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North American Energy Standards Board

1301 Fannin, Suite 2350, Houston, Texas 77002

Phone: (713) 356-0060, Fax: (713) 356-0067, E-mail: naesb@naesb.org

Home Page: www.naesb.org

via email and posting

TO:
Industry Participants
FROM: 
WEQ Inadvertent Interchange Payback Task Force
RE:
IIPTF Response to Comments Submitted on IIPTF Option 2
DATE:

January 20, 2005
Dear Commentors,

The IIPTF appreciates the comments you submitted in response to the IIPTF request for comments on IIPTF Option 1 and 2 distributed on December 10, 2004.  The IIPTF reviewed your comments at the January 19-20 IIPTF meeting, and in many cases prepared responses.  The IIPTF Option 2 comments submitted by Mr. Blohm and Mr. Illian are outstanding.  This document contains a compilation of the comments received on IIPTF Option 2 and the IIPTF’s responses to those comments (shown in red).  The IIPTF’s responses to the IIPTF Option 1 are posted under separate cover.   
Best Regards,

Phil Cox & John Power, NAESB IIPTF Co-chairs
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Mark Lively

Comments submitted on Behalf of Organization

Self

Email of Contact





MbeLively@aol.com

Phone Number on Contact




301-428-3618

Comments on Definitions (List comments by Definition)

The first two formulas in requirement 2 on page 1 are inconsistent with each other.  The formula in the braces {} shows FA and T0b with different signs relative to each other, offsetting each other.  The second formula, which is part of the equation, shows FA and T0b with the same signs, adding to each other.

Response:  The first is a representation of the IIS portion of the equation.  The second is the whole equation with the IIS inserted.

Comments on Requirements (List comments by Requirement Number)

Requirement 4 specifies that The Balancing Authority’s Inadvertent Interchange, in MegaWatts (MW), shall be its current* accumulation of Inadvertent Interchange (IIi).  If it is an accumulation, then it should be an energy value such as MegaWattHours (MWH) instead of a power value such as MegaWatts.

Response:  The IIPTF agrees.
Comments on Appendices (List comments by Appendix Subsection)

General Comments

A significant component of the value of inadvertent interchange varies with location, as was stated by the NERC Joint Inadvertent Interchange Task Force.  It seems improper for two Balancing Authorities to be able to schedule bilateral payback without reserving capacity on transmission lines connecting them.

Response:  Bilateral paybacks by two balancing authorities of less than or equal to 25 MW does not require transmission reservation per WECC policy.  This is used on a very limited basis.

There seems to be greater discussion in this Option 2 on the dispute resolution process in regard to the interchange that was scheduled and that actually occurred while in Option 1 there was greater discussion on the issues on which the parties seek to agree.  It was almost as if a longer document was split into two pieces, with one piece included in Option 1 and the second piece included in Option 2.

As I commented in regard to Option 1, a major concern on the eastern network involves calls for transmission line loading relief (TLR).  The payment for inadvertent interchange by location (see previous comment) provides some compensation for a TLR.  However, for two large balancing authorities with multiple interconnection points, a TLR might be the result of ordinary loop flow.  The compensation for such situations would be hidden by Requirement 3 that the Balancing Authorities reach agreement for net interchange by neighbor instead of by line.

Response:  Accounting and compensating for loop flow is out of scope for the IIPTF.  

Again, as I commented in regard to Option 1, a significant component of the value of inadvertent interchange occurs intra-hour.  A major problem during the ten minutes from :05 to :15 is not helped by inadvertent interchange between :30 and :55.  The settlement should be intra-hour to capture this value.  Inadvertent interchange is not uniquely defined to be an hourly amount, since the standard is forced repeatedly to limit the discussion to hourly inadvertent interchange.  Further, the definition of area control error refers to the instantaneous inadvertent interchange, at least it puts the word instantaneous in front of the words used to define inadvertent interchange.  That this Option allows payback over the following hours denies the value of timely delivery of electricity.  Further, the Option does define peak and off-peak but the formula for the payback is silent in regard to peak versus off peak.

Response:  Inadvertent Interchange is an hourly integrated value.  Therefore, inter-hour settlement is out of scope.  
Finally, again as I commented in regard to Option 1, there is no discussion of reactive power.  As was shown during the blackout of 2003 August 14, inadvertent reactive power can significantly disrupt the network, and thus has value.

Response:  Reactive power is not in scope.  
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John Tolo:

Comments submitted on Behalf of Organization

Tucson Electric Power

Email of Contact





Jtolo@tep.com

Phone Number on Contact




520-745-7106

Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

Comments on Appendices (List comments by Appendix Subsection)

General Comments

Tucson Electric Power Company supports Option 2 - Automatic Time Error Control.  If there is a need for other regions to have a different method, Tucson would certainly support regional sections in the standard. 
Response:  No response.
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Greg Locke

Comments submitted on Behalf of Organization

 North Carolina Eastern Municipal Power Agency

Email of Contact




 
glocke@electricities.org

Phone Number on Contact



 
919-760-6311

Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

Comments on Appendices (List comments by Appendix Subsection)

General Comments

NCEMPA has the same general comments that it had for Option 1.
Response:  Please see responses to Option 1 comments.
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Mike Potishnak






Comments submitted on Behalf of Organization 

ISO New England


Email of Contact 





mpotishnak@iso-ne.com






Phone Number on Contact




413-535-4308



Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

Comments on Appendices (List comments by Appendix Subsection)

General Comments

1. Having participated in the initial WSCC inadvertent decomposition experiment in the 1980’s, worked with inadvertent decomposition in a New England-specific implementation in the 1990’s, and observing the WECC implementation in the 21st century, I am glad to see that it is being considered for the Eastern Interconnection with appropriate customization.

2. If the community of the Eastern Interconnection believes that inadvertent equity issues are significant enough to warrant the extensive implementation and support of a variant of the WATEC method, this method should address the equity issue sufficiently.   WECC efforts seem to be mostly successful, and I am confident that an Eastern interconnection variant could be deployed successfully with sufficient commitment from the industry.

3. This method is superior to Option 1.
4. Although the authors strived to explain technical details and derivations in the document describing it, this reviewer, perhaps through his own intellectual limitations, had a difficult time following those details and derivations.  In this area, the devil truly is in the details, and, I am willing to help in the clarification of the details in its prospective next version. 
5. When control areas are operated by ISOs, the incentive for a comprehensive inadvertent settlement mechanism becomes less important, and the costs may outweigh the benefits.  However, for profit vertically integrated ultilities are perceived by some to have a competitive advantage over other market players because of the greater leeway they have in comparison with energy imbalnce penalties.  It is not clear just how an option 2 implementation would affect the real and/or perceived competitive advantage.  During my stint on the JIITF, I worked on a prototypical method to derive comparable inadvertent limits for control areas and energy imbalance limits for other entities, and am willing to share that effort with NAESB, should there be an interest in it.

Response: Everyone is invited to participate in all IIPTF meetings.  Meeting information is posted on the NAEBS web site.
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Elizabeth Howell


Comments submitted on Behalf of Organization

MECS Control Area

Email of Contact





ehowell@itctransco.com

Phone Number on Contact




734-665-3024

Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

12.1.2:
 Although prevailing time is not defined, it appears as though it means prevailing time for that area.  This creates a problem because the sum of On-Peak inadvertent would not have to equal zero for the summed interconnection, in the event one area was on DST and the other standard time.

Response:  This is an existing practice.  For the Interconnection, all time zones are adjusted to account for parallel time periods.  
13:
  
It is unclear what organization serves as the “Settlement Agent”.  How is the settlement agent compensated given that the inadvertent settlement is a zero-sum game?

Response:  The funding of the Settlement Agent or process has not been determined.  The Settlement Agent would collect a fee to cover administrative costs.  Further work needs to be done to assign responsibility of payment.

14 & 15:
The rules describing how payback should occur are reasonable and transmission availability/limits on moving energy across systems appear well thought out.
Comments on Appendices (List comments by Appendix Subsection)

General Comments

Option 2 provides a much clearer and structured process (than Option 1) for orderly inadvertent interchange settlements.  

Comment Form

Inadvertent Interchange Settlement

(Option 2 WATEC) 

Version 1 Draft 1
Posted December 10, 2004 – January 10, 2005

Please submit comment form by January 10, 2005 to:

mailto:naesb@naesb.org, fax: 713-356-0067

Contact Information (Must be Provided)

Contact Name





Francis Halpin






Comments submitted on Behalf of Organization:

Bonneville Power Administration

Email of Contact





fjhalpin@bpa.gov





Phone Number on Contact  



(503) 230 7545





Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

13.1 “Dispute Resolution”: we feel that this procedure would require making three adjustments to a party’s II balance (one after disputed hour, one when S.A. assigns some “temporary value”, and once when the final value is determined). If fourteen days are allowed to pass prior to the S.A. seeing the dispute reports, it seems that so much time would have passed from the disputed hour that we may as well wait until a final determination has been made and enter that value at that time. 

If there is to be an assignment of a temporary value it should be done closer to the hour of accumulation. Perhaps there should be a set procedure for BA’s to follow when checking out and being unable to agree (the average of the two values?). That value could entered immediately, dispute reports filed, and a corrected value entered once a final determination has been made by the S.A.

Response:  This is consistent with how it is done in NERC today and the assignment of a temporary number allows the interconnection to balance.  An alternate interpretation of this requirement is that it is a two step process – (1) the initial agreement on the hourly value and (2) the ultimate resolution of the hourly value.  

Comments on Appendices (List comments by Appendix Subsection)

General Comments

We are glad to see an inclusion of the WECC method in the IIP standard and support it as THE standard if there is to be but a single one. Automatic Time Error Control is proving to be a dependable method Inadvertent payback and of keeping Inadvertent balances from getting large. It requires payback to begin immediately after accumulation. This ties the return closely to the market at the time of accumulation and, for those who fear gaming, eliminates the ability for a BA to “choose” an economically beneficial hour in which to return energy. It is, admittedly, not a perfect market match, but it is implement-able with little additional cost, infrastructure, or bureaucracy. 

Of concern: The standard will be implemented in the ACG systems of the BA’s. These systems are critical to reliable operation of the electric system. This presents somewhat of a dilemma; It has been determined that payback of accumulated Inadvertent is a commercial issue, however the implementation of a (voluntary) Business Standard in a critical Operations system makes it a Reliability issue of concern. We support Option 2 as the business standard but would like to see language added which would require, or at least allow, Regional Reliability Councils to play a role in the implementation and policing of adherence to this standard. All BA’s within an interconnection must participate (with allowable exceptions) in order for it to work. Enforcement at the Regional Level is proving to be effective in the WECC.

We would also support Option 1 for those Regions or Interconnections which could not, or would choose not to, implement Option 2. 

Response:  As it relates to with allowable exceptions, and you mean a DCS event, we agree.  If you are suggesting that a single BA or number of BAs would have an exemption to not participate, then we disagree.  It has to be 100% participation.  In response to gaming, the WATEC would limit the ability to game, but not eliminate the ability to game.  Additionally, we realize that WATEC is a reliability solution and should be governed as such.  
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Karl Tammar

Comments submitted on Behalf of Organization

IRC Standards Review Committee

Email of Contact





KTammar@nyiso.com

Phone Number on Contact




518-356-6205

Comments on Definitions (List comments by Definition)

We would encourage NAESB pursuing efforts to ensure consistency of definitions among NAESB standards and also with NERC.  

Comments on Requirements (List comments by Requirement Number)

Introduction.  The requirements for the standard is that all BAs shall participate at all times.  It is unclear how this can happen with a voluntary standard.  Even if the FERC should order such a standard, will non-jurisdictional BAs participate?   How will this standard work if only part of the interconnection participates?  

Response:  All parties must participate.  Non-jurisdictionals participate voluntary today and we would expect that to continue.  

8.  states that a “…Balancing Authority may switch to Tie Line Bias control for 15 minutes…” during a DCS event.  It is unclear what a BA is switching from, as Tie Line Bias mode is the preferred normal AGC operating mode, even when the AGC algorithm is modified to accommodate WATEC.  
It would be preferable to create a feature by which the automatic Inadvertent Interchange Payback component is automatically turned off during a DCS event.

Response:  Per WECC guidelines, you can suspend time error control bias and frequency control bias in response to a DCS event.  
9 appears to be unnecessary.  These instructions are already included in the Manual Time Error Correction Standard and provide little or no guidance associated with Inadvertent Interchange.

11 appears to be similarly unnecessary – see #9 above.

12. On Peak/Off Peak Definition.  This standard carries forward some poor wording from NERC policy.

On peak hours are HE 07-22 prevailing time (central for the East, Pacific for the West) Monday through Saturday.  

Response:  Appropriate definitions are under review.

Since ERCOT is a single BA Interconnection, there is no Inadvertent and on/off peak periods with respect to Inadvertent Accounting are not applicable.  

Response:  Appropriate definitions are under review.

13 refers to the NAESB Inadvertent Interchange Settlement Agent.  The Agent’s title is capitalized, but there is no definition in this document for the Agent, nor is there a description of the Agent’s responsibilities.   

Response:  Appropriate definitions are under review.

14. Bilateral Payback.  The total of a BA’s bilateral payback(s) should be limited to a total of 25 MW per hour (i.e. can’t have multiple paybacks occurring with multiple BAs that total over 25 MW).  
 15.5 states, “Bilateral IIP between non-adjacent Balancing Authorities not having transmission rights between them shall not exceed hourly amounts greater than 25 MW.  This limit is imposed to minimize the amount of unscheduled flow”.  It should be made clear that the total payback between all such IIP parties should be limited to 25 MW.  As written, this Standard could allow multiple 25 MW IIP transactions between several BA’s that could have a significant impact on unscheduled flow.
Response:  We need to investigate the need for an aggregate cap associated with an Eastern Interconnection application.

Comments on Appendices (List comments by Appendix Subsection)

General Comments

We appreciate the time and effort that has gone into the development of this proposed standard and want to thank you for the opportunity to comment.  

The advantages of this option are that it appears technically sound and it avoids the financial-settlement challenges.  There are questions that should first be answered:

· How will this standard perform if there is not full participation from the interconnection (even if the FERC would mandate the standard, not all BAs are FERC-jurisdictional)?  

Response:  All parties must participate.  Non-jurisdictionals participate voluntary today and we would expect that to continue.  

· Has there been an estimate made to the industry to implement the technology changes?  

Response:  Once an option has been decided on, a cost-benefit study will be done.  

· Is this an automated process?  If not is it intended that operators do a manual inadvertent verification and schedule calculation/entry?

Response:  Yes this is an automated process with the ability to manually override.

· Is a central site needed to calculate adjustments? 

Response:  No each entity calculates its own adjustments with the oversight of the RRO.  

· It appears EMS coding changes are needed.  Have the costs been estimated?

Response:  Once an option has been decided on, a cost-benefit study will be done.

Perhaps NAESB should pursue this option after providing other options and tools to encourage good control and managing inadvertent balances.   Refer to our comments on Option 1.
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Howard F. Illian

Comments submitted on Behalf of Organization

Energy Mark, Inc.

Email of Contact





howard.illian@energymark.com

Phone Number on Contact




847-913-5491

Comments on Definitions (List comments by Definition)

None

Comments on Requirements (List comments by Requirement Number)

Requirement 6:  This requirement indicates that unilateral action should be taken by a BA when its automatic contribution to Inadvertent Interchange payback exceeds a specific value, 20% of Bias.  This is unacceptable from a reliability point of view because it causes the implemented interchange schedules being implemented for payback to become unbalanced.
Response:  In practical application, the WECC is not seeing reliability control issues, which includes CPS1 violations. 

Requirement 8:  This requirement indicates that a BA may take unilateral action to stop automatic inadvertent payback when it experiences a DCS Event.  Taking unilateral actions of this nature is unacceptable from a reliability point of view because it causes the implemented interchange schedules being implemented for payback to become unbalanced.  Automatic Inadvertent Interchange Payback is part of a BAs scheduled interchange.  Is it acceptable to simply stop delivery of scheduled interchange when a BA experiences a DCS Event?  I have always had the understanding that reliability standards are not optional at the discretion of the BAs or even the interconnection.

Requirement 14:  If a BA is required to enter into a bilateral payback interchange when its inadvertent accumulation exceeds a specific amount there may be an opportunity to retain Requirement 6.  If the cumulative limit is set at:
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Cumulative Inadvertent Interchange Limit
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Hourly Inadvertent Interchange Payback Limit




B

=
Frequency Bias for BA
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=
Hours used to payback Inadvertent Interchange Energy
This method of limiting the Inadvertent Interchange for an hour would work because it would require a BA to implement a bilateral schedule with another BA when its cumulative limit is reached.  The interchange schedules would remain balanced across the interconnection because the other BA would also reduce its cumulative Inadvertent Interchange balance by the amount of the bilateral schedule.
Comments on Appendices (List comments by Appendix Subsection)

None

General Comments

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 helping to 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.
Solution Offered by Option 2:

Option 2 attempts to address the disadvantages associated with the settlement of Inadvertent Interchange through payback-in-kind with a modified payback-in-kind methodology.  This results in the inability of the method to address some of the financial problems associated with Inadvertent Interchange.  Even with this disadvantage, this option is far superior to Option 1.  Option 2 at least resolves some of the problems with Inadvertent Interchange which Option 1 failed to resolve.

Option 2 attempts to solve the financial problem by significantly reducing the discretion that a BA uses to determine when it pays its Inadvertent Interchange back to the interconnection.  This provides some mitigation to the problem of using Inadvertent Interchange for financial advantage because it reduces the opportunity for BAs to select only the most profitable times to schedule inadvertent payback.  Unfortunately, it fails to mitigate the problem of accumulating inadvertent for financial advantage during those times when energy prices are very high or very low.  Since the Inadvertent Interchange payback that occurs at some average price of energy over an extended time as determined by H, Inadvertent Interchange can still be used for financial advantage when the hourly prices are significantly different from the expected average prices during payback.  Option 2 has been accepted under the condition that a single variable indicating the number of hours used to average the payback be used across the interconnection.

The difficulty with Option 2 is that when the variable, H, is set at a small value, for example 3 hours, the amounts of payback that can be automatically scheduled may be large.  These large scheduled values will eventually result in the hidden cost of carrying additional reserves to manage this additional variability in scheduled interchange.  The advantage of scheduling in this manner is that the average payback energy prices should be expected to average closer to the hourly price at the time the inadvertent was incurred.  This reduces the financial advantage that can be derived from inadvertent even at very high or low energy prices.  The reason that some of the requirements such as Requirements 6, 8, and 14 have been created is because of the realization that large variations in scheduled energy may make frequency control more difficult and require additional reserves.

On the other hand, when the variable, H, is set at a large value, for example 168 hours, although the amounts of payback are low and tend to change slowly, the payback is extended over a long enough averaging period that the financial mitigation is reduced because the price averaging can deviate from the hourly pricing at the time the inadvertent was incurred.  I would recommend that, if this option is adopted, the larger values of H would provide much better results from a reliability point of view even though they would not provide maximum mitigation of the financial advantages.
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:

Option 2 provides some limited mitigation of the financial advantages that can be derived from the manipulation of Inadvertent Interchange.  The limits on how well this option mitigates the financial problem are associated with the willingness of the interconnection to trade additional costs of control to improve mitigation.
2.
Compensate for Energy:

Option 2 provides limited compensation for energy that is influenced by the choice of H.  Option 2 partially mitigates this problem.
3.
Compensate for Transmission Constraints:

Option 2 provides no compensation for recognizing transmission constraints.  However, if the value of H is set to a large value, such as 168 hours, the minimal effect on transmission constraints may be small for the payback.  Unfortunately, the only way to manage the use of the constrained transmission for the initial Inadvertent Interchange is to specifically value the transmission use.  Option 2 fails to mitigate this problem.
4.
Compensate for Frequency Control Resulting in Control Error Reserve Sharing:

Option 2 uses automatically scheduled Inadvertent Interchange payback to return the energy to the original supplying party.  While this scheduled payback minimized the costs associated with the payback, it fails to include compensation for the response and reserves used to manage the initial error that created the inadvertent.  Option 2 fails to mitigate this problem.
5.
Mitigate Unilateral Payback on Control Performance:

Even though Option 2 automatically schedules Inadvertent Interchange payback, unilateral Inadvertent Interchange errors that contribute to a reduction in the cumulative inadvertent account have the same effect as scheduled payback for the party making the error, but load additional control costs on the party providing frequency control for that error.  Option 2 only partially mitigates this problem. 
6.
Compensate for Unilateral Payback Consequences:

Since there is not component to compensate for the costs associated with unilateral payback of Inadvertent Interchange, Option 2 fails to mitigate this problem.
7.
Mitigate Large Inadvertent Account Accumulations:

Option 2 automatically schedules payback of the accumulated Inadvertent Interchange.  This always works to reduce the Inadvertent Interchange accumulations.  Option 2 mitigates this problem.
8.
Sarbanes-Oxley Act of 2002:

Since this problem is related to the cumulative Inadvertent Interchange balances, Option 2 also mitigates this problem.
9.
Mitigate Frequency Drift:

Since Option 2 includes a time error correction term in the automatic payback correction terms in the ACE Equation, the problem of frequency drift should be automatically mitigated.  Option 2 mitigates this problem.
10.
Mitigate Frequency Response Decline:

Option 2 fails to include any compensation for frequency response in the payback methodology.  As a consequence, Option 2 fails to mitigate this problem.
11. Provide the Appearance of Taking Action:
Option 2 gives the appearance that some action is being taken by the industry to solve the problems associated with Inadvertent Interchange.  Option 2 solves this problem as long as the issue is not investigated in too much depth.

Summary:

Option 2 fully solves four of the above eleven problems and partially solves three others leaving only four of the problems unresolved.  It is easy to see that Option 2 provides a much better solution than Option 1.

Recommendation:

The IIPTF should return to its task and investigate whether or not the solution offered can be improved to at least partially resolve all of the problems associated with Inadvertent Interchange.
From: MCKEAN SHIRLEY A 

Sent: Monday, January 10, 2005 12:20 PM

To: naesb@naesb.org

Subject: Inadvertent Interchange Settlement Standard

SRP has reviewed the proposed Standard and has no comments on either Option 1 or 2.  Thank you.

Response:  No response.
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Contact Name





Robert Blohm

Comments submitted on Behalf of Organization
Economist and Applied statistician

Email of Contact




rb112@columbia.edu

Phone Number on Contact



609 585 5451

Comments on Definitions (List comments by Definition)

None.

Comments on Requirements (List comments by Requirement Number)

Requirements 6 & 14.  Reaching the unilateral L10, or 20 %-of-bias, upper limit imposed on a specific Balancing Authority's (BA) contribution to automatic time-error correction suddenly imbalances all the payback schedules being implemented and thereby suddenly makes WATEC ACE inconsistent with NERC ACE.   Instead requiring the BA to immediately do a bilateral payback interchange for any excess above those limits, if done properly, would keep WATEC ACE consistent with NERC ACE.  

Response:  We agree an additional evaluation needs to be done.  

Requirement 8.  The BA should not be allowed to unilaterally interrupt automatic inadvertent payback when it experiences a DCS event.  Once it does interrupt, all the payback schedules being implemented are suddenly imbalanced and WATEC ACE thereby suddenly becomes inconsistent with NERC ACE.

Response:  We agree an additional evaluation needs to be done.  

Comments on Appendices (List comments by Appendix Subsection)

None.

General Comments

Unlike Option 1, Option 2 does provide mitigation of the economic abuse of accumulating Inadvertent Interchange and therefore goes a long way toward correcting the frequency drift problem.  But, contrary to what the IIPTF was charged to do, Option 2 still allows the Interconnection some discretion in when BAs pay back their Inadvertent Interchange to the Interconnection.  In particular it still leaves the BA a financial incentive to accumulate Inadvertent Interchange when energy prices are very high or very low relative to the expected average prices during the payback period.  The incentive is greater the longer is the length H of the common payback period set for all the BAs.  Reducing H reduces the incentive by making the average payback energy prices closer to the hourly price prevailing when the Inadvertent was incurred.  However, reducing H conflicts with the reliability objective of limiting the size of variations in scheduled energy in order to make frequency control less costly and require fewer additional reserves.  Option 2 suffers from creating a tradeoff between the mitigation of financial abuse of Inadvertent Interchange and the cost of additional control.

Like Option 1, Option 2 does not recognize transmission constraints and does not compensate for Inadvertent Interchange's use of constrained transmission.  Unlike Option 1, however, Option 2 does allow for a long payback period H to mitigate congestion impact, but the impact only of payback on congestion.

Unlike Option 1, Option 2 in no way recognizes the cost of (a) providing reserve and response used to manage the initial error that created Inadvertent Interchange nor of (b) providing the reserve and response to manage the impact of the automatic unilateral payback on the Interconnection nor, therefore, (c) compensates that cost.  

While Option 2 does a better job than Option 1, it fails to do enough of what is required to properly settle Inadvertent Interchange from both a reliability and an economic point of view.  Accordingly, the IIPTF should be tasked with completing and implementing the NERC Joint Inadvertent Interchange Taskforce's White Paper that was assigned as the IIPTF's point of departure. 
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Comments on Definitions (List comments by Definition)

· Not Applicable

Comments on Requirements (List comments by Requirement Number)

· 8 states that a “…Balancing Authority may switch to Tie Line Bias control for 15 minutes…” during a DCS event.  It is unclear what a BA is switching from as Tie Line Bias mode is the preferred normal AGC operating mode in the Western Interconnection - even when the AGC algorithm is modified to accommodate WATEC.  

· It would be preferable to create a feature by which the automatic Inadvertent Interchange Payback component is automatically turned off during a DCS event. 

Response:  Per WECC guidelines, you can suspend time error control bias and frequency control bias in response to a DCS event.  

· 9 appears to be unnecessary.  These instructions are already included in the Manual Time Error Correction Standard and provide little or no guidance associated with Inadvertent Interchange.
Response:  This requirement is verbatim to the current WATEC.  

· 11 appears to be similarly unnecessary – see #9 above.
Response:  See response above.

· 13 refers to the NAESB Inadvertent Interchange Settlement Agent.  The Agent’s title is capitalized, but there is no definition in this document for the Agent, nor is there a description of the Agent’s responsibilities.  
Response:  The IIPTF recognizes that it is not defined.  Once that becomes more clear we will make the appropriate definition.   

· 15.5 states, “Bilateral IIP between non-adjacent Balancing Authorities not having transmission rights between them shall not exceed hourly amounts greater than 25 MW.  This limit is imposed to minimize the amount of unscheduled flow”.  It should be made clear that the total payback between all such IIP parties should be limited to 25 MW.  As written, this Standard could allow multiple 25 MW IIP transactions between several BA’s that could have a significant impact on unscheduled flow.
Response:  We need to investigate the need for an aggregate cap associated with an Eastern Interconnection application.

Comments on Appendices (List comments by Appendix Subsection)

General Comments

· CAISO remains opposed to any NAESB Standard that modifies the ACE expression, or that “splits” the management of the ACE expression between NERC and NAESB.  The ACE expression and its associated elements are integral requirements in maintaining reliability of the interconnected grid.  It is our belief that only a NERC standard should establish requirements related to the ACE formula.  CAISO is fully aware that the JIC originally assigned this and other similar issues to NAESB.  However, now that this Standard has been drafted it is clear that implementation of this Standard would require modification of the reliability-related ACE expression.  As a result, CAISO recommends that the JIC re-evaluate its assignment of this and any issue that impacts the ACE expression, and return those assignments to NERC.  

Response:  The IIPTF agrees that coordination with NERC should be paramount when involving the ACE equation.

· NAESB Standard #WEQBPS-005-000, Inadvertent Interchange Payback, provides the following “escape clause” for an Interconnection …"Upon agreement by all Regions within an Interconnection, other methods of Inadvertent Interchange payback may be utilized."  Assuming WECC members agree to “other methods of Inadvertent Interchange payback”, it would follow that this decision would negate the need for WECC adherence to Standard #WEQBPS-005 and this proposed Standard.

Response:  This is an Option 1 comment.  Option 1 would allow for WECC as a whole to have a different Inadvertent Interchange Payback methodology such as WATEC.  

· CAISO recognizes that, for FERC-jurisdictional entities, adherence to a NAESB Standard is voluntary until FERC approves the Standard and requires mandatory compliance.  In the West, there are a large number of non-jurisdictional entities that are at liberty to choose whether or not to comply with FERC mandates.  It is clear that in order to implement a new regional methodology for Inadvertent Interchange accounting and payback, it will take agreement by all entities within the region.  Since a change in methodology will involve (as-yet-unidentified) costs to the participating entities, there is no guarantee that the non-jurisdictional entities will choose to comply, and the region will be unable to implement this Standard irrespective of FERC mandates.  

Response:  We agree.

· CAISO has yet to find a compelling reason to replace the existing WECC methodology and embrace this Standard.  The existing WECC system is certainly not without its flaws but correction of these flaws should not require such an elaborate “fix” as described in the NAESB Standard.  The WECC is currently addressing these issues in its WECC Inadvertent Interchange White Paper.  It is WECC’s opinion that Inadvertent Interchange is a reliability-related subject that can and should be managed on a regional basis:   

“It is recognized that tie line bias operation results in the creation of Inadvertent Interchange.  Thus the need for action required for reliable system operation is reflected in the Inadvertent Interchange accumulations and the rate at which they change.  A NERC Reliability Standard is needed to: 1) Provide a diagnostic tool to validate system performance, 2) establish a tracking mechanism for Inadvertent Interchange accumulations, and 3) encourage settlements within a reasonable time period.”  (WECC Inadvertent Interchange White Paper, Draft 6e, July 28, 2004)

· CAISO supports the WECC in its development of its WECC Inadvertent Interchange White Paper. 

Response:  The intent of these standards is not to diminish the current WATEC process.    
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