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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 1
DATE:

May 5, 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, February 23-24 and May 5 IIPTF meetings, and in many cases prepared responses.  This document contains a compilation of the comments received on IIPTF Option 1 and the IIPTF’s responses to those comments (shown in red).  The IIPTF’s responses to the IIPTF Option 2 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)

Interchange Schedule (proposed definition) - An agreed-upon Interchange Transaction, with specification of size (megawatts), start and end time, beginning and ending ramp times and ramp rates, and type
 required for delivery and receipt of power and energy between the Source and Sink Balancing Authorities involved in the transaction.
Response:  The IIPTF will coordinate with NERC on the appropriate definition.  

Comments on Requirements (List comments by Requirement Number)

7.1 Additional holidays are specified only for the Eastern and Western interconnections.  Does ERCOT not treat these holidays as off peak?  The requirement mentions “special holidays” but then lists “U.S. Holidays.”  This seems to imply that Canada will treat their holidays differently, even though they are interconnected both east and west.
Response:  ERCOT does not have Inadvertent Interchange, so ERCOT does not need to worry about on-peak and off-peak.  

11.  This requirement seems to say that the unit cost is always negative when the frequency is more that 20 mHz above standard.  The unit cost should seldom, if ever, be negative and certainly should not always be negative when frequency is so high.

Response:  When the frequency is high and an entity has to take a unit off line to respond, the costs of that action can be passed on to the parties responding inappropriately.    

12. “When Hourly Integrated Frequency is less than or equal to 20 mHz below scheduled frequency:”
I think you mean to say “When the Hourly Integrated Frequency is at 20 mHz below scheduled frequency” 
Response:  This is consistent with the document.

14.1 Is this to be a fine?  By the settlement authority? 
Response:  The fee is a proposed method to cover the administrative cost of the settlement entity.

Comments on Appendices (List comments by Appendix Subsection)

Appendices should be a demonstration of the text in the body of the document.  There is a paucity of explanation in the body of the document in regard to how to do the calculations in the appendices.
Response:  The IIPTF agrees that would be appropriate for the final document.
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.  Requirement 3 specifies that each Balancing Authority will reach an agreement with each of its neighbors as to their net scheduled and net actual interchange by neighbor.  Since we have imbalance by location (i.e., by neighbor) and value changes significantly by neighbor, the payments should be by location, not lumped together as shown in Attachment A.

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 for paragraphs 1 & 2:  The settlement should involve the appropriately and inappropriately responding BAs, otherwise you create unnecessary settlements with the unnecessary BAs.  Also, II is with the interconnection, not a neighboring BA.

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.

Response:  Inadvertent Interchange by definition is an hourly integrated value.

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 out of scope.
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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).

Response:  The IIPTF agrees.  Details of Settlement Entity will be further refined as we move forward. 

2. Requirement B6 refers to “non-reliability considerations”. These need to be defined.

Response:  The IIPTF will research the source and decide what action to take.

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.
Response to proposed solutions:  When it comes to Inadvertent Interchange, the IIPTF is looking for a solution that only applies to non-market areas (ie. outside PJM, etc.) or between market areas.  We have had these same discussions for 2 years.  We have talked about settling every hour, allowing for transmission and congestion costs.  At minimum what you end up with is a settlement scenario that is overburdensome, would be very complex and would take a lot of resources because you have to allow for true-up of the Inadvertent Interchange accounts.  We think that wanting to settle every hour of every day on every II amount regardless of the frequency, having individual prices at each BA, the settlement scenario under that would be a nightmare.  
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Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

4.1.1 and 4.1.2  These sections require that bilateral and unilateral payback be reported to the Settlement Entity.  Because the effect of the use of either form of payback manifests itself in changes to the accumulated inadvertent, there is no additional action needed via a Settlement Entity to achieve the intended result.  Why is it necessary to report it?  Is there an intent to somehow correct manually or otherwise the payments to be made or received for an hour outside of the frequency deadband, given the concurrence of payback with the large frequency deviation?  If yes, it is not stated, and if so, how would that be done?

Response:  Hourly accumulated inadvertent interchange data is important, and if NERC is not interested, someone needs to be designated as the keeper of the balances, like the Settlement Entity.  

Comments on Appendices (List comments by Appendix Subsection)

General Comments

1. This methodology is a significant improvement over that offered by the Joint Inadvertent Interchange Task Force (JIITF).

2. Presently, frequency deviations exceed 20 mHz relatively few hours a year.  The overhead of this methodology seems to have limited benefit, assuming the goal is to promote equity / prevent abuse with respect to inadvertent energy flows.  Option 2 seems to be a far more comprehensive solution.

3. If the goal is to prevent leaning on the ties during high price periods, it may not always be true that the frequency will be low during those periods.  In fact, some larger control areas during high load periods may be “extra-vigilant” to prevent falling behind incoming loads, while other smaller control areas may be leaning on the ties excessively, causing transmission related problems.

Response:  We agree that under these proposed measures, opportunities would still exist for some to take advantage of the rules. What the Frequency measure gives us is a “universal” indicator that everyone can see real-time and therefore know when financial settlement situation has or may occur. The real-time visibility of frequency sends all participants the proper signal to adjust behavior, if necessary, to mitigate a potential financial settlement. If the cost of the Inadvertent ($/MW) is sufficient, it should provide the proper incentive to participants to control responsibly.

4. Why should the inadvertent management be tied to frequency anyway?  CPS1 and CPS 2 are in place to bound frequency in a more real-time context.  Other measures are or will be in place at the Reliability Authority level to directly address undeisrable frequency performance.
Response:  The IIPTF is not looking at a reliability solution, We are looking for an incentive for parties not to game.

5. If the methodology is used for smaller frequency deviations, a MW tolerance may be desirable.  With a 20 mHz threshold, it may not be necessary.  For example, a control area with a frequency bias setting of 200 MW/ .1 Hz is expected to provide 40 MW of bias support to the Interconnection with a frequency error of 20 mHz.  A reasonable tolerance for variations in control performance is desirable, and was a goal of the JIITF.  An absence of a tolerance may require more regulation resouces, which can be costly in a regulation market environment. 
Response:  The IIPTF considered a MW bandwidth, but a MW bandwidth would not produce either a balanced financial or payback in kind settlement.

6. Schedule ramping impacts need to be addressed.  Could the difference between the integrated schedule and the agreed –to block schedule change a control area’s position from a payment receiver to a payer?  
Response:  As long as you regulate to your schedule, you will not accumulate inadvertent interchange.  The method of calculating Inadvertent Interchange accumulated falls under NERC’s purview.  
7. The discovery process for alternative pricing seems to be vulnerable to abuse and time consuming to audit.  Perhaps a simpler method of pricing such as 200% of the average LMPs of 5 nodes in the Interconnection might be more effective. 
Response:  We agree that, if invoked, the audit (discovery) will be time consuming.  Further investigation by the IIPTF needs to be done to see if this process can be improved.  There would still be discoverability and auditing in this context.  Also, where there is no nodal prices near the location of the inadvertent interchange, there could be disproportionate impact.  
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Comments on Definitions (List comments by Definition)

Comments on Requirements (List comments by Requirement Number)

B.2:
  “Settlement Entity” is mentioned repeatedly, but it is unclear what organization serves as the settlement entity.  If this is a 3rd party, how are they compensated given that the inadvertent settlement is a zero-sum game? 

The Settlement Entity would collect a fee to cover administrative costs.  Further work needs to be done to assign responsibility of payment.
B.2 Footnote 1:
Question whether NERC will effectively be able to provide the stated information, given the status of current on- and off-peak summarization data. 

This section reflects the current NERC requirements for daily checkout.  
B.3:
It is not reasonable to assume that all schedules and MV90 data will be available on an error free basis by the end of the next business day 100% of the time.  
Response:  The IIPTF was not expecting that hourly data would be available any sooner than on a monthly basis, as we intend to settle based on final, fully agreed to dispute resolved data.  
C.7.1:
 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.  
D.8.:
An area that is too “diligent” about paying back an unverified balance could cause more harm on the interconnection.  Even when adjacent areas agree on schedules and interchange, mistakes do happen.  It has been many years since NERC issued interconnection wide inadvertent accounts that balance.  
Response:  The IIPTF does not intend for a financial payback to occur any sooner than the hourly values can be verified and agreed upon.  The current estimate is three to six months, similar to an AIE survey.

E.11:
Wording is confusing.  The only area eligible for any compensation would be the under-generating area.  
Response:  The IIPTF agrees the wording is confusing and will be addressed.

G:

Price discovery could get very tricky because it would be an interconnection-wide issue, not just between neighboring areas.  Introduce locational pricing into inadvertent settlements.  
Response:  Further discussion will take place.  One option is to clear it at the highest price proved in discovery.  

-

-Comments on Appendices (List comments by Appendix Subsection)

Attachment B:
Although this example tries to illustrate use of credit rating in settlements, the business practice does not address this issue at all.  
Response:  The IIPTF recognizes that more work is needed in this area.

General Comments

The Settlement Entity is described, but there is not a clear series of settlement dates nor an organized process for recalculating based on the latest updates or corrections, if required.  Generally, this proposal is somewhat lacking of the procedural structure needed in a business practice.  

Response:  The IIPTF recognizes that more work is needed in this area.
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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.  
Response:  The IIPTF agrees.
Comments on Requirements (List comments by Requirement Number)

A.1.1. (Deadband) Based on historical data, it appears (in the Eastern Interconnection) that there will be on the order of 100 hours per year that will need to be settled.  This standard is proposing the equivalent of a NERC AIE survey (resolved data) for each event.  Current turnaround time for such surveys is about 3 months.  

Response:  We agree that, if invoked, the audit (discovery) will be time consuming.  Further investigation by the IIPTF needs to be done to see if this process can be improved.   

C. 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.  

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

D. 8.4.2
What are the criteria the Settlement Entity uses to approve financial settlement?  Transaction data (MW not $ should be reported to NERC to ensure entities are not using this to circumvent TLR.  
Response:  The settlement entity is only interested in that a proper settlement related to volume and price occurs.  We do not propose that monetary values would be reported to NERC.
F. 13.4.
What is the underlying logic regarding “clearing” balances between BAs with (not “will” as in the draft) similar credit ratings?  This would appear to create a hodgepodge of prices that are settled in a given hour, particularly when it’s not likely that entities with similar ratings will have matching balances to be cleared.

Response:  The thought process is that the IIPTF did not want to match up a settlement between two BAs that otherwise would not do business because of a bad credit rating.

E. 11.  High frequency:  Why does the over-generating company need to provide costs if they are being paid 0$?  How likely is it that a BA that is under-generating its load obligation incurs an incremental cost?  Perhaps this should be kept simple and settle at $0. 
Response:  If the undergenerating BA incurs costs associated with taking generation off line, those costs should be passed on to the overgenerating balancing authority.

E. 12. Low frequency.  To keep things simple, prices should be $100 or median price greater than $100 and forgo the discovery.  This price is better than return in kind.

Response – It would be impossible to have a financial settlement and not have a proof of price (discovery) method.  The floor price of $100 with discoverability, in our opinion is a better solution than a higher price without discovery, but we agree that more consideration should be given to this issue.
F. 14.1.  What is “not responding appropriately”, such that a fee will be charged and how large is the fee?  
Response:  The next draft will further explain the Settlement Entity and fee process.  The fee would be charged to the entity not responding properly.  The fee is designed to recover the settling entity’s administrative costs.  The next draft will further explain the Settlement Entity and fee structure proposed.  
G. Price Discovery.  Price data should be made available to independent market monitors.

Response:  The price data will be made available to participants involved in the transaction.  

H.  Review Process.   NERC should perform reviews (annually initially) of the process to evaluate any impact on reliability.      
Response:  We agree.

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.

In general, we have some concern with standards that impact the ACE equation and want to be sure such changes are coordinated with NERC.
Response:  The IIPTF agrees that coordination with NERC should be paramount when involving the ACE equation.

The infrastructure needed to manage this process is not in place.  It is of concern that one organization is setting a standard and the members of a second organization are required to bear the cost.  There have been recent cases of individual Regions in NERC balking at paying for infrastructure they believe is unnecessary.  Has there been an estimate of the capital and ongoing costs to implement this?  
Response:  The companies represented in NAESB are also equally represented in NERC.  We would suggest they have the same interests in mind.  If we say that a solution is commercial, it would suggest that the non-commercial aspects of the companies would have the same interests in having those changes take place.  We have no estimate of capital and ongoing costs.  
There appear to be several pitfalls with regard to a centralized financial settlement.  The standard doesn’t mention what it would do regarding revenue shortfalls, particularly if not all BAs participate.  There also may be opportunities for arbitrage and gaming.  In short, we’re concerned that the effort and cost to the industry would not equal the incremental value.  
Response:  The IIPTF appreciates your comment.  This is only one of the options that the IIPTF is considering.  Non-jurisdictionals participate voluntary today and we would expect that to continue.  All systems are susceptible to gaming, but our goal is to minimize gaming and arbitrage possibilities.  Once an option(s) is settled on, then a cost-benefit study needs to be done.  

Perhaps NAESB should pursue option 1 after providing other options and tools to encourage good control and managing inadvertent balances.   Some examples include:
· Allowing small bilateral transfers (under the oversight of Reliability Coordinators) without the requirement for transmission service.

Response:  The issues above are valid issues, but would require a joint NERC and NAESB effort to implement these proposed solutions.  

· BAs with balances beyond some threshold are required to take controlled steps to draw them down.

Response:  The issues above are valid issues, but would require a joint NERC and NAESB effort to implement these proposed solutions.  

· Allow financial settlement between parties, with the provision that the MWHrs are reported to NERC (to preclude BAs from using the standard to circumvent TLR.).

Response:  The issues above are valid issues, but would require a joint NERC and NAESB effort to implement these proposed solutions.  
· With the concurrence of the NERC Resources subcommittee reinstate an earlier tool to manage inadvertent balances whereby control areas could use an offset (either interchange or frequency) equal to 20% of their bias obligation whenever the BA’s inadvertent balance has the same sign as time error.  Today, control areas that accumulate inadvertent by way of their frequency bias have difficulty paying back inadvertent without impacting their CPS performance.  This change would provide a tool to manage balances and would reduce the number of time-error corrections.  This payback method was acceptable under the tighter A1-A2 control.  It should be acceptable now.  
Response:  This type of adjustment would invalidate CPS-1 and we do not believe it is appropriate to invalidate CPS-1.  This would require a joint NERC and NAESB effort to implement this proposed solution.
· Request NERC to run AIE surveys when frequency is beyond a frequency threshold (trigger set at a point that does not generate an administrative burden).  This would provide NAESB data for analysis and testing of financial standards.  Public disclosure of poor balancing during these hours may also prevent future deficiencies.  
Response:  Good idea. 
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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.  
Response:  The proposed modification to the definition is inconsistent with the current NERC definition.  
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.
Response:  The basis was to not force two entities to do business that would not do business because of credit rating.  We agree it needs to be worked on more.

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.
Response:  The IIPTF will work on a more comprehensive settlement example.  

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.
General Response:  Mr. Illian has been a valuable participant in the task force since it's inception. The comments he has provided have been debated throughout the body of work of the task force, many of which were motioned and voted on. As such, and with all due respect, the record of the task force has already spoken to the questions asked.
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Requirements 1 & 8.  Allowing Inadvertent Interchange to accumulate within a 20 mHz hourly-average deadband and to be paid back in kind at no specified time subjects 97 % of Inadvertent Interchange or of the value of Inadvertent Interchange to nothing more than the current Version 0 NERC/NAESB Inadvertent Interchange payback standard.  It is that standard's unfair economic (timing1 and reserve2 sharing and payback) and weak-reliability (frequency-drift3 and bias-decline4) consequences that the Option 1 Inadvertent Interchange Payback standard here being proposed and commented on had as its purpose to address but does not address.  See my graph http://www.naesb.org/pdf/weq_iiptf071304w2.pdf depicting the 3 % of Inadvertent Interchange outside the deadband when the current upward frequency drift is taken into account.  See http://www.naesb.org/pdf/weq_iiptf052604w1.pdf and http://www.naesb.org/pdf/weq_iiptf070104w3.pdf for an account of the frequency-drift and unfair reserve sharing and payback problems.  Unilateral payback(-in-kind) settlement has the disadvantage of deliberately contributing more system control error and, therefore, unnecessarily using two wrongs to make a right when financial settlement would be sufficient. 

1Taking Inadvertent Interchange when energy price is high and giving back Inadvertent Interchange when energy price is low. 

2Causing and not paying for (a) the cost of holding and deploying shared reserve in the form of taking Inadvertent Interchange and later (b) Payback of that Inadvertent Interchange.     
3The gradual upward creep of frequency from schedule on the Eastern Interconnection to near the +18 mHz upper limit placed on the annual average of one-minute frequency error.   
4The steady decline since deregulation of the aggregate instantaneous responsiveness of generation in an  Interconnection, for example of from 60 000 to 30 000 MW/Hz in the Eastern Interconnection. 

Requirements 11 & 12.  The settlement prices combine an unstated fixed cost of providing frequency control, with an unstated fixed energy price for the entire interconnection that ignores congestion.  As illustrated in the boxes below, this pricing regime has three perverse results: (a) it incents unstable and unreliable control behavior; in particular it abets the current Eastern Interconnection overfrequency crisis by making overgeneration profitable and undergeneration costly when energy prices are low or moderate; (b) it incents upward price instability when energy prices are very high; in particular it prompts generation shortages by suddenly making undergeneration profitable and overgeneration unprofitable; and (c) it incents congestion bypass and therefore (i) economic undercompensation for congested transmission, (ii) unreliable transmission operations by prompting TLRs to be invoked, and (iii) unjust shifting of congestion cost to additional congested off scheduled transactions.  


(a)  Under moderate or low fuel prices, a single fixed unit price for Inadvertent Interchange makes Overgeneration profitable and Undergeneration unprofitable for everyone &, so, incents/supports upward frequency drift

       The higher the fixed price, the stronger the incentive/support.

 

                                                  Overgeneration                                  Undergeneration

  Overfrequency                          Lose fuel cost                                      Free fuel cost

   Fixed Price=0                              = -$20                                                     = $ 20
             +                                               +                                                             +

 Underfrequency        Receive $100, less fuel cost of $20       Pay $100, less $20 fuel saved

Fixed price=$100                           = $ 80                                                     = -$80
             ║                                              ║                                                             ║ 

  Profit or Loss                                  $ 30 (=.5                    -$30 (=.5 
                                                            $  0  (=.8 $  0 (=.8 

  * assuming 50 % (.5) of Inadvertent settled outside the deadband occurs during overfrequency, and 50 % (.5) of  it occurs during underfrequency

** the breakeven point: overgenerating stops being attractive and undergenerating stops losing money only once 80 % (.8) of Inadvertent settled outside the deadband occurs during overfrequency, and only 20 % (.2) of it occurs during underfrequency. 


(b)  Under very high fuel prices, a single fixed unit price for Inadvertent Interchange makes Undergeneration profitable and Overgeneration unprofitable &, so, reduces available generation and pushes electricity prices even higher.

 
                                                  Overgeneration                                 Undergeneration

  Overfrequency                        Lose fuel cost                                      Free fuel cost

   Fixed Price=0                              = -$70                                                    = $ 70
             +                                               +                                                             +

 Underfrequency        Receive $100, less fuel cost of $70       Pay $100, less $70 fuel saved

Fixed price=$100                           = $ 30                                                     = -$30
             ║                                              ║                                                             ║ 

  Profit or Loss                                 -$20  (=.5                      $ 20 (=.5 
                                                            $  0  (=.3 $   0 (=.3 

(c)  In Attachment A, low frequency settlement example, CA1 can avoid a high scheduled congestion price through high-price CA6, by taking Inadvertent Interchange and paying the lower average price for the Inadvertent Interchange, and thereby congesting off higher paying scheduled power customers through a TLR, forcing them to pay an even higher price, and depriving the congested interface its just congestion revenue.

Requirement 13.   Financial market research has generally established a correlation between size of company and goodness of credit rating.  Matching settlement risk to credit rating therefore confers an unfair market-power advantage to large Balancing Authorities (BAs) to sustain the risks of Inadvertent Interchange financial settlement, and would thereby incline larger BAs to voluntarily incur Inadvertent Interchange and smaller CAs to be the involuntary counterparties.  Settlement should accordingly be pooled and settlement risk shared proportionate to market share as it is in futures markets.
Comments on Appendices (List comments by Appendix Subsection)

Attachment A: Settlement Example Low Frequency.  There are three major fairness problems with this example.  (a) The single-price settlement regime confers on the payment-receiving CAs without a discoverable price above the $100 floor, compensation for the cost of providing frequency control that CA6 with that discoverable price unfairly fails to receive.  (b) Nor is there any way to determine the additional or avoided cost to the paying CAs relative to their normal cost, and the disincentive or incentive effect those additional or avoided costs have on bad CA control behavior.  (c) Furthermore, to repeat the box above, CA1 can avoid a high scheduled congestion price through high-price CA6, by taking Inadvertent Interchange and paying the lower average price for the Inadvertent Interchange, and thereby congesting off higher paying scheduled power customers through a TLR, forcing them to pay an even higher price, and depriving the congested interface its just congestion revenue.  See http://www.naesb.org/pdf/weq_iiptf040104w2.pdf, http://www.naesb.org/pdf/weq_iiptf022604w2.pdf, http://www.naesb.org/pdf/weq_iiptf012204w6.pdf, & http://www.naesb.org/pdf/weq_iiptf012204w7.pdf for explanations of the disadvantages of clearing regimes that settle among counterparties at other than each's local single uncongested price/cost. 

General Comments

The IIPTF spent two years diluting to virtually nothing the technically competent and nearly complete white paper of the NERC Joint Inadvertent Interchange Taskforce (JIITF) that was handed to the IIPTF as the basis for final development of an Inadvertent Interchange settlement standard compatible with economic and market efficiency, in particular development of the energy and congestion components of the JIITF's 3-part price for Inadvertent Interchange.  My August 2004 Public Utilities Fortnightly article http://www.naesb.org/pdf/weq_iiptf102704w7.pdf presents the JIITF result complete with energy and congestion pricing on a sound economic basis of local single cost or price, and a much simplified version http://www.naesb.org/pdf/weq_iiptf050504w1.pdf of the JIITF's Frequency Contribution Component of Inadvertent.

While the Option 1 Inadvertent Interchange Payback standard here being proposed and commented treats 97% of Inadvertent Interchange or the value of Inadvertent Interchange no differently from the current Version 0 standard deemed inadequate enough to prompt formation of and two years of work by the IIPTF, the financial settlement mechanism for the remaining 3% makes no technical sense on the basis of recognizable economics or control engineering in my opinion as an accredited economist, applied statistician and electric reliability expert.

Accordingly, the IIPTF should be recharged with implementing the NERC JIITF whitepaper.
General Response: Mr. Blohm has been a valuable participant in the task force since it's inception. The comments he has provided have been debated throughout the body of work of the task force, many of which were motioned and voted on. As such, and with all due respect, the record of the task force has already spoken to the questions asked.
�What is meant by type?





