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Comments on Definitions (List comments by Definition)

Inadvertent Interchange – The hourly measured difference between a Balancing Authority’s net actual interchange and net scheduled interchange.
Comments on Requirements (List comments by Requirement Number)

Requirement 8:  The requirement that Inadvertent Interchange within the frequency dead-band is accounted for and paid back on a cumulative basis makes the assumption that there is no significance difference in the financial value of Inadvertent Interchange among On-peak hours and among Off-peak hours.  Although this assumption may have been acceptable 30 years ago when most energy was produced using similar technologies in today’s world this assumption is suspect.
Requirements 11 & 12:  The provided settlement description fails to indicate how settlement is to be performed specifically.  There is no discussion of how the settlement will be performed when the price discovery provisions of the requirement yield many different prices for the Balancing Authorities (Responding Appropriately) subject to price discovery.  As soon as financial settlement is considered part of a settlement mechanism, this question must be answered clearly and adequately.  This standard makes no attempt to provide the answer to this question in the requirements.
Requirement 13:  The matching of Balancing Authorities based on credit rating adds additional complexity to the settlement process.  It could result in the almost every billing having components that create liabilities between every BA on the interconnection.
Comments on Appendices (List comments by Appendix Subsection)

Attachment A: Settlement Example Low Frequency  -  In this example the first table shows that one of the CAs (CA6) has a discoverable price above the $100 floor.  The additional cost for this energy is simply averaged over the paying CAs.  There are two problems that will arise from this example that cannot be seen from the example tables.  It can be assumed that the prices of CAs 2, 4, 8, & 10 are less than or equal to $100, those CAs will receive additional profit in their compensation that CA6 fails to receive.  This is simply unfair.
Additionally, since CAs 1, 3, 5, 7, & 9 all are charged the same price per MWh, there is no way to evaluate the magnitude of the net financial cost they receive.  Therefore, the example is incomplete from the perspective of determining how it will affect market behavior.  This can result in unexpected market outcomes.  The disadvantages of single price markets similar to the one used in this option were clearly demonstrated by technical papers prepared for the IIPTF.  These papers were ignored in the development of this option.
General Comments

Settlement Standard vs. Reliability Standard:
The NAESB IIPTF has failed in its task to write a Settlement Standard and has instead written a Reliability Standard.  The writing of Reliability Standards is the sole responsibility of NERC.  As such the standard offered for consideration by the NAESB IIPTF should be rejected outright and remanded back to that body or a newly configured body with instructions to produce a Settlement Standard.

A Reliability Standard seeks to define behaviors and outcomes in terms that are black and white.  If a behavior or outcome exceeds accepted reliability limits, the parties exhibiting those behaviors or outcomes are penalized.  In all cases, the accepted reliability limits are logically tied to the measures used to measure the behaviors and outcomes in a technically defensible manner.  Behavior with these accepted reliability limits is not addressed by Reliability Standards.  A Reliability Standard can be recognized by the use of word such as limit and penalty.

On the other hand, a Settlement Standard seeks to determine what fair and adequate compensation is for a particular behavior or outcome, and how that fair and adequate compensation should be measured, valued and implemented.  Therefore, a Settlement Standard must deal with the various shades of gray that the Reliability Standard can categorize as black and white.  A Settlement Standard should exclude penalties except for deviation from the settlement rules or attempts to unfairly manipulate the settlement data.  A Settlement Standard can be recognized by words such as fair, proportional and continuous.

The relationship between a Reliability Standard and a Settlement Standard is complex.  The best Reliability Standards are transparent to the commercial side of the business.  A transparent standard will enable the commercial side of the business to recognize when and how their behavior will affect reliability.  The best Settlement Standards are consistent with their associated Reliability Standards.  This requires the Settlement Standards to provide an incentive to follow the Reliability Standards under all conditions.  When markets are designed with settlement and reliability standards that meet these requirements they will be fair and reliable.  When markets are designed with settlement and reliability standards that are inconsistent with each other, the market participants are forced to choose between reliability and economic efficiency.  Markets that must make that choice will become inefficient or fail.

Problem Definition:
It is obvious that the task force has not spent sufficient time defining the problems that it is attempting to solve.  A number of current problems facing the interconnections are listed below.  Any standard chosen should be selected with the knowledge of which if any of these problems will be resolved by that standard.
1.
Mitigate Financial Advantage of Payback-in-kind:

The original stated goal of the NAESB IIPTF is:
“The standard or standards will define the alternatives that may be used to settle Inadvertent Interchange while mitigating the potential financial gain that misuse of the current payback-in-kind methodology fails to prevent.  The work of the NERC Joint Inadvertent Interchange Task Force will be used as the initial model for development and enhancement of the required standard or standards that may include energy, transmission and frequency components of Inadvertent Interchange.”
The recommendations of the JIITF Report indicated that a fair Inadvertent Interchange Settlement Standard should include components that recognize the Energy, Transmission Constraints, and Frequency Control components of reliable energy management on an interconnection.
2.
Compensate for Energy:

The solution arrived at for Inadvertent Interchange Settlement should result in fair and equitable compensation for the energy exchanged as Inadvertent Interchange.  The settlement methodology should recognize that the value of energy is highly volatile.  Therefore, this volatility must be specifically recognized in the settlement if the financial advantages are to be mitigated.
3.
Compensate for Transmission Constraints:

The solution arrived at for Inadvertent Interchange Settlement should include the effects that transmission constraints have on market prices.  If the effects of market price differences due to transmission constraints are not included in the settlement method there is a significant risk that settlement will not discourage transmission constraint bypass.  Failure to provide any allowance in the settlement methodology for these price differences will have a detrimental effect on reliability.
4.
Compensate for Frequency Control Resulting in Control Error Reserve Sharing:

Frequency Response to Control Error causes uncompensated use of shared reserves.  This effect is a principle component of Inadvertent Interchange.  It is the direct result of using Tie-line Bias Control methods.  Failure to include the effects of automatic reserve sharing resulting from the shared frequency control methods used on the interconnection will have a detrimental effect on reliability.
5.
Mitigate Unilateral Payback on Control Performance:

Payback-in-kind allows unilateral payback to offset previously incurred control errors regardless of their affect on interconnection control.  It fails to recognize the any unilateral control error can have a detrimental effect on interconnection frequency control.  When unilateral payback-in-kind is used to offset previously incurred control errors, the payback methodology is using two wrongs to make a right.  This should never be acceptable without the concurrence of all parties affected.

6.
Compensate for Unilateral Payback Consequences:

Frequency Response to Unilateral Payback (Intentional Control Error) causes uncompensated use of shared reserves.  Unilateral Payback of Inadvertent Interchange has exactly the same effect on shared interconnection frequency control as control errors.  This is the reason that unilateral payback was removed from the ACE equation when CPS1 was adopted.
7.
Mitigate Large Inadvertent Account Accumulations:

The interconnections have always had a problem with the accumulations of large amounts of Inadvertent Interchange by some BAs.  These accumulations are made more difficult to payback by factors such as the need to reserve and pay for transmission for bilateral payback.  This is one of the factors that drove the WECC to implement option 2.
8.
Sarbanes-Oxley Act of 2002:

"Each annual and quarterly financial report . . . shall disclose all material off-balance sheet transactions" and "other relationships" with "unconsolidated entities" that may have a material current or future effect on the financial condition of the issuer.  Large Inadvertent Interchange accumulations are now required by law to have their financial impact estimated and included in financial reports of BAs.  Failure to effectively manage these accumulations makes this problem greater.
9.
Mitigate Frequency Drift:

The Eastern Interconnection has been experiencing frequency drift over the past few years.  The frequency bias contribution of ACE in tie-line bias control is creating significant problems with some BAs that are continuing to meet their control responsibilities.  Economic incentives to help with the management of this problem might significantly reduce its magnitude.
10.
Mitigate Frequency Response Decline:

Studies have shown that the Primary Frequency Response on the Eastern Interconnection is raising concern that reliability could be at future risk.  This concern has become great enough for a SAR to be submitted to NERC to investigate this problem.  Settlement of Inadvertent Interchange that properly includes compensation for shared frequency control could go a long way to help support resolution of this problem through market pricing incentives.
11. Provide the Appearance of Taking Action:
There is also a political problem that requires the industry to give the appearance that it is attempting to resolve the problems it is facing.  This problem may appear to be larger than those listed before it.
Problem Resolution:
The following paragraphs provide some insight with respect to whether or not this option will help resolve the problem considered.
1.
Mitigate Financial Advantage of Payback-in-kind:

It is clear that there are financial advantages associated with payback in-kind for Inadvertent Interchange.  It can be shown that, if the cost of paying back inadvertent at a future time can be controlled by when the payback is made, then the payback of Inadvertent Interchange can be manipulated to the financial advantage of the BA.  Since only a small percentage of the Inadvertent Interchange, less than 10%, is included in the financial payback with this alternative, it must be assumed that most of the financial advantage that can be derived from inadvertent would occur during these times of off schedule frequency outside the dead-band.  The IIPTF has performed no such investigation, and has no basis for making this assumption.  It must be concluded that this option will not mitigate the financial advantages that can be derived from payback in-kind.
2.
Compensate for Energy:

This option does include compensation for energy but that compensation is not very sensitive and the effects that it will have on market support for good inadvertent management are uncertain.  This is because the investigations to date of the effect of the compensation method used on control behavior indicate that single price methods similar to the one used in this method have significant problems with respect to the fairness of the compensation that results.  Option 1 fails to mitigate this problem fairly.
3.
Compensate for Transmission Constraints:

This option makes no allowance for the known effects of transmission constraints on energy prices.  As a result, this option would encourage the bypass of known transmission constraints through Inadvertent Interchange at the settlement prices recommended.  This would have a definite detrimental effect on interconnection reliability as the result of the reduction in transmission reliability resulting from these methods.  Option 1 fails to mitigate this problem.
4.
Compensate for Frequency Control Resulting in Control Error Reserve Sharing:

This option makes no attempt to include the costs of providing frequency control as part of the settlement methodology.  It instead creates an arbitrary and inconsistent penalty through its pricing mechanism in a attempt to create a new reliability limit of an average hourly limit on frequency error of 20 mHz.  The discussions on the affect of hourly frequency error have just been concluded within NERC and it has been concluded by a large majority of the industry that hourly average frequency limits are not related to reliability because the hourly average time frame is too long.  This option fails to provide any mitigation for this problem.
5.
Mitigate Unilateral Payback on Control Performance:

Option 1 allows the great majority of the Inadvertent Interchange to be paid back on a unilateral basis without providing any method to encourage bilateral payback.  Therefore, it can be concluded that Option 1 fails to mitigate this problem.
6.
Compensate for Unilateral Payback Consequences:

Since there is not a component to compensate for the costs associated with unilateral payback of Inadvertent Interchange, Option 1 fails to mitigate this problem.
7.
Mitigate Large Inadvertent Account Accumulations:

Since Option 1 requires a change from present methods for a very small percentage of the Inadvertent Interchange, Option 1 fails to mitigate this problem.
8.
Sarbanes-Oxley Act of 2002:

Since this problem is related to the cumulative Inadvertent Interchange balances, Option 1 fails to mitigate this problem.
9.
Mitigate Frequency Drift:

Frequency drift is the consequence of small frequency errors occurring over a majority of the hours of operation.  Option 1 fails to provide any financial incentives for the majority of the hours of operation and, in fact, may make the problem of frequency drift worse because of the unbalanced compensation adjustments included in the compensation floor and ceiling chosen.  Option 1 fails to mitigate this problem.
10.
Mitigate Frequency Response Decline:

Option 1 makes no attempt to include any compensation associated with frequency response provided by BAs on an interconnection.  Therefore, Option 1 fails to mitigate this problem.
11. Provide the Appearance of Taking Action:
Option 1 gives the appearance that some action is being taken by the industry to solve the problems associated with Inadvertent Interchange.  Option 1 solves this problem as long as the issue is not investigated in too much depth.
Summary:

Option 1 fails to offer workable solutions to any of the problems listed above with the exception that it does solve problem 11.

Recommendation:

The IIPTF should return to its task and investigate whether or not the solution offered really resolves any of the problems associated with current Inadvertent Interchange payback-in-kind methodologies.
