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TO:
NAESB WEQ Inadvertent Interchange Payback Practice Task Force Meeting Participants and Posting for Interested Parties
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Todd Oncken, Deputy Director

RE:
Draft Minutes - May 5 & 6, 2004
DATE:

May 20, 2004
North American Energy Standards Board
WEQ Inadvertent Interchange Payback Task Force

May 5-6, 2004 in Juno Beach, FL hosted by Florida Power & Light
Draft Minutes
1.  
Welcome

Mr. Power called the meeting to order.  Mr. Oncken gave the antitrust advice.  Participants introduced themselves.  Mr. Power reminded participants that conduct guidelines apply.  
The draft agenda was reviewed.  The agenda was modified so the discussion of the adopted motions document would occur at the end of the meeting.  The agenda was adopted as modified by consent.  
The April 1-2, 2004 Inadvertent Interchange Payback Task Force (IIPTF) draft meeting minutes were reviewed and minor changes were offered.  Mr. Cox moved, seconded by Mr. Henery, to adopt the revised draft minutes.  The motion passed unanimously.  
2. Discussion of Posted Material

Documents submitted by Mr. Vandervort, Mr. Blohm and Mr. Henery were discussed. 

Documents submitted by Mr. Vandervort:  Mr. Vandervort submitted three strawman documents:  Inadvertent Interchange Payback; NAESB On-Peak and Off-Peak Periods; and Inadvertent Interchange Posting for Public Information.  

Inadvertent Interchange Payback:  Mr. Vandervort reviewed the document and noted it followed up on a document he presented for discussion at the last meeting.  Mr. Vandervort explained the document is a proposal for settlement, both within and outside the bandwidth, that mirrors the current options available, essentially NERC Operating Policy 1.  The strawman was discussed at length.  There were concerns with proposed section 1.3, which stated that NAESB would review and authorize alternate methods of payback.  Mr. Oncken noted that NAESB had never supported such actions, but parties could use the NAESB process to modify the IIPTF standard.  Mr. Illian suggested agreement of interconnection members was important for alternate methods of payback, since inadvertent interchange affects the entire interconnection.  The inclusion of a netting option was discussed.  Mr. Goins opposed a netting option for financial settlements because it could result in higher prices for non-affiliated entities.
The document, with section 1.3 deleted, will be considered a strawman to be used for future discussions.  Mr. Illian noted the task force should be aware of shifts in NERC Policies during its drafting efforts, so that the standard does not reference elements not included in the revised Policies.  Mr. Illian gave L10 as an example.

NAESB On-Peak and Off-Peak Periods:  Mr. Vandervort stated this strawman recognizes that there is different pricing for energy during different times, and those differences are commercial issues.  While all agreed that both NAESB and NERC, where applicable, should use the same definitions, Mr. Vandervort suggested the standards of peak periods should be adopted by NAESB.  Mr. Vandervort stated any NERC standard could easily refer to the NAESB definition.  Mr. Ulch and Mr. Goins preferred both NERC and NAESB to have peak period standards.  Mr. Reed opposed parallel standards, since that approach would make modifications to the peak periods more burdensome.  Mr. Bilke added that most members of the NERC Resources Committee recommend that peak definitions should be addressed by NAESB.  It was suggested that any peak standards be periodically reviewed.  Mr. Illian noted that modifications to the peak periods would not impact NERC data collection efforts.  The document will be considered a strawman to be used for future discussions.  
Inadvertent Interchange Posting for Public Information:  Mr. Vandervort reviewed the document, noting the intent behind the document was to allow access to inadvertent data to everyone who has a legitimate reason to see the data, on both an hourly and accumulated basis.  Mr. Illian supported the data posting strawman, but stated that data should not be posted until it is balanced.  The current availability of data was discussed and the reference to 3 hours in section 1.1 was deleted.  There was not consensus on the need to post the data as part of this standard.  The level of access to the data was discussed.  There was concern raised over NAESB being the gate holder to grant access to the data.  Mr. Illian supported public access to the data.  Mr. Power suggested, and Mr. Ulch agreed, that the data availability, and frequency of that availability would be determined by NERC, since NERC will be providing the data.  Mr. Illian added that information on inadvertent settlements should be posted after some reasonable time period.  The discussions revealed that this procedure would go much further than the status quo.  Participants agreed to strike this strawman in favor of the status quo.  
Documents submitted by Mr. Blohm:  Mr. Blohm submitted three documents:  Simple Frequency Adder; Energy-only Pricing of Inadvertent Rewards Overfrequency & Reliability Deadband Already Exists; and Correspondence from Doug Hils regarding Interconnection Frequency Performance.  
Simple Frequency Adder:  Mr. Blohm presented his proposal for a simple frequency adder:  minus dollars times frequency error.  He stated this proposed adder would provide proper market signals.  
Energy-only Pricing of Inadvertent Rewards Overfrequency & Reliability Deadband Already Exists:  Mr. Blohm reviewed his paper.  Mr. Blohm suggested that over-frequency was equally important as under-frequency and stated that inclusion of an adder was necessary to provide proper market signals.  Mr. Blohm said that in over-frequency situations, energy pricing alone, or payback in kind alone, give improper signals.  Mr. Blohm cited the general drift to over-frequency.  Regarding deadbands, Mr. Blohm stated that CPS-1 is a reliability deadband.  
Correspondence from Doug Hils regarding Interconnection Frequency Performance:  Mr. Blohm reviewed the document.  He stated inadvertent accumulations are being incurred as frequency drifts, and the letter demonstrates that payback-in-kind has not been working effectively in the Eastern Interconnection.  Additionally, he noted that Sarbanes-Oxley is prompting companies to review their inadvertent interchange accounting, and some companies are creating a value for inadvertent interchange and offsetting profit or cost by this amount, so settling all inadvertent interchange financially would not be any more burdensome.    

Documents submitted by Mr. Henery:  Mr. Henery submitted two documents:  WECC Procedure for Time Error Control; and Description of Area Control Error (ACE) Calculation.  Mr. Henery briefly reviewed the documents as background information for the practices currently used in the West to settle inadvertent interchange.  Mr. Henery was clear in his position that an IIPTF standard should recognize the Western methodology, either by inclusion or exclusion.  
3. Discussion on frequency bandwidth, including width
Mr. Cox stated the intended discussion of bandwidth width would need to be deferred until historic information on hourly variations could be obtained.  Until that information can be located, Mr. Cox suggested 59.98 Hz to 60.02 Hz should serve as a proxy for the bandwidth.  Mr. Power suggested the bandwidth should be plus or minus 20 mhz against scheduled frequency, which would account for time error corrections.  Mr. Blohm and Mr. Illian suggested those numbers would not be appropriate for the final bandwidth, since most frequency support would be done within that deviation.  There was general consensus to move forward with Mr. Power’s proposal as a strawman until the needed data could be located.
4. Discussion on pricing methodologies
Mr. Cox reviewed the current pricing methodologies under consideration, as follows:  lowest, highest or average price, with some variations in lowest (zero or negative), while still allowing for negative pricing.  Mr. Cox stated the prevailing thought going into the meeting was highest price on the interconnection (or region) in low frequency situations.  Pricing was discussed at length.  Mr. Blohm supported Mr. Illian’s native pricing proposal where the entity would pay its own price in its own jurisdiction.  Mr. Blohm stated this proposal was consistent with economic principles.  There was not consensus on the native pricing proposal, and several parties suggested the complexity of payment and collections that do not balanced should be considered in determining the appropriate methodology.  Mr. Blohm suggested that overages collected through the native pricing methodology would be redistributed on a load share basis.  Additionally, Mr. Illian reiterated that his native pricing method recognized pricing differences due to congestion that are not addressed through single pricing models.  
The implications of highest interconnection price were discussed.  It was noted that using this method would mean that parties in Florida could be using a price determined in New York to settle inadvertent interchange.  However, the largest advantage noted was that it would result in balanced collections.  For that reason, Mr. Power supported the highest price model.  Mr. Illian opposed the highest price model because it was a single price model.  Further, he said only a single price model would produce a balanced collection, so it would follow that a balanced collection would have the disadvantages of not recognizing congestion.  
Mr. Reed supported a zero price for overgeneration situations in instances of high frequency.  Mr. Blohm stated a zero price produces incentives to lean on the system.  
To move the discussion forward, Mr. Cox suggested there was a general agreement to use highest price on the interconnection (however determined) and zero price when frequency is high.  Mr. Reed suggested using a merging of highest price and native pricing – highest price in a region and distribute residual collections by percentage response among good actors.  
Mr. Henery stated all of the methodologies being discussed were more conservative than the CAISO tariff approved by the FERC.  Under the CAISO tariff, settlement would occur at 150% of the highest price in California for instances when an entity is leaning on the system.  Mr. Henery noted that this method is not cost-causative because it is designed to protect the system.  
Mr. Henery proposed the following method:  

Frequency is high:

· Undergenerating party – receives free energy

· Overgenerating party – paid nothing for production of power

Frequency is low:

· Undergenerating party – pay 150% (or 200% or 250%) of highest price on the interconnection
· Overgenerating party – paid a proration of the funds paid above
It was noted that Mr. Henery’s proposal is not extremely dissimilar to previous proposals.  The proposal was discussed.  Mr. Reed noted that determination of price under this model was still an issue.  Highest price on the interconnection was one proposed solution.  Mr. Blohm opposed this proposal, stating it had perverse effects on lower cost generators.  For example, he said there is an incentive to overgenerate since the generator could be receiving zero half the time and 4 times the price the other.  Mr. Henery’s proposal will be considered a strawman for future consideration.  
Given the importance of pricing methodology and implications of each proposal, it was agreed that participants would consider each of the current pricing methods independently in preparation for discussion at the next meeting.  
5. Discussion of credit considerations and settlement entity
Credit for inadvertent settlement situations was discussed.  It was noted that there were not credit stipulations included in the interconnection agreement, but settlement losses are usually handled within the NERC Reliability Region.  Possibilities to establish credit in the context of this standard, if required, were discussed.  One suggestion was to include credit requirements as part of Balancing Authority (BA) certification.  Another suggestion was to use the Funds Transfer Agent Agreement (FTAA) or a similar contractual tool.  It was noted that credit is an issue even with bilateral settlement, because inadvertent interchange is an involuntary situation where the parties have no option of selecting counterparties.  
Additionally, an outstanding issue is whether a clearinghouse is required for settlement, and if so, what are the characteristics of the clearinghouse.  Mr. Blohm stated a clearinghouse was necessary to serve as a settlement agent and manage the settlement and undercollection risk.  Mr. Blohm envisioned a clearinghouse that would have the ability to rely on a bank to meet its obligations, possibly by relying on the credit of its participants.  Further, he said since inadvertent is defined as inadvertent with the interconnection, some entity has to represent the interconnection in the transaction.  Mr. Reed and Mr. Power envisioned the clearinghouse as an invoicing agent that would not handle disbursement of funds.  Mr. Cox noted that a settlement entity, serving either function would have to be funded through some mechanism.  Mr. Reed cautioned against creating a settlement entity that would have a huge overhead and only handle a small amount of settlements.  
6. Review and disposition of adopted motions document 

The adopted motions document was briefly discussed.  At the next meeting the document will be reviewed for each motion’s applicability in the task force’s deliberations moving forward.  The NAESB Office will notify the chair about voting procedures prior to the next meeting.  

7. Other Business

Agenda points for the next meeting were discussed.  Agenda items include:  review and disposition of adopted motions document; development of a strawman for the standard; continued discussion of pricing; continued discussion on ancillary issues including credit and clearinghouse.  
8.
Adjourn

The meeting adjourned on day 2 at 10:30 a.m. Eastern.  
9. 
Attendees

	Name
	Organization
	Day 1
	Day 2

	Bill Bateman
	GSOC
	In Person
	In Person

	Terry Bilke
	Midwest ISO
	Phone
	

	Robert Blohm
	Consulting Economist
	Phone
	Phone

	Phil Cox
	AEP
	In Person
	In Person

	Duane Farmer
	PNM
	In Person
	

	Larry Goins
	TVA
	In Person
	In Person

	Nick Henery
	SMUD
	In Person
	In Person

	Howard Illian
	Energy Mark
	Phone
	Phone

	Todd Oncken
	NAESB
	In Person
	In Person

	John Power
	MISO
	In Person
	In Person

	Tony Reed
	Southern Company
	In Person
	In Person

	Ed Tammy
	FPL
	In Person
	In Person

	Dean Ulch
	Southern Company
	In Person
	In Person

	Tom Vandervort
	NERC
	In Person
	In Person
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