
SPP COMPLIANCE WITH PRICE MITIGATION PROVISIONS OF 
ORDER NO. 719 

 
In Order No. 719, the Commission adopted a revised rule on price formation 

during times of operating reserve shortage.  The Commission determined that existing 
rules that do not allow for prices to rise sufficiently during an operating reserve shortage 
to allow supply to meet demand are unjust, unreasonable, and may be unduly 
discriminatory.  In particular, they may not produce prices that accurately reflect the 
value of energy and, by failing to do so, may harm reliability, inhibit demand response, 
deter entry of demand response and generation resources, and thwart innovation.  The 
Commission is thus requiring price formation during periods of operating shortage to 
more accurately reflect the value of such energy during such shortage periods. 
 
Order No. 719 Requirements 

 
  Each RTO or ISO is required to reform or demonstrate the adequacy of its 

existing market rules to ensure that the market price for energy reflects the value of 
energy during an operating reserve shortage.  The RTO or ISO is required to provide, as 
part of its compliance filing, a factual record that includes historical evidence for its 
region regarding the interaction of supply and demand during periods of scarcity and the 
resulting effects on market prices, an explanation of the degree to which demand 
resources are integrated into the various markets, the ability of demand resources to 
mitigate market power, and how market power will be monitored and mitigated, among 
other factors.  See Order No. 719 at P 194. 

 
The Commission did not propose to require one particular approach to achieving 

this reform.  Rather, the Commission stated that each RTO or ISO may propose one of 
four suggested approaches or another approach that achieves the same objectives.  The 
four approaches discussed by the  Commission are:  (1) RTOs and ISOs would increase 
the energy supply and demand bid caps above the current levels only during an 
emergency; (2) RTOs and ISOs would increase bid caps above the current level during an 
emergency only for demand bids while keeping generation bid caps in place; (3) RTOs 
and ISOs would establish a demand curve for operating reserves, which has the effect of 
raising prices in a previously agreed-upon way as operating reserves grow short; and (4) 
RTOs and ISOs would set the market-clearing price during an emergency for all supply 
and demand response resources dispatched equal to the payment made to participants in 
an emergency demand response program.  See id. at P 208.  While RTOs and ISOs are 
free to propose an alternative approach, any such proposal must meet the six criteria 
discussed below.  See id. at P 235.  The Commission stated that each RTO or ISO should 
work with its stakeholders to develop a program that is appropriate for its region. See id. 
at P 234.   

 
SPP Mitigation Plan 
 

SPP’s mitigation plan, which is set forth in Attachment AF of SPP’s Open Access 
Transmission Tariff (“OATT” or “Tariff”), limits mitigation for economic withholding to 



generators that have a significant impact on a constraint, when the constraint is active.  
See SPP Tariff at Attachment AF, Section 3.1  SPP applies an offer cap during 
transmission constraints to bids from generators on the importing side of transmission 
constraints that have a generator-to-load distribution factor of five percent or greater.  See 
id. at Attachment AF, Section 3.2.  SPP’s offer cap is based on the costs of new entry, 
and is calculated by spreading the generic capital and operating costs of a new natural 
gas-fired combustion turbine over the annual hours of transmission constraints for each 
individual transmission element.  See id. at Attachment AF, Sections 3.1.2, 3.2.4. 

 
Mitigation in SPP tightens as the hours of constraint in a particular location 

increase.  Offer caps are higher in areas where all suppliers can compete to meet 
imbalance needs during most of the year.  Offer caps are lower in areas where 
transmission congestion frequently limits the supply available to meet the demand in the 
area.  A supplier’s resources that negatively impact the constraint (as measured by the 
five percent generator-to-load distribution threshold) will be subject to the offer cap, as 
will all of that supplier’s resources located on the importing side of the same constraint.  
See id. at Attachment AF, Sections 3.2.2., 3.2.4. 

 
 Under SPP’s day-ahead and hour-ahead resource planning process, load serving 
entities are required to commit a sufficient level of deliverable resources to meet their 
loads, and all such resources are also subject to a Commission-imposed “safety-net” offer 
cap of $1000/MWh.  See id. at Attachment AE, Sections 1.2.6, 2.2. 
 
 In its most recent State of the Market Report for SPP, SPP’s external market 
monitor, Boston Pacific Company, Inc. (“Boston Pacific”), examined the effect SPP’s 
offer cap system was having on prices in SPP’s imbalance market.  One particular aspect 
Boston Pacific assessed was whether price offers that were being accepted (dispatched) 
were at or near the offer caps.  Boston Pacific found that  in this regard, the effect of 
SPP’s offer caps was negligible.  Specifically, Boston Pacific found that offers were 
accepted near (within 5%) the “safety-net” offer cap in only 0.0208% of all opportunities.  
SPP needed to impose its constraint-driven offer cap in 20.62% of all offering 
opportunities, but offers were accepted near such caps in only 0.0195% of such 
opportunities.  See Boston Pacific’s 2007 State of the Market Report, Southwest Power 
Pool, Inc., at 64 (available at http://www.spp.org/section.asp?group=642&pageID=27). 
 
Compliance with Order No. 719 
 

In order to provide the Commission with an adequate factual record regarding 
RTOs’ or ISOs’ shortage pricing proposals, the Commission required RTOs or ISOs to 
address six specific criteria.  See Order No. 719 at PP 197, 247.  As illustrated by the 
following table, the Commission’s orders that accepted SPP’s mitigation plan, as well as 
                                                 
1  Because participation in SPP’s energy imbalance market is voluntary, there are no 

Tariff provisions for physical withholding.  See Sw. Power Pool., Inc., 116 FERC 
¶ 61,289, at P 6, n. 9 (2006) (“SPP did not propose, and the Commission did not 
require, mitigation provisions to address physical withholding.”). 
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Boston Pacific’s recent report on the state of SPP’s imbalance market, demonstrate that 
SPP’s plan satisfies each requirement specified in Order No. 719.   

 
 

Order No. 719 Requirement SPP Mitigation Plan 
Improve reliability by reducing demand 
and increasing generation during periods of 
operating reserve shortage 

As demonstrated by the Boston Pacific 
report on the state of SPP’s imbalance 
market, offers into SPP’s imbalance market 
during times of constraint are lower than 
SPP’s constraint-driven offer caps, as well 
as the Commission-imposed “safety net” 
cap.  This indicates that SPP’s price caps 
during periods of constraints will still allow 
prices to rise to a level that will both deter 
customers from relying upon the market for 
their imbalance needs, while encouraging 
more generators to participate in the 
market.  Moreover, the Commission 
previously has recognized that SPP’s 
mitigation plan gives entities serving load 
in persistent load pockets an appropriate 
incentive against relying too heavily on the 
short-term imbalance market.  114 FERC 
¶ 61,289, at PP 171, 172; 116 FERC 
¶ 61,289, at P 22.  The Commission’s 
finding suggests that SPP’s mitigation plan 
should result in reduced market demand.  
The Commission also noted how SPP’s 
premise of not mitigating below the cost of 
entry of a new peaking facility ensures that 
the mitigation will not suppress prices and 
deter needed investment in new supply, 
thereby increasing generation in areas 
where prices are higher.  114 FERC 
¶ 61,289, at P 171; 116 FERC ¶ 61,289, at 
P 21. 

Make it more worthwhile for customers to 
invest in demand response technologies 

As noted above, Boston Pacific’s report 
indicates that SPP’s price caps will allow 
prices to rise to a level that will deter 
customers from relying too much upon the 
market for their imbalance needs.  This 
flexibility in pricing should encourage 
customers to invest in demand response 
technology to avoid the rising prices.   

Encourage existing generation and demand 
resources to continue to be relied upon 

When it first approved SPP’s offer caps, 
the Commission noted how customers may 
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during an operating reserve shortage rely upon existing generation to avoid 
“high imbalance prices.”  Specifically, the 
Commission stated that entities should 
secure self-dispatched resources in 
persistent load pockets to serve load in 
those pockets on a longer-term basis to the 
greatest extent possible.  114 FERC 
¶ 61,289, at PP 171, 172.  Load serving 
entities can limit their market exposure by:  
(1) ensuring deliverable resources; (2) 
offering their resources, including energy 
in excess of their expected load into the 
market, in addition to submitting 
schedules; and (3) contracting in advance 
of a reserve event for emergency energy.  
116 FERC ¶ 61,289, at P 22. 

Encourage entry of new generation and 
demand resources 

As noted above, the Commission 
determined that SPP’s basing its offer cap 
on the costs of entry of a new gas-fired 
peaking facility ensures that the mitigation 
will not suppress prices and deter needed 
investment in new supply, thereby 
encouraging generator entry in constrained 
areas.  114 FERC ¶ 61,289, at P 171; 116 
FERC ¶ 61,289, at P 21.  Moreover, as 
noted above, Boston Pacific’s report 
indicates that SPP’s offer caps would allow 
prices to rise to a level that would 
encourage customers to invest in demand 
resources. 

Ensure that the principle of comparability 
in treatment of and compensation to all 
resources is not discarded during periods of 
operating reserve shortage 

The Commission-imposed “safety net” cap 
is applied to all resource offers.  If there is 
a constraint, SPP’s “cost of new entry” cap 
replaces the Commission’s “safety net” cap 
because the former is lower.  In addition, 
the Commission stated it was “convinced” 
that SPP’s application of the generator-to-
load distribution factor, which determines 
when SPP’s constraint-driven cap is to be 
imposed, is reasonable because the 
distribution factors are determined by the 
market model, reflects the configuration of 
the SPP grid, and allows SPP to address 
market power where well-defined structural 
barriers to competition exist.  114 FERC 
¶ 61,289, at P 169.  SPP’s offer caps thus 
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are imposed on a basis that ensures 
comparability of treatment among 
participating resources. 

Ensure market power is mitigated and 
gaming behavior is deterred during periods 
of operating reserve shortages including, 
but not limited to, showing how demand 
resources discipline bidding behavior to 
competitive levels 

The Commission found that the need to 
protect against the exercise of market 
power in the imbalance market is offset by 
the requirement that each market 
participant designates a set of resources 
sufficient to serve its load and any reserve 
needs.  The Commission further 
determined that SPP’s mitigation plan 
protects customers by addressing well-
defined structural barriers to competition, 
market concentration issues, a current lack 
of demand response in SPP and potential 
market transition difficulties. 116 FERC 
¶ 61,289, at P 9. 
 
The Commission also found that SPP’s 
offer caps are appropriate due to a lack of 
other market revenues for resources and 
because they protect against the exercise of 
market power while letting suppliers offer 
their resources competitively under a range 
of market conditions without concerns 
about their bids being mitigated.  116 
FERC ¶ 61,289, at P 21. 

 
Conclusion 
 
 Order No. 719 permits RTOs and ISOs to demonstrate the adequacy of their 
existing market rules to ensure that the market price for energy reflects the value of 
energy during an operating reserve shortage.  See Order No. 719 at P 194.  As 
demonstrated by this summary, we believe that SPP will be able to make a credible case 
that it’s existing mitigation plan satisfies each requirement specified in Order No. 719.  
Order No. 719 requires each RTO and ISO to provide a factual record that includes 
historical evidence for its region regarding the interaction of supply and demand during 
periods of scarcity and the resulting effects on market prices.  Boston Pacific’s most 
recent State of the Market Report provides the necessary factual record demonstrating 
that the effect of SPP’s offer caps in its imbalance market is negligible, and therefore 
prices may still rise appropriately during periods of constraint. 
 

Order No. 719 also requires an explanation of the degree to which demand 
resources are integrated into the imbalance market, as well as the ability of demand 
resources to mitigate market power.  See id.  The Commission imposed its “safety net” 
bid cap in recognition of the insufficiency of demand response in SPP’s market.  See Sw. 
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Power Pool, Inc., 116 FERC ¶ 61,289, at P 44 (2006).  Compliance with this requirement 
will require a factual update concerning the development of demand response resources 
in SPP’s market, demonstrating the continued need for the “safety net” bid cap. 
  

We also believe it would be prudent for SPP to confirm with both its internal and 
external market monitors that they concur with the conclusions discussed above.  Order 
No. 719 requires the independent market monitor for each RTO and ISO to provide the 
Commission with the monitor’s view on any proposed reforms.  See Order No. 719 at 
P 235.  Although we believe that SPP’s current mitigation plan complies with the 
requirements of Order No. 719 and that no reforms are necessary, SPP should obtain the 
opinions of its internal and external monitors on this issue and, if necessary, modify its 
approach accordingly.   
  


