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Comments of the OMS Markets and Tariffs Work Group 

February 21, 2014 

 

MISO recently issued a whitepaper “Design of Pricing under Emergencies” dated 
January 30, 2014, and an associated presentation “Setting Prices during Emergency Events,” 
dated February 4, 2014.  The OMS Markets and Tariffs Work Group is still reviewing this 
proposal and learning about it.  In general, the OMS work group has found that the presentation 
and white paper has raised more questions than provided answers.1  OMS expects to learn more 
about the proposal when it has the opportunity to review the comments of other stakeholders. 

 When Maximum Generation events occur, MISO operators take a variety of actions to 
ensure that energy supply and demand remain in balance, transmission constraints are managed 
and adequate reserves are maintained.  In simple terms, operators foresee that a routine security 
constrained economic dispatch may be unable to balance supply and demand and that they must 
take actions outside of the normal market-based dispatch in order to maintain reliability.  These 
administrative actions have the effect of moving the dispatch up the supply curve (by dispatching 
higher cost resources), shifting the supply curve to the right (by recalling exports), moving load 
down the demand curve (by calling on EDRs) and shifting the demand curve to the left (by 
calling on LMRs).  The end-result of these actions, especially the deployment of LMRs, is to 
reduce real time LMPs. 

 In one sense, these lower LMPs are “efficient” as they are the result of a balance of 
supply and demand from a security constrained economic dispatch.  That is, the resulting LMPs 
equal the marginal cost of production.  From another perspective, these LMPs are not efficient as 
they are the result of supply and demand curves which have been influenced by out-of-market 
administrative actions.   The problem with this reduction in LMPs is that such a result may incent 
generators to reduce output and for customers to increase their load.2  These follow-on price 
effects will tend to counteract the expected effects of the out-of-market administrative actions 
which have been taken to prevent the potential imbalance in supply and demand.   

 In short, the result is a mismatch in the objective of the administrative actions which have 
a reliability objective (to serve all firm load at almost any price) and which have a longer time 
horizon, and the security constrained economic dispatch, which continues to calculate marginal 
cost based LMPs every 5 minutes based on the increased supply and the reduced load it sees in 
real time.  MISO proposes to resolve this mismatch by utilizing “default offer costs” for 

                                                 
1  These comments only address pricing during Maximum Generation events.  OMS staff has not reviewed the 
implications of MISO’s pricing proposal during Minimum Generation events. 
2 Load would only increase to the extent that retail customers face real time prices and would increase consumption 
in response to such a price reduction. 
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generators and LMRs for use in determining real time dispatch and calculating prices during 
emergency events. 

 MISO should be cautious in describing the LMPs which result from the current pricing 
regime during emergencies as being “inefficient.”  By the same token, MISO should be careful 
not to describe the higher LMPs which would result from the administrative pricing mechanism 
it is proposing as being “more efficient.”  This depends on the definition of an “efficient” price. 
In addition, it is not clear what MISO means when it states that it is “imperative” that prices are 
“adequate” during emergencies. 

There will be a distributional effect of MISO’s proposal due to the higher LMPs that will 
result.  Net sellers (generators) will receive more revenue and net buyers (load) will incur higher 
costs.  This could be a significant impact of the proposal.  MISO should conduct an analysis of 
this effect. 

Shown below are comments and questions in relation to specific portions of the 
whitepaper and the presentation. 

 

Comments and Questions on “Design of Pricing under Emergencies” 

Page 3: 

On Lines 3-4 it states that “it is imperative that price signals are adequate to reflect the 
severity of the situation.”  What is meant by ‘adequate price signals’?  Does MISO intend 
that LMPs during such time periods also include some portion of what would normally be 
considered capacity costs? 

Page 4: 

Paragraph 3:   

Normally energy offers are limited to variable fuel and variable O&M costs.  Is MISO 
suggesting that generator offers should be allowed to include recovery of some fixed 
costs during emergencies? 

Page 5: 

 Paragraph 1: 

MISO states that “The curtailment of load with no ability to set price also diminishes the 
desired (efficient) price formation process.”  If an LSE submits an offer cost of zero for 
an LMR, why is it not efficient for this load to be reflected in the MISO dispatch at zero 
cost? 
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Page 6: 

 One of MISO’s proposals is to implement default offer prices for generators that operate 
above their economic max.  Why are generators not able to place higher offers for operation in 
this range now? 

 

Comments and Questions on “Setting Prices during Emergency Events” 

Page 2:   

On Line 4 it states that “Evaluation studies confirmed the need to address prices signals” 

What studies is this referring to?  MISO should provide copies of these studies to 
stakeholders. 

On Line 6 it states that “MISO has developed and validated solution” 

How was the proposed solution “validated”? 

Page 4: 

On Line 1 it states that MISO has “Completed evaluation of efficiency gain opportunity” 

How was this evaluation performed?  What is meant by the term “efficiency gain 
opportunity”? 

Page 6:  

On Lines 4-6 MISO states that the default offer cost for an LMR would be the sum of the 
MEC immediately prior to the “min gen event” and the LMR offer cost.  Does MISO 
propose that LMRs be required to submit an energy price offer?   

Line 5: 

Is this meant to be applicable to a “max gen event” rather than a “min gen event? 


