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There are a number of problems for ISOs and RTOs in complying 
with Order 755. 

• AGC software is not currently designed to send instructions to 
resources based on offers. 

• If ISOs and RTOs schedule regulation based on capacity 
prices alone, suppliers could reap large profits by submitting 
low capacity bids and high movement bids. ISOs and RTOs 
therefore must take account of both capacity and movement 
offer prices in scheduling regulation. 
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• Setting the clearing price for capacity based on the marginal 
capacity price and the clearing price for movement based on 
the marginal movement price would greatly overcompensate 
resources, distorting bidding incentives, leading to inefficient 
schedules and inflated consumer costs. 

• The amount of movement resources will be called upon to 
provide is not known, and a conventional two settlement 
system will not operate in the usual manner because 
instructions are not based on offers, and there is no six second 
regulation spot price. 
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ISOs and RTOs recognize these issues and are implementing a variety of 
designs to comply with order 755 without unduly increasing consumer 
costs. The key design elements include: 
 

• The objective function for scheduling regulation across units; 
• Criteria for allocating movement instructions across units; 
• The rules used to determine movement and capacity prices. 

 
All of these designs are imperfect, and how they will work our is likely to 
depend on elements of the market equilibrium that are hard to predict. 
 
It will likely be important for ISOs, RTOs and their stakeholders to 
observe how the various designs work in practice and make appropriate 
adjustments in the initial designs. 
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Since implementing Order 755 on October 1, 2012, PJM has been 
able to reduce its regulation requirement from 1% of peak in valley 
load in 2011 to .7% since December 18, 2012.  This reduction has 
apparently reflected 4 factors: 

• Increase in PJM footprint; 
• Changes in regulation optimization; 
• Introduction of performance incentives under Order 755; 
• Greater reliance on fast moving regulation. 
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Over the period October 2012 through March 2013, PJM purchased 
only 70.8% of the regulation purchased in the corresponding months 
of 2011 and 2012.  However: 

• The total cost of regulation increased 58%; 
• The cost per megawatt of regulation increased 123%; 

 
The cost per megawatt of real-time load increased 51.6% between 
first quarter 2012 and first quarter 2013.  

 
 
 

Source Monitoring Analytics, 2012 State of the Market Report for PJM, Table 9-12; 2013 Quarterly State of the 
Market Report for PJM, January – March Table 9-12. 
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Order 755 pay for performance is not the only change that could have 
lead to the increase in regulation costs. 
• Reflecting actual real-time opportunity costs in the price of 

regulation might have accounted for part of the increase in the cost 
of regulation. 

• Paying for movement may have accounted for part of the increase in 
the cost of regulation. 

• More volatile energy prices leading to higher than usual opportunity 
costs may have accounted for part of the increase in the cost of 
regulation. 

• Other factors relating to the implementation of either the 755 design 
or the other changes in the regulation market could have accounted 
for some of the change. 
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