Issues to Test for NAESB Appropriateness


In every discussion of gas-electric interaction in the Northeast, it is clear that there are many issues important to both industries.  These issues are uniformly important to the success of gas-fired generation.  However, the limited time and resources available to NAESB require that an increasing degree of focus on certain issues be sought, in a way that everyone’s voice can be heard, but that the NAESB focus remains where it can be the most useful.  

Thus, it is worthwhile to identify categories of issues, in order to begin the analysis as to whether NAESB has a role.  For some issues, it will be clear that policy makers or companies themselves must address them, but that it is inappropriate for NAESB to do anything.  For others, NAESB may well have a valuable role in constructing agreed-upon mechanisms to allow the gas-electric interface to work better.  

The four issue categories on the following page, with their explanations, are offered as a first step in this analysis.  It would be useful for the Gas-Electric Interdependency Task Force to use such a categorization as a way of organizing the issues raised by both gas and electric quadrant members, so that the most intense efforts and discussions can focus on the issues where NAESB can play a meaningful and appropriate role.  

It should be emphasized that the four suggested categories are a starting point—the Task Force itself should ultimately decide what the categories should be, as long as there are not too many to help the discussion.

Inadequate Physical Capacity in New York and New England.

Many analyses show a level of pipeline capacity in the New York and New England regions that is inadequate to cover the peak behavior of the gas market.  Multiple projects have been proposed to deal with this, but delays in authorization and local resistance have caused them not to be in place yet.  However, even a full authorization and construction of such constraint-relieving projects would not create any capacity rights for generators who have not committed to firm capacity.
Generator Economics that Preclude Committing to Firm Transport.

The reason many gas-fired generators do not commit to their own firm pipeline transportation capacity is that such a commitment is simply too expensive.  Pipeline capacity that costs 70¢ if fully utilized (a typical level for the Northeast) costs $8.40 if it is only used for 30 days.  The problem is that the capacity must be paid for throughout the year, even if it is only needed for short periods.  For a market-sensitive generator, adding $8.40 to its fuel cost is unacceptable.  However, it is worth exploring whether there are institutional factors in the electric industry that exacerbate this economic constraint.  Such factors are being explored in a separate paper.
The Efficient Utilization of the Capacity that is There, and that is Committed to Shippers.

On a peak day, all the firm capacity in the Northeast is fully utilized by the firm shippers who committed to it.  Thus, if a generator has relied on interruptible pipeline capacity or on capacity released by another firm shipper, to deliver its generation fuel, such capacity will not be there when the firm shippers are experiencing peak loads.  However, an orderly system for identifying when firm shippers have begun to experience some capacity slack, and for quickly redistributing capacity to keep key generators running (with the agreement of shippers and their regulators, and with compensation for the use of their capacity) could be worth investigating.  Similarly, any mechanical discontinuities between the industries must be explored, if it affects the efficient availability of pipeline capacity.  Current efforts to address Energy Day are a good example of the necessary reaction to this type of issue.
Alternative Structures for Providing Some Capacity Insurance for Generators.

It is economically unacceptable for a generator to commit to enough year-round firm pipeline capacity to cover its entire fuel requirement.  That is, a generator with a 50 MDth/day fuel requirement often cannot afford to sign up for 50 MDth/day of firm capacity.  However, it is worth exploring whether structures and mechanisms could be put in place to allow multiple generators to commit to some firm capacity, such that the capacity could be traded around among the generators as needed.   That is, 10 generators, with a total requirement of 500 MDth/day, might combine to sign up for 50.    They would then use the 50 MDth/day to “plug gaps” in capacity coverage for all of them, to supplement the capacity available from interruptible or released capacity.  

Added Section

Pipeline Capacity Purchases by Federal, State or ISO organizations.  

Is it worth exploring the concept of a full or partial socialization of new pipeline capacity costs through Federal, State or ISO purchases?  Regional gas capacity constraints could be reduced or eliminated through a centralized, large-scale approach to pipeline capacity procurement.  Both electric and natural gas customers could potentially benefit.  The purchase of the full capacity of new pipelines would eliminate the current disincentive to build new capacity.  Governmental bond financing and the low risk associated with a single government customer could greatly reduce the per-unit cost of the capacity.  The pipeline could be built and operated by existing pipeline companies. There are a number of precedents for this socialization concept in the power industry.

· Municipal utilities provide similarities in the concept of governmental entry into energy markets.  Most municipal utilities are justified with the real or perceived inability or refusal of the private sector to provide reliable and economic utility service.  

· The Federal government already owns and operates electric transmission and generation in a number of locations in the U.S., in quantities sufficient to dictate or significantly impact market pricing of transmission. 

· While still unresolved and very contentious, the ISOs and FERC have already recognized the possible need to dictate when and where future electric transmission will be built.

