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Comments on Definitions (List comments by Definition)

1. “Settlement Entity” should be defined. Although its duties are described in the Requirements section, we need to know at least a few details about: what type of an organization it will be, the scope of its enforcement capabilities and how it will be funded. A broader question is “Do we need a Settlement Entity?” (see comments on Requirements).
2. Requirement B6 refers to “non-reliability considerations”. These need to be defined.
Comments on Requirements (List comments by Requirement Number)

See General Comments.

Comments on Appendices (List comments by Appendix Subsection)

See General Comments.
General Comments

We need a settlement methodology that accurately reflects the value/cost of inadvertent interchange energy, provides an incentive to minimize its occurrence and provides a disincentive to game the system for marketing/trading purposes; all while avoiding additional layers of bureaucracy and cost. A summary of NCEMPA’s major concerns with Option 1 and a proposed solution are as follows:


Major Concerns
· The “payback in kind” methodology will lead to gaming. This methodology is a relic from the days before the emergence of aggressive market players when utilities could count on their neighbors to act in good faith, even if it meant foregoing profits or market opportunities. Pressures to improve financial performance are causing flagrant abuses of this system. For example, leaning on your neighbors (going short) when market prices are high and paying back the energy when prices are low. Most of us can recall at least one glaring (and successful, for the perpetrator) example of this temptation to ‘ride the ties’ in recent years. This problem has been exacerbated by the creation of relatively small control areas centered on a particular generating unit or station and managed by marketing/trading (versus load-serving) entities.  Why do such entities incur the time and expense of creating and maintaining a control area? They want to minimize imbalance penalties and capitalize on arbitrage opportunities created by the disparity between market forces/prices and outdated inadvertent payback methodologies. 

The proposed on/off peak payback system described in C will still allow for significant gaming as well as disruptions to third party schedules as potentially large ‘paybacks’ of accrued imbalances soak up available transmission capacity . A liquid, transparent hourly energy market would provide an ideal financial and physical settlement solution to this problem. Since that does not exist in most areas of the country, a more practical solution is required. 

· A Settlement Entity is not necessary. It will slow the process by inserting a redundant layer of bureaucracy and incur significant costs that will ultimately be passed on to customers.

· The methodology used for financial settlements within the 20 mHz bandwidth should not be negotiated between the Balancing Authorities. Whatever methodology is used, market price or cost-based, it should be transparent. A lack of transparency is fertile ground for disputes and abuse, particularly for transactions between affiliated Balancing Authorities.
Proposed Solution
· All flows of inadvertent energy would be treated as stand-alone purchase or sale transactions between counterparties in the marketplace with no provision for payment-in-kind or the accumulation and future physical netting of multiple inadvertent flows.
· For areas with established hourly energy markets, all settlements would be financial with pricing based upon the applicable market price. Settlement within the frequency bandwidth would be equal to the prevailing hourly market price plus (for under-generation) or minus (for over-generation) applicable transmission or congestion charges. Settlement outside of the frequency bandwidth would be equal to the prevailing hourly market price plus/minus a penalty that includes applicable transmission or congestion charges. 

· For areas without established hourly energy markets, all settlements would be financial with pricing based upon the hourly system cost of the supplying/receiving Balancing Authority. This methodology is similar to that used to determine energy imbalance charges under a typical Open Access Transmission Tariff (OATT). Settlement within the frequency bandwidth would be equal to the supplying Balancing Authority’s system incremental cost (for under-generation) or the receiving Balancing Authority’s system decremental cost (for over-generation) as adjusted for applicable transmission charges. Settlement outside of the frequency bandwidth would be determined in the same manner with the incorporation of a substantial penalty that includes applicable transmission charges.

· A Settlement Entity would not be required. All settlements would be made within the scope of existing infrastructures and enabling agreements whose provisions already include audit, credit and dispute resolution procedures.
NCEMPA recommends that the Task Force consider an Inadvertent Interchange Settlement methodology similar to that described above. If adopted, NCEMPA’s solution could be easily adapted to the format and structure of the Task Force’s Standard-Option 1.
