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TO:
NAESB WEQ Inadvertent Interchange Payback Practice Task Force Meeting Participants and Posting for Interested Parties

FROM: 
Todd Oncken, Deputy Director

RE:
IIPTF Meeting – April 12-13, 2005
DATE:

April 29, 2005
North American Energy Standards Board
WEQ Inadvertent Interchange Payback Task Force

April 12-13, 2005 Meeting hosted by NAESB
Final Minutes
1.  
Welcome

Mr. Cox called the meeting to order.  Mr. Oncken gave the antitrust advice.  Mr. Cox reviewed the draft agenda and noted that significant time would be spent discussing the IIPTF’s future actions.  The draft agenda was adopted by consent without modification.

Mr. Reed moved, seconded by Mr. Henery, to adopt the draft minutes from January 19-20, 2005 without modification.  The motion passed unanimously.  Mr. Goins moved, seconded by Mr. Reed, to adopt the draft minutes from February 23-24, 2005 without modification.  The motion passed unanimously.  

2. Review and respond to outstanding comments on Inadvertent Interchange Standard 
The IIPTF response to comments submitted by Mr. Blohm and Mr. Illian is still outstanding.  Mr. Cox is working on a draft response for those comments.  There was no additional discussion on the responses to the other comments.  

3. Discussion on WATEC Gaming Example 
Mr. Reed presented an example of possible opportunities for gaming under IIPTF Option 2 (WATEC).  Mr. Reed explained that the mechanics of WATEC, and the L10 limit on payback, create potential gaming opportunities.  In part, Mr. Reed stated that it would be possible to accumulate an inadvertent balance in an off-peak period and the WATEC method would encourage a reduction in generation going into the on-peak period – a negative result for the system.  Also, he noted there was potentially a 12-hour disconnect between the accumulation and payback of inadvertent due to using an on-peak/off-peak settlement system.  Mr. Cox added that the example highlights the issues of transitioning from an on-peak to and off-peak period, and the possibility of a huge swing in generation.  Mr. Illian noted that there are gaming opportunities for both Option 1 and Option 2, so the core issue is how the options compare against each other.  

Mr. Henery stated that transition period has not proven to be an operational issue in the Western Interconnection’s use of WATEC.  Mr. Henery added that stopping all gaming was never the intention of WATEC.  Mr. Henery noted that the WECC also uses reliability management system contracts that encourage reliable operations through financial penalties for exceeding NERC requirements.  Mr. Henery stated that WATEC is an economical tool to reduce inadvertent accumulations without a new bureaucracy.    
4. Review the SPP Inadvertent Interchange Policy

Mr. Cox stated the SPP Inadvertent Interchange Policy provides context for alternative proposals the industry is considering to address the issue of inadvertent accumulation.  Mr. Cox explained the policy is an adaptation of the current policy and how SPP will implement it within its region.  Mr. Reed noted this was an internal policy, but the issue the IIPTF was looking at was how inadvertent interchange is settled between SPP and the other Control Areas (CAs).  

5. Discussion on how to proceed with standards drafting in light of the comments
Mr. Cox reviewed three options under consideration, and some strengths and weaknesses of each, as follows:
Option 1: a bandwidth that would determine whether settlement would be in-kind or financial

Strengths:

· No strengths were identified or discussed.

Weaknesses: 
· significantly dependent on technology or processes that do not exist today, such as hourly granular data; 
· if tools have to be developed to collect the data, which organization (NERC or NAESB) would develop the tools and how would the development be funded; 
· participation by non-jurisdictional entities; 
· issues raised by the financial settlement component: funding of the settlement entity; funding of a test program; implementation costs; and creditworthiness of settlement counterparties.
Option 2:  WATEC – an automated time error correction procedure implemented through the ACE equation
Strengths:

· No strengths were identified or discussed.

Weaknesses:  
· to be fully functional there must be 100% participation; 
· whether implementation should occur through NERC so that 100% participation could be required; 
· whether the proposed standard should proceed through a NERC process since it appears to be more of a reliability solution. 
Option 3:  Version 0 Inadvertent Interchange Payback – the status quo solution that does not preclude other settlement solutions as long as the whole interconnection can agree.  
Strengths:

· No strengths were identified or discussed.

Weaknesses:  

· No weaknesses were identified or discussed. 

IIPTF participants discussed each of the options.  Mr. Reed noted that industry interest in a new solution to Inadvertent Interchange settlement had waned, as shown by the level of participation in the meetings and response to the December 2004 request for comments on the two pending proposals.  Mr. Henery added that the environment in the industry – particularly the Eastern Interconnection – has changed with the growth of large RTOs, and the fact that the RTOs settle inadvertent interchange internally.  Mr. Cox noted that a recent presentation at the OASIS II conference projected that the number of CAs would be reduced by two-thirds in the next three years.  Also, he said that continued development of the NERC reliability standards would probably address some of the gaming that had occurred in the past.  
Mr. Illian expressed concern about the reduction in the number of CAs, because reliability could decline as decision making becomes more centralized.  Mr. Illian stated that one reason why the IIPTF has been unable to reach a consensus solution is that the IIPTF has been unable to reach a common understanding of the real problem with inadvertent – that inadvertent interchange is a real problem that could bring down the interconnection.  Mr. Henery countered that the creation of inadvertent interchange was the reliability issue, not settlement of inadvertent interchange.  Mr. Cox added that inadvertent interchange accumulations would be reduced if appropriate reliability measures were in place. 
Notwithstanding any merits that either Option 1 or Option 2 may have, Mr. Cornish supported maintaining the status quo because the industry is not willing to commit the additional resources and capital required to implement a financial solution. 
In light of the significant challenges to each proposal, noted above, and changes in the industry, the IIPTF determined it was time to move forward with a recommendation to maintain the Version 0 IIP standard rather than continue developing either Option 1 or Option 2.  In addition to the recommendation, participants felt it was important to document the options considered and the process used by the IIPTF in reaching its decision.  The report should also include some history of the issue and challenges facing each of the proposed solutions.    
The IIPTF drafted language for the recommendation to maintain the status quo (attached).  In part, the recommendation states:  

[Summary] The IIPTF reviewed numerous possible solutions to the settlement of Inadvertent Interchange and determined that, at this time, none of the proposed solutions are better than the NAESB Version 0 standard.
[Description of Recommendation] Over more than two years of deliberations, the IIPTF reviewed numerous possible solutions to the settlement of Inadvertent Interchange.  Solutions studied by the IIPTF included: different variations of financial settlement with and without a frequency bandwidth, fixed, locational native and market-driven pricing; and an automatic time error correction solution currently in use in the Western Interconnection (WATEC).  Each of the proposed solutions has one or more significant implementational hurdles to overcome, including but not limited to: data acquisition and integrity; pricing; credit; funding; 100% participation of the affected interconnection; and the task force’s opinion that an ACE-driven solution, such as WATEC, should be developed in the NERC environment. For these reasons the task force determined that the NAESB Version 0 standard is appropriate in its current form.
Mr. Reed moved, seconded by Mr. Henery, that the IIPTF accept the context of the statements above and meet by conference call on May 5, 2005 from 10:00 a.m. to noon Central to review a final version of the recommendation that will be reported to the May 10 Executive Committee meeting.  Mr. Illian stated that the language accurately describes the IIPTF’s work, but would oppose the motion because inadvertent interchange settlement is a problem that needs a solution beyond that provided in the NAESB Version 0 standard.  Mr. Cox noted that changes to the content of the recommendation would be appropriate at the conference call, but changes to the general agreement of the participants would not be appropriate.  The motion passed 5-1 with Mr. Illian opposing.  

6. Other Business

No other business was discussed.

7. Future Meetings
· May 4-5, 2005 - Houston, TX - CANCELLED
· May 5, 2005 conference call – 10:00 a.m. to noon Central
8. Adjourn

The meeting adjourned on day two at 10:40 a.m. Central.
9.
Participation

	Name
	Organization
	Day One 
	Day Two

	Kyler Cornish
	Entergy
	Phone
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	Phil Cox
	AEP
	In Person
	In Person

	Ed Davis
	Entergy
	Phone
	

	Larry Goins
	TVA
	In Person
	In Person

	Nick Henery
	SMUD
	In Person
	In Person

	Howard Illian
	EnergyMark
	Phone
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	Barry Lawson
	NRECA
	Phone
	

	Lou Oberski
	Dominion
	Phone
	

	Todd Oncken
	NAESB
	In Person
	In Person

	Tony Reed
	Southern Company
	In Person
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	NAESB
	In Person
	In Person
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