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UNITED STATES OF AMERICA 

BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

 

Price Formation in Energy and Ancillary Services )  Docket No. AD14-14-000 

Markets Operated by Regional Transmission  ) 

Organizations and Independent System Operators ) 

 

ORGANIZATION OF MISO STATES 

POST-TECHNICAL WORKSHOP COMMENTS 

 

FERC Staff hosted a series of technical conferences on price formation in energy and 

ancillary services markets in Regional Transmission Organizations (RTO) and Independent 

System Operators (ISO).1  On January 16, 2015, an invitation to provide post-technical workshop 

comments was issued asking that comments be filed on February 19, 2015 with an extension 

granted until March 6, 2015. 

The Organization of MISO States (OMS) is a non-profit, self-governing organization of 

representatives from each state with regulatory jurisdiction over entities participating in the 

Midcontinent ISO (MISO) and serves as the regional state committee in the region.  The purpose 

of the OMS is to coordinate regulatory oversight among the states; to make recommendations to 

the Midwest ISO, the Midwest ISO Board of Directors, the Commission, other relevant 

government entities and state commissions as appropriate; and to intervene in proceedings before 

the Commission to express the positions of the OMS member agencies 

OMS appreciates the opportunity to offer comments on the important topic of price 

formation in energy and ancillary services markets and submits responses below on the issues of 

offer caps, settlement intervals, new products to incent flexibility, shortage prices, transient 

shortage events and interchange uncertainty.  These comments are focused on matters in the 

MISO region since that is the area with which OMS has the most experience. 

                                                           
1 September 8, 2014 (Uplift Workshop), October 28, 2014 (Shortage Pricing/Mitigation Workshop), December 9, 

2014 (Operator Actions Workshop) 
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Offer Caps (Item 1) 

 

As FERC is aware, the current offer caps reflect a careful balance of federal and state 

policy interests on generation, dispatch efficiency, and limiting LMP price volatility to protect 

consumers from unjust and unreasonable price spikes.  However, natural gas prices during the 

winter of 2013-2014 created a circumstance where the current generic $1,000/MWh cap on 

energy offers may have been insufficient to allow natural gas-fired generators to recover their 

costs when natural gas prices spiked due to supply constraints.  To ensure supply adequacy during 

these extreme events, it is appropriate to consider removal or upward adjustment to the cap.   

However, the discussion around lifting offer caps must be first and foremost based on 

FERCs ability to prohibit any exercise of market power to be reflected in electric energy market 

offers.  Each energy market offer should reflect generating unit specific costs for the interval that 

the offer is made.  To reach this ideal state, FERC needs to have confidence not only that the 

RTO/ISOs and the Independent Market Monitors (IMM) are mitigating the exercise of market 

power in the RTO’s electric energy market, but that the prices for each generator’s input costs 

(e.g., natural gas) are established in a competitive market so that market power in those inputs 

does not find its way into the generator’s electric energy market offer.  If this ideal state can be 

assured, there would be no need for arbitrary caps on energy price offers in RTO energy markets. 

Without such confidence and assurances, the industry will be subject to the vagaries of 

market manipulation witnessed in California over a decade ago that would be devastating to 

consumers and utilities.  Furthermore, lifting the cap could implicate numerous other issues such 

as the need for independent resource adequacy constructs in the RTO/ISOs that match state 

regulatory models and the use of centralized capacity markets, bilateral contracts, or load serving 

entity (LSE) self-build obligation to serve requirements in retail regulated states.  OMS would 
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not support any construct that alters the resource adequacy construct within the RTO/ISOs. 

To the extent that current rules and practices do not, or cannot, prevent all exercises of 

market power in electric energy offers or in the markets for inputs into the production of 

electrical energy (e.g., natural gas) so that a cap on energy price offers is necessary, the cap must 

be established at a level sufficient to enable all generators to recover legitimate unit marginal 

costs for the market interval at issue.  An energy offer cap need not be constant through the year 

if generator costs vary throughout the year, or if the potential for market power in either electric 

energy prices or generator input prices varies throughout the year.  Ideally, any cap established 

would apply to not only MISO but also other MISO seam partners so as to foster an integrated 

dispatch across the respective RTOs.  Please note that OMS does not support the recovery of 

legitimate generating unit marginal costs through uplift.  All legitimate generating unit marginal 

costs must be allowed to be reflected in the locational marginal price. 

Existence of an offer cap at any level, however, should not in any way reduce the 

vigilance of the RTO/ISOs and IMMs to prevent the exercise of market power in electric energy 

markets.  Nor does it mean the FERC need not be concerned with trying to prevent the exercise 

of market power in the markets for electric generation inputs, principally natural gas.  Efforts to 

prevent the exercise of market power must be comprehensive, intensive and ongoing. 

Settlement Intervals (Item 4) 

 

The MISO IMM placed high value on the potential benefits of moving to five minute 

settlements in the 2013 MISO State of the Market Report.2  In the current MISO market design, 

MISO initiates dispatch signals for internal generation every five minutes and also produces five 

minute locational marginal prices (LMP), including interfaces.  However, MISO’s settlement 

process is settled on an hourly average basis using the average of the five minute prices that are 

                                                           
2 http://www.potomaceconomics.com/uploads/midwest_reports/2013%20SOM%20Report_Full%20Body_Final.pdf.  

http://www.potomaceconomics.com/uploads/midwest_reports/2013%20SOM%20Report_Full%20Body_Final.pdf
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produced.  This potential difference between the dispatch signal and the predicted hourly 

settlement prices can create inconsistent price signals and inefficient market outcomes and 

incentivize generators to deviate from dispatch instructions or provide inflexible offers.   

Scheduling of energy transactions between regions through interchange transactions can 

also be affected by this inconsistency.  Five minute pricing can sometimes cause volatility and 

large swings in inter-regional interchange transactions being scheduled. The hourly average price 

signal from those interchange transactions can cause inconsistencies and incomplete information 

for market participants attempting to schedule interchange transactions which can result in 

market inefficiency.   

If MISO were to move to sub-hourly settlements these inefficiencies could be reduced 

and the market settlements would more closely align with the five minute price signals allowing 

more predictable outcomes and less volatility.  It would also increase flexibility and incentives 

for resources to follow dispatch instructions more closely.  More flexible and quicker responding 

units would also benefit from shorter interval settlements that would recognize and reward their 

value more closely than the current hourly average settlements.  That said, it is important that an 

evaluation of the benefits of moving to sub-hourly settlements are compared to the costs to 

ensure that customers will ultimately realize value.   

New Products to Incent Flexibility (Item 5) 

 

OMS supports the establishment of a ramping product that is priced separately from the 

existing energy or ancillary market products.  A separate product is a better approach than 

sending a price signal during the short duration of a shortage event which can lead to increased 

price volatility as generators overreact to sharp price spikes.  A properly designed ramping 

product will reward units that provide needed flexibility, rather than provide windfall profits for 
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units that happen to be in the market during the short-duration shortage event.  With the expected 

changes to the generation portfolio and greater reliance on intermittent generators, creating the 

right incentives for flexible resources is crucial and RTOs are already working on new products 

to address this need.  

However, FERC should not attempt to standardize ramping products, but rather allow 

RTOs to develop region-specific solutions with their stakeholders and market participants.  

MISO, for example, is in the early stages of developing a new ramp product while other RTOs 

have implemented different products but it is important that each RTO be able to evaluate 

various options and adopt that which suits it best.  Energy storage may provide value in this area 

as well but that needs to be better understood. 

Shortage Prices (Item 9) 

 

Shortage pricing3 should be used to send price signals to suppliers and consumers to 

incentivize appropriate behavior at a rare time of crisis.  The NERC Energy Emergency levels 

could be used for establish appropriate step increases for setting these prices.  Note that in MISO, 

most of the long term planning is accomplished through state resource planning processes and 

not informed by shortage pricing. 4 

The convergence of day-ahead and real-time markets may not be a significant issue since 

shortage pricing is only applicable in crisis situations.  OMS is concerned that the risk of market 

manipulation from increased complication of the market design may outweigh the potential 

benefit of price convergence between the day-ahead and real-time markets during periods of 

shortage. 

                                                           
3 OMS makes no distinction between the terms “shortage pricing” or “scarcity pricing” but for simplicity uses the 

term “shortage pricing” herein.   
4 Retail markets are in place in Illinois and Michigan. 
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Transient Shortage Events (Item 10) 

 

A price signal is meaningless for very short transient conditions that are in the process of 

being resolved by system operators.  A transient shortage condition will be over before market 

participants can respond to the higher price.  In fact, if market participants react to the short-term 

price signal, the result is over-generation in subsequent intervals and price volatility. Triggering 

shortage prices in these situations provides windfall profits to generators already in the market, 

putting unnecessary costs on customers. 

Interchange Uncertainty (Item 11) 

OMS does not have specific recommendations at this time on what the RTOs/ISOs 

should do to reduce uncertainty but more certainly must be done.  It is too early to judge whether 

the implementation of Coordinated Transaction Scheduling between NYISO and PJM will work 

for PJM and MISO.  As discussed during the FERC meeting on January 22, 2015 regarding the 

MISO/PJM Joint and Common Market (JCM), the general consensus among the meeting 

participants is that interface pricing is an issue that must be solved.  The problem is that the 

magnitude of the issue has not been appropriately quantified and stakeholders have not been able 

to come to an agreement. MISO and PJM have formed a joint technical small workgroup to 

discuss the interface pricing issue.  The meetings that have been held to date have been useful 

and should be continued. However, the group has not yet come to any agreement on 

recommendations to present at the overall MISO/PJM JCM meeting.5 

 The OMS submits this pleading because a consensus of its members has agreed to 

generally support it.  Individual OMS members reserve the right to file separate pleadings 

                                                           
5  The Public Service Commission of Wisconsin suggests that interchange optimization and interface pricing are 

appropriately dealt with between the RTOs with stakeholder involvement, but would like to see a timeline that 

includes milestones from the RTOs for plans to specifically address the issues and come to a resolution. If they are 

not able to come to a resolution by the deadline, it would then be time for FERC to step in and provide specific 

direction. 
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regarding the issues discussed herein. 

 The Public Utility Commission of Texas abstained from this pleading.  The Illinois 

Commerce Commission and the Manitoba Public Utilities Board did not participate in the vote 

on this pleading.   

      Respectfully submitted, 

      Tanya Paslawski 

      Tanya Paslawski 

      Deputy Executive Director 

      Organization of MISO States 

      100 Court Avenue, Suite 315 

      Des Moines, Iowa 50309 

      (515) 243-0742 

      tanya@misostates.org 

 

 

Dated:  March 2, 2015 

CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon each person designated 

on the official service list compiled by the Secretary in this proceeding. 

 

Dated at Des Moines, Iowa, this 2nd day of March, 2015. 

 

      Tanya Paslawski 

mailto:tanya@misostates.org

