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Why are Interface Prices Important?

• Interface pricing is essential because:
 It is the sole means to facilitate efficient power flows between RTOs.
 Poor interface pricing can lead to significant uplift costs and other 

inefficiency.
 They are an essential basis for “coordinated transaction scheduling” or 

“CTS” to maximize the utilization of the interface.
• One of the key components of the interface price is the congestion 

component, which reflects the estimated effect of transactions on any 
constraint in an RTO’s market that is binding.
 If the congestion component is not calculated accurately or 

neighboring RTOs price the same constraint, the incentive to import or 
export will be distorted and the transactions will be inefficient.
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• The congestion in the interface price should reflect how imports and 
exports affect the flow over a constraint, holding all else constant.
 Calculating the congestion component for a generator is much easier 

because the RTOs know the source of the power.
 RTOs must assuming a source(s) for an import, which we call the 

“interface definition”.

• RTOs use this assumed source (the interface definition) to estimate 
how imports (and exports) will affect the flow over a constraint
 This effect is called a “shift factor” that indicates the share of the 

import that will flow over a constraint.
 The shift factor is multiplied by the marginal value of the constraint 

(i.e., the shadow price) to determine the congestion component.

• Much of the debate in this area relates to what interface definition to 
assume when calculating the congestion. 

Calculating the Congestion Component at the Interface
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What is an Interface Definition?
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• Fortunately, both SPP and MISO employ interface definitions consistent with 
this diagram, assuming that power sources/sinks throughout each footprint.

• This allows its pricing of non-M2M constraints at the interface to be relatively 
efficient.

SPP MISO

SEAM• In reality, when power 
moves between areas, the 
marginal generators ramp 
up throughout one area and 
ramp down throughout the 
other area.

• Assuming realistic sources 
and sinks for transactions 
is critical because it 
determines how the RTO 
will expect the power flow 
over the system.



Interface Pricing Issue:
Redundant Congestion Pricing

• Although both MISO and SPP both employ reasonable interface 
definitions for estimating the full congestion effects of a transaction.

• However, when a M2M constraint binds, it is modeled and priced in 
both RTOs’ real-time markets.  
 This causes SPP and MISO to “double pay” transactions for the 

congestion effects on M2M constraints.
• We have calculated the average interface pricing component 

associated with M2M constraints that had congestion great than one 
million dollars between June 2018 and May 2019.  
 Figure 1 shows the congestion component calculated by both SPP and 

MISO for each constraint (displayed as the settlement of an export 
transaction from MISO to SPP).  

 A negative value indicates that the participant would be charged the 
corresponding amount; whereas, a positive value indicates that the 
participant would be paid for congestion relief.
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Results of Short-Term Alternative Approaches
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Interface Pricing Issue:
Redundant Congestion Pricing

• The average effects if this redundant pricing is less than $1 per MWh 
over all intervals.

• However, the inefficient incentives can become large in specific 
periods when certain M2M constraints are binding.

• The following figure compares our estimate of an efficient congestion 
incentive compared to the actual interface prices.

• In this case, this incentive diverges by up to $50 per MWh.  When 
participants respond, it leads to the following:
 The participant is paid the congestion component by both RTO’s, in 

this case up to $95 per MWh.
 The MRTO does not receive $95 per MWh in congestion relief – it 

receives only relief associated with the ideal congestion price.
 The NMRTO receives no credit in the M2M settlement for the excess 

payment made to the participant – the costs are uplifted to load.
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Example of Ideal vs Actual Interface Incentives
July 22, 2018
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Interface Pricing Issue:
Proposed Solution

• To address these concerns, we recommend that:  
 SPP and MISO each modify their respective interface prices to 

include only the congestion on their own monitored constraints. 
• Implementing this recommendation will:

 Eliminate the inefficient congestion incentives created by the Non-
Monitoring RTO’s redundant pricing of the Monitoring RTO’s 
constraints; 

 Improve import and export scheduling by providing efficient interface 
prices, which can later be used as the basis for a coordinated 
transaction scheduling system; 

 Eliminate the excess costs that are allocated to the loads of the Non-
Monitoring RTO; and

 Align the interface pricing with the JOA settlement rules.
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