Smead Comments in Red

Rae,

I wanted to provide feedback on the draft GEIC paper that was discussed last Thursday.  My comments related to items 5 and 6 as well as a more general “tone”.

5.     Require generators that offer into the day ahead market to have the appropriate arrangements to fulfill their obligations.  The concerns raised were:

New gas fired electric generation is relied upon without the appropriate planning to ensure adequate gas supplies can be delivered or alternative means of meeting generation commitments are in place.  The impact on reliability and associated issues should be addressed by NERC.

Comments:  It should ultimately be the decision of the generator offering into the market how to fulfill its obligations or pay the penalties pursuant to NERC and future ERO guidelines.  For example, WPC has a peaking unit in the PJM footprint which has not run but a few days out of the year and only in the summer time.  To require firm transportation 365 days a year to serve a market which lasts but a few key days during the summer is uneconomic.  Rather than contracting directly for capacity, a more economic alternative might be to secure firm gas supply at the interconnect of Transco in Zone 6 and the lateral which delivers supplies to the plant.  In this case, supply is only secured when it is needed and the generator is not involved in the upstream procurement of either transportation or gas supply.  In many respects, this is no different from buying for delivers out of a pool.  The upstream gas supply and transportation is transparent to the downstream purchaser.  Other alternatives include fuel oil, buying power in the market rather than generate or finally to pay PJM for procuring the power and paying rather significant “imbalance” penalties.  The later example is similar to paying the pipeline during a period of daily entitlement when demand exceeds supply.  Whether the choice is to buy firm supplies in zone 6, burn fuel oil, purchasing off the grid or running an imbalance, this is an economic decision on the part of the generator and a reliability issue on the part of NERC.  To prescribe one solution (firm gas supplies combined with firm transportation) as the original language dictated does not reflect these realities.  Hence, the language was broadened as reflected above.  I think this is the intent.  We had a lot of discussion to the effect that “appropriate planning” or  “appropriate arrangements” legitimately include alternate fuel capability or reliance on IT and/or capacity release when it’s coupled with a plan to run primarily during periods when the pipeline has plenty of space.  Similarly, the same approach taken by the big marketers when they existed, of putting together a large portfolio of different types of capacity and using market diversity to provide reliable service (rather than FT dedicated to one market) can work just fine.  Clearly the target here is the type of situation that exists in the Northeast, where a non-alternate-fuel generator is dependent on a single pipeline, without FT, but is considered an important part of the generation inventory.  I’m not certain everyone on the call understood the difference between requiring either FT or alternate fuel capability, and the broader alternative of a legitimiate planning process to link fuel reliability with the dependence on the generator.  So clarifying consistent with these comments and Ron’s would be useful.
6.     Develop the appropriate supporting definitions for new business practices for the Wholesale Electric Quadrant, including but not limited to definitions for: alternate fuel capability, usable alternate fuel capability, firm transportation service, firm sales service, firm supply, and “must run” generator.  The concerns raised were:

With competing priorities sufficient resources need to be allocated to developing the appropriate definitions. 

Comment:  As originally drafted, the lack of progress was due to competing priorities.  This is not an issue that FERC can or should resolve.  It is ultimately up to the WEQ to reflect the need for this work to be done in the upcoming annual plan.  Hence, I would recommend either taking out of this document or acknowledge it will be done once sufficient clarity is provided by the FERC on policy related issues.

In terms of general tone, the paper has a rather negative tone.  It reads like something drafted by GISB rather than NAESB with a flavor of “they don’t want to play”.  Rather than guess how others would react or what they would be willing to do, I would recommend stating what needs to be done and by whom in a more positive tone.  Simply stated, if the participants in the electric industry need to make changes then simply recognize this fact rather than accusing them of being unwilling to do so.  For example, if the ISO/RTOs need to make changes to the DA/RT timeline to align the gas and electric day then simply state that is something that needs to be accomplished  to close some of the gaps and develop more efficient markets.  I think Ron makes a good point in terms of tone.  As you know, I believe that definition development would be a very useful exercise for NAESB, and  I want to be careful that we’re not overreaching on policy choices just as a reason to be able to devlelop definitions.  Anything we can do to maintain a balanced tone in each request is a very good thing.  During the early parts of this exercise, the “tone tilt” has leaned the other way, suggesting that if pipelines would just get around to changing how they do business, everything would be fine.  That was unbalanced, and similarly suggesting that there are a lot of irresponsible electric guys out there is equally unbalanced, and generally incorrect.  Holding the right balance will continue to take a lot of attention.
Thanks for the opportunity to comment.

Ron

