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Comparison of FERC SMD NOPR To RTO West Proposal


On July 31, 2002, The Federal Energy Regulatory Commission (FERC or Commission) issued a Notice of Proposed Rulemaking in Docket No. RM01-2, entitled Remedying Undue Discrimination through Open Access Transmission Service and Standard Market Design (SMD NOPR).  In Sections I, II and III of the SMD NOPR, The Commission reviews the current provision of transmission service by public utilities (i.e. FERC jurisdictional utilities) under the current Order No. 888 Open Access Transmission Tariff (OATT) and finds that undue discrimination and impediments to wholesale completion remain which must be eliminated.  

In Section IV of the SMD NOPR, the Commission proposes to eliminate the distinction between Point-to-Point and Network Integration Transmission Service combining them into a single Network Access Service (NAS).  All uses of the transmission system, including transmission for serving bundled retail service would be taken under the SMD Tariff which has the following features:  

· Transmission service is to be provided by an Independent Transmission Providers (ITP).  Jurisdictional transmission owners must either become an ITP, join an RTO or contract with an ITP to operate its transmission.

· The fixed costs of the transmission system will be recovered through Access Charges paid by all system loads.

· Transmission schedules are accepted from all users agreeing to pay the variable costs associated with their transactions, i.e., Congestion Costs and Losses.

· The ITP will operate two voluntary spot markets, the Day-Ahead and Real-Time Energy Markets.

· Both spot markets will use Locational Marginal Pricing (LMP).

· Congestion Revenue Rights (CRRs) will be provided as hedges against congestion cost.

· Market power mitigation is provided with market monitoring and enforcement.  

· Mitigation of local market power by must offer and bid cap provision in participating generator agreement.

· A safety-net bid cap to address the lack of price-responsive demand.

· A resource adequacy requirement to diminish the ability of suppliers to profit from withholding.

· At the option of the ITP, a mechanism which triggers added mitigation based on bidder conduct and bid impact.

· Regional State Advisory Committees are proposed to seek regional solutions to issues, such as, resource adequacy standards, transmission planning and expansion, rate design and revenue requirements, market power and market monitoring, demand response and load management, distributed generation and interconnection policies, energy efficiency and environmental issues, and RTO management and budget review. 

A more detailed outline of the SMD NOPRs provisions is outlined below in tabular form with a comparison to the provisions of the RTO West Stage 2 Proposal.  

	Issue
	FERC SMD NOPR
	RTO West Stage 2 Proposal

	Transmission Service
	     
	

	Interim Tariff
	No later than July 31, 2003 all public utilities (FERC jurisdictional) are to revise their Open Access Transmission Tariff and take Network Integrated Transmission Service on behalf of bundled retail load.
	     Not addressed.

	Network Access Service
	     The standard transmission service for all customers will be “Network Access Service” (NAS), including vertically integrated utilities bundled retail load.  NAS combines the features of network and point-to-point services under Order No. 888 OATT into a single service.

      The service provides customers the right to transmit between a source and a sink, including individual nodes or aggregation hubs.  

      Embedded cost may be recovered through license plate rates.

      When congestion occurs customer has option of (1) using financial transmission rights called Congestion Revenue Rights (CRRs) to hedge congestion cost price or (2) paying full cost of congestion management.  
	     Transmission Use Service for converted contracts with Non-converted Transmission Service to honor unconverted contracts. 

      The service provides scheduling for source to sink at individual nodes.  Aggregation hubs have been discussed but not finalized.  

      Embedded cost for Company Rate Period is based on Company Rates and Transfer Charges to avoid cost shifting with export charge for exports without historic reservation rights from converted export contracts.  

      When congestion occurs customer has option of (1) specifying the limit on congestion charges it is willing to bear or  (2) submit scheduling requests with a commitment to pay whatever congestion clearing charges apply. 

	Transmission Rights for Price Certainty
	     Initial allocation of CRRs is to be made to current users of the system with existing transmission rights.  After four years, these users would receiver revenues from the auction of CRRs.    

     CRRs can be sold in secondary market.  

      ITPs offer CRRs based on a simultaneous feasibility test methodology. 

      In long-term, an entity paying for a system expansion will be able to obtain the new CRRs created.


	     Rights of current users who convert are preserved by either one of two congestion hedges (rights) CTRs or FTOs.

      FTOs can be sold in secondary market.  

      RTO West will sell available capacity, with question of selling more than capacity by bids of forward incs and decs discussed.  

      In long-term, parties funding new transmission for congestion relief receive FTO associated with new capacity. 

	Transmission Without Price Certainty
	     Customers without transmission rights can schedule by agreeing to pay any congestion costs of a transaction.
	     Customers without rights can schedule by agreeing to pay congestion cost associated with transaction.

	Day-Ahead Scheduling
	     Day-ahead scheduling will accommodate requests of customers with and without transmission rights as well as transmission needed for delivery of purchase and sales from centralized energy spot market.  

     A customer without rights may set a maximum acceptable congestion charge for service or agree to pay regardless of price.  
	     A two-settlement process is assumed in Congestion Management Proposal subject to finalization when Ancillary Services markets develop.

      A customer without rights may set a maximum acceptable congestion charge for service or agree to pay the actual congestion cost.

	Real-Time Transactions
	     Transactions scheduled after day-ahead flow at a charge covering losses and congestion cost.  
	     Transactions scheduled after day-ahead pay congestion costs.  Losses not yet addressed.

	Congestion Revenue

Rights
	     CRRs are direction specific. 

     CRRs may be either in the form of obligations, options or flowgate rights and are paid based on day-ahead prices.  

      A point-to-point CRR (obligation or option) pays revenue equal to the difference in price between named ponts times the number of MWs held.

      A flowgate CRR entitles the holder to receive the congestion revenues associated with a specific facility.  

     An ITP must offer obligations and offer options or flowgate forms upon market participant request when technically feasible.
	     Rights are direction specific.

      Rights are defined from injections points to withdrawal points (source to sink) for given MW and time period and allow use of system without paying congestion cost.

      A customer who does not use its rights is not paid by RTO West, but must sell rights in secondary market to obtain value of unused rights.  

      Flowgate rights were abandoned in late 2001.

      RTO West will offer source-to-sink rights with no plans for flowgate rights.

	Obligation v. Option Rights
	     Obligations CRR holder receive congestion revenues when the price difference is positive and pays the IPT when the price difference is negative.

     An option pays CRR holder congestion revenues when price difference is positive but the CRR holder is not responsible to pay the ITP when the price difference is negative. 


	    The RTO West proposal does not included plans to issue obligation type transmission rights.

      RTO West transmission rights (congestion hedges) are options.

      

	Settlement of Rights
	     All transmission rights settle against the prices in the day-ahead energy market receiving/paying the congestion revenues whether or not a schedule was submitted. 

     There are no real-time congestion hedges.  


	     Under the two-settlement model, day-ahead schedules are financially binding.  Option type transmission rights pay for congestion incurred but no more and do not result in negative charges.

      There is no real-time congestion hedge.

	Losses
	     Price differences in the energy market between nodes capture both congestion cost and losses, which is separated into loss and congestion cost components.  (An AC load flow model is used formulas for separation provided in the SMD Tariff.)  

     Those without rights pay both components.  Those with transmission rights pay for losses and receive congestion revenue rights to offset the congestion cost component. 
	     Losses have not been addressed.  RTO West is to develop a loss methodology rather than the filing utilities doing that work.

	Energy Market Design
	
	

	Day-Ahead Energy Market
	      The ITP will operate a day-ahead market in order to develop a joint day-ahead schedule for transmission service, energy and ancillary services, based on bids submitted, to maximize combined economic value of all three.  

     The energy market component of the day-ahead market uses bids and auction process to set energy prices to be paid in each hour for energy scheduled day-ahead.
	     A two-settlement system is assumed in the Congestion Management Proposal.  

      A day-ahead energy market is not proposed only congestion redispatch market; customers must submit balanced schedules.

      Unit commitment is voluntary in the first instance, with RTO West having a secondary unit commitment process against its own load forecast to assure reliability.

      

	General Features
	     An ITP must run a voluntary, bid based, reliability constrained day-ahead market.  

     Day-ahead market is to be transparent (clear rules with software producing predictable results).  

      Market participants may schedule bilateral transactions, self-provide ancillary services or acquire energy from the day-ahead market. 
	     There is no day-ahead energy market; RTO West will run a voluntary, bid-based, security constrained, congestion redispatch market.

      Where operated, RTO West’s markets will meet transparency requirements.

      Market participants can submit bilateral schedules and self-supply ancillary services.

	Scheduling and Bidding Rules
	     Price-responsive demand may participate as buyers and sellers.  

     Sellers have the option of submitting multi-part bids (related bids for start-up, no-load and energy).  

    Market participants are not be required to submit balanced bids, but they may choose to do so.  

    Comments sought on whether penalties are appropriate with for uninstructed deviations between day-ahead to real-time or whether the cost of added reserves and ancillary service should be assigned to those with deviations.

     Virtual bids are allowed for supply and demand in the day-ahead market but they must be so identified.  Other bids must be tied to a physical resource.  

    Limits on bidding are covered by the market power mitigation provisions.  

    Options for scheduling for energy limited resources are suggested.

    Intermittent resources will be able to participate in the day-ahead market on the same basis as other resources.
	     Sellers submit one-part bids.

      Market participants must submit balanced schedules.

      Deviation from day-ahead schedules potentially subject participants to penalties for significantly under-scheduling or over-scheduling their demand during the day-ahead scheduling process.

      Bids must be tied to specific resources.

      Market power mitigation rules not addressed; to be developed later.

      Hydro resources are allowed to self-commit, as are all generators.  Pre-existing agreements for optimization of hydro use are to be honored with all other pre-existing contracts.

      Provisions for exempting intermittent resources from penalties are under discussion

	Price Determination and Settlement
	     Locational Marginal Prices (LMP) will be used for both buyers and sellers in the day-ahead market with energy prices incorporating the total value of generation, transmission congestion, and losses at each node of the system.

     LMP clearing prices will be established an hourly basis, but shorter intervals may be proposed.  

     Hourly energy prices are based only energy bids.  If a seller’s total bid costs (including start-up, no-load, minimum run time, etc.) over the entire day is not met by hourly clearing prices it will receive an uplift payment for the net daily shortfall.

     The results of the day-ahead market must be financially binding on buyers and sellers.  Imbalances from failure to produce or take as scheduled will be settled at the real-time energy market price.

     Upon request of market participants, the ITP will establish trading hubs, with a hub price based on the weighted average of prices at the selected nodes.

     The ITP must post prices and other market information and settle markets on a timely basis to provide market participants reliable information.
	     Congestion redispatch prices are established on a nodal basis.  Inclusion of loss cost in nodal is not yet addressed.

      Congestion redispatch prices will use inc/dec bids from Scheduling Coordinators on an hourly basis.

      Under self-commitment of resources start-up, minimum run and no-load costs are the responsibility of the bidder.

     The day-ahead settlement will be financially binding on Scheduling Coordinators. Imbalances between day-ahead and real-time will be settled at real-time energy balancing market prices.

      Trading hubs have been discussed and concern expressed regarding price difference between hubs and nodes.  Hubs may be developed later.       



	Real-Time Energy Markets
	     ITPs must run a bid-based, security constrained real-time market with transparent operation.
	     RTO West will run a real-time balancing market, operating on a transparent basis.

	General Features
	     Market participants are allowed to revise their schedules for bilateral transactions and self-provide ancillary services after the close of the day-ahead market, with imbalances from day-ahead settled through the real-time market.
	     Market participants may revise their schedules after the close of day-ahead process, as long as they are feasible, and will pay real-time congestion costs associated with schedules.

	Scheduling and Bidding Rules
	     Bids to sell in the real-time market may be multi-part bids.

     Demand-side must be able to participate in real-time market.

     Limitations on bidding are covered by the market power mitigation provisions.

     Scheduling options are suggested for energy constrained resources.

     Intermittent resources are able to participate in the real-time market on the same basis as other resources.


	     One part bids for energy in the balancing market.

      Demand-side resources may bid in the ancillary service markets.

      Market power mitigation has not yet been addressed as detailed market rules are to be developed later.

       Hydro resources are allowed to self-commit, as are all generators.  Pre-existing agreements for optimization of hydro use are to be honored with all other pre-existing contracts.

      Provisions for exempting intermittent resources from penalties are under discussion.

	Price Determination and Settlement
	     LMP will used for both buyers and sellers and reflect both congestion and losses.

     Real-time prices will be established through market clearing price auctions, generally on five-minute periods within the hour.

     All deviations and imbalances from the day-ahead market will be settled at real-time price.  Comment is requested on whether uninstructed deviations should be subject to penalties.

     The ITP must post prices and other market information and settle markets on a timely basis to provide market participants reliable information.
	     Nodal prices used for settlement will reflect the cost of congestion and balancing energy.

      Details of market clearing auctions to be established later.

      Deviations and imbalances from day-ahead will be settled against real-time prices for a ten-minute period and may be subject to penalties for deviations outside a “reasonable use” threshold to discourage over use of balancing market.  Special rules will apply to involuntary schedule modifications such as forced outages.

	Regulation and Operating Reserves
	     ITP must insure regulation and operating reserves are provided, using a market-oriented approach.  
	     RTO West will operate markets for the regulation and reserves it must obtain to serve Scheduling Coordinators who do not self-supply or self-track.  Detailed market rules are not yet developed. 

	General Features
	     LSEs have the responsibility to procure regulation and operating reserves or pay for those procured by the ITP.

      Suppliers of regulation and operating reserves must meet specific technical requirements.

      The ITP must have a bid-based day-ahead and real-time market so it can procure on behalf of LSEs.  Market power mitigation is covered below.

      Locational requirements can be used for operating reserves and may require reservation of transmission capacity.

     Transmission capacity must be paid for by parties using remotely located reserves.


	     Scheduling Coordinators may self-provide or self-track or buy from RTO West.

      Suppliers of regulation and reserves will have to meet operational standards.

      RTO West will procure energy and capacity to provide ancillary services in a voluntary, bid-based auction.  Market power mitigation authority for RTO West is proposed.

      Location requirements for ancillary services will be the responsibility of RTO West.  As a provider of last resort, it will procure sufficient resources (generation, import/export and demand-side) and necessary transmission to meet its requirements.

	Scheduling and Bidding Rules
	     LSEs may meet requirements with self-provision, bilateral transactions or paying market-clearing price or through a combination of such transactions.  Self-provision is limited to turning over a block of capacity to the ITP to operate.

      ITP must provide regulation and operating reserves in a bid-based auction for those who do not self-provide.

      Demand-side supply of operating reserves must have non-discriminatory bidding opportunities.

      Regulation and operating reserve markets must allow sellers to submit availability bids in addition to energy bids. 
	     Scheduling Coordinators may self-schedule, self-track, use bilateral transactions or purchase from RTO West as provider of last resort.

      RTO West will use a bid-based market to acquire regulation and operating reserves.

      Demand-side resources that qualify technically can bid to provide resources.

	Price Determination and Settlement
	     Day-ahead regulation and operating reserve markets must clear simultaneously with the day-ahead markets for energy and transmission service, with market-clearing prices that jointly optimize energy, regulation, operating reserves and transmission service.
	     Simultaneous operation of ancillary services markets is not specified at present.

	Other Changes to Improve Efficiency
	
	

	
	     A new SMD Tariff will be prepared; a first draft is provided as Appendix B.

      CBM cannot be set aside at no cost; if remote reserves are used, CRRs must be held to pay for the capacity

      Calculations of transmission capability and performance of facilities should be performed by an independent entity.

      Proactive long-term planning and expansion must be done regionally.  The recommended solution(s) must be put out under request(s) for proposal for construction and/or implementation.  

      Software should be modular to allow multiple vendors to provide components of the overall software platform with standardized data formats and data transfer protocols to minimize implementation costs.
	     RTO West Tariff to be developed after FERC Order on Stage 2 filing.

      No specific provisions for CBM discussed yet.

     RTO West will independently calculated Total Transmission Capability and Available System Capacity with the PTO able to challenge in dispute resolution.

     RTO West tariff will be regional in scope and application.

     RTO West includes regional planning and expansion with efforts underway to develop West-wide planning and expansion process.

     Decisions on software implementation will follow seating of RTO West Board and execution of implementation plan.

	Market Power Monitoring and Mitigation
	
	

	Principles
	     Market power mitigation has three mandatory components and voluntary fourth component:

(1) Local market power mitigation.

(2) A safety-net bid cap.

(3) A resource adequacy requirement.

(4) A voluntary provision that could apply to unusual market conditions.
	     Market power mitigation to be addressed after FERC Order on Stage 2 filing.

	Local Market 

Power Mitigation
	      The ITP will identify generating units needed for reliability or sets of units owned by a small number of companies where local market power can be exercised.

     These units will be subject to must offer provisions and the bid caps when they are needed.  These provisions will be identified in participating generator agreements.
	      Identification of load/generation pockets, must run units and other market power mitigation issues will be addressed after FERC Order on Stage 2 filing.



	Safety-Bid Cap
	     A bid cap, such as the $1000/MWh used in the Northeast and Texas is a proxy for price responsive demand.  
	     Market power mitigation to be addressed after FERC order on Stage 2.

	Price Mitigation Triggered by Market Conditions
	     In situations where non-competitive conditions may exist in a region, an IPT may recommend inclusion in the ITP tariff of a procedure like the Automatic Mitigation Procedure (AMP) used by New York and proposed by California.

     AMP examines bidder conduct and the impact of bids to trigger mitigation of bids used for clearing spot markets by the ITP.

     Such mitigation will only apply to the products traded in spot markets operated by ITP and not to bilateral contracts outside these markets.


	     Market power mitigation to be addressed after FERC order on Stage 2.

	Monitoring
	     Market monitoring focuses on two areas:  (1) identify problems in market design and propose solutions and (2) focus on behavior of market participants and monitor withholding whether physical or economic.

    Each RTO should have an MMU that is independent of ITP management and report directly to the RTO Board and FERC with reports provided to the ITP and the Regional State Advisory Committee.

    The MMU will monitor all markets in its region conducting periodic reviews and analysis and propose rule changes to the Commission.  

     When the market monitor determines that parties have violated the rules of ITP’s tariff, pre-determined penalties will be applised. 
	     The MMU will be independent of RTO West management and will report directly to the Board and to FERC.  

      MMU will perform periodic reviews and analysis with reports to Board and Commission but has no enforcement role.

      Discussions underway for a single West-wide MMU.



	Long-Term Generation Adequacy
	
	

	
	     Long term resource adequacy is necessary to diminish the incentive and ability of suppliers to practice and profit from either economic or physical withholding, and spot market prices alone may not be sufficient to induce investors to build necessary resources.

      ITPs must forecast future demand, facilitate the determination of an adequate level of future regional resources by a Regional State Advisory Committee and assign each LSE a share of the needed resource.  

     The ITP must assure that each LSE acts to meet its share of future resources through self-supply, purchase contracts, or demand response programs.  The ITP must check to see that resources are not double counted, and inform the state regulatory authority when an LSEs fails to submit a satisfactory plan for meeting the adequacy requirement. 

     If a power shortage occurs and the ITP cannot satisfy demand in the spot market and meet minimum operating reserves, the ITP must add a per-MWh penalty during the shortage by an LSE not meeting its share of regional resource for that year. .  

     If the ITP must curtail load in such an emergency, the load of non-compliant LSEs will be curtailed before that of LSEs that are compliant with the resource adequacy standard. .  

     The planning reserve lever should be established by the Regional State Advisory Committee. FERC has set a default level for planning reserve is set at 12%.

     The planning horizon is proposed to be set by the Regional State Advisory Committee.  It should not be so short as to fail to motivate construction of generation or demand response in time to avert a shortage.
	     No discussion of formal generation adequacy standard.  Balanced schedules require Scheduling Coordinators to plan for the supply needs of their customers.

      Generation adequacy in RTO West must go beyond installed capacity and consider ability to meet annual energy requirements.

	Governance of ITPs
	 
	

	
	     ITPs must be independent of market participants.  Board selection uses a search firm to find candidates, who are elected by a nominating committee which represents classes of stakeholder interests.  .  

      No seats are selected by any one class, but all members are elected by simple majority vote.  

     Board members must be re-elected after a four year term, except that initially ½ the board will have three year terms.  No member can serve more that two consecutive terms.


	     RTO West must be independent of market participants.  Board selection uses a search firm to find candidates, who are elected by a nominating committee which represents classes of stakeholder interests.  .  

      No seats are selected by any one class, but all members are elected by simple majority vote. .  

     Board members must be re-elected after a three year term, with terms staggered for 1/3 to be re-elected each year. 

     No limitation is place on maximum period service on the board.

	State Participation in RTO Operations
	
	

	
	     An ITP is to have a Regional State Advisory Committee that has direct contact with the governing board.  (This committee is separate from the Stakeholder Advisory Committee.)

     The specifics of formation and operation of the Regional State Advisory Committee would be decided on a regional basis. 

     FERC suggests that the Regional State Advisory Committee fill the role suggested by NGA for Multi-State Entities to deal with transmission siting. 

     The Regional State Advisory Committee may work to seek regional solutions to issues that fall under federal, state or shared jurisdiction to include:

a. Resource adequacy standards;

b. Transmission planning, expansion;

c. Rate design and revenue requirements;

d. Market power and market monitoring;

e. Demand response and load management;

f. Distributed generation and interconnection policies;

g. Energy efficiency and environmental issues;

h. RTO management and budget review.

     Once the advisory committees are established FERC intends to work with them to establish protocols for deciding regional rate issues.

     MMU should send reports on efficacy of markets and need for rule changes directly to the Regional State Advisory Committee.
	     States are represented in the classes selecting the RTO West Board.  

      State regulatory agencies can be RTO West members at no charge and participated in the Advisory Committee.

	System Security
	
	

	
	     Commission will expect ITPs, market participants and generators to comply with the recommendations offered by the President’s Critical Infrastructure Protection Board.
	      RTO West will be compliant with requirements that insure a secure, reliable transmission system. 

	Transitional Considerations
	
	

	
	     July 31, 2002 IPTs must file Interim Tariff to be effective on September 30, 2003.

     Six months after effective date of the Final Rule to begin a regional transmission planning activity and produce a plan with one year of thee effective date of the Final Rule. 

     December 1, 2003 all ITPs must file the SMD Tariff and indicate the date when they will be able to fully implement SMD.

     January 31, 2004 all public utilities must make a cyber-security compliance filing. 

     At least 60 days prior to implementation of SMD, transmission owners and ITPs file changes needed to transmission rates. 

     September 30, 2004, public utilities must have in effect revised SMD tariffs and be operating under SMD.
	     Implementation forecast for early 2006. 
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