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Introduction

In Standards Request R04016, KeySpan Utility Services and Duke Energy Gas Transmission jointly seek development of a North American standard Energy Day that would apply to both the natural gas and electric industries and would be set on a midnight to midnight central time model.  The intent of the proposal is to facilitate the coordination of scheduling between electric generation and natural gas deliveries; i.e., to allow the electric and gas industries to coordinate fuel deliveries with generation requirements.  However, it is not clear that any change to the electric or gas Energy Days will achieve the desired outcomes.  It appears likely that any beneficial results will be marginal at best, and will be significantly outweighed by the associated costs.  Therefore, although well-intentioned, the KeySpan-Duke proposal should not be adopted, and industry participants should instead be encouraged to pursue NAESB standards for the creation of better communications, and also to ensure that proper pricing signals are conveyed for the natural gas and electric markets.

Recommendation
In furtherance of the public interest, and with the goal of fostering an even more efficient energy industry, the PSEG Companies and the NJR Companies (jointly the “New Jersey Companies”) propose that the Energy Day Subcommittee approve the following three recommendations:

A. Maintain the status quo for the respective North American natural gas and regional electric days.  Current standards for a national gas day and regional electric days remain reasonably efficient at coordinating the functions of each respective industry segment, and must therefore not be abandoned.  Additionally, it appears that the respective industry practices do not readily lend themselves to further standardization.

B. Under NAESB standard development request R04021, industry participants should pursue the creation of enhanced communication standards designed to efficiently deliver vital energy information to the intended recipients on a timely, secure, and reliable basis.  One such possible solution is to assure that generators receive notice of their winning bids for the next day prior to the nomination deadline for natural gas.

C. NAESB should develop an electric business practice standard to ensure that electric industry prices accurately and efficiently reflect the pricing of the natural gas consumed in the generation of electric power.

Electric Market Considerations

1. It is not clear what specific problem establishment of a standard Energy Day common to both the electric and gas industries is intended to address. There is a longstanding rationale for the established Gas Day, which itself is a NAESB standard. Likewise the established Electric Day represents a time-tested arrangement that accommodates regional differences, accommodates existing on and off-peak product definitions, and facilitates arbitrage that enhances both economic efficiency and reliability. Absent any compelling reason(s) to change the status quo, including a favorable cost/benefit relationship, the established electric and gas industry commercial practices should not be modified.

2. To the extent that any justification has been offered for the establishment of a standard Energy Day common to both the electric and natural gas industries, it seems to derive from a vague dissatisfaction with the manner in which the electric and gas energy industries interacted during the January 14-16, 2004 New England Cold Snap. However it has been thoroughly documented that the energy markets functioned efficiently during those stressful conditions, firm electric and gas service was not interrupted and the public health and safety was not compromised. It is particularly significant that the New England ISO Market Monitor’s “Final Report on Electricity Supply Conditions in New England During the January 14-16, 2004 ‘Cold Snap’” and the ISO New England response, recommend that the incident merely warrants improved coordination of gas and electric operations and markets. This simple recommendation is not consistent with, and in no way supports, implementing a standard Energy Day, particularly North American-wide.

3. Not only is the problem to be solved ill defined, the proposed solution, a standard North American Energy Day, is ill suited to have any beneficial effect on the interaction between the electric and gas industries. How the starting and ending points of the Electric Day and Gas Day are defined is essentially irrelevant to the functioning of the electric and gas industries. While ineffectual and inconsequential with respect to enhancing the efficiency of the electric and gas markets, the establishment of a standard Energy Day for the electric and gas industries would result in significant negative impacts as it would require significant expenditures to implement.

4. What is of vital importance to the reliable and efficient supply of energy is how the deadlines for generator bidding, electric market closing, and gas nomination are defined and coordinated.  In other words, what really matters is when the electricity market notifies the generator that it has been selected in the Day Ahead Market.  This timing is critical since it determines the timeframe that the generator has to enter the gas market and secure the fuel it needs to satisfy its Day Ahead Market commitment. Requiring that the electric and gas markets close at the same time would force generators to then enter into firm gas contracts to assure they have adequate fuel supplies in case their bids are accepted. If a generator’s bids are not accepted, the firm supply will often go unused. Thus the proposal, in practice, indirectly, and inefficiently, reduces supply options thereby raising the cost of electricity to the consumer.  The time period must be long enough for generator lead-time for startup, but no longer than necessary to ensure that relevant data such as weather and load forecast, generator forced outage, and fuel availability, is as accurate as possible.   That is a major reason why the PJM RTO model was set for a notification at 4 p.m., eight hours before the midnight beginning of its electric Energy Day.

5. Likewise, the disconnect in closing times of the wholesale electricity markets in the northeast was intentionally implemented after extensive stakeholder processes in order to facilitate arbitrage which improves market efficiency and lowers cost to the consumers. Under the current arrangement, which was the result of open, active stakeholder deliberation, a market design was constructed where a generator that is not selected in one market has the opportunity to bid into another market that closes at a later time; if both electric markets closed at the same time this opportunity would be foreclosed.

6. During the January 14-16, 2004 Cold Snap the energy markets worked efficiently to allocate a limited resource, i.e., natural gas, to its highest valued use which is precisely what markets are supposed to do. Natural gas has always been considered a premium fuel, which, during periods of scarcity, should not necessarily be used to generate electricity, but rather should be prioritized to heat homes. For example, the laws of the State of New Jersey mandate such a usage priority.  Given the choice between risking an electric or a gas distribution system outage, prevention of a gas outage must always be given priority.  An electric outage in the form of a rotating blackout is far less disruptive, and restoration is easily accomplished.  Gas outages, however, require two technician visits to every customer premises, first to shut off all valves, and second, after the gas main is purged and re-pressurized, to reopen valves and light pilots – a widespread outage could take several days or even weeks for complete restoration.

7. If it is desirable to enact a standard to improve the efficiency of energy resource allocation during periods of scarcity, NAESB should develop a wholesale electricity pricing standard which would ensure that wholesale electricity prices reflect the price of gas at all relevant times.  Indeed, the ISO New England Market Monitor’s Cold Snap Final Report states: “This suggests that the market prices did not reflect the true marginal costs of power during the January 2004 Cold Snap. Ensuring that electricity market prices reflect the costs of marginal needed capacity is essential. Efficient prices signal generators to make themselves available and to compete with other users of gas to secure adequate supplies for electricity production, and it signals the value of dual-fuel or oil-fired capability.”

8. Likewise, if it is genuinely desired to improve electric system reliability during periods of natural gas delivery constraints, NAESB/NERC should consider the need to develop standards potentially requiring some percentage of generator capacity to maintain meaningful alternate, i.e., non-natural gas, fuel supplies. Fuel diversity requirements and practices are currently under review in a number of forums.

9. Finally, if it is genuinely desired to enhance the efficiency of interaction between the electric and natural gas industries when supplies of both commodities are stressed, NAESB should develop a standard to formalize communications between natural gas suppliers and pipeline system operators and electric generators and electric transmission system operators during anticipated and actual peak demand periods.  This would facilitate efficient market results, but would not intrude on market decisions.

· The best means to achieve the desired result of coordination of gas and electric wholesale operations is through a communications standard, such as development of NAESB Request for Standard R04021.   Much of the reasoning behind the need for good communications discussed in the August 2003 Blackout Report could be applied to gas – electric coordination needs.

· Industry stakeholders, generators, electric (RTO, ISO and other) system operators, gas pipeline system operators and possibly NERC Reliability Authorities should work through NAESB to establish routine and emergency protocols specifying the means and nature of the information to be exchanged.

· Examples would include a hot line or all-call system to announce significant events, and a means of advance notification of expected weather-related gas well and production shut-ins, expected electric system peaks, and unusual levels of forced outages.

· Where RTOs or ISOs do not exist, the region’s transmission system operators and generator operators should be the responsible parties for the electric side.

· It is the lack of timely information, not the regional differences in timelines, that is the crux of the issue.  This is clearly demonstrated by the New England Market Monitor’s Cold Snap report which states on Page 141: “No formal coordination process currently exists between the electricity and natural gas industries.”  The Report on Page 144 also recommends the “development of an explicit coordination process between the ISO and the gas industry that facilitates information exchange and resolution of operational issues.”
Natural Gas Market Considerations


The gas day model, complete with all its timelines and scheduling protocols, in its current and unadjusted form, has served the gas energy industry well for many years.  Similarly, notwithstanding certain well-intentioned concerns that have been expressed from some quarters, the regional approach to electric operations that has developed over the years has reached a point where it satisfies much more than the basic requirements of an economic, reliable, and liquid electric energy market.  Indeed,  the attentions of the energy industry and this subcommittee could be better directed to solving other pressing issues that do not have the potential to adversely impact market efficiency, and as such, better lend themselves to standardization under the auspices of NAESB.

In order to proceed directly to a consideration of the issues, and since other parties have already adequately described the workings of the respective gas and  electric days, the New Jersey Companies have set forth herein a description of why the current pattern of gas day and electric day business protocols should continue.

1. Through NAESB’s predecessor organization, GISB, considerable time and resources were invested in the development of the current model.  The carefully balanced work product was achieved through the painstaking efforts of many stakeholders over several years.  A well thought out design that was thoroughly vetted in a comprehensive stakeholder process should not be lightly discarded unless a compelling case is made to demonstrate why it no longer serves its intended purposes.

2. All industry stakeholders have structured their business operations on the reasonable, good faith expectation that the current gas day model will likely continue into the indefinite future.  Literally millions of dollars in resources, as well as thousands of man hours, have been devoted to implementing systems and procedures based on the current gas day template.  It would not be prudent to strand such significant investments absent a clear and convincing cost benefit demonstration that a new regime would reap great savings or significantly maintain or improve reliability.  No such demonstration has been made.

3. A departure from the current model would require the investment of  substantial resources, financial and human.  FERC regulations require that rulemakings include an analysis of the costs underlying any new undertaking.  Before going any further, all parties should be made aware of these costs.  In addition, studies must be conducted in order to devise a just and reasonable allocation methodology for the related costs.  For example, the cost of new or modified pipeline services as well as existing services should be paid by customers that subscribe to such services, and thus benefit from the services.  All costs should be allocated to the beneficiaries of expenditures; the costs should not be inequitably socialized.  This allocation issue is further exacerbated by the fact that many generators decline to enter into long-term firm natural gas pipeline contracts.

4. It must be emphasized that any change will not only engender costs such as reprogramming on a one-time basis, but will also require a commitment to ongoing costs related to operating personnel and support services as natural gas companies restructure and re-staff their businesses accordingly. Some companies will possibly need to renegotiate union contracts. 

5. The current model simply works.  It has been tested and challenged over the years, and it has proven sufficiently robust to meet the needs of the vast diversity of gas industry participants including electric generators.  The current model has been successfully adapted to, and implemented on each of the many natural gas pipelines despite the operational, geographic, climatic, and customer-profile differences between pipelines.  The current gas day model is proven and any generators or other gas customers who claim otherwise are simply not assembling an adequate portfolio of gas supplies and/or are unwilling to pay the costs of presently available services to meet their gas requirements.  Such parties should not be able to pass the costs associated with their own inefficient business practices to other market participants, both short and long-term, via implementation of an inefficient model.

6. The current model conforms to the nature of the natural gas industry.  It allows the efficient use of transportation and storage capacity while setting a uniform set of rules and procedures that provide a common structure and timeline to all gas transactions wherever they may occur.

7. While it is clear that any change to the gas day will create costs and other burdens, no clear case has been made to show that any change to the gas day would deliver significant, measurable benefits to the gas industry.  Likewise, no case has been presented that would demonstrate that changing the gas day would inevitably lead to benefits to the electric industry.

8. Some parties have suggested that the standard Energy Day be established to start outside of normal business hours, such as midnight.  It must be mentioned that the intraday nomination (ID1 and ID2) cycles were established as minimum NAESB standards, and pipelines are free to offer additional flexibility when operationally available.  Unfortunately, changing the current gas day would eliminate the opportunity for parties, on both the pipeline and shipper side, to make these incremental, fine tuning adjustments to the upcoming and just-concluding gas day in the hours leading up to its start, since appropriate personnel would not be on hand during those night-time hours.  Accordingly, the start of any gas day must follow at least three hours of a normal business day.  Otherwise, the industry’s level of daily imbalances, now at a manageable level, would immediately be increased.

9. Changing any timeline will inevitably have effects that cannot be predicted, but yet will inevitably occur.  These unknown prospective impacts have an associated unknown cost.

10. Parties must understand and appreciate the fact that gas and electricity, while both energy products, are vastly different in their ability to be stored and transported.  Only gas can be stored to any extent and may take as long as three days to arrive at a destination. Electricity essentially operates at the speed of light.  Forcing the two to operate on timelines that fail to recognize and integrate these differences into the model will inevitably creates tensions, inefficiencies and perhaps reduce, rather than improve, reliability during times of system stress.

11. Many parties rely upon the capacity release market to mitigate their fixed costs of holding firm capacity, and a thriving capacity release market is essential if energy products are to be available on a liquid basis.  Any adjustments to the gas day that could impact capacity release may have the unintended effect of compromising the development of market liquidity just as market participants are relying more and more on market indexes.

12. Because of limited staffing during non-business hours, any change to the scheduling timeline will have an effect on trading, as the bulk of daily trading usually coincides within the scheduling timelines.  Any changes could have a dampening effect on the number of market participants, and therefore an effect on trading that will hurt liquidity.

Summary

As a matter of corporate policy, the New Jersey Companies support the coordination of the gas and electric industries wherever possible, and have carefully studied the concept of an Energy Day.  Unfortunately, it appears that changing the gas day and electric day to conform to one North American Energy Day does not appear to be a goal that is consist with the unique requirements of the electric and gas industries, nor does it resolve the concerns expressed by the FERC.  The New Jersey Companies therefore recommend that the parties adopt the principles outlined in Paragraphs A, B, and C, above.

PAGE  
4

