Comments from the National Rural Electric Cooperative Association (NRECA)

On Request for Initiation of a NAESB Business Practice Standard to 

Replace Contract Path with Flow-Based Transmission Service

On August 20, 2004, a request was submitted to NAESB to initiate the development of business standards relating to the replacement of contract path with flow-based transmission service (flow-based standard).  On August 23, 2004, NAESB sent a memorandum to interested industry participants and requested industry comments by September 10, 2004.  

The request to NAESB to initiate the development of the flow-based standard should not be approved and should not proceed to the next step of NAESB’s standards development process.  The methodologies for pricing transmission service and the associated rights are high-level policy decisions that must first be considered by federal and state regulators before supporting standards are developed.  The current Order No. 888 Open Access Transmission Tariff and related policies are based on the contract path methodology and there is neither momentum nor consensus that is pushing the industry to move to a flow-based system.  

There are many important issues associated with changing the method for pricing transmission and assigning the related rights, and they must be addressed in a policy-related forum before standards are developed to support such a change.  These issues include the potential for substantial cost shifts for transmission-owning utilities and potentially their native load customers, the costs related to implementing such a policy change in transmission service measured against the questionable related benefits, and the possibility that tools and software for such a change would not be ready, tested and available on a national basis.

NRECA’s comments above are supported by the Purposes and Scope in Article II of NAESB’s Certificate of Incorporation and by the Principles Governing NAESB in Article 2 of the NAESB Bylaws.

Article II, Section 1. of NAESB’s Certificate of Incorporation states the following:

The objects and purposes of NAESB are to propose and adopt voluntary standards and model business practice standards designed to promote more competitive and efficient natural gas and electric service, as such standards apply to electronic data interchange, (“EDI”) record formats and communications protocols and related business practices that streamline the transactional processes of the natural gas and electric industries.

As it relates to changing from contract path to a flow-based transmission service methodology, none of the items identified in this proceeding section of the Certificate are ripe for NAESB to address until federal and state regulators and the industry address critical transmission pricing policy issues.  Further, Article II, Section 4. of the Certificate states “NAESB shall not have an advocacy role regarding its standards before FERC or any other regulatory agency.”  If NAESB chooses to develop standards that force the development and implementation of particular policies, then NAESB would likely be violating its advocacy prohibition policy.

Article 2, Section 2.2 (b) of the NAESB Bylaws include the following principles governing NAESB:

Develop Practices, Not Policy – The committees, subcommittees and task forces of NAESB should endeavor not to create policy in their Standards or Model Business Practices development activities absent being requested to do so by the Board.

Incorporate Best Practices – To the extent reasonable, the Standards and Model Business Practices to be established should reflect standardization and streamlining of activities chosen as best practices from among existing and reasonably anticipated policies and practices.

NAESB should not approve the flow-based standard request and this request should not proceed to the next step of NAESB’s standards development process.  There are very important and complicated policy issues that must first be decided upon before there is a role for NAESB in developing standards or best practices related to changing from a contract path to a flow-based transmission service methodology.  NAESB is not the forum for such policy decisions.  Before it is ripe for NAESB to work on standards or best practices in this area, it must wait for industry consensus and related final policy determinations by federal and state regulators.  NAESB’s Certificate of Incorporation and its Bylaws require it to do so.
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