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1.  
Welcome

Mr. Power called the meeting to order.  Mr. Oncken gave the antitrust advice.  Participants introduced themselves.  The draft agenda was reviewed and a discussion of a workpaper submitted by Mr. Illian and a work paper submitted by Mr. Illian and Mr. Blohm was added after item 3.  Mr. Cox moved, seconded by Mr. Reed, to adopt the modified agenda.  The motion passed unanimously.

The draft minutes from May 26-27, 2004 were reviewed.  Minor modifications were offered.  Mr. Vandervort moved, seconded by Mr. Cox, to adopt the draft minutes as modified.  The motion passed unanimously.  

2. Revisit motions B, L & M from the adopted motions document

Motions B, L, and M from the adopted motions document were not specifically reviewed.  However, Mr. Cox stated that the task force should remain aware of the motions as drafting begins and revisit the motions if a conflict develops with the draft standard.  

3. Discussion of Inadvertent Settlement Proposal – Vandervort

Mr. Vandervort presented his Inadvertent Settlement Proposal, which is a representation of his comments at the previous meeting.  Mr. Vandervort explained that under the proposal the energy and frequency elements of inadvertent interchange were separated for settlement purposes, and frequency was further divided into the frequency restitution (time error correction) and frequency support (reward/penalty) components.  Mr. Vandervort stated this was a concept for settlement, but details such as structuring the frequency support component and NERC’s role in the frequency restitution component would still have to be developed.    

Mr. Reed generally supported the proposal because it would maintain the status quo components of payback in kind and time error correction while adding an after the fact review for frequency support.  In contrast, Mr. Power stated that settlement according to the status quo was a driving factor for standards development.  Mr. Illian supported the Vandervort proposal because of the separation of the energy and frequency elements.  Mr. Blohm supported Mr. Illian’s comments, but cautioned that Time Error Correction procedures are currently under review by the NERC Resources Subcommittee.  Mr. Vandervort suggested that there was a philosophical debate on whether time error correction is required and if required, whether it is a reliability function.  Additionally, it was noted the concept of a frequency frequency bandwidth could be maintained in the frequency support component.  Further, Mr. Goins added that the proposal could help address creditworthiness concerns, since in the worst case parties would be assured repayment of the energy.    

The following comments were made in opposition to the proposal.  Mr. Blohm stated the proposal did not address payback enforcement.  Further, Mr. Illian said the proposal did not address a congestion component – a requirement of the JIITF report.  Additionally, Mr. Power stated the proposal would not mitigate the problem of Inadvertent Interchange accumulations.  

While discussing open issues of the proposal and methods to move the task force into the drafting process, Mr. Reed suggested it could be possible to combine two prevailing approaches and use the Vandervort framework but include bandwidth and a fixed price energy component.  Additionally, he suggested that the frequency support component be a fixed number (ex. $125), subject to price discovery.  Another option discussed was to have a sliding penalty amount based level of frequency variance.  

Mr. Bilke stated that the current Inadvertent Interchange Payback procedures found in NERC Policy 1 do not allow for financial settlement within the Eastern Interconnection, with the exception of one waiver and ECAR.  Mr. Bilke added that the policy only allows other means of settlement with interconnection agreement.  Mr. Bilke favored a financial settlement method, such as the ability of entities to trade inadvertent interchange account balances to clear the accounts.  Regardless of the method of any financial settlement, Mr. Bilke stated that transactions should be transparent.  Mr. Vandervort added that since the proposal was not bound by NERC Policy 1, the energy component could be modified to accommodate financial settlement.  

Participants also briefly discussed the frequency frequency bandwidth concept.  Mr. Bilke stated that setting the frequency bandwidth at 20 mHz plus or minus scheduled frequency would mean that approximately 600 hours would be settled outside the frequency bandwidth.  Mr. Bilke stated each settlement would be the equivalent of an Area Interchange Error (AIE) survey and noted that each AIE survey takes approximately two man-hours to complete.  Mr. Bilke suggested the processing time could be increased since money would be changing hands due to the inadvertent interchange settlements.  Mr. Bilke suggested a wider frequency bandwidth so that fewer settlements would be required.  Mr. Bilke stated that setting the frequency bandwidth at 30 mHz would result in 30 – 40 hours to be settled.  Mr. Reed noted that the 20 mHz frequency bandwidth would account for approximately 7-8% of transactions, and suggested that a 30 mHz frequency bandwidth would be too wide.  Mr. Bilke submitted a curve showing the frequency deviation against number of occurances so the task force could determine if changing the 20 mHz frequency bandwidth was warranted.  Mr. Cox stated the task force understood the settlement process would change.  It was suggested that increasing the number of AIE-type settlements from 2 to 600 could be a driver to automate that process.  Mr. Cox added that the 20 mHz frequency bandwidth was a compromise position.  

Participants considered taking a vote to determine whether drafting should begin on the bandwidth proposal discussed at the previous meeting or the Vandervort proposal.  No vote was taken.  

4. Assuring Balanced Settlement for Inadvertent Interchange (Illian)

Mr. Illian stated that discussion during the last meeting made it apparent that the task force found balanced settlement to be a key aspect of any settlement proposal.  Mr. Illian stated this paper demonstrates that all of the settlement proposals considered by the task force can be converted to balanced settlement by taking the hourly differences in net settlement revenues and redistributing the residual amount in a fair manner.  Mr. Illian’s paper includes examples using the highest price energy alternative and native market pricing alternative.  Mr. Illian noted that different conversion methods would lead to different price signals.  

During discussion Mr. Illian stated that the real issue is the marginal or incremental price that each market participant sees when a slight change in behavior occurs.  Further, Mr. Illian said reliable operation is a result of price signals that are consistent with market goals and reliability rules.  Mr. Reed noted that Inadvertent Interchange accumulation is sometimes not related to price signals, but instead reliability responsibilities of the members of the Eastern Interconnection.  Mr. Illian went on to say that the objective is to set up the reward and penalty that is independent of particular events on the interconnection.  

5. Marginal Energy Settlement of Inadvertent Interchange Using Native Prices (Illian & Blohm)

Mr. Illian reviewed the paper and stated it was an extension of the paper discussed above to understand the marginal price signal.  Mr. Illian stated the paper was based on the following assumptions:  native market pricing and uplift in proportion to the amount of Inadvertent Interchange of each participant.  Mr. Illian stated this paper demonstrates the marginal revenue that a participant on the interconnection would see if they made a small change in the Inadvertent Interchange for a particular hour.  Mr. Illian stated the paper concludes that the price generated according to this methodology would always deviate from the average price for the interconnection more than the native market price, so one could conclude that this method of settlement would always result in Inadvertent Interchange being priced in a direction so it would relieve congestion constraints and would thus support reliability.  Mr. Blohm reviewed each of the calculations in detail.  Mr. Blohm added that similar price signals are not apparent using other price methods.  There were not questions on the paper.

6. Draft Inadvertent Interchange Standard

The task force determined it would be appropriate for a small group to begin drafting the standard.  A draft reflecting the progress of the group on day one was posted and reviewed during day two.  During discussion it was suggested that language be added that addresses:  settlement entity, agreement on supporting documentation, price discovery details, settlement timing specifications, review of the standard after 12 to 18 months, on peak and off peak times, and payback in kind language from the NERC Policy.  Mr. Cox noted that the drafting group decided not to move forward with Mr. Vandervort’s proposal because several parties found the result during high frequency situations to be problematic.  

The task force discussed Mr. Goins written comments on the draft standard.  Mr. Goins explained that structuring the standard as a penalty would eliminate gaming opportunities.  Also, he stated that it was not necessary to reward market participants for acting responsibly from a reliability perspective.  Mr. Goins’ comments did not propose any specified penalty, but suggested it would be just as easy to set a penalty as determine the basis of a clearing price.  Receiver of penalty payments was also not included.

The task force determined it would be appropriate for the small group to continue drafting the standard.  A conference call was scheduled for July 1 to review the resulting draft.  IIPTF participants should submit comments on the draft standard in advance of the conference call.

7. Other Business

A conference call was scheduled for July 1, 2004 from 10:00 a.m. to noon Central.

8. Adjourn

The meeting adjourned on June 24 at 10:02 a.m. Central.  

9. 
Attendees

	Name
	Organization
	Day One
	Day Two

	Terry Bilke
	MISO
	Phone
	Phone

	Robert Blohm
	Consulting Economist
	Phone
	Phone

	Kyler Cornish
	Entergy
	In Person
	In Person

	Phil Cox
	AEP
	In Person
	In Person

	Ed Davis
	Entergy
	Phone
	Phone

	Larry Goins
	TVA
	Phone
	Phone

	Francis Halpin
	Bonneville Power Admin
	Phone
	Phone

	Howard Illian
	Energy Mark
	Phone
	Phone

	Lou Oberski
	Dominion
	Phone
	Phone

	Todd Oncken
	NAESB
	In Person
	In Person

	John Power
	MISO
	In Person
	In Person

	Tony Reed
	Southern Company
	In Person
	In Person

	Tom Vandervort
	NERC
	In Person
	In Person
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