April 18, 2000

David P. Boergers

Secretary

Federad Energy Regulatory Commission
888 First Street, N.E.

Washington, DC 20426

Re East Centrd AreaReiability Council, et dl.
Docket No. ERQO-

Dear Mr. Boergers.

Endosad for filing by the East Centra Area Reliability Council (“ECAR”), on behaf of
Allegheny PowerY, American Electric Power Co., Big Rivers Electric Corp., Cinergy Corp.,
Consumers Energy Co., The Dayton Power and Light Co., The Detroit Edison Co., Duguesne Light
Co., East Kentucky Power Cooperative, Inc., FirstEnergy Corp., Hooser Energy REC, Indianapolis
Power and Light Co., LG& E Energy Corp., Northern Indiana Public Service Co., Ohio Valey Electric
Corp., and Southern Indiana Gas and Electric Co., are an origind and six copies of the “ Inadvertent
Settlement Tariff.”

Pursuant to Rule 205 of the Rules of Practice and Procedure of the Federal Energy Regulatory
Commission (*FERC” or “Commission”), 18 C.F.R. § 385.205 (1997), ECAR hereby requests that
the Commission approve the Inadvertent Settlement Tariff (“Tariff”) as described herein.y The Taiff is
intended to obligate each Party to make payment and to entitle each Party to receive compensation for
Inadvertent Interchange from each other Party pursuant to ECAR’s Inadvertent Settlement Procedure.
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Allegheny Power is comprised of Monongahela Power Company, The Potomac Edison
Company, and West Penn Power Company.

L]

Asto the three Control Areasin ECAR that are not subject to FERC jurisdiction under
Sections 205 and 206 of the Federal Power Act (“FPA”); Big Rivers Electric Corp.,
East Kentucky Power Coop. and Hoosier Energy REC, thisfiling is being made soldy
for informational purposes and is not intended in any way to subject them to such
jurisdiction.



Because ECAR is avoluntary organization, with no direct lega authority to compe adherence
to reliability standards, ECAR and its members must rely on FERC to balance commercia needs,
religbility, equity, and lega and policy objectives in restructured transmission markets. For these
reasons, ECAR has devel oped an Inadvertent Settlement Procedure for its Control Aress.

Given that the ECAR Inadvertent Settlement Procedure was adopted through an extensive
process in which al ECAR members were able to voice their concerns with the proposed procedures,
and dl ECAR Control Areasto which the Inadvertent Settlement Procedure will initidly apply have
joined in thisfiling, ECAR respectfully requests that the Commission waive its notice requirements and
any other requirements of its Rules and Regulations to which thisfiling may not comply and accept this
Taiff for filing to be effective as of June 1, 2000 for the 2000 pesk summer season. ECAR believes
that good cause exigts for the granting of such waiver. ECAR anticipates that the Inadvertent Settlement
Procedure will play acriticaly important role in maintaining the reliability of the Eastern Interconnection
over this summer’s peak season. Without such a procedure in place, ECAR believes that serious
reliability problems are possible.

Sincerdy,

Deborah A. Moss
Counsd for East Centrd
Area Rdiability Council

Enclosures
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INTRODUCTION AND SUMMARY

ECAR isone of the ten Regiond Rdiahility Councils of the North American Electric
Rdiability Council (*“NERC”). ECAR was established in 1967 to augment the rdiability of its members
electricity supply systems through coordination of the planning and operation of the members
generation and transmission facilities. ECAR’s membership includes 29 mgor eectricity suppliers
located in nine east- centrd states serving more than 36 million people. ECAR encompasses 15 Control
Aressdl of which have agreed to participate in this filing.¥

Membership in ECAR isvoluntary, and the current Full Members are those utilities
whose generation and transmission have an impact on the reliability of the interconnected electric
gysemsin the Region. Smdl dectric utilities, IPPs, marketers who are active within the Region, and
Full Members of other NERC Regions participate as Associate Members. The ECAR organization is
comprised of an Executive Board, a Coordination Review Committee, a Market Interface Committee,
nine technica advisory pands, and various working groups. Over 250 individuds drawn from dl the
Region’s members participate in carrying out the Region’s reliability misson. A amal permanent staff
located in Canton, Ohio provides coordination and technical support of the Region’s activities.

A dramatic transformation of the bulk eectricity market in North America has taken
place in ardaivey short period of time. The volume of wholesde trading has increased markedly,

perhaps as much as ten-fold, as has the transactiond complexity associated with ddlivering dectricity

g Allegheny Power, American Electric Power Co., Big Rivers Electric Corp., Cinergy
Corp., The Dayton Power and Light Co., Duquesne Light Co., East Kentucky Power
Cooperdtive, Inc., FirstEnergy Corp., Hooser Energy Rec Inc., Indianapolis Power
and Light Co., LG&E Energy Corp., Michigan Electric Coordinated Systems
(Consumers Energy Co. and The Detroit Edison Co.), Northern Indiana Public Service
Co., Ohio Vdley Electric Corp. and Southern Indiana Gas and Electric Co.



from sdller to buyer. Therapidly changing market conditions and the new rules established by the
Commission present sgnificant challenges to the dectricity industry asit attempts to devise new way's of
doing business that fully accommodate the needs of many differently situated market participants. There
is no chalenge more important than assuring system reliahility.

Under awhally verticaly integrated structure, a system of voluntary cooperation and
collaboration was able to ensure reliable operation of the dectric grid. Indeed, that system served the
nation extraordinarily well in ensuring both the adequacy and security of the eectric power ddivery
system. As competition grows, however, and many new entities enter the market, it has become
increasingly gpparent that the industry can no longer rely on avoluntary gpproach for rdiability
management. |n a competitive eectric industry, the reliability rules of the road which govern dl market
participants should be clear, and gpplied uniformly and comparably. To ensure compliance with the
reliability rulesrelated to Inadvertent energy, some form of mandatory Inadvertent Settlement Procedure
isneeded. To maintain equity and comparability and to resolve disputes, review by an agency such as
this Commisson is aso needed.

Asthe Commission is no doubt aware, from July 22, 1999 through July 30, 1999, the
wesather across the Eastern Interconnection reached record levels and electrica demand and
transmission line flows were correspondingly high. There were extended periods when the frequency of
the Eagtern Interconnection was sgnificantly below the standard of 60 Hz. During thistime, hourly

markets were reported to have hit their highest pesk ever, reaching at least $9,0000MWh.Y

¥ Cinergy’s Brazen Taking From Grid Stuns Market, Prompts Drive For Pendties;
Power Markets Week, November 22, 1999.




Initsreview of the reiability impacts of the performance of the ECAR Control Aress
during the period from July 22, 1999 through July 30, 1999, ECAR believes that a small number of its
Control Aress did not conform to NERC Policies and ECAR Documents and that the actions of one
Control Areajeopardized the reliability of the interconnected network through its use for its own
economic gain of “inadvertent” interchange.

Because such unacceptable performanceislikely to reoccur as long as there are no
financid disncentives for doing so, ECAR has worked to develop a mandatory |nadvertent Settlement
Procedure that will grestly reduce, if not eiminate, any incentive that may have existed for ECAR
Control Areasto take power off the grid without paying the true market value for that power. This
Inedvertent Settlement Procedure, which will continue to evolve with the market, is the result of those
efforts. Absent implementation of the ECAR Inadvertent Settlement Procedure this summer, religbility
will be at risk. Moreover, the ECAR Inadvertent Settlement Procedure is the only approach to dedl
with Inadvertent Interchange currently under consideration before ECAR. While modifications to this
procedure may be forthcoming, there is broad support for the overdl approach embodied in the ECAR
I nadvertent Settlement Procedure, and no currently implementable dternative has been developed to

date.

. DESIGNATION OF REPRESENTATIVESFOR SERVICE
The names and mailing addresses of the persons who should be served with

communications concerning this filing and dl future maitersin this proceeding are:



Deborah A. Moss
Counsd for East Central
Area Rdiability Council
Suite 100

1016 16th Street, N.W.
Washington, DC 20036
Phone: (202) 293-5795
Fax:  (202) 293-5367

Karl V. Pfirrmann

Vice President

Allegheny Power

800 Cabin Hill Drive
Greensburg, PA 15601-1689
Phone: (724) 838-6543

Fax:  (724) 830-5745

Travis D. Houdey

Vice Presdent, System Operations
Big Rivers Electric Corp.

201 Third Street (42420-2979)
PO Box 24

Henderson, KY 42420-0024
Phone: (270) 827-2561 x2218
Fax:  (270) 827-9336

Charles V. Waits
Director, Wholesale Power
TransactionsPlanning
Consumers Energy Company
1945 W Parnall Road
Jackson, M1 49201-8642
Phone: (517) 788-1625
Fax:  (517) 788-5882

Joseph L. Welch

Manager, Tranamisson

The Detroit Edison Company
2000 Second Avenue

Tom Kraynak
Manager, Operations and Resources

East Centrd Area Rdiability Council

220 Market Avenue South
Suite 501

Canton, OH 44702
Phone: (330) 580-8004
Fax:  (330) 456-3648

Bernie M. Pasternack

Manager, Transmisson Planning

American Electric Power
700 Morrison Road
Gahanna, OH 43230
Phone: (614) 883-7600
Fax: (614) 883-7676

Ron C. Snead

Manager

Cinergy Corp.

139 E Fourth Street (45202-4003)
PO Box 960

Cincinnati, OH 45201-0960
Phone: (513) 287-2501

Fax:  (513) 287-2698

Hertzdl H. Shamash

Manager of Resource Planning
The Dayton Power and Light Co.
1065 Woodman Drive

Dayton, OH 45432

Phone: (937) 259-7174

Fax:  (937) 259-7385

Bob G. Burner

Senior Conaultant
Duqguesne Light Company

411 - Seventh Avenue (15219)



Detroit, Ml 48226-1279 411 Seventh Ave MD 10-456

Phone: (313) 235-8300 Pittsburgh, PA 15230
Fax:  (313) 235-6495 Phone: (412) 393-6513
Fax:  (412) 393-6018
Paul C. Atchison Charles A. Roteck
Vice Presdent, Power Déelivery Manager, Transmisson Planning
East Kentucky Power Coop., Inc. & Protection
4775 Lexington Road  (40391-9709) FirstEnergy Corp.
PO Box 707 76 SMain Street
Winchester, KY 40392-0707 Akron, OH 44308
Phone: (859) 744-4812 x506 Phone: (330) 384-5550
Fax:  (859) 744-6008 Fax:  (330) 384-5349
Dave W. Sandefur A. Alan Holt
Manager, Planning Services Manager, Bulk Power Services
Hooser Energy Rec Inc Indiangpolis Power and Light Co
7398 N State Rd 37 (47404) 1230 W Morris St
PO Box 908 Indianapolis, IN 46221
Bloomington, IN 47402-0908 Phone: (317) 261-8527
Phone: (812) 876-0267 Fax:  (317) 630-5787
Fax:  (812) 876-5030
Dan Becher Bob R. Kramer
Director, Electric System Manager, Technica Support
Operating Center Northern Indiana Public Service Co.
LG&E Energy Corp. 801 E 86th Avenue
119 North Third St - Waterside (40202) Merillville, IN 46410
PO Box 32020 Phone: (219) 647-5500
Louiville, KY 40232-2020 Fax:  (219) 647-5517

Phone: (502) 627-2030
Fax:  (502) 627-4716

Bob J. Mattey Ron G. Jochum
Superintendent, Electrica Operations Vice Presdent and Director



Ohio Vdly Electric Corp. Power Production

Martin Marietta Main Access Road Southern Indiana Gas & Electric Co.
PO Box 468 20 NW Fourth St (47741-0001)
Piketon, OH 45661-0468 PO Box 569

Phone: (740) 289-7217 Evansville, IN 47704-0569

Fax:  (740) 289-7285 Phone: (812) 491-4769

Fax:  (812) 465-4114
ECAR requests that the above names be placed on the Commisson’s officid servicelig in this

proceeding.

[1I.  BACKGROUND AND DESCRIPTION OF THE INADVERTENT SETTLEMENT
PROCEDURE

A. | ntroduction
The problem of Inadvertent Interchange is one that can only be addressed on aregion-

wide bass, at aminimum. It isnot a problem that is susceptible to Control Area specific solutions.
Further, because of the significant economic benefits that are associated with negative | nadvertent
Interchange, (i.e., taking power off the grid without paying the true market vaue for that power) a
voluntary solution to this problem will not work in today’ s competitive marketplace. A mandatory
procedure is necessary. The ECAR Inadvertent Settlement Procedure provides a mechaniam for
dedling with Inadvertent Interchange that jeopardizes the rdiability of the Eastern Interconnection and

would gpply, initidly, to Control Areaswithin ECAR.Y By applying the Inadvertent Settlement

2 Although this Taiff filing is being made soldly on behdf of the Control Areaswithin
ECAR, the Inadvertent Settlement Procedure can and, ECAR believes, should apply to
al Control Aressin the Eagtern Interconnection. As such, ECAR invitesdl Control
Areas outsde of ECAR, but within the Eastern Interconnection, to participate in this

I nadvertent Settlement Procedure.



Procedure, the economic incentive to incur negative Inadvertent Interchange is removed in an equitable
and non-discriminatory manner.

B. The Physical Nature of the Electric System

The dectric supply and ddivery system in the U.S. and Canada is composed of four
Interconnections -- Eastern, Western, ERCOT, and Hydro-Québec. Each Interconnection consists of
myriad generators and loads that are connected by a network of transmission lines and related
equipment (transformers, circuit bregkers, and the like). “Network” isakey word in this description,
because the generators and loads are not connected one-on-one, but are instead tied to each other over
acommon grid of wires that are continuoudy and contiguoudy connected within the Interconnections
borders. This network characterigtic of the transmisson system is one of the important factors that
contributes to the high reliability of the dectricity supply systems found in much of the world.

This network congtruction aso means that controlling eectricity flows over a particular
trangmisson line is currently dmaost impossible because power flows digtribute over the entire
transmission network according to physical laws that areirrefutable? The actua power flow at any

ingtant over any particular tranamission line is dependent on three factors:

g Pursuant to Kirchhoff’s law, dectricity flowing over pardld circuits divides itsdlf
according to the inverse proportion of the impedance of the eectrica conductorsfrom
sourceto load. Furthermore, the conductor’ s impedance is not materially affected by
the power flowing over the conductor. While phase shifting transformers and such other
devices afford some such control, relatively few such devices are in sarvice.,



1 The magnitude and pattern of generation in the Interconnection (where
the eectricity is being produced, aso known as “dispatch”);

2. The magnitude and pattern of the load in the Interconnection (where the
eectricity is being used); and

3. The impedance (resstance) of the transmisson line, which is determined
by theline' s physica characteritics.

C. | nadvertent | nter change

Inadvertent Interchange is the difference between the Control Area’s Net Actua
Interchange and Net Scheduled Interchange. One hour isthe smdlest increment over which Inadvertent
Interchange is commonly measured, and is termed Hourly Inadvertent Interchange. Negative vaues of
| nadvertent Interchange denote a condition of undergeneration and positive vaues denote
overgeneration. Net Actud Interchangeisthe agebraic sum of al metered interchange with physicaly
adjacent Control Areas. Net Actud Interchangeis positive for power leaving (delivered) a Control
Area and negative for power entering (received) a Control Area. Net Scheduled Interchange is the net
of al Interchange schedules with al adjacent Control Areas. It is, in essence, the scheduled interchange
within the I nterconnection.

Inadvertent I nterchange can occur unintentionaly as aresult of control equipment
malfunctions, telemetry errors, improper frequency bias settings, scheduling errors, inadequate
generation under automatic control, genera control performance deficiencies, or other factors
contributing to inadequate control performance. Inadvertent Interchange can aso occur intentionaly
when a Control Areachoosesto pull power that does not belong to it off the interconnection rather than

purchasing additiona power when market prices are high.



| nadvertent Interchange can cause transmission system loading to reach unsafe
operating limits, which may require curtallment of scheduled transmission uses or reauthorization of non
firm transmission to higher priority usesto prevent further loading of the constrained facilities. Asthe
volume of unscheduled interchange increases, the amount of interchange available to maintain rdiability
and reduce transmisson overloads decreases because unscheduled interchange is not part of the known
interchange. These Stuaions must be minimized to maintain rdiability.

D. Deve opment of the ECAR | nadvertent Settlement Procedure

During July 22, 1999 through July 30, 1999, there were extended periods when the
frequency of the Eastern Interconnection was significantly below the standard of 60 Hz. To determine
the cause of thislow frequency situation, NERC' s Performance Subcommittee requested Area
Interchange Error (“AIE”) surveysfor nine pesk hours during this period? For the ECAR Control
Aress, the results of this NERC survey indicate that at least one ECAR Control Area used the Eastern
I nterconnection as a supplemental resource. This sustained dependency over a substantial period was
the mgor contributor to the low frequency experienced by the Eastern Interconnection during this
period. The absence of any procedure to require payment for such inadvertent interchange, coupled
with atop price of power of at least $9,000/MWh during this period, resulted in some Control Areas
taking tens of millions of dollars worth of power a sgnificantly lower than market cost while others

purchased power at very high market prices in order to comply with NERC Policies and ECAR

v Attachment A.



Documents? Clearly, thisis a strong economic incentive to disregard NERC Policies and ECAR
Documents, jeopardizing the reliability and integrity of the Eastern Interconnection, rather than adjusting
generation, scheduled interchange or load.

If, in the future, other Control Areas follow this bad example by deciding that it is good
economic policy to intentiondly “lean on thetie lines’ when power purchases are codtly, the rdiability of
the Eastern Interconnection isin serious jeopardy. To address this serious rdiability Situation, the

ECAR Executive Board adopted a resolution that called for ECAR, among other actions, to develop a

1%

In particular, there is an incentive to disregard NERC Policy 5 and ECAR Documents 2
and 3. For example, NERC Policy 5 requires that a Control Areawhich has
experienced an operating capacity emergency to promptly balance its generation and
interchange schedules to its load, without regard to financid cogt, to avoid prolonged
use of the assstance provided by Interconnection frequency bias. The emergency
reserve inherent in frequency deviation is intended to be used only as atemporary
source of emergency energy and isto be promptly restored so that the interconnected
systems will be prepared to withstand the next contingency. A Control Area unable to
bal ance its generation and interchange schedules to its load has the responsibility to
remove sufficient load to permit correction of its Area Control Error.

10



mechanism for dedling with Inadvertent flows that jeopardize the rdiability of the Interconnection by the
summer of 20002

A resolution was aso introduced by the MAIN Rdiability Council at the November 16
- 17, 1999 NERC Security Committee meeting requesting NERC to monitor, in red time, the Area
Control Error of every Control Areain the Eastern Interconnection. Poor performance during the AIE
survey period was given as a primary reason such monitoring is needed. The NERC Security
Committee adopted this resolution and assigned it to the NERC Performance Subcommittee for
implementation.

The task of developing ECAR’ s Inadvertent Settlement Procedure was delegated to the
Inadvertent Payback Task Force by the ECAR Executive Board. Input on all aspects of the initid
proposa that was developed by this Task Force was solicited from the Executive Board, the
Coordination Review Committee, and the Market Interface Committee, dl of which are made up of
individuas drawn from dl the Region’s members. Numerous changes to the initid proposa were made
asaresult of suchinput. ECAR believesthat, given the input it has dready sought and obtained on the
I nadvertent Settlement Procedure from the various ECAR member representatives, and the support of
the ECAR Control Areasto which the Inadvertent Settlement Procedure would initidly apply, it can be
said to represent a reasoned and well-supported gpproach to developing ardiability safeguard that
makes sense and is equitable and workable.

E. How the | nadvertent Settlement Procedureis | mplemented

¥ Attachment B.
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The Inadvertent Settlement Procedure is triggered whenever the hourly average Eastern
I nterconnection Frequency, as determined by American Electric Power Service Corporation’s (“AEP”)
Control Area dispatchers, has been below 59.97 Hz for two successive hours?  The Inadvertent
Settlement Procedure will be in effect for the first hour that the hourly average Eastern Interconnection
Frequency is below 59.97 Hz and will stay in effect until the average Eastern Interconnection frequency
recoversto 59.98 Hz. However, because it isadifficult and time-consuming accounting task to baance
| nadvertent Interchange in the Eastern I nterconnection, payment/compensation will not be computed by
ECAR until the Inadvertent Interchange accounts are balanced and agreed to by al ECAR Control
Areas.

Once the Inadvertent Interchange is balanced by the NERC Performance
Subcommittee using standard NERC Inadvertent Interchange baancing procedures, ECAR will request
hourly scheduled Interchange and hourly actud Interchange data from dl ECAR Control Areasfor the
period during which the Inadvertent Settlement Procedure was in effect.

Usng this data, ECAR will establish which Control Areas were short and which Control
Areas were long within ECAR for dl hours during which the Inadvertent Settlement Procedure was in
effect. A Short Party isa Control Areathat has negative Inadvertent Interchange and whose
Inadvertent Interchange for the hour islessthanits-Lio. A Long Party isaControl Areathat hasa

pogitive Inadvertent Interchange for the hour.

o AEP is the designated Eastern I nterconnection monitor pursuant to NERC Policy 1.

12



ECAR will then establish proportionally the number of MW to be assgned to each
Long Party from each Short Party. If the sum of the short positionsis greater than the sum of the long
positions, the Inadvertent Interchange of the Short Parties will be reduced pro-rata to match the sum of
the long positions being compensated (ECAR Control Areas with positive Inadvertent Interchange
would be made whole on MWHh). If the sum of the long positionsis greater than the sum of the short
positions, the positive Inadvertent Interchange of the Long Parties will be reduced pro-rata to match the
sum of the short positions (ECAR Control Areas with pogitive Inadvertent Interchange will be
compensated for their MWh's up to the total of the negative Inadvertent within ECAR).

All ECAR Payment/Compensation Caculaionswill be made using the higher of the
Long Party’ stop incrementa cost (i.e., highest purchase price for power or highest generating unit cost)
or its highest sales price during the applicable hour, plus a 10% adder to incent appropriate behavior, as
the price of power for each hour when the Inadvertent Settlement Procedureisin effect. Thisdollar
amount will be offset, using $15/MWh as the price of power when it is repaid in kind to the
interconnected system, to reflect existing NERC Energy Settlement Procedures. Absent dispute, there
will be no price discovery. Price verification/documentation will remain confidential among Short and
Long Parties. Sample Payment/Compensation Caculations for one hour under the Inadvertent
Settlement Procedure are provided in Attachment C.

ECAR will provide its Inadvertent Payback Payment/Compensation Calculationsto the
ECAR Control Areaswithin 20 business days after NERC baances the Inadvertent Interchange for the

month in which the Triggering Event occurred.

13



V. COMMISSION INVOLVEMENT IN DISPUTE RESOLUTION

The Inadvertent Settlement Tariff requires Parties to use the ECAR Dispute Resolution
Procedure, which is attached hereto as Attachment D in the event of any disputes arising with respect to
gpplication of the Inadvertent Settlement Procedure. In other words, if ECAR determinesthat a
Control Areais due compensation or should be assessed payment pursuant to the Inadvertent
Settlement Procedure, that Control Areamay chdlenge such determination through ECAR’s Dispute
Resolution Procedure.

The ECAR Dispute Resolution Procedure cals for mandatory mediation before a
mediator that is gppointed by the Chair of the Executive Board. Binding arbitration is voluntary, and
may be undertaken only after mediation, if necessary. Where an entity subject to FERC jurisdiction
under FPA sections 205 and 206 isinvolved, either party may gpped adecison of the arbitrator to the
Commission.y Given the absence of any discretion in ECAR’ s Payment/Compensation Calculations,
ECAR would not expect that the Commission would be caled on to hear many appeas of ECAR's

determinations under the Inadvertent Settlement Procedure

w Other Parties would be able to challenge decisions of arbitratorsin a cout of competent
jurisdiction.

12 | ssues related to the reasonableness of the underlying Inadvertent Settlement Procedure
would not properly be the subject of such appeals. Any person concerned that the
Inadvertent Settlement Procedureis not just and reasonable can make his or her views
known to the Commission in connection with the Commisson’s consderation of this
Taiff, and in the future would be free to file a complaint with the Commission under
Section 206 of the FPA.

14



V. CONCLUSION

For the reasons stated herein, the ECAR respectfully requests that the Commission
issue an order gpproving this Inadvertent Settlement Tariff. ECAR aso respectfully requests thet the
Commission waive its notice requirements and any other requirements of its Rules and Regulations to
which thisfiling may not comply and accept this Tariff for filing to be effective as of June 1, 2000 for the
2000 peak summer season. ECAR believesthat good cause exists for the granting of such waiver.
ECAR anticipates that the Inadvertent Settlement Procedure will play a critically important rolein
maintaining the reliability of the Eastern Interconnection over this summer’s pesk season. Without such

aprocedure in place, ECAR believes that serious reliability problems are possible.

Respectfully Submitted,

By

Deborah A. Moss

Suite 100

1016 16th Street, N.W.
Washington, DC 20036
Phone: (202) 293-5795

Counsd for East Centrd
Area Rdiability Council

April 18, 2000
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ARTICLE 1 - GENERAL PURPOSES
The purpose of this Tariff is to set forth the terms and conditions obligating each Short Party to
make payment and entitling each Long Party to receive compensation for Inadvertent Interchange
to/from each other Party pursuant to ECAR’ s Inadvertent Settlement Procedure.

ARTICLE 2 - DEFINITIONS

The following words and terms as used herein shal be understood to have the meanings set forth below.

21

2.2

2.3

24

2.5

2.6

2.7

2.8

29

2.10

“Area Control Error” (ACE) means the instantaneous difference between actual and scheduled
interchange.

“Commission” or “FERC” means the Federd Energy Regulatory Commission or such successor
regulatory agency as may have jurisdiction over this Tariff.

“Control Ared’ means an eectric system bounded by interconnections (tie-lines) metering and
telemetry which controlsgeneration directly to maintainits | nterchange Schedule with other Control
Areas and contributes to frequency regulation of the Interconnection.

“ECAR’ meansthe East Centrd Area Rdiahility Coundl.

“ECAR Inadvertent Settlement Procedure’” means the payment/compensation mechanism that has
been developed by ECAR to remove the economic incentive to incur negative Inadvertent
Interchange.

“Eligible Entity” means any Control Areain the Eastern Interconnection.

“Energy” means the amount of dectric energy that a Party is Long or Short in any hour or in the
aggregate.

“Inadvertent Interchange’” meansthe difference between aControl Area’ sNet Actua Interchange
and Net Scheduled Interchange. Negativevauesof | nadvertent Interchange denotesacondition of
undergeneration and positive Inadvertent Interchange denotes a condition of overgeneration

“Interconnection” means any one of the three bulk dectric system networks in North America:
Eastern, Western, and ERCOT.

“L10" meansthe Control Areaperformance boundsset for each Control Areaby NERC. AnACE
above +L o or below -L 0 is non-compliant to CPS2.

1 April 18, 2000



211

212

213

214

2.15

2.16

217

31

4.1

“Long Party” means a Control Areawith Positive Inadvertent Interchange for the hour.
“NERC” means the North American Electric Religbility Council.

“NERC Control Performance Standard” (CPS2) means the NERC requirement that a Control
Ared s average ACE for each of the six ten-minute periods during an hour be within its Lyo.

“Party” or “Parties’ meansaControl Areathat has an Inadvertent Settlement Tariff on filewith the
Commission.

“Payment/Compensation Caculations’ means the determinations, by ECAR, of the number of
MWsto be assigned to each Long Party from each Short Party pursuant to ECAR’ s Inadvertent
Settlement Procedure.

“Short Party” means a Control Areawith Inadvertent Interchange of less than -L,, for the hour.
“Triggering Event” means when the hourly average Eastern Interconnection Fregquency, as
determined by American Electric Power Service Corporation’ s Control Areadispatchers, hasbeen
below the 59.97 Hz for two successive hours.

ARTICLE 3 - APPLICABLE INTERCHANGE

| nadvertent |nterchange

This Tariff shal apply soldy to Inadvertent Interchange transactions for which payment must be
made or compensation is due pursuant to the ECAR Inadvertent Settlement Procedure.

ARTICLE 4 - OPERATION OF ECAR'S
INADVERTENT SETTLEMENT PROCEDURE

Triggering Events

The Inadvertent Settlement Procedure is triggered whenever the hourly average Eagtern
Interconnection Frequency, as determined by American Electric Power Service Corporation’s
(“AEP") Control Area dispatchers, has been below 59.97 Hz for two successive hours? The
Inadvertent Settlement Procedure will bein effect for the first hour that the hourly average Eastern
Interconnection Frequency is below 59.97 Hz and will stay in effect until the average Eagtern
Interconnection frequency recovers to 59.98 Hz. However, because it is a difficult and time-

= AEP is the designated Eastern Interconnection monitor pursuant to NERC Policy 1.
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4.2

4.3

4.4

consuming accounting task to balance Inadvertent Interchange in the Eastern Interconnection,
payment/compensation will not be computed by ECAR until the Inadvertent Interchange accounts
are balanced and agreed to by adl ECAR Control Aress.

Short and Long Party Determinations

Once the Inadvertent Interchange is baanced by the NERC Performance Subcommittee using
gandard NERC Inadvertent Interchange baancing procedures, ECAR will request hourly
scheduled Interchange and hourly actua Interchange data from adl ECAR Control Areas for the
period during which the Inadvertent Settlement Procedure was in effect. Using this data, ECAR
will establish which Contral Areas are short and which Control Areas are long within ECAR for
each hour during which the Inadvertent Settlement Procedure was in effect. A Short Party isa
Control Areawhose Inadvertent Interchange is negative and is less than its -L, for the hour. A
Long Party isa Control Areathat has a positive Inadvertent Interchange for the hour.

ECAR Payment/Compensation Caculations

ECAR will then establish proportionaly the number of MW to be assigned to each Long Party from

each Short Party. If the sum of the short positionsis greater than the sum of thelong positions, the
I nadvertent Interchange of the Short Parties will be reduced pro-ratato match the sum of thelong
positionsbeing compensated (ECAR Control Areaswith pogitive I nadvertent Interchangewould be
made whole on MWh). If the sum of the long pogtions is greater than the sum of the short

positions, the pogtive Inadvertent Interchange of the Long Parties will be reduced pro-rata to

match the sum of the short positions (ECAR Control Areas with positive Inadvertent Interchange
will be compensated for their MWh's up to the totd of the negative Inadvertent within ECAR).

Podtive |nadvertent Interchange Pricing

All Payment/Compensation Cdculations will be made using the higher of the Long Party’s top
incrementa cost (i.e., highest purchase pricefor power or highest generating unit cost) or itshighest
sales price during the gpplicable hour, plus a 10% adder to incent appropriate behavior, as the
price of power for each hour when the Inadvertent Settlement Procedure isin effect. Thisdollar
amount will be offset, using the $15/MWh as the price of power when it isrepaid in kind to the
interconnected system, to reflect existing NERC Energy settlement procedures. Absent dispute,
there will be no price discovery. Price verification/documentation will remain confidentia among
Short and Long Parties.  Sample Payment/Compensation Calculations for one hour under the
| nadvertent Settlement Procedure are provided in Attachment C.
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5.1

5.2

5.3

5.4

5.5

ARTICLE 5 - RECORDS, BILLING AND PAYMENTS
Records

All Parties shal keep such records as may be needed to afford a clear history of al transactions
under this Tariff. The originds of al such records shdl be retained by the Party developing the
origind records and copies shdl be ddlivered to the other Party upon request.

Billing Record

Unless otherwise agreed upon, the calendar month shdl be the standard billing period for dl
settlements under this Tariff. ECAR will provide its Payment/Compensation Calculationsto each
Party within twenty (20) businessdays after NERC ba ancesthe | nadvertent for the month inwhich
the Triggering Event occurred.

Timdiness of Payment

Unless otherwise agreed upon, al billsfor Negetive Inadvertent Interchange under this Tariff shall
be due and payable on the tenth (10) day from the date of rendering abill, or the first banking day
thereafter if the payment day falson other than abanking day. Payment of such billsshall be made
by eectronic trandfer or by such other means as shdl cause such payment be avallablefor theuse
of the payee on or before the date due. Interest on unpaid amounts shall accrue from the date due
until the date upon which payment is made, a an annud percentage rate of interest equd to the
lesser of (i) the prime rate published by the Wall Street Journal (which representsthe baserate on
corporate loans posted by at least 75% of the nation’ s banks) on the due date, plus 2%, or (ii) the
highest rate permitted by law.

Disouted Bills

In the event a Short Party wishesto contest aportion of abilled amount, said Short Party shdl pay
the portion of the bill that is not being contested, pursuant to Subsection 5.3 above. Interest shdl
accrue on the unpaid portion of the bill at the rate specified in Subsection 5.3 while resolution of
contested amounts is pending. Either Party may seek resolution, pursuant to the provisons of
Article 5.3 of any disputes which cannot be resolved in the norma course of business.

Billing Adjusments

Other than as required by law or regulatory action, requests by either Party for refunds on or
adjustments regarding any transaction must be made by the requesting Party within twelve (12)
months of the receipt of theinitid bill for such transaction.
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5.6

6.1

6.2

6.3

7.1

1.2

Defaults

In the event a Short Party failsto maketimely payment in accordance with this Article 5, and such
falure is not corrected within fifteen (15) calendar days after notification to cure such falure, a
default shall be deemed to exist. Upon the occurrence of adefault, al.ong Party may initiate any
regulatory or legd proceeding to enforce this Tariff.

ARTICLE 6 - DISPUTES AND DISPUTE RESOLUTION
Disputes
In the event of a dispute between a Long Party and a Short Party arisng out of or in connection

with this Tariff, the Party with a matter it wishes to dispute shdl abide by the ECAR Digpute
Resolution Procedure.

Expenses
Each Paty shdl pay for its own expenses. If there is arbitration, dl other cogts incurred in

connection with such arbitration shal be paid in equd parts by the Parties, unless the award shall
specify adifferent divison of the cogts.

Other Taiff Provisons

The Parties agreethat the provisonsof this Article 6 notwithstanding, matterswhich are the subject
of Article 7 shal not be submitted to Arbitration.

ARTICLE 7 - GENERAL

Tearm and Termination

This Taiff shal be effective as of the date specified by order of the FERC or any regulatory
authority having jurisdiction, and it shal remainin effect until terminated or superseded by an action
or notice of cancellation of the Tariff being accepted for filing by the FERC or successor regulatory
agency having juridiction.

The gpplicable provisons of this Tariff shal continue in effect after termination or cancellation
thereof to the extent necessary to provide for find hilling, billing adjustments and payments.

Regulatory Authorities
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7.3

1.4

7.5

7.6

This Taiff is made subject to the jurisdiction of any governmenta authority or authorities having
jurisdictionin the premises. Nothing contained in this Tariff shal be construed as affecting in any
way, theright of any Party to unilaterally make application to FERC for achangein rates, charges,
classfication, service or any rule, regulation or contract relating thereto under Section 205 of the
Federd Power Act and pursuant to the Commisson Rules and Regulations promulgated
thereunder, except that changes to this Tariff may only be proposed by ECAR on behdf of the
Parties thereto.

Waivers

Any waiver a any time of any rightsasto any default or other matter arisng hereunder shall not be
deemed a waiver as to any subsequent default or matter. Any deay, short of exceeding any
gpplicable gtatute of limitation, in assarting or enforcing any right hereunder shal not be deemed a
waiver of such right.

Limitetion of Ligbility

No Party hereto shdl beliablefor any consequentid, incidental, punitive or other specid damages
relating to this Tariff or any transaction hereunder.

No other entity is intended to be athird party beneficiary under this Tariff and no cause of action,
whether intort, contract, or otherwise, may be based in whole or in part upon breach of this Tariff
by any entity other than a Long Party or a Short Party.

Continuation of Tariff Provisons

If any one or more provisgons contained herein shdl be findly determined by any regulatory
authority or court of competent jurisdiction to contravene, or be invaid under, any gpplicable
provision of law, such contravention or invalidity shdl not invdidatethis Tariff, but this Tariff shdl be
congrued as if not containing such provison or provisons and the rights and obligations of the
Parties shdl be construed and enforced accordingly. In the event that an occasion shdl aise
requiring thet this Tariff be condrued as if not containing a particular provison or provisons as
aforesaid and the effect thereof shdl beto impose on any Party an obligation other than those herein
provided (except for changesin rates or charges), the Partieswill negotiatein good faith to provide
asubgtitute for such provison or provisons, but no such substitute shal be binding on either Party
unless stated expresdy in awritten document executed and delivered by each of the Partiesto such
agreement and filed with and accepted for filing by such regulatory authorities as shdl have
jurisdiction.

Written Notices
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1.7

7.8

7.9

Any written notice required or gppropriate hereunder shall be deemed properly made, givento, or
served on the Party to whichitisdirected, when sent by United States mail, postage prepaid. Any
written notice required or gppropriate hereunder may aso be sent by dectronic means.

Assgnment

Therightsof any Party pursuant to this Tariff shal not be assigned, pledged or otherwisetransferred
without the prior written consent of the other Parties. Said consent shal not be unreasonably

withheld. Intheevent of such mutualy agreed assgnment, any such assgnee or trandferee shdl be
required to assume dl of the obligations of the assignor or transferor under this Tariff pursuanttoa
written agreement which is acceptable to the non-assgning Parties.

Governing Law

The interpretation of this Tariff shal be governed by the laws of the state where the Short Party’s
corporate headquarters is located and any actions with respect thereto may be brought only in a
court of competent jurisdiction in the state where the Short Party’s corporate headquarters is
located.

Section Headings

The descriptive headings of the various Articles and Sections of this Tariff have been inserted for
convenience of reference only and shal not modify or restrict any of the terms and provisions
thereof.
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CERTIFICATE OF SERVICE

| hereby certify that | have this day served the foregoing document upon each person designated
on the officid service list compiled by the Secretary in this proceeding.

Dated at Washington, D.C. this 18th day of April 2000.

Deborah A. Moss



UNITED STATESOF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

)
East Central Area Reliability ) Docket No. ER0O-__-000
Council, et al. )
Noatice of Fling

Take notice that on April 18, 2000, the East Centrd Area Reliability Council (“ECAR”), on
behdf of Allegheny Power, American Electric Power Co., Big Rivers Electric Corp., Cinergy Corp.,
Consumers Energy Co., The Dayton Power and Light Co., The Detroit Edison Co., Dugquesne Light
Co., East Kentucky Power Cooperative, Inc., FirstEnergy Corp., Hoosier Energy REC, Indianapolis
Power and Light Co., LG&E Energy Corp., Northern Indiana Public Service Co., Ohio Vdley Electric
Corp., and Southern Indiana Gas and Electric Co., submitted for filing an Inadvertent Settlement Tariff
that isintended to obligate each Party to make payment and to entitle each Party to receive
compensation for Inadvertent Interchange from each other Party pursuant to ECAR’ s Inadvertent
Settlement Procedure. ECAR aso requests that the Commission act on thisfiling by no later than May
31, 2000, and permit the Inadvertent Settlement Tariff to go into effect by June 1, 2000 for the 2000
pesk summer season. The filing is available on the ECAR’ s web site (www.ecar.org).

Any person desiring to be heard or to protest said filing should file a motion to intervene or
protest with the Federd Energy Regulatory Commission, 888 First Street, N.E., Washington, DC
20426, in accordance with Rules 211 and 214 of the Commission’s Rules of Practice and Procedure,
18 C.F.R. 88 385.211, 385.214 (1998). All such petitions or protests should be filed on or before

. Protests will be consdered by the Commission in determining the gppropriate action to be
taken, but will not serve to make protestants participants to the proceeding. Any person wishing to
become a party mugt file amotion to intervene. Copies of thisfiling are on file with the Commission and
are available for public inspection.

David P. Boergers
Secretary
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