[image: ]


North American Energy Standards Board
801 Travis, Suite 1675, Houston, Texas 77002
Phone:  (713) 356-0060, Fax:  (713) 356-0067, E-mail: naesb@naesb.org
	Home Page: www.naesb.org

NAESB Board Gas-Electric Harmonization Committee Group 3
Operations and Commercial Practices
March 2, 2012


Key Questions and definition of the problem:
· To support the harmonization of the two markets, what has to happen to synchronize and service the growing capacity market in the existing infrastructure, and what has to happen to add capacity to the market?

Core Issues
· Scheduling and inconsistences in the interactions of the two markets impacts the effectiveness of providing gas and electric service.
· Capacity issues including the availability and determination to use firm and interruptible capacity to support load requirements is a core issue in the interdependencies of the two markets, for both the day of and the day ahead markets. 
· Curtailment policies and practices is a component of the interdependency of the two markets that impacts the  harmonization.
· Additional and more formal structure for communications of the parties in the gas and electric markets is needed, particularly for unanticipated demand situations.

Secondary / Cross-cutting Issues
· All communication issues noted are a cross-over issue with group 1.
· All scheduling issues noted are a cross over issue with group 2.

Observations Made by the Group on March 2, 2012
· Overlap between group 2 and group 3 is becoming evident from the notes taken in yesterday’s meeting. 
· Categories of topics to be considered for group 3 are:
· Scheduling.  Scheduling between the two markets is a cross-over issue that impacts operational and commercial practices.
· Capacity.  Capacity issues – firm versus interruptible service is an issue that will also impact operational and commercial practices.  Reliability of service is a necessary component of capacity – such as the reliability of linepack and storage to serve market.
· Curtailment.  Curtailment policies at the state level have not been reviewed for some states in several years.  NARUC has a study on state curtailment policies available that will be added to the list of documents.  The report was completed in 2005-2006.  All end use curtailment plans are pro-rata at the interstate gas pipeline level.  At the state level, the LDC capacity plan will be enacted but it will not overrule the pro-rata curtailment at the interstate level.  Some generators may purchase gas from LDCs and as such it may be both a federal and state issue.  Storage factors into curtailment policies and relieve bottlenecks that could occur during peak periods. If a state wants a generator served by an LDC wants the gas moved, are there adequate standards available accomplish that move?
· Communications.  Gas curtailment of service in southwest points to the need for additional communications to support gas and electric operations for an emergency basis including a mechanism for communications – expanding communications to including reliability operators.  There are restrictions in place today that may impede this communication.
· Relationship between residential demand for gas and demand for gas for power generation
· Improvement of standard 1.3.80 bears review – ICE like market, where firm capacity could be diverted at the right price, which may need access to information and rules for moving the gas.
· Under FERC Order 698, mechanisms are in place to provide information between the pipelines and gas operations group of the generators.  Much of the information that is needed is managed on an informal basis.  It may be that a more formal structure would be advisable on the state of the electric system and the availability of gas from the pipelines.  Knowing which generators are going to run and under which service they are operating (firm and interruptible) is needed for the pipelines.  On peak days, notifications are sent when there are issues.  An example of the notice was provided by Richard.  It may be reasonable to provide additional structure on the communication. 
· Maintenance will increase that emphasizes the importance of communication process – including transmission maintenance, pipeline maintenance, to ensure adequate planning.  There is a strong regional component to the discussion.  
· [bookmark: _GoBack]Generation signing up for firm capacity has pricing rules that signal for that capacity, and regional differences may impact the signals.  Are there regional differences that impact the price signals and economic decisions that generators use in determining the type of service needed?  From a reliability perspective, designated network resources are expected to have firm fuel and transportation or dual fuel capacity for generation.  The ISOs may manage the capacity requirements differently.  Independent power producers may have other factors that are at play in making their fuel service decisions.  For investments in merchant generators, banks use production cost studies that are done for economic dispatch, and the resulting profiles indicate the expected revenue, run times, operational requirements, capacity requirements, and the breakdown of firm and interruptible service requirements.  After financing, generators sometimes change their transport contracts to reduce operating costs.
· Under what conditions do generators determine to use firm fuel and firm capacity?
· How much pipeline capacity is needed to provide the service that generators need to meet their must-serve loads?
· What barriers or economic forces are in place that impede generators from contracting for the appropriate service to meet their must-serve loads?
· Looking ahead to increased use of natural gas for power generation, the historical roadmap does not provide enough information as the landscape is changing.  The ultimate decision should not be profit to the generator, but  how best to serve the customer balancing the cost of delivered power to the assurance that service is not interrupted in peak day conditions.
· In organized markets, with consideration for how plants are dispatched, the price differentials between firm service and interruptible service should be examined.  This does highlight the need for customer education and the definition of reasonable costs to support reliable service.
· RTO capacity markets may not give any value to generators that hold firm capacity.  Standards or practices may be helpful in determining the factors to be considered in making the decisions to hold firm capacity.
· Unanticipated demand, specifically in the shoulder months, poses problems more than in the colder or hotter months where conditions can be more predictable.  Gas-fired electric generation can become a chokehold in the system as more generation comes online that is gas-fired, and procedures and regional considerations including the price impacts points to a reliability quotient as part of the price of electricity.
· It may make sense to hold a meeting in DC at either FERC or DoE once we have a framework of points to be considered for the recommendations which may include a case study, such as the recent event with ISO-NE.
· It may be more efficient to collapse the three groups.  We may need to bring everyone to a common understanding of the issue.
· Communications between pipelines and gas-fired generators, ISOs and RTOs, communications with regulators, and communications between pipelines and LDCs should be included in discussions on recommendations.  Use of variable energy resources is a factor to be addressed, including impact on transmission systems.  
· What economic decisions should be made regarding the costs assumed by the gas fired generators to back up the variable energy resources used.
· What has to happen to optimize and service the growing capacity market and what has to happen to add capacity to the market?  Process improvement measures and structured communications is an example.  It should be stressed that this is not solely focused on generators and pipelines, it also includes aggregators, customers, transmission and other segments of the market.
· Are there the right incentives to entice others into the market increasing liquidity (1.3.80)?  This plays into use of existing assets.  The current dynamics point more to regional discussions and solutions.
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