechanism, Post Process LMP.  Post Process LMP would 
use the existing ISO commitment and dispatch process, but sets the LMP ex post using a 
marginal unit’s cost including the start-up and no load. Post Process LMP is an accounting 
approach in which all offer components are considered when determining the single clearing price 
representing the marginal price of the last wholesale block of energy.  See Post-Technical 
Workshop Comments of Entergy Nuclear Power Marketing, LLC, Price Formation in Energy and 
Ancillary Services Markets Operated by Regional Transmission Organizations and Independent 
System Operators (Docket No. AD14-14-000) at 8-9 (filed Mar. 6, 2015); Post-Conference 
Comments of Entergy Nuclear Power Marketing, LLC, Winter 2013-2014 Operations and Market 
Performance in Regional Transmission Organizations and Independent System Operators 
(Docket No. AD14-8-000) (filed May 15, 2014).  Post Process LMP is currently being evaluated 
by a team at the University of Texas. 
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emergency demand response, and resolve other system conditions or 

constraints that lead to out-of-market operator actions.   Even where it is not 

possible to represent one or more of these constraints in unit commitment and 

dispatch models, EPSA believes FERC should require that potential constraints 

be modeled for price formation to inform day-ahead commitment optimization as 

is accomplished in ISO-NE. 

While several ISOs/RTOs are considering improvements to their 

management of multiple contingencies, ISO-NE utilizes a multiple contingency 

management methodology that models both single and multiple security 

constraints in its real-time and day-ahead solutions.24  This approach has the 

desirable effect of minimizing uplift payments to only those units that are least-

cost from the perspective of satisfying the constraint and yet cannot set LMPs 

because they have higher incremental costs (due to their “lumpiness”25) and are 

not likely to be the marginal, cost-effective resource that is used to satisfy 

incremental energy demand.  This methodology helps limit uplift payments made 

to manage multiple contingencies while adhering to dispatch-based pricing 

principles.26  While the ISO-NE day-ahead energy market does not currently 

                                                        
24  ISO-NE report at 22. 
25  Importantly, though addressing the problems posed by the lumpiness of certain 
generation resources is complex, ISO-NE should consider and undertake improvements to its 
methodology to further reduce, and optimally eliminate, known out of market actions that create 
uplift.  While ISO-NE’s methodology represents a good start, improvements can and should be 
made there as well. 
26  See also Comments of the Electric Power Supply Association and New England Power 
Generators Association, Inc., Price Formation in Energy and Ancillary Services Markets Operated 
by Regional Transmission Organizations and Independent System Operators, Docket No. AD14-
14-000 (filed April 6, 2016) at 7-8 (“Joint Associations recommend that even though a full 
reflection of these constraints in the commitment and dispatch helps minimize uplift, its 
effectiveness in reducing day-ahead uplift could be even greater if ISO-NE employed a co-
optimized day-ahead energy and operating reserves market.   Absent this co-optimization, 
modelling of the system contingency protection constraints simply searches for a base unit 
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price or value operating reserves (a necessary improvement), the ISO-NE has 

made important strides by explicitly pricing both system and local reserve 

products used to manage multiple contingency constraints through a combination 

of its Forward Reserve Market and real-time market.   EPSA encourages FERC 

to require all ISOs/RTOs to follow suit with appropriate reforms that will result in 

more reserve products being priced on a locational basis rather than out-of-

market or through manual commitments.   

EPSA acknowledges that in some situations the targeted capacity 

constraint or system condition cannot be resolved by security-constrained 

economic dispatch, or, the solution may result in an undesirable transfer of 

economic surplus.  EPSA suggests that these concerns can be addressed by 

Commission directives that require ISOs/RTOs to develop specific contingency 

management protocols/mechanisms that trigger manual solutions like 

administrative pricing, penalty factors, or load dropping – such that those 

protocols are set to daily monitor the day-ahead commitment optimization and 

suspend the automated iterations where it is clear that a market-based solution is 

not possible or too costly to address a specific contingency. 

C. Look-ahead Modeling  

Each ISO/RTO report references initiatives to improve look-ahead 

modeling and forecasting processes.  EPSA supports those initiatives, noting that 

every region should strive to continually improve the quality of the input data for 

look ahead models, which thereby improve unit commitment processes and 

                                                        
commitment to deliver a day-ahead energy solution that meets the contingency protection 
requirements, but not necessarily the most efficient solution.”).  
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operational awareness.  Additionally, look-ahead modeling in every ISO/RTO 

should accommodate the inclusion of critical pricing information, like residually 

committed generation, in the models used to schedule and price day-ahead unit 

commitments. 

An issue that may warrant examination in every region is the allocation of 

uplift to external transactions. The NYISO Report outlines that its uplift allocation 

method is designed to allocate the cost of uplift to the customers that are 

benefitting from the action that caused the uplift.  In this regard, the ISO indicates 

that the allocation of uplift to external transactions could be improved.  The 

NYISO supports the reciprocal elimination of uplift and other fees allocated to 

external transactions.  Further, the ISO asserts the allocation of uplift and other 

fees reduces trade between regions and adversely impacts total production 

costs.  To the extent that uplift charges on external transactions (“CTS”) is 

impeding price convergence between the regions or driving up uplift costs in one 

region, EPSA would support further examination of the underlying causes and 

consideration of solutions.  EPSA has previously urged the Commission to 

minimize seams issues between the regions as it considers price formation 

reforms.  The intent of such broader regional market efforts, such as CTS, is to 

encourage market efficiencies and improved price signals.     

CTS is an optional and supplemental scheduling product that can improve 

scheduling efficiency and price convergence; it is currently utilized by 

neighboring ISOs/RTOs to differing extents.27  In order to fully realize the benefits 

                                                        
27  MISO and PJM have proposed to implement coordinated transaction scheduling; NYISO 
and PJM implemented coordinated transaction scheduling in November 2014.  PJM 
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of coordinated transaction scheduling, improvements are necessary, particularly 

regarding price forecasting.  For instance, NYISO and PJM have experienced 

low participation and very small production cost savings as a result of inaccurate 

price forecasts according to the NYISO market monitoring unit.28  According to 

the market monitor, “[i]naccurate price forecasts create considerable risk and can 

discourage market participants from scheduling efficient import offers or export 

bids.”29  In recognition of the value of coordinated transaction scheduling, the 

Commission should require that the RTOs and ISOs identify any changes that 

will improve price signals at the seams.  While significant progress has been 

made, CTS at the MISO/ PJM seam is expected to be implemented in spring 

2017; meanwhile, PJM and NYISO continue to work towards a solution at their 

seam.  In order to address existing challenges, the RTOs and ISOs should be 

required to develop common practices with respect to the charges applied to 

interchange to ensure efficient transactions on the seams.   

D.  Uplift Allocation  

As EPSA has noted in numerous forums, uplift is a symptom of larger 

market-design and pricing problems.  If the pricing signals are correct and the 

pricing issues addressed, then uplift is minimized and the allocation of uplift 

                                                        
Interconnection, L.L.C., Docket No. ER16-535-000; Midcontinent Independent System Operator, 
Inc., Docket No. ER16-533-000 and ER16-534-000. 
28  June 2, 2015 Presentation by Dr. David Patton of Potomac Economics on Coordinated 
Transaction Scheduling Between NYISO and PJM, available at 
https://www.misoenergy.org/Library/Repository/Meeting%20Material/Stakeholder/MSC/2015/201
50602/20150602 %20MSC%20Item%2004d%20MISO%20IMM%20NYISO-
PJM%20CTS%20Analysis.pdf. 
28  Transcript of January 7, 2015 Technical Conference on Financial Transactions in PJM, 
Docket No. EL14-37-000 at p. 141. 
29  Id. 
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charges is therefore minimized extensively.  The allocation and uplift 

methodology is less important if the focus is on minimizing overall cost.  

Addressing and minimizing uplift and its allocation requires comprehensive 

reform to the range of price formation and market design issues that have been 

explored in this very proceeding.  Extensive uplift often signals chronic market 

defects.  For this reason, many of the price formation reforms under 

consideration resolve instances that would otherwise create or rely on uplift 

charges.  And while uplift costs are down in nearly all of the ISOs/RTOs, this 

does not support the conclusion that there are no concerns that require 

resolution, or no market rules that require reform.  In fact, in the time since the 

extreme weather of early 2014, every region has experienced very mild winter 

and summer weather, in relative terms.  Additionally, the experiences of January 

2014 drew extensive attention to the issue and causes of uplift, very likely 

affecting some operational decisions by market operators.  The impact of these 

factors cannot be diminished, as they very likely represent important and 

pervasive forces driving down reliance on and the occurrence of uplift in 

numerous regions. 

That noted, existing uplift allocation rules likely mute investment signals 

due to lack of clarity regarding where uplift payments are being received, such 

that guidance on principles for uplift allocation can be provided.  Fundamentally, 

uplift costs should be allocated on a cost causation basis.  This in part can be 

supported by improving transparency around operator actions, in particular those 

which create uplift costs.  EPSA encourages ISO/RTO efforts to increase data 
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transparency with respect to providing information about uplift and operator 

actions, and supports efforts on necessary market rule changes where 

necessary.   

Additionally, various ISOs/RTOs are looking at uplift charges caused by 

virtual trades or external transactions, and their impacts on operation of the 

system.  EPSA supports the individual stakeholder processes examining these 

issues, and at this time encourages the Commission to defer to those initiatives.  

EPSA does not advocate a best practice uplift allocation methodology across 

ISOs/RTOs, but generally agrees that ISO/RTO allocation rules should focus on 

a wider and simpler allocation of charges to the types of transactions that have 

the potential to cause uplift; or, when that is not possible to those benefiting from 

the scheduling of the resources that incur uplift.30 

An issue that may warrant examination based on the NYISO Report is 

allocating uplift to external transactions.  NYISO explains that the ISO’s uplift 

allocation method is designed to allocate the cost of uplift to the customers that 

are benefitting from the action that caused the uplift.  In this regard, the ISO 

indicates that the allocation of uplift to external transactions could be improved.  

The NYISO supports the reciprocal elimination of uplift and other fees allocated 

to external transactions.  Further, the ISO asserts the allocation of uplift and 

other fees reduces trade between regions and adversely impacts total production 

costs.  To the extent that uplift charges on external transactions (“CTS”) is 

impeding price convergence between the regions or driving up uplift costs in one 

                                                        
30  PJM Report at 35. 
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region, EPSA would support further examination of the underlying causes and 

consideration of solutions.  EPSA has previously urged the Commission to 

minimize seams issues between the regions as it considers price formation 

reforms.  The intent of such broader regional market efforts, such as CTS, is to 

encourage market efficiencies and improved price signals.    

 E.  Transparency 
 

As noted above, transparency with respect to reporting of uplift and 

operator actions is an area where further consistency and uniformity across the 

ISOs/RTOs is needed.  While EPSA supports the efforts to date by ISOs/RTOs 

to provide more granular data, the Commission should take the necessary step 

of establishing and requiring best practices in this area in order to enhance 

overall price formation.  More uniform transparency around the scope, frequency 

and source of out of market actions should provide necessary incentives for 

system operators to minimize actions that may result in significant uplift.  To the 

extent that FERC requires regular reporting of the cause, duration, and amount 

of uplift from specific assets or units on a regular basis (e.g., monthly as a 

baseline reporting requirement, or such reporting as may be required more 

frequently), this requirement should be implemented by each ISO and RTO on a 

comparable basis so that the reports can serve as an effective accountability tool 

to measure system operators’ performance against each other.  As such, FERC 

should direct the ISOs/RTOs to use common benchmarks, metrics, timelines and 

protocols for regular reporting disclosures on a MW basis.    
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Although the ISOs/RTOs have raised concerns around commercially 

sensitive information being disclosed through any broad requirement for granular 

reporting of uplift results, EPSA believes that additional information on the drivers 

of uplift and out of market dispatch can be made public by each ISO/RTO, similar 

to the NYISO monthly reports,31 without compromising such sensitive 

information.  This information should be provided on a megawatt (MW) basis, 

rather than on a unit basis, and should include the reason the MWs were 

committed on an out-of-market basis so that all market participants will have an 

opportunity to consider investments that respond to these signals. 

EPSA emphasizes that whatever the scope of the required transparency 

reporting, the format and parameters of each ISO/RTO report must be similar 

and comparable among reports -- this is a critical factor that will ensure that 

ISOs/RTOs have accountability benchmarks to measure their performance 

against one another, and so that the Commission and market participants can 

use comparable data sets to meaningfully glean where improvements have been 

made across ISOs/RTOs and where further reforms are necessary. 

  

                                                        
31  New York Independent System Operator, Monthly Report, August 2014. NYISO 
Monthly Reports are available publicly on the NYISO website at 
http://www.nyiso.com/public/markets_operations/documents/studies_reports/index.jsp. 
 

http://www.nyiso.com/public/markets_operations/documents/studies_reports/index.jsp
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III. CONCLUSION 

WHEREFORE, EPSA again urges the Commission to move from analysis 

to action based on the exhaustive, robust record which exists in this proceeding.  

The Commission should direct all ISOs/RTOs to develop and implement market 

rule reforms and updates on a clear and compact timeline to ensure price signals 

accurately reflect system conditions and operations.  Each ISO/RTO should 

submit a detailed work plan to the Commission which identifies the reforms to be 

developed and submitted to the Commission for final approval by the close of 

2016.  ISOs/RTOS who do not develop and submit needed reforms within that 

timeframe should be subject to FERC-initiated FPA Section 206 proceedings 

ensuring that market revisions are made.  This is imperative to offer market 

participants and consumers the necessary confidence in competitive wholesale 

power markets going forward. 

Specifically, every ISO/RTO should undertake reforms to ensure certain 

core elements are present in fast-start pricing mechanisms.  Additionally, uniform 

approaches to reporting and transparency can improve market operations on 

several fronts and in every region.  These changes, along with improvements to 

modeling and contingency management, all help decrease the need for out of 

market actions by system operators, thereby decreasing uplift costs and 

concerns about uplift cost allocation. 

Additionally, the Commission should rapidly finalize its proposal to reform 

the default $1,000/MWh offer cap pending in Docket No. RM16-5-000 and to take 

additional steps to address market design and pricing concerns that are 
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fundamental changes which must complement ISOs’ and RTOs’ individual efforts 

to improve fast-start resource pricing and dispatch policies, multiple commitment 

contingency management, look-ahead modeling, uplift allocation, and uplift 

reporting.32   An example of such a fundamental and necessary market reform is 

PJM’s proposal awaiting final Commission action to modify its tariff to allow 

Market Sellers to submit day-ahead offers that vary by hour and update their 

offers in real-time on an hourly basis under certain important circumstances.33  

PJM is the only ISO/RTO which does not allow this hourly flexibility; doing so is 

critical to improving energy price formation, interaction with the natural gas 

markets, and the ability of generators to switch fuels during the delivery day to 

meet system demand.  The PJM hourly offers proposal should be approved 

expeditiously so that changes are in place for the Winter 2016/2017. 

 

Respectfully submitted, 

      //s//      
     _________________________________ 
     John E. Shelk, President and CEO  
     Nancy E. Bagot, Senior Vice President 
     Electric Power Supply Association 
     1401 New York Avenue, NW, 12th Floor 
     Washington, DC  20005 
     (202) 628-8200 
     NancyB@epsa.org 
 

 

Dated:  April 6, 2016 

                                                        
32  See Comments of the Electric Power Supply Association, et al, Offer Caps in Markets 

Operated by Regional Transmission Organizations and Independent System Operators, Docket 
No. RM16-5-000 (filed April 4, 2016). 
33  PJM Interconnection, L.L.C., Compliance Filing to Implement Hourly Offers, Docket No. 

ER16-372-000 (filed November 20, 2015). 
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