Summary of Forward Reserve Market Manual
What

1. An Auction: The Forward Reserve market is an auction to purchase reserve capacity in advance.

2. Similarity To Pre-SMD Reserves Markets:  The auction is similar to pre-SMD reserve auctions.  There is a central purchase of reserves whose costs are allocated out after the fact on the basis of actual load.  Payments are made at the same time as costs are allocated.

3. Product:  10- and 30- minute reserve capacity with location requirements.

4. Service Period: Service Period of Seasonal Capability Period, 1 to 6 months in advance.

5. Purchase Amount: The purchase amount will be 100% of the expected 10-minute non-synchronous and thirty minute reserve requirements.  If there is a replacement reserve requirement, that also shall also be purchased.  The amount procured in the auction will take account of the expected outages and failures to start.  The estimate shall be determined by the ISO on the basis of future expected operating conditions. 

6. Determination of Location Requirements:  [To be determined]

7. Relation to ICAP:  The MW sold in the forward reserve market must also be listed as ICAP during the delivery period.

8. Relation to Future Reserve Markets:  The relation between this market and future day-ahead and real-time reserve markets will be described before the design is complete.

Auction 

1. Time-to-delivery or “planning horizon”:  Delivery would be 1 to 6 months after the auction time. 

2. Offers:  Offers specify the MW, a price in $/kW-month, the specific resource, and the location.
3. Clearing Price: The clearing Price in $/kW-month is determined in advance of delivery.  There are separate clearing prices for 10 and 30-minute capacity and for locations with binding local reserve requirements.

4. Product Substitution:  TMNSR qualifies as supply of TMOR.

5. Self-Supply:  Self-Supply is accomplished through provision of a zero price offer in the auction.  

Delivery

1) Reservation method: A minimum “strike” price is predetermined at the time of the auction.  The strike price is calculated every month during the service period by multiplying the heat rate times a monthly fuel price index.   The heat rate does not change monthly but is fixed in the auction.  The heat rate is selected to yield an expected 2-3% capacity factor.  Energy dispatch would occur in merit order according to the energy offer. 

2) Non-Delivery Consequences
a) Failure To Reserve:  If a supplier fails to reserve his contracted megawatts, then he will forego 100% of the capacity payment for the corresponding hours.   In addition the supplier a penalty equal to the call option payoff.  If the DA Zonal Price is greater than the Strike Price, the supplier pays that amount.  If the DA Zonal Price is less than the Strike Price, the penalty is 0.

b) Failure to Activate Reserve:  If a resource fails to start when called, or has a non-zero deviation during a period when the RT Zonal Price is greater than the Strike Price, then it must pay the RT Zonal Price times the megawatts promised.

Finances

1) Payment:  Payment would be monthly during the delivery period.

2) Cost Allocation:  Cost is allocated on the basis of monthly load ratio share during the pool’s peak hour for the month.

3) Performance Risk:  This 20% amount and any other payments are sufficiently covered by the financial guarantees already required of NEPOOL Participants.  

4) Credit Risk:  Buyers are future NEPOOL area load.  Payment is guaranteed by tariff and future NEPOOL load.

