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Abstract 
 
The high prices of the outcomes of the 2006 Illinois Electricity 
Auction have generated considerably controversy because of 
their impacts in increasing retail electricity prices in Illinois. 
In this work, we present a review and a critical analysis of the 
design of, and the results obtained in, the reverse auction 
performed in September of 2006 for the two major distribution 
companies, ComEd and Ameren. Our work is from the 
vantage point of power system operations and economics, and 
aims to assess how well the auction process was designed, 
putting special emphasis in the consequences of the definition 
of the products.  
 
Keywords- Customer demand, electricity markets, load shape, 
power system economics, reverse auctions in electricity, risk 
management, sources of uncertainty. 

 
Introduction 

 
HE restructured electricity industry aims to fully harness 
the benefits of competition to society through the 
exploitation of competitive electricity markets. In this 

environment, all sellers and buyers of electricity face inherent 
uncertainties in their trading activities. These uncertainties 
arise from the volatility of the electricity prices, the 
dependence of the demands on the weather conditions and the 
availability of the generating units. A key thrust in the 
effective management of these uncertainties is the 
implementation of forward contracts. There are many 
approaches to trade these contracts. We focus on one such 
approach, which is the reverse auction, adopted in Illinois and 
New Jersey [1] - [2]. There is widely held belief that auctions 
stimulate competitiveness, improve efficiency in the markets 
and provide appropriate price discovery.  While we may view 
the MW commodity as any other commodity, for an auction 
mechanism to be effective in electricity markets, the design 
must carefully take into account the salient characteristics of 
electricity and electricity markets.  
 
The electricity markets in the state of Illinois are facing 
important challenges in these days. In order to understand 
these challenges we present a briefly review of the electricity 
industry in Illinois, further details can be found in [1]. In the 
year 1997 the restructuring of the Illinois electric industry 
resulted in that the 2 utilities Exelon and Ameren sold to 
affiliates or third parties their generating assets. A transition 
period of 10 years was set in which the residential and small 
commercial tariffs were artificially frozen and the Illinois 

utilities met demand using long-term contracts.  In the year 
2004 the Illinois Commerce Commission started a series of 
workshops and studies to figure out what to do after the end of 
the transition period. One of the recommendations was the use 
of auctions as a procurement method for long-term contracts, 
following the example of others states in the United States 
such a New Jersey in which an electricity auction was 
performed in 2002.  The year 2006 the Illinois Commerce 
Commission approved the use of the auction proposed by 
Exelon and Ameren. In September of 2006 the auction was 
held and the effect over the tariffs started in January of 2007. 
 
The Auction has generated controversy at all the levels of the 
society due the level of prices attained. As we discuss in the 
present work, the definition of the products in the 2006 Illinois 
Auction cannot capture, in a natural way, the salient 
characteristic of electricity. We analyze the impacts of this 
fact in the outcomes and we provide a modified definition of 
the products, which can be the first step to improve this type 
of electricity auctions. 
 
This paper contains four additional sections. Section II is 
devoted to the explanation of the auction format used in the 
Illinois Electricity Auction. In Section III we give a review of 
the principal facts of the 2006 Illinois Electricity Auction 
presenting the parties involved, the definition of the products, 
the rules and the results. We devote Section IV to analyze the 
design and the outcomes of the Illinois Electricity Auction, 
and to present an alternative definition of the products. 
Finally, section V presents the conclusions of this work and 
future lines of research. 
 
Auctions as a market mechanism 
 
The auction mechanism is often deployed in commodity 
markets and is particularly useful when the valuation of the 
underlying products is unknown. The desirable characteristics 
of auctions as an effective market mechanism are: speed, 
transparency and impartiality. The auction mechanism has 
three parties involved - the sellers, the buyers and the auction 
manager. The auction manager is the entity involved in the 
design, the implementation and the management of the 
auction. The independence of the auction manager from all the 
sellers and buyers is important for maintaining the integrity of 
the process. 
  
Among the diverse auction formats, the English, Dutch, and 
Vickrey are in common usages [3]. The 2006 Illinois Auction 
used the so-called reverse ‘clock’ auction format [4]: The 
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reverse refers to the fact that there are more sellers than buyers 
and ‘clock’ indicates the deployment of price decrement in the 
auction [5]. We review this auction format with two simple 
examples to illustrate the mechanics involved.  
 
We start out with an example in which the objective is to 
purchase 6 units of a product at the lowest price. The parties in 
this auction are a single buyer, four sellers and the auction 
manager. The set of players of the process is shown in Fig. 1.  
 
 

 
 
Fig. 1. The auction participants. 
 
Each seller has two units to sell with different costs. The only 
auction rule is the restriction that a seller cannot increase the 
number of units offered from one round to the next. The costs 
of the units of each seller are shown in Table 1. 

 
TABLE 1 

COST DATA OF SELLERS 
 

unit costs ($) 
seller 

A B C D 

1 6 3 9 4 
2 10 18 12 5 

 
 
The process starts with the initial unit price at $ 20 set by the 
auction manager. At this price -above the unit costs of each 
seller- each seller offers to sell two units. Consequently the 8 
units offered are two more than the 6 demanded. In order to 
drive forward a demand - supply equilibrium, the auction 
manager launches a new round by decreasing the unit price to 
$ 15. We note that the unit 2 of seller B costs $ 18, above the 
new price. Hence, seller B decides to offer only one unit. The 
other sellers maintain their offers to sell 2 units. Therefore, in 
this round, 7 units are offered, one more than the 6 required 
units. The auction manager initiates a new round, dropping the 
unit price to $ 13. However, each seller bids identically as in 
the previous round. The auction manager again lowers the 
price setting it at $ 11. Seller C, whose unit 2 costs $ 12, 
reduces the offer by one unit and the others offers remain 
unchanged. Consequently, at the $ 11 unit price, the 
equilibrium between supply and demand is attained and the 
process terminated. Every winner receives the price of $ 11 for 
each unit sold. We summarize the information of the auction               

in Fig. 2 and present the metrics of the auction results for the 
sellers in Table 2.  
 

 
Fig. 2. Summary of rounds in the single product auction. 

 
TABLE 2 

METRICS OF THE SELLERS AUCTION OUTCOMES 
 

metric 
Seller 

A B C D 

sales (units) 2 1 1 2 
revenues ($) 22 11 11 22 

costs ($) 16 3 9 9 

profits ($) 6 8 2 13 

 
For this simple example, some key factors in the auction 
process related to the rules and the seller strategies become 
apparent. The rules prescribe the structural framework of the 
process. For this simple example, we specified a single rule 
related to the change in the number of units offered by a seller. 
However, such a rule impacts directly the strategy of each 
seller. The strategy of each seller is to stay in the auction with 
all the units whose costs are below the round unit price. 
Without the withdrawal rule, the scenario might be totally 
different. The sellers may use a different strategy in each 
round, allowing the withdrawal of units even when the price is 
above the cost, knowing that they can submit this unit in a 
future offer, thereby sending confusing signals to the other 
sellers. 
 
The formulation of an optimum strategy for a seller is a rather 
complex problem and is subject to uncertainty. A seller must 
guess other seller’s costs and also his strategy in its offer 
formulation. In this example, if seller C were to anticipate that 
he would be the final entity to withdraw a unit for the auction, 
then he may have preferred to do so earlier in the expectation 
to drive the auction outcomes to a higher price. For example, 
had C dropped one unit in the second round, each seller would 
have obtained an additional $ 4 extra for each unit sold.  
 
When multiple products are under consideration, it is possible 
to use either a separate auction for each product or a 
simultaneous auction for all the products. The so-called 
reverse simultaneous ‘clock’ auction provides one such 
simultaneous process. This format is a natural generalization 
of the single product reverse auction presented in the example. 



 
 

  

We next provide an illustration of a two-product procurement 
using the reverse simultaneous ‘clock’ auction mechanism.  
 
We consider two distinct products are α and β and have the 
objective to purchase six units of the product α and four units 
of the product β at the lowest prices. There are four sellers, 
each with 2 units of each product. The auction manager 
introduces an additional rule that prohibits the bidders from 
offering more than three units of the two products in any 
single round. The rule of the single product auction remains 
intact. The cost data of each unit of the products of each seller 
are presented in Table 3.  
 

TABLE 3 
COSTS OF THE PRODUCTS 

 

pr
od

uc
t 

 
cost of unit ($) 

seller 

A B C D 

α 1 6 3 9 4 
2 10 16 12 5 

β 1 8 15 2 8 
2 16 21 10 9 

 
The auction manager initiates the rounds with the unit price of 
$ 20 for each product. The auction reaches the supply-demand 
equilibrium in five rounds as shown in Fig. 3. The seller 
metrics for the auction outcomes are summarized in Table 4. 
         
We note that in the simultaneous two – product auction, the 
characteristics of the single product auction are maintained: 
 

• the process terminates once the equilibrium between 
the required demand and supply is attained, and 

• for each product each successful seller receives the 
same uniform unit price 
 
product α         product β 

 
 
Fig. 3. Summary of rounds in the two-product auction. 
 
Clearly, the formulation of rules and the strategy 
determination are important issues also in the multiple-product 
case but their complexity is considerably greater. In this 
example, the strategy followed by each bidder is along the 
lines used for the single product auction, in the sense that each 
bidder stays with the maximum allowed number of units up to 

three as long as the costs are below the unit price of the round 
for each product. Under this simple strategy, each bidder 
considers only his own costs. Therefore, the key decision 
faced by the bidders is to determine whether and when to 
withdraw one or more units of the products. 

 
TABLE 4 

METRICS OF TWO-PRODUCT AUCTION RESULTS 
 

metric 
seller 

A B C D 
number of unit sales (nα, nβ)1 (2,1) (1,0) (1,2) (2,1) 

revenues ($) 44 15 43 44 

costs ($) 24 3 23 17 

profits ($) 20 12 20 27 

 
The 2006 Illinois Electricity Auction 
 
The 2006 Illinois Electricity Auction used the format of 
multiple-product simultaneous ‘clock’ auction illustrated in 
the previous section. We provide an overview of the attributes 
of the Auction and describe the players, the definition of the 
products procured in the Auction and the outcomes. We 
analyze the Auction design and outcomes in the section IV. 
 
The rationale for the Illinois Auction was to ensure reliable 
supply for the distribution companies of Ameren –CILCO, 
CIPS and IP–, and Exelon –ComEd– for the next 17 – 41 
months. Due to the fact that each company has sets of 
customers with fixed-prices plan and real-time prices plan, 
two auctions in parallel were performed. The supply for the 
fixed-prices customers was procured via the Fixed Price 
Section of the Illinois Auction. For the real-time customer it 
was procured by means of the Hourly Price Section [4]. This 
work is focused only in the Fixed Price Section because the 
outcomes of the Hourly Price Section were not accepted [8]. 
 

 
 
Fig. 4. The parties in the Illinois Auction. 
 
The design and implementation of the Auction was performed 
by NERA Economic Consulting using the format of the New 
Jersey Auction implemented in 2002. The parties involved in 
the Auction, as shown in Fig. 4, are two buyers, twenty one 
sellers and the auction manager, as in the examples of the 
                                                 
1 np  refers to units of product p. 



 
 

  

previous section, plus the Illinois Commerce Commission 
(ICC) and the auction monitor. The auction monitor has the 
mission to review the auction results and to give 
recommendations to the Illinois Commerce Commission. The 
Commission based on these recommendations determines 
whether or not to approve the outcomes of the auction. 
 
The products are differentiated in terms of the distribution 
company, the customer class and the duration of the contract. 
There are two customer classes for ComEd –CPP-B and CPP-
A–, their salient characteristics are [4]: 
 

•  CPP-B or Competitive Procurement Process –
Blended: residential, designated lighting service and 
small commercial customers with demand less than 
400 kW 

• CPP-A or Competitive Procurement Process – 
Annual: larger commercial and industrial customers 
with demand greater than 400 kW 

 
In the same way, for the Ameren subsidiaries there are two 
customers classes –BGS-FP and BGS-LFP– that are 
characterized by [4]: 
 

• BGS-FP or Basic Generation Service – Fixed Pricing: 
residential and small business customers with 
demand under 1 MW 

•  BGS-LFP or Basic Generation Service – Large 
Customers Fixed Pricing: large commercial and 
industrial customers with demand greater of equal to 
1 MW 

  
The set of products with all the characteristics is shown in Fig. 
5. 
 

 
 
Fig. 5 Set of products in the 2006 Illinois Electricity Auction.  
 
The unit of product is specified in terms of the so-called 
tranche. The x % tranche of the chronological load over a 
specified period is defined to be the x % of the load in each 
point in time during that period. An illustration for a 10 % 
tranche with one, two, three and four units is shown in Fig. 6. 
 
The requirements in number of tranches, for the fixed price 
section in the Illinois electricity auction are outlined in Table 
5.  It is possible to appreciate the volume difference between 
the two distribution companies. 

 

 
Fig. 6. One to four units of a 10 % tranche. 
 

TABLE 5 
REQUIREMENTS OF THE 2006 ILLINOIS AUCTION 

 
distribution 

entity 
customer 

class 
duration 
(months) 

Volume 
(MW) x % tranches 

procured 

ComEd 
0 – 400 kW 

17 
13879 0.36 

92 
29 93 
41 93 

over 400 
kW 17 4376 1.14 88 

Ameren 0 – 1 MW 
17 

5366 0.93 
35 

29 36 
41 36 

over 1 MW 17 1853 2.70 37 
 
Besides the products an additional component of the auction 
are the rules. They give the framework in which the process is 
performed. There are general rules that simultaneous ‘clock’ 
auctions must consider independently of the commodity [6]. In 
addition, there are specific rules that must take into account 
the nature of the products. The 2006 Illinois Electricity 
Auction has a complex set of rules with the purpose of 
stimulating competitiveness, facilitating transparency and 
avoiding market failures. The rules are extensively detailed in 
The Illinois Auction Rules [4]. However, due to the context of 
the present work there are specific rules that we want to 
emphasize: 
 

• For each set of products from a distribution company, 
each seller is not allowed to bid more than the load 
cap2 

• The sellers can switch tranches between products 
• The decrement in the price of a product is a function 

of the over supply of such a product 
 

We present the outcomes of the 2006 Illinois Electricity 
Auction. The process started in September 5 with the initial 
prices set by the auction manager. The initial prices were 104 
$/MWh for the large and 100 $/MWh for the small to medium 
customers of Ameren and ComEd. In September 8, after 39 
rounds the process finished. The summary of the activity in 
the rounds is drawn in Fig. 7.  
                                                 

2
 A load cap for a distribution company is the maximum number of 

tranches that a simple seller may sell for that distribution company. 
 



 
 

  

 

 
 
Fig. 7. Round prices in the Illinois Auction. 
 
From the 21 registered bidders, 16 won tranches in some of 
the products, the summary is shown in Fig. 8. In that Figure it 
is possible to see the identities and the participation of the 
winners for each product. The identity of the rest of the 
bidders was not revealed.  
 

 
 
Fig. 8. Winners in the 2006 Illinois Auction. 
 
Analysis of the design and the results 
 
We first focus on the evaluation of the definition of the 
products and rules in the 2006 Illinois Electricity Auction. In 
particular, we are interested in assessing how well the 
definition of the products and the rules capture and exploit 
effectively the salient characteristics of electricity and 
electricity markets. We stress the power system impacts in 
own analysis. 
 
The definition of a tranche indicates that the inherent 
uncertainty in the load shape implies that all the tranche-based 
products are uncertain in terms of both energy and power. This 
definition of the basic product is substantially different from 
auction products used around the world [7]. Typically, a fixed 
amount of either power or energy is bought or sold for 
specified sub-periods in electricity auctions. Since the 
products in the 2006 Illinois Electricity Auction are so 
uncertain, the impact on the sellers and the buyers is 
pronounced. In general, the load, by its very nature, is random 
and the load forecasts have uncertainty since not all future 
developments can be accurately forecast. The same is true for 
the load of any single sector. Each tranche is a fraction of this 
uncertain load. Since the entire load is covered when the 

auction terminates, the auction buyers have certainty that all 
the future loads are served despite the uncertain nature. 
However, every seller of one or more tranches of any product 
carries all the uncertainty of meeting the load and the load 
forecast. This randomness in the load implies volumetric and 
capacity uncertainty in addition to the usual sources of 
uncertain performance of resources. The volumetric 
uncertainty is directly related to the value of the payments that 
the seller is going to receive. Each seller must take into 
account the capacity uncertainty in the evaluation and the 
planning of his resources during the length of the contract.  
 
Typically, the generation of electricity by supply-side 
resources is done by different units for different segments of 
the load. The base load portion is served by generating units 
operating around the clock either at full capacity or a fraction 
thereof. The intermediate or cycling load is served by the more 
expensive segments of the base loaded units. The peaking load 
is served by the most expensive segments of the loaded units 
or dedicated generators – typically, very costly – that operate 
only during the periods with the highest demand. A natural 
product in electricity is either capacity or energy to meet the 
load in the three major load segments – base, cycling and 
peak. Typically, the base load remains constant over a season 
and changes slowly as time progresses. The base load is 
strongly dependent on the economic health of a region and the 
work leisure pattern of the population. The cycling load is a 
function of both economics and weather. The peaking load is 
strongly impacted by weather and ambient conditions. The 
cycling and peaking unit outputs are considerably more 
variable than those that meet the base load and so are 
inherently more uncertain. The tranche – based product such 
as used in the 2006 Illinois Electricity Auction does not exist 
per se and only an entity that runs resources for the base, 
cycling and peaking load applications is able to ‘produce’, in 
effect, such a product. Consequently, a seller takes on the 
integration role of the distribution entity. Therefore, every 
seller becomes a ‘small distribution entity’ whose 
responsibility is to serve a small fraction of the minute-by-
minute load of the total system. Thus, a seller of a tranche-
based product, who may need to buy some fraction of the 
product from other entities or in the electricity markets, is 
faced with considerable uncertainty in the delivery of the 
product. To ensure his ability to cover the possible costs in 
delivering the product, the prices at which such a seller is 
willing to sell the product must include the costs involved with 
his own production and the exposure to the uncertainties in 
markets as well as in the required delivery quantities. 
 
The set of rules of the simultaneous format of the Auction 
impact considerably both sellers and buyers. From the point of 
view of the seller, the format and the rules allow the creation 
of portfolios which can be designed to spread the uncertainties 
among the elements of the portfolio and therefore to diversify 
the uncertainties faced. The rule concerning the freedom to 
submit offers with different allocation among the 8 products 
allows the sellers to formulate strategies that may effectively 
manage the seller’s ability to handle the uncertainties. In a 
similar way, the rule of iterative decrements in the unit prices 



 
 

  

of the products, as long as an oversupply persists in a 
particular product, provides information that all the sellers can 
use to improve their strategies. The constant price rule over 
the contract duration allows the sellers to estimate the possible 
profits as a function of the possible load. This plus the private 
valuation that each seller has of his own costs and the 
exposures to the uncertainty, serves as a signal of the level of 
prices that the sellers are willing to sell the products. For the 
two Auction buyers, the load caps and the rule that prohibits 
any single seller from bidding above the load cap, avoid over 
dependence on a small number of sellers. In other words, the 
buyers need not put all their eggs in one basket. The size of 
the tranche of each product, which corresponds to a maximum 
capacity of about 50 MW, may allow the entry of small and 
medium size generating units so as to stimulate further 
competition.  
 
The Illinois Electricity Auction went through 39 rounds and 
terminated on the fourth day – a relatively speedy completion 
time for such a complex process. The transparency aspect of 
the 2006 Illinois Electricity Auction came through the broad 
information made available to all potential participants prior to 
the process and the dissemination of the results following its 
completion. There was no information released by the Auction 
Manager following each round other than the price level for 
the next round and the range of oversupply for the total 
number of products [1]. 
 
Generally, the price levels of the 8 products that resulted in the 
Auction are high. Tables 6 and 7 provide the initial round and 
final round prices. It is interesting to note that, on the average, 
the ComEd purchase prices are lower than the Ameren ones.  

 
TABLE 6 

INITIAL AND FINAL PRICES COMED PRODUCTS 
 

ComEd 
customer 

group small to medium large 

product B17 B29 B41 A17 
initial price 
($/MWh) 100 100 100 104 

final price 
($/MWh) 63.96 64.00 63.33 90.12 

 
 

TABLE 7 
INITIAL AND FINAL PRICES AMEREN PRODUCTS 

 
Ameren 

customer 
group small to medium large 

product FP17 FP29 FP41 LFP17 
initial price 
($/MWh) 100 100 100 104 

final price 
($/MWh) 64.77 64.75 66.05 84.95 

 
The prices in the Illinois Electricity Auction were 
considerably higher than the average prices in the MISO and 
PJM for the Illinois locations. This is evident from a 

comparison of the Auction prices with the daily values of the 
location marginal prices (LMP) at the so – called Illinois–Hub 
in the Midwest ISO. 
 
The LMP is the price at which an additional MWh of 
electricity can be bought or sold at a given node at a specified 
time. The Midwest ISO evaluates LMPs on a five minutes 
basis and determines the hourly LMP as the time-weighted 
average of the five-minute values [9]. We compute the daily 
LMP as the average of the 24 hourly LMP values. The Illinois 
– Hub, defined by Midwest ISO, is not a physical node but 
uses the LMP values from about 150 nodes located in the 
central, southern and southwestern parts of Illinois, essentially 
the service regions of the Ameren distribution companies. 
Consequently, it is a useful measure of the actual wholesale 
electricity prices in Illinois. We use these prices as a basis for 
the comparison of the Auction results.  
 
We perform the comparison over two periods – summer and 
winter. We use data for the daily Illinois-Hub nodal prices 
from June 1 – August 31, 2006, and from October 1 – 
December 31, 2006. We provide the plots of the summer and 
winter daily Illinois-Hub LMPs. We also provide the price 
levels associated with the Ameren products over the same 
periods. We observe that every product has a price 
considerably above the respective average LMP during the 
two periods. We plot this daily LMP, the value of the average 
over the period of the daily LMP and the auction prices in 
Figs. 9 - 10. In all the periods the daily LMP, in general, is 
lower than the auction prices. 
 

 
 
Fig. 9.  Comparison LMP Illinois-Hub - Auction prices Jun-Aug 2006. 
 
Therefore, compared to these two periods from the recent past 
the 2006 Illinois Electricity Auction prices represent 
considerable increases in the price levels. In addition, we also 
compare the prices in the first four months of 2007, from 
January 1 – April 30, 2007 in Fig. 11. Again, the Illinois 
Electricity Auction prices for the Ameren products are far 
above the average LMP during this period. 
 
 
 



 
 

  

 
 
Fig. 10. Comparison LMP Illinois-Hub - Auction prices Oct-Dec 2006. 
 
  

 
 
Fig. 11. Comparison LMP Illinois – Hub - Auction prices Jan-Apr 2007. 
 
The high prices of the products aimed to meet the demands of 
the large industrial and commercial customers of Ameren and 
ComEd need some interpretation. These prices reflect the fact 
that those customers have the greatest flexibility in migrating 
their loads to alternative energy service providers. As such, 
they represent another source of uncertainty to the sellers. The 
difference between the price for the large industrial customers 
and the next most expensive product in the auction represents 
consequently the premium charged by the sellers to cover this 
uncertainty. 
 
There is a counter intuitive outcome in the prices of the 
ComEd products because the longer contracts for ComEd are 
priced lower than the shorter ones. Since, the longer the period 
the higher the uncertainty as time goes out into the future, the 
prices associated with longer term contracts tend to be higher 
than those covering a sub-period. The explanation for this 
anomalous behavior is not clear, but it may be related to the 
fact that the large amount of nuclear generation of Illinois 
wishes to find assured markets for longer periods, even at the 
lower price. More analyses of the outcomes are presented in 
the reports prepared by the ICC and the auction monitor [8]. 
 
Our analysis indicates that a key problem in the 2006 Illinois 
Electricity Auction design is in the definition of the products. 
The tranche-product definition is unnatural and cannot capture 
the salient characteristics of electricity. We are investigating a 
modified definition of the auction products and we are 
performing simulations to investigate its impacts on the 
auction process. Our proposed definition tries to capture the 
salient characteristics of electricity and electricity markets. We 

base the definition on the use of the three segments of load – 
the base, the cycling and the peak. We introduce two threshold 
load levels expressed in MW to specify the three segments. 
The threshold lb determines the base load of the specified 
period. The threshold lp determines the peak load of the 
specified period. The load between the levels lb and lp 
constitutes the cycling load during the specified period. The 
thresholds and the load segments are illustrated in Fig. 12. 
Each load segment is divided into blocks. A minimum 
duration of a block is specified in terms of hours. Moreover, a 
specification of the block size expressed in MW is made. For a 
specified period, the product is sold in multiples of the block 
size. Consequently, the demand is specified in terms of the 
total number of blocks for each segment. 
 

 
 
Fig. 12 The threshold levels and the load segments. 
 
Under the proposed definition the uncertainty faced by the 
sellers is considerably reduced. The sellers continue to have 
the generating unit performance uncertainty but the volumetric 
and capacity required are fixed for the duration of the period. 
The buyers, however, will face more uncertainty since the 
auction acquisition is for a pre – specified quantity of blocks 
over the duration. The buyers have both the uncertainty in the 
load and the load forecast. As such a buyer is unable to meet 
the demand requirements in their entirely and he will need to 
resort to other means such as electricity markets and bilateral 
transactions to make up short falls in the demand. However, 
the lower uncertainty faced by the sellers should translate to 
lower prices. Also, the categorization of loads into segments 
avoids the need to pay a high price for all the load segments. 
Further analysis and simulation results will be reported on 
future papers. 
 
Concluding remarks 
 
In this work, we present an overview and an assessment of the 
2006 Illinois Electricity Auction. Our analysis focuses on the 
various problems arising from the definition of the products in 
the Auction. While the tranche – based product definition 
shields the buyers from uncertainty, the large and varied 
sources of uncertainty faced by the sellers result in prices 
much above the average marginal prices in the electricity 
markets. In effect, each seller assumes a ‘small distribution 
entity’ role. We propose a product definition for this type of 
electricity auctions that is able to capture the salient 



 
 

  

characteristics of electricity in a more natural way. We will 
report an analysis and simulation results of the proposed 
product definition in future publications.  
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