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North American Energy Standards Board

1301 Fannin, Suite 2350, Houston, Texas 77002

Phone:  (713) 356-0060, Fax:  (713) 356-0067, E-mail: naesb@naesb.org


Home Page: www.naesb.org

via email and posting
TO:
Gas-Electric Interdependency Committee Members, and Interested Industry Participants
FROM: 
Rae McQuade, President

Laura B. Kennedy, Meeting/Project Manager

RE:
Notes from the Gas-Electric Interdependency Committee Meeting on March 31, 2005
DATE:

April 11, 2005
Dear Gas-Electric Interdependency Committee Members,

A meeting/conference call was held on March 31 to discuss the steps the GEIC should take to prepare for the June report to the FERC regarding energy day issues.  The following notes resulted from the meeting.

	Administration:
	· Ms. Kennedy read the antitrust advice, the agenda was adopted, and the members and observers introduced themselves.

	Energy Day Update
	· An update on the work of the Energy Day committee was provided.  The Energy Day committee has drafted a series of proposed standards that can be divided into three categories:  communication standards for scheduled transactions, communication standards for unscheduled transactions, and communication standards during times of unanticipated extreme demand, such as the New England cold snap in January 2004.

· Members of the IRC Council have expressed concerns that the standards drafted to address unanticipated extreme demand are too prescriptive, do not address regional differences, and encroach on reliability issues.  The language of these standards will be discussed at the next Energy Day meeting on April 6 and 7 in Washington, DC.
· NAESB, NERC, and the IRC will meet in Houston after the Energy Day meeting on April 18 and 19 to discuss the Energy Day emergency communication standards.

	Discussion:
	· Mr. Templeton identified three motivations for scheduling the meeting.  First, the Energy Day Committee has drafted standards to improve communication between gas pipelines and power plant operators.  However, the draft standards alone are not sufficient to address the request from Chairman Wood to better coordinate natural gas pipelines and the electric grid.  Second, while there has been significant increase in the use of natural gas by electric generators, the gas industry has not built additional capacity to support the market.  Therefore, during very cold weather, there is limited available capacity to support electric generation.  Third, the Energy Day discussions have not resulted in realistic solutions to the issues arising out of the New England cold snap in January 2004.
· Mr. Dison stated that while the Energy Day committee has reviewed the interdependency of the gas and electric industries, the committee has not been able to appropriately identify and clearly define the problem that needs to be addressed.  The market design provides the possibility that generation will not be available when a generator has not contracted for firm capacity.  Mr. Dison stated that pipelines’ business model is such that infrastructure is not built based on demand, but on firm contracts.  The problems stemming from the cold snap in New England in 2004 were a result of the way the market is designed in that region and do not lend themselves to national standardization.
· Mr. Desselle stated that while the problems in the northeast were regional in nature, the larger issues have national implications that can be addressed by standardization.
· It was noted that decision by the Energy Day committee to focus on the request to improve communication between electric generators and pipelines does not address the challenges that resulted from the cold snap.  Due to the disconnect between gas and electric timelines, gas-fired electric generators that have contracted for firm capacity must still utilize secondary contracts during times of unanticipated extreme demand.  Other discussion added that the standardization of the wholesale electric market timelines would more likely address the perceived problems than a standard energy day.

· It was noted that gas and electric operators currently communicate on a company to company basis, but the standardization of that communication could increase market efficiency.
· State commissioners continue to be interested in the establishment of an energy day standard.

· It was commented on that NAESB has provided a valuable venue for the gas and electric industries to work together and begin to understand each others’ perspective.  While NAESB cannot establish policy for the industry, this committee can identify policy issues to be reviewed by policy makers.  It was suggested that the issues be identified and categorized:  those that require a policy decision, those that should be addressed by reliability organizations, those that are specifically regional and do not lend themselves to the national standardization process, and those that are appropriate for standardization.
· It was suggested that any standards developed by the Energy Day committee be retroactively applied to the conditions during the New England cold snap as a tool to determine how the standards would have been able to attenuate the situation.  Further, it was suggested that involvement in the Energy Day effort from the commercial and business development departments of participating organizations could provide a different perspective and allow new ideas to be considered.

· It was noted that the report to the FERC should include the issues identified as those that are not appropriate for standardization as well as the reasons why the issue cannot be addressed by NAESB.
· The recommendations approved by the NERC Board of Trustees on June 15, 2004 were reviewed.  The energy day work underway already addresses recommendations 2, 5, and 7.  It was noted by the group that this should be included in the report to the commission.

· Recommendation 1 — NERC Regions should include in their regional assessment program a review of the impact of any fuel transportation infrastructure1 interruption that could adversely impact electric system reliability.

· Recommendation 2 — NERC reliability coordinators or their delegates, subject to appropriate treatment of commercially sensitive information, should develop regular, real-time communications with pipeline operators about disturbances that could adversely impact the reliability of either the electric systems or the gas pipeline.

· Recommendation 3 — For planning purposes, gas pipeline outages that could have an adverse impact on the reliability of the electric systems must be coordinated with the electric industry so that plans to mitigate any impacts to the electric systems may be developed.

· Recommendation 4 — NERC should develop a reliability standard relating fuel infrastructure reliability to resource adequacy.

· Recommendation 5 — NERC should include analysis of fuel infrastructure contingencies that could adversely impact the reliability of the electric systems in the NERC planning standards.

· Recommendation 6 — NERC should establish a monitoring system that tracks fuel infrastructure contingencies that have, or could have, an adverse impact on electric system reliability.

· Recommendation 7 — NERC should, in concert with other energy industry organizations, formalize communications between the electric industry and the gas transportation industry for the purposes of education, planning, and emergency response.
1      The focus of the GEITF was on gas transportation. However, interruptions to fuel delivery systems other than for gas could also have an adverse impact on electric system reliability.
· The FRCC has drafted ten year site plans to review how future generation will affect pipeline capacity and vice versa.

· It was observed that while generators are willing to pay for service, but even if reserve capacity exists, pipeline tariffs do not allow pipelines to offer alternative products to peaking generators.  An example was given that a waiver of rate caps would allow the pipeline to charge more than for firm capacity.  There was support by several committee members that the possibility of the ability of a generator to commit to a specified number of peak days per year regardless of whether the service is utilized by the generator within that year.  This direction would require a policy decision from the FERC.

	Identification and Categorization of Issues:
	· Participants provided a list of the issues that had been identified at the meeting as:

1. Gas-fired generators are not communicating well with the pipelines (read that: they either come online without nomination of pipeline capacity or because they don't take delivery of their gas nominations evenly across the 24 hour period, it causes operational issues for the pipelines).

2. Some gas fired generators will come online even when the pipeline tells them the pipeline cannot support their burns. 

3. Generally speaking, burning gas without authorization and/or replacing the gas back into the pipeline timely is an issue.

4. The electric market designs allow generators to earn "capacity" credit without firm gas transportation and actually financially incent them NOT to buy firm transportation - yet the political realities do not take into account that this may result in fuel transportation unavailability.

5. The relative timelines of RTO markets and gas nominations creates a situation in which a generator can actually pay for FIRM gas transportation and yet only get lower-quality secondary service. 

6. The ISO/RTO Council has expressed concern that NAESB should not alter their market timelines through standard development as this is a regional implementation – not a national concern. 

7. On cold days (i.e. on peak gas consumption days) there is not enough interruptible transportation to meet the gas demand served through that type of transportation. 

8. By statutory design, the gas industry builds pipelines and capacity based on FIRM contracts, not end use electric demand.

9. Pipelines cannot create pipeline reserve without contracts because: (a) no cost recovery, (b) dilutes the value of firm transportation market, and (c) further encourages use of interruptible service (thus sending the wrong price signals to the market).

10. Gas LDC's purchase their own "reserve" capacity in the form of additional FIRM pipeline service, but electric regulators have not been willing to give electric utilities cost recovery for the same level of "reserve" transportation for a peaking generator. 

11. Even if reserve capacity exists, pipeline tariffs are not flexible enough to create the necessary service products to match the operational requirements of peaking generators i.e., collect more than a firm approved tariff for a service that a peaking generator is willing to pay.

12. If society is not willing to pay for firm transportation for peaking capacity, then regulators may want to consider, at the state and local level, an emergency response program that determines whether - at times of peak gas demand - it is better to curtail electric demand or perhaps curtail other gas customers so that gas generators can be served for the "better social good."
13. Some pipelines may not break down the volumes at meters where there is more than one contract volume due to the confidential nature and market sensitivity of the information.  This information may be necessary for grid operations where the gas is used for power generation.

14. In CAISO’s comments, they discussed having network of informed people who they could contact apparently any time.  This may be applicable on other than a regional basis, such that all operating area should have “HOT LINES” between key offices within that that operating area and possibly adjoining connected areas to support informed and timely decision making.
· It was noted that many of the above points would require policy determinations from regulators.
· The group agreed to divide the points into the three categories: standardization issues, market design issues, and policy issues.  The report to the FERC should catalog and explain each of these issues.  Another category was added to address points that are primarily of a reliability nature.
· The committee agreed that the report to the FERC should include discussion of the issues identified as well as the communication standards developed by the Energy Day committee.

	Action Items:
	· The task force will categorize the issues identified during this meeting in the following four groupings: (1) requiring policy direction and decisions from regulatory agencies or other groups, (2) appropriate for review for NAESB standards development, (3) appropriate to be forwarded to NERC for consideration for reliability standards development, and (4) appropriate for review as regional issues.

· The task force will edit or add additional issues that were overlooked during the discussion.

· A draft report will be prepared by the NAESB office and circulated for task force comment, and will include the issues, the categorization, the correlation to the NERC recommendations and the results from the Energy Day standards development.  The report and the Energy Day communications standards will be reviewed by the Board at the meeting scheduled for June 16th.  After approval by the Board, the report and business practices will be submitted to the FERC and other interested government agencies.
· The committee will schedule a meeting in late April to review the draft report/framework and comments received.

	Adjournment
	· The meeting adjourned at 1:57 Central.
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	Michael Desselle
	AEP
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	Joe Hartsoe
	American Electric Power
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	California ISO
	Phone

	John Procario
	Cinergy
	Phone

	Jim Templeton
	Comprehensive Energy Services
	In Person
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	Richard Kruse
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