XO Energy
EMU Proposal - Phase 2 - Package U
XO Energy proposes to eliminate the Four Tick Rule. This package is considered an add-on to the other Phase 2
packages that don’t currently address the elimination of the Four Tick Rule.
If a unit is called on uneconomically, its uplift should remain in the reliability bucket regardless of the number of
intervals in which LMP may be higher than the unit’s offer price. Under the current Four Tick Rule, if LMP prices are
higher than a unit’s offer price for four intervals in an hour, the cost of running the unit is shifted from the reliability bucket
to the deviations bucket. This is an unjust and unreasonable cost shift. Whether the LMP price is higher or lower than the
unit’s offer price has no bearing on the reason the unit was called upon: reliability. When a unit is called on for reliability,
any uplift costs associated with that unit must be allocated to the reliability bucket.
A disproportionate amount of balancing uplift is allocated to the deviations bucket and not the reliability bucket. In 2015,
20.7% of balancing charges were allocated to reliability, while 79.3% were allocated to deviations.
http://elibrary.ferc.gov/idmws/common/opennat.asp?fileID=14198362 (at 45)
As stated in PJM’s 2010 State of the Market Report:
“Conservative operations means that units are committed due to conditions that warrant conservative actions to ensure the
maintenance of system reliability. Such conditions include hot and cold weather alerts. The resultant credits are defined as
reliability credits and are allocated to real-time load plus exports.”
http://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2010/2010-som-pjm-volume2-sec3.pdf
There were 45 days with conservative operations in 2015. Uplift totaled $86,759,653, of which 81%, or $70,558,234, was
allocated to deviations and 19%, or $16,201,419, was allocated to reliability. Logically, a greater percentage of uplift paid
during conservative operations should be allocated to and paid for by load, however, this has not been the case since the
inception of the 2008 BORCA. Clearly, there is a fundamental market design flaw in the manner in which these credits
are allocated.
Over the past 5 years, there have only been 62 days (less than 4%) during which the Four Tick Rule would not be applicable.
(See Figure 1). As the number of hours that have four 5-minute interval LMP spikes, the percentage of balancing uplift being
allocated to reliability decreases significantly.
Figure 1: Energy LMP Spikes Calculated over 5 Years

Figure 2: Total Uplift Paid, Allocated between Reliability and Deviations

