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History of Market Monitoring

� Market monitoring came about as a tactic in California restructuring 
when there were problems with the California companies not being
qualified for market-based rates

� First proposed generically in FERC Order 2000, which set the 
framework for established organized markets

� FERC issued a policy statement on Market Monitoring Units (MMU) 
on May 27, 2005
• Provided clarity on what MMU cannot do more than what MMU can do1

� One of the three Federal Power Act functions for FERC: functioning 
wholesale market

� Today, there are over 12 MMU in the US

1 April 5, 2007 FERC Technical Conference Transcript, Page 3
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FERC Policy Statement

� Purpose – provide guidance on the role of MMU associated with 
ISO/RTO

� MMU provide several valuable tasks
• Identify ineffective market rules and tariff provisions and recommend 

proposed changes
• Review and report on wholesale market performance
• Provide support to ISO/RTO in administration of FERC-approved tariff 

provisions (e.g. Day-Ahead and Real-Time markets)
• Identify behavior that requires investigation and evaluation to 

determine if violation has occurred

� Consistency and impartiality

� Midwest ISO filed with FERC to conform Independent Market 
Monitor (IMM) policies with FERC Policy Statement
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MMU Structure Options

� Purely internal – PJM

� Solely external – Midwest ISO

� Internal/external combination – California ISO

� Governmental function in some capacity – none 
at this time
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Defining “Independence”

� Three types of independence are relevant in the 
discussion of MMU

1. Jurisdictional
2. Managerial
3. Professional

� In all cases, support of the ISO/RTO is required
1. Structure
2. Access
3. Interaction
4. Resources
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Various MMU Functions 

� Market monitoring
� Mitigate prices in accordance with specified tariff provisions
� Recommend actions and changes to existing market rules (when 

appropriate)
� Recommend and evaluate the market impacts of proposed 

ISO/RTO initiatives
� Monitor the effect of operating decisions
� Facilitate stakeholder discussion of issues (both formal and 

informal), thus providing an independent forum for such 
discussions

� Request FERC action 
� Automatic mitigation on behavior 
� Impose penalties (when applicable)

Greatest Impact – Deterrence Value (stop/prevent manipulation)
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Midwest ISO – Independent Market 
Monitor (IMM)

� IMM reporting relationship is directly to the Midwest ISO 
Board of Directors
• Provides IMM with structural and functional separation from 

Midwest ISO staff and Market Participants

� This independence results in greater market confidence 
in:
• Mitigation performed when justified and fairly and equitably 

delivered

• “Visible Hand”

• Market operations information – provides clear signals for 
improvement (see 2005/2006 State of the Market Report 
recommendations)

• Independent evaluation of changes to market rules



8

Midwest ISO – Independent Market 
Monitor (IMM)

� IMM has no enforcement authority to impose sanctions or 
penalties or to engage in any other enforcement
• Formal and informal referrals to FERC Office of Enforcement

� IMM contract renewal and termination provisions are imbedded in 
Midwest ISO Tariff
• Two year contract - termination requires FERC approval
• Prevents the Midwest ISO from using process to compromise 

independence or otherwise influence

� IMM Deliverables
• Extensive monitoring software in place for both the energy and 

transmission markets 
• Annual State of the Market Report
• Natural gas and electricity market monitoring
• Working intensively with adjunct areas (PJM, SPP, TVA)
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IMM State of the Market Report 
2005 & 2006 Recommendations

� Reports include recommendations intended to improve market efficiency
• Total of 7 recommendations in 2005 report, 10 in 2006 report

Revised Module E will be filed with FERC in December 
2007�Continue work to clarify the capacity requirements (Module E) 

and take appropriate steps to enforce 

Efforts underway to increase opportunities for demand 
participation (e.g. ASM, RAR)�Improve the management and pricing for demand response 

programs

DA load forecast tool replaced 3/07, with efforts 
currently focused on refining inputs�Identify forecasting changes to address the seasonal errors in 

its day-ahead load forecasting

Analysis of relative costs and benefits of proposal and 
potential alternatives will be performed �

Regarding intra-hour imports and exports, settle intra-hour 
transactions on a 15-minute basis and limit acceptance based 
on its available capability to ramp internal generation up or 
down in support of the transaction

Enhancements are under development and  alternative 
approaches are being evaluated��Four market-to-market process changes (note: changes must 

also be approved and implemented by PJM)

Have begun evaluation to assess potential impacts��
When transmission constraint is unmanageable, discontinue 
constraint relaxation procedure and use constraint penalty 
factor to set LMP

Midwest ISO is working with vendor to change the 
parameter for all pricing nodes to avoid anomalous 
pricing results

��Allow generating resources with lower effects on a constraint 
to be re-dispatched 

Midwest ISO and IMM currently evaluating potential 
implementation within the LMP calculation algorithm 
(for EcoMin or EcoMax)

��Longer-run, develop real-time software and market provisions 
that allow gas turbines to set the energy prices

Midwest ISO has begun evaluation of implementation 
requirements for tools and tariff ��Implement “Look Ahead” Capability

Projected launch June 2007��Develop Ancillary Services Market

Status20062005Recommendation
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IMM - State Interaction & Relationship

� Midwest ISO has 15 states in reliability footprint

� IMM meets independently of the RTO with the Midwest state 
commissions and staff

• Provides advice on how their regulations may inhibit the efficiency of 
the market and how regulated entities participate

� Organization of Midwest ISO States (OMS)
• Both FERC and the states are required by statute to assure just and 

reasonable rates
• Support true MMU independence
• Given the wholesale/retail market relationship, OMS believes they 

have an increased elevated role in market oversight
• Increased transparency of issues reporting is critical
• Some have indicated support for  the creation of a market monitoring 

oversight board
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Big Questions Regarding MMU

� Should FERC initiate a rulemaking to establish MMU roles and 
responsibilities?
• What should and can the roles of the MMU be?

� Should bilateral markets be monitored, especially those 
located near organized markets?

� What is the role of the MMU in market intervention and 
enforcement?

� Should the MMU also be responsible for monitoring ISO/RTO 
activities?

� Should the MMU be responsible to the state regulatory 
commissions and their requests for data and expert analysis?


