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Draft Minutes

1.  
Welcome

Mr. Cox called the meeting to order and welcomed meeting participants.  Mr. Oncken gave the antitrust advice.  Participants introduced themselves.  Mr. DiCaprio moved, seconded by Mr. Henery, to adopt the draft agenda without modification.  The motion passed unanimously.

The draft minutes from June 23-24, 2004 were reviewed and modifications were offered by Mr. Blohm.  The revised minutes were adopted by consent.

The draft minutes from July 1, 2004 were reviewed and the proposed amendments by Mr. Blohm were discussed.  Mr. Blohm’s comments regarding his removal from the conference call were not incorporated.  Mr. DiCaprio moved, seconded by Mr. Halpin, to adopt the modified draft minutes.  The motion passed with Mr. Blohm dissenting and Mr. Illian abstaining. 

The draft minutes from July 13, 2004 were reviewed and minor edits were offered.  Mr. DiCaprio moved, seconded by Mr. Henery, to adopt the modified draft minutes.  The motion passed unanimously.  

2. Presentation by Mr. Henery on the Western Interconnection Settlement Approach

Mr. Henery gave a presentation titled, Automatic Time Error Control, which introduced the concept of the Western Settlement approach, highlighted some fundamentals of the approach, and discussed some successes and failures of the approach.  Mr. Henery’s presentation is available by download from the NAESB website.  Mr. Henery emphasized that the approach addressed time error control, not time error correction.  Mr. Henery stated that since time error is directly related to inadvertent interchange, controlling time error would result in controlling inadvertent interchange.  Mr. Henery summarized that the time error control method takes existing settlements, converts them into primary and secondary inadvertent, and modifies the bias in the ACE equation to payback primary values over the next three hours.  Mr. Henery noted that while the procedure is not foolproof, it is a good tool for a responsible Control Area (CA).  

Mr. Henery reviewed the development and implementation history of the program.  He noted development started in the late 1990s, but was delayed with the development of NERC CPS-1 and CPS-2.  Mr. Henery stated the first implementation was in early 2002, with a re-implementation approximately six months later after time error equipment and algorithm calculation problems were corrected.  He noted the method does not address inadvertent interchange what was accumulated prior to implementation.  Mr. Henery stated this method has business value, because it does not require storage of additional information, new settlements, or new accounting systems.

The Western settlement method was discussed at length.  Mr. DiCaprio and several other participants questioned whether payback within 3 hours would reflect adequately the market value of the inadvertent interchange.  Additionally, Mr. DiCaprio stated that the Western method controlled time error – a reliability issue, and questioned is applicability for settling inadvertent interchange.  Further, Mr. DiCaprio stated there would be a conflict between the Western method, which pays back inadvertent in kind, and the proposed method for financial settlement.  Mr. Goins stated that although the Western method still provides opportunities for gaming, major advantages included a solution without a settlement entity and the ability to settle for every hour.  

Mr. Blohm stated the Western method amounts to an enforcement mechanism for payback in kind, so it would be a solution to inadvertent interchange accumulations.  In contrast, Mr. Blohm stated that a solution containing a dead band would not produce similar results because inadvertent interchange could accumulate inside the dead band.  Mr. Blohm suggested there should be an enforcement mechanism included in the Strawman.

Mr. Henery will report back on the following issues:

· How is meter data error addressed such that the parties are not settling on erroneous data?

· How are DCS events addressed?

· How are balances that cannot be paid back within 3 hours due to operational parameters accounted for?

· What is the implementation for generation-only CAs that do not run 24-hours a day?

· Provide an example of manpower and resource costs for implementation.

· What changes are being considered for the algorithms? 

Mr. Henery stated the answers for many of the questions could be found in the course materials and training materials.  

At the end of discussion of the Western Settlement method, the task force discussed whether it should pursue development of a similar mechanism in lieu of the current Strawman, in addition to the current Strawman, or continue development of the current Strawman.  Mr. Goins moved, seconded by Mr. Illian, to continue to evaluate the Western methodology while developing the current Strawman.  During discussion on the motion, Mr. Goins stated there are a lot of unresolved issues in the current Strawman, but the Western method has proved to be a solution that can be implemented.  Mr. Illian added that the task force needs more knowledge of the Western method before it can determine its applicability.  In contrast, Mr. Reed stated the fundamental issue was whether a method similar to the Western method would settle the inadvertent interchange energy at an equivalent value to when it was incurred, and having more knowledge of the method would not resolve that issue.  Mr. Power expressed resource concerns associated with evaluating both methods.  

After considerable discussion, the motion was revised to read:  continue considering both methodologies – the western interconnect and current Strawman without expending any resources to develop the western method.  It was noted that this motion provides the opportunity to compare the two methods once the Strawman is more fully developed and does not preclude proposing the Western method as the proposed standard in lieu of the Strawman.  Additionally, Mr. Henery stated that NAESB has the ability to draft a standard that delineates differences between the two interconnections.  There was not consensus on whether it would be appropriate for the NAESB standard to include alternatives.  

Ms. McQuade briefly discussed the NAESB standards development process and relationship with the FERC, where the FERC is informed through progress reports of NAESB’s standards development activities.  Ms. McQuade noted that approximately 90% of NAESB Wholesale Gas Quadrant standards are reflected in FERC orders.  Mr. Goins withdrew the motion.

3. Review draft of Inadvertent Interchange Standard

The Strawman was reviewed section by section and special attention was paid to the internal questions (shown in highlight on the work paper) developed during previous meetings.  Some modifications were made and the resulting Strawman is attached.  

There was extensive discussion on how cumulative account balances would be updated and maintained to reflect financial payback for instances outside the bandwidth.  Mr. Cox suggested any settlements would be reported to NERC through the normal reporting channels and NERC would maintain the balances.  Mr. DiCaprio challenged the need to maintain accumulated balances, stating they served no business purpose.  One idea offered was there would be separate accounts for inside and outside the bandwidth.  An issue raised was that the parties will not necessarily know what amounts are outside the bandwidth in real time, so maintaining accurate accumulated balances would be challenging.  Concern was expressed that there could be multiple copies of the same account or database and that would be problematic to maintain.  Mr. Illian stated there should be a single database, wherever it resides.  Mr. Reed expressed concern with the concept of multiple accounts, especially since there is the potential for a mismatch in the data due to meter error or erroneous reporting.  Mr. Power proposed a flow diagram to demonstrate how communications could occur when one account was used.  As a result of the discussion, Mr. Power made modifications to the flow chart (attached).  Mr. Reed stated an alternative would be that once the trigger event has been identified and the data has been sent to the Settlement Entity indicating a financial settlement should occur, the balance is removed on the assumption that the settlement will take place.

Participants discussed at length the manner in which the Settlement Entity would receive the inadvertent interchange data.  Mr. Goins said that NERC would be the entity that informs parties which hours fell outside the bandwidth and should be settled financially.  Mr. Henery stated the task force should be cautious about proposing additional duties for NERC – such as sorting the data to areas inside and outside the bandwidth and reporting only those hours outside the bandwidth to the appropriate entities for settlement – since that would be an additional administrative burden.  The alternative is to have NERC pass the data to another entity for subsequent sorting.  Regardless of the sorting method, Mr. Cox stated the task force could assume the data was settlement quality before it was distributed by NERC.  

In further discussions, Mr. Henery suggested that with the implementation of NERC Version 0 standards, NERC would not have an interest in the accumulated balances after settlements occur.  Mr. Halpin agreed and stated that if accumulated balances need to be maintained, the Settlement Entity would likely be the appropriate place.  Mr. Illian disagreed with Mr. Henery and Mr. Halpin regarding the usefulness of the accumulated inadvertent interchange data, stating that the data is used in the NERC AIE surveys – a check on the ACE calculations and metering.  Mr. Henery stated that Mr. Illian is correct that the “total” accumulated inadvertent interchange data would be used by NERC for reliability purposes.  However, Version 0 will no longer require NERC to track the “net” accumulated inadvertent interchange data after payback, because NERC will no longer concern itself with the payback of inadvertent interchange energy.  Mr. Cox stated that if the statements were correct about NERC’s needs relating to the after the fact accumulation data, there would not be a need to develop communication protocols to report settlements to NERC.  This discussion highlighted the need for more discussion on the Settlement Entity.  

Participants briefly discussed settlement methods.  Mr. Cox stated the present thought is to match settling entities by proximity.  Mr. Blohm disagreed with that approach stating that it was arbitrary.  Mr. Blohm would prefer a settlement where the funds were collected, pooled and then distributed.  Mr. Blohm stated that pooling does not necessarily put the settlement entity in the middle of the transaction.  Mr. Blohm gave provided an example where parties have agreed by contract to participate in a settlement pool, with the contract providing the settlement parameters.  Mr. Cox stated that getting 134 CAs to agree to a contract would be very difficult.  Mr. DiCaprio suggested that task force work on the assumption that the settlement risk will be minimized since the BAs are FERC jurisdictional entities.  Mr. Illian suggested the task force investigate settlement methods in more depth.  He noted another alternative was to include a credit check in the NERC BA certification requirements.  Mr. Reed stated that option has been discussed and would likely not occur.

Mr. Henery expressed concerns about peak and off-peak being included in the standard, specifically as it relates to the Western Interconnection and ERCOT.  On a larger issue, Mr. Henery stated he would prefer a standard that contained the different approaches for the different Interconnections, not a single standard that would then have a waiver for the West and/or ERCOT.  Mr. DiCaprio stated it was appropriate for NAESB to define on peak and off peak timelines for all interconnections because it is a business issue.  Mr. Cox stated that on its face the task force is not drafting an Eastern Interconnection only standard.  The waiver process was generally discussed and Mr. Oberski explained that the standard would not contain a waiver, but an entity could apply for a waiver through the FERC process.  Mr. Henery opposed that outcome and reiterated that the standard should include the Western business practices.  Mr. Henery will participate in drafting language that recognizes the WECC process as the approach used by the West and not superseded by this standard for possible inclusion in the transmittal letter to accompany this standard when it is reported to the FERC.

There was continued discussion on the appropriate bandwidth.  Mr. Illian explained that since the task force is discussing one-hour average frequency, 10 mHz would represent approximately one standard deviation.  Mr. Illian explained that if the bandwidth is set larger than one standard deviation, as frequency gets worse there will be fewer hours inside the financially settled region and the standard will become less effective in controlling frequency.  Mr. DiCaprio stated the standard has nothing to do with controlling frequency, but instead only discusses who is paying for inadvertent interchange.  Mr. Cox stated that the intent of the task force was not to select the hourly average deviation.  Additionally, he said that the 20 mHz dead band would be an appropriate starting place since it mirrors the reliability bandwidth and a business practice should not be more restrictive than something determined at a reliability level.  Further, he noted that the system operators did not want a very narrow bandwidth that would impede their normal operations.  Mr. Reed added that the ECAR tariff refers to a similar bandwidth as appropriate.  Mr. Reed stated that rather than debating the correct width of the bandwidth, it would be preferable to complete the Strawman and publish it for comments.  Then, industry participants could comment on whether they thought the bandwidth was appropriate.  

Mr. Illian stated that a settlement process that includes price discovery creates a native market pricing situation.  Mr. Cox suggested that the prevailing price would be the price of the party acting appropriately.  This topic was slated for more discussion.      

4. Validation and justification of Section 6 of the Inadvertent Interchange Standard

This item was not specifically discussed.

5. Other/New Business

August 13, 2004: 1:00 to 3:00 p.m. Central – conference call with web casting – the strawman will be discussed starting at the end and moving forward. 

August 24, 2004, Colorado, Springs, CO:  WEQ Executive Committee meeting – IIPTF participants were encouraged to attend to listen to conversations on the IIPTF report.

August 26-27, 2004, Colorado Springs, CO

6. Adjourn

The meeting adjourned at 11:45 a.m. Pacific.

7.
Attendees

	Name
	Organization
	Day One
	Day Two

	Robert Blohm
	Consulting Economist
	Phone
	

	Phil Cox
	AEP
	In Person
	In Person

	Al DiCaprio
	PJM
	In Person
	In Person

	Larry Goins
	Tennessee Valley Authority
	In Person
	In Person

	Francis Halpin
	Bonneville Power Admin
	In Person
	In Person

	Nick Henery
	SMUD
	In Person
	In Person

	Howard Illian
	Energy Mark
	Phone
	Phone

	Greg Locke
	North Carolina Municipal Power Agency
	Phone
	Phone

	Rae McQuade
	NAESB
	In Person
	In Person

	Lou Oberski
	Dominion
	In Person
	In Person

	Todd Oncken
	NAESB
	In Person
	In Person

	John Power
	MISO
	In Person
	In Person

	Tony Reed
	Southern Company
	In Person
	In Person

	Veronica Thomason
	NAESB
	In Person
	In Person

	Jerry Wynne
	Tennessee Valley Authority
	In Person
	In Person
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