Comments on the Recommendation re

2003 WEQ Annual Plan Item 6 - IIP (Inadvertent Interchange Payback) Made by the Inadvertent Interchange Payback Taskforce to the

Wholesale Electric Quadrant Executive Committee of the

North American Energy Standards Board


Reject the IIPTF recommendation.  As a member of the IIPTF, I recommend (a) rejecting the IIPTF's recommendation to continue use of the NAESB Version-0 Inadvertent Interchange Payback Standard, and (b) remanding the IIPTF, a new taskforce, or NERC to the IIPTF's original charge1 of  (i)"mitigating the potential financial gain that misuse of the current payback-in-kind methodology fails to prevent" and (ii) doing this by using "the work of the NERC Joint Inadvertent Interchange Task Force … as the initial model for development and enhancement of the required standard or standards" and departing from it only by specifically demonstrating how that model would not work.  This needs to be done for the following reasons. 
Unfairness acknowledged.  The NAESB IIPTF originally acknowledged1 the unfairness and financial abuse inherent in the current Inadvertent Interchange Payback practice.that has since been translated into the NERC and NAESB Version-0 standards that, following the August 14th, 2003, Blackout, codified current NERC policy.  

Recent complaint filed with FERC.  Wisconsin Public Power's Roy Thilly, Chairman of the independent 33-state Transmission Access Policy Study (TAPS) Group (of mostly municipal utilities), has just reacknowledged the same unfairness and financial abuse in his July 22, 2005, letter to NERC's then-President and to the NAESB Wholesale Electric Quadrant (WEQ) and in his August 29th reply to NERC's then-President (appendixed to TAPS's ERO filing to FERC http://www.tapsgroup.org/sitebuildercontent/sitebuilderfiles/051007commentsrm05-30.pdf , with NERC's then-President's August 9th reply posted by the IIPTF as http://www.naesb.org/pdf2/weq_iiptf081905w2.pdf), by complaining about discrimination due to non"comparability" between inadvertent interchange payback and energy imbalance.  Mr. Thilly concluded his correspondence by recommending (a) rejection by NAESB's WEQ of the IIPTF's recommendation, and (b) remanding the noncomparability issue back to a NAESB taskforce or to NERC for resolution and, if they fail, to FERC.    

NERC's early recognition.  NERC long ago recognized2 this incomparability as unacceptable and as a result formed the Control Area Criteria Taskforce (CACTF) on which I served and that resulted (after a year or two) in the NERC Functional Model that defined the specific NERC function of "balancing" to which the incomparability applied.  

NERC's early solution.  NERC subsequently formed the Joint Inadvertent Interchange Taskforce (JIITF) on which I also served and whose Whitepaper (developed in 9 months) solved the incomparability by identifying three "components" of Inadvertent Interchange, including an "energy" component (and sometimes a separate "transmission" congestion component) easily made comparable to energy imbalance3, and a separate "frequency contribution" reliability component (FCC) ignored in energy imbalance.  FCC was needed to eliminate existing financial incentives to using energy imbalances to raise the cost of (instantaneous balancing) reliability, and to remove financial disincentives to using energy imbalances to reduce the cost of (instantaneous balancing) reliability, incentives and disincentives that are independent of the cost of the energy itself.  Ultimately, the energy imbalance tariff itself would need replacing by a compatible 2-part or 3-part tariff that passes the NERC JIITF Inadvertent Interchange settlement through to the end users responsible.    

IIPTF short-circuited. The NAESB IIPTF acknowledged1 the NERC JIITF Whitepaper as the "initial model" for the NAESB IIPTF's subsequent work.  After 2 1/2 years the NAESB IIPTF has decided instead to endorse the current Inadvertent Interchange Payback practice, which includes the unfairness and financial abuse the IIPTF1 and NERC2,3 originally acknowledged is inherent in it, while making no attempt to deny the seriousness of the unfairness or financial abuse that independent TAPS Chairman Thilly considers persists unabated (http://www.naesb.org/pdf2/weq_iiptf081905w2.pdf).  

NERC JIITF Whitepaper unrefuted.  Meanwhile, throughout the NAESB IIPTF's proceedings no document or argument was ever posted or offered to disprove any finding of the NERC JIITF "initial model" but, midway through its proceedings, the NAESB IIPTF voted to reject outright the NERC JIITF "initial model" and never even submit it for industry comment.  

Industry did not support lack of solutions.  The NAESB IIPTF presented for industry comment little choice of alternative to the current NAESB and NERC Inadvertent Payback Version-0 Standard.  Of the two trivial "alternatives" offered for comment, one left virtually all of Inadvertent Interchange in a "deadband" where it would be governed by the same policy as the current NERC and NAESB Version-0 Standards, and the other proposed a payback-in-kind mechanism that is already in use in the Western Electricity Coordinating Council (WECC) interconnection and is therefore included in the current NERC and NAESB Version-0 Standards for Inadvertent Interchange Payback.  The few industry comments received did not support either of these non-alternatives to current practice.  

Present opportunity to comment on NERC JIITF.  The current comment period on the NAESB IIPTF's recommendation to the WEQ now enables the industry finally to comment on the NERC JIITF "initial model" against the posted technical record4 that supports it, albeit with no endorsement by the NAESB IIPTF of it or of any other solution to the current Version-0 Inadvertent Interchange Payback Standards' unfairness and financial abuse problems that the IIPTF1 and NERC2,3 have acknowledged and never subsequently denied.

Unfairness and financial abuse.  NERC originally2 identified a two-fold unfairness rooted in the disparity between inadvertent interchange payback from control areas to their Interconnection, and energy imbalance penalties assessed generators.  NERC identified that unfairness as prompting generators to become control areas to equalize the disparity but not necessarily to reduce the financial abuse.   

1.  disparity2,3.  As control areas, large transmission owners or operators have been able to benefit from charging transmission customers (including independent generators) the energy imbalance tariff on all deviations that is punitive whether or not the deviations contribute to or alleviate frequency deviation (unreliability), while those large transmission owners or operators are not in turn assessed for such imbalances, but are subject monthly only to a rolling annual performance limit that recognizes an imbalance as helping or hurting frequency, and they can pass their additional cost of control through to their transmission customers or end-users.

2.   parking or banking2,3.  Furthermore, control areas are not assessed the energy cost of imbalances, but can "park" those imbalances over (often indefinite) time and pay back the energy in kind when the price is much cheaper than when the imbalance occurred, or can use imbalance energy to circumvent congestion charges.  

NERC now proposing ATEC that was unsupported by NAESB industry poll.  During the present NAESB comment period, NERC's Resources Subcommittee is preparing an omnibus Standards Authorization Request for a raft of six operating standards that include an inadvertent interchange payback standard called BAL-004-1 "Time Error Correction" that would extend the WECC interconnection's Automatic Time-Error Correction (ATEC) to the Eastern Interconnection and to ERCOT.  But the NAESB IIPTF final report (http://www.naesb.org/pdf2/2003ap6_iip_rec_attachment.doc, page 5) 

states that ATEC was not supported by industry comments when proposed by the NAESB IIPTF as a standard for inadvertent interchange payback, and the report leaves to NERC any further promotion of it.  

ATEC not an alternative.  ATEC does reduce the parking or banking period but does not eliminate this aspect #2 of the inadvertent interchange payback/settlement problem (see "WATEC Gaming Example" http://www.naesb.org/pdf2/weq_iiptf041205w3.xls posted by Tony A. Reed of Southern Company Generation and Energy Marketing to the IIPTF webpage on April 12, 2005, and acknowledged http://www.naesb.org/pdf2/weq_iiptf041205w1.doc by Nick Henery of SMUD). This is true especially as there is much more congestion in the Eastern Interconnection than in WECC where ATEC is currently in use and included in the current NERC and NAESB Version-0 Standards for Inadvertent Interchange Payback and where the need to cap the payback amount to avert creating congestion forces the parking or banking period to be extended.  The gaming can consist of taking inadvertent when prices are highest and paying back when the average price over the extended payback period is lower.  Nor does ATEC solve the penalty disparity aspect #1 of the inadvertent interchange payback/settlement problem.  Properly solving problems 1 & 2 would reduce sustained time error and the need for ATEC itself which addresses a mere symptom (time error) whose correction can be irrelevant to electric reliability and an anachronism in an age of digital timekeeping. 
Footnotes

1 Question 4 of March 6, 2003, Request to NAESB for Initiation of an Interchange Payback Standard:

"Use of Proposed Standard or Enhancement (include how the standard will be used, documentation on the description of the proposed standard, any existing documentation of the proposed standard, and required communication protocols):

The standard or standards will define the alternatives that may be used to settle Inadvertent Interchange while mitigating the potential financial gain that misuse of the current payback-in-kind methodology fails to prevent. The work of the NERC Joint Inadvertent Interchange Task Force will be used as the initial model for development and enhancement of the required standard or standards that may include energy, transmission and frequency components of Inadvertent Interchange."
2 Pp 51-53 of NERC's 1999 Reliability Assessment:

"New Role for Control Areas

For literally decades, NERC Operating Policies have centered on the control area as the basic entity for providing the services that ensure the operating security of the Interconnections.  These services include generation-demand balancing, interchange scheduling and accounting, and transmission security. The typical NERC Operating Policy begins with “the control area shall….” Fundamental changes in our industry have resulted in a new way to view the control area concept, and an unexpected interest by generator owners to form new control areas.  These changes include:

1. the separation of the transmission and generation sectors,

2. the apparent disparity between inadvertent interchange payback from control areas to their Interconnection and energy imbalance penalties assessed generators, and

3. merchants seeking the greater scheduling flexibility afforded to control areas.
Inadvertent Interchange Versus Energy Imbalance

Mismatches between a control area’s actual and scheduled interchange may be due to the control area’s inaccurate generation control, or to its response to Interconnection frequency errors (when the Interconnection’s frequency is above or below 60 Hz). In essence, the first (control problems) creates the second (frequency errors).

Poor control creates an inadvertent interchange between the control area and its Interconnection, and equates to energy either owed to or from the Interconnection. This energy difference is inadvertent interchange. At present, NERC does not specify how much inadvertent a control area may accrue before it must repay. And repayment is with “in-kind” (on- or off-peak) energy, not dollars.

Merchant power producers, however, are generally held to a stricter standard and must pay energy imbalance penalties (dollars) if their generation does not match the schedule they have committed to with their host control area. This different approach may be leading some  generators to become control areas, where generation mismatch can be repaid through NERC’s inadvertent interchange policies rather than energy imbalance penalties.

Scheduling Flexibility

Control areas also provide the ability to “bank” Interchange Schedules and to provide a “hub” service between a collection of generation sources and customers. In fact, a control area is the only mechanism provided in the Operating Policies that allows Interchange Scheduling.
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Consider the diagram on the left. Control area A’s affiliate merchant M can schedule interchange from generation in control areas B, C, and D, and sell to customers in control areas E and F. The merchant’s control area allows him the flexibility to set up separate purchases and sales by providing a means to bank future interchange transactions and providing a hub to “mix and match” products and customers. In other words, these do not have to be bilateral transactions between the ultimate sources and customers.

The control area’s ability to mix and match generation products and customers has not gone unnoticed. The merchant generator in SERC has established itself as three separate generation-only control areas, which gives its marketer the ability to hub generation purchases for a variety of its customers. Other merchant producers have expressed a similar interest in becoming control areas.

To address the rapidly changing role of the control area, the Security Committee established a control area Criteria Task Force. Its charge is to look at all the reliability functions necessary for operational security, and recommend which entities — control areas, transmission operators and providers, generation operators, and so on — provide these functions. This task force is also charged with investigating the needs of the marketplace and recommending new functions and entities to provide these needs. One possibility would be to devise a way to provide the banking and hubbing services to the marketplace without requiring merchant generators to be control areas."

3 Pp. 3,4, Recommendations for the Wholesale Electric Industry of North America: Inadvertent Interchange, Draft 5d, May 10, 2002.  A White Paper Prepared by the NERC Joint Inadvertent Interchange Task Force

"Commercial Advantages

The emergence of regional power markets in recent years has created new challenges for the operation of the interconnected power system not anticipated in current NERC Policies and Standards. The CACTF identified a practice in the NERC Operating Policies that appears to afford a Balancing Authority’s affiliated generators and marketers a commercial advantage over their independent counterparts. This practice is the use of Inadvertent Interchange by Balancing Authorities vs. Energy Imbalance compensation by non-control areas.

Inadvertent Interchange versus Energy Imbalance

The commercial advantage a “traditional” Balancing Authority with affiliated generation has over an independent generator is the method for settling energy imbalances. Specifically, the Balancing Authority satisfies NERC inadvertent rules by repaying with in-kind energy (On- or Off-Peak) at its discretion, while an independent generator (non-Control Area) repays imbalance in accordance with the host Balancing Authority’s contract; possibly at market prices.

Before market-based energy rates were allowed, reconciliation of Inadvertent Interchange with energy only was considered to be an equitable one-for-one settlement methodology. Cost-based energy prices, allowed at the time, were not volatile. Ten years ago the marketplace did not see energy prices in the $100+ range. Also, there was a general understanding that Balancing Authorities were on both sides of the inadvertent balance, sometimes long, sometimes short. Today, when energy prices become very high, a Balancing Authority can “lean” on the Interconnection and accrue an inadvertent balance. The respective Balancing Authority can then repay that balance with energy days, months, or years later when energy prices are lower.
Comparison Arguments. By definition, Balancing Authorities' Inadvertent Interchange cannot be equally compared to Independent Generators' Energy Imbalance. However, the settlement of the Inadvertent energy component and the Energy Imbalance could be made to be comparable.
Creating 3 Inadvertent Interchange Standards, one addressing the transmission component, one addressing the frequency component and one addressing the energy component, will allow the Inadvertent energy to be settled in a manner comparable to settlement of Energy Imbalance."

4 Including 43 comment postings by R. Blohm to the IIP Taskforce (in chronological order):
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http://www.naesb.org/pdf/weq_iiptf040903w1.pdf
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http://www.naesb.org/pdf/weq_iiptf060403w4.pdf
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http://www.naesb.org/pdf/weq_iiptf070903w4.pdf
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http://www.naesb.org/pdf/weq_iiptf082003w7.pdf
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http://www.naesb.org/pdf/weq_iiptf082003w4.pdf
http://www.naesb.org/pdf/weq_iiptf082003w3.pdf
http://www.naesb.org/pdf/weq_iiptf082003w1.pdf
http://www.naesb.org/pdf/weq_iiptf091503w6.pdf
http://www.naesb.org/pdf/weq_iiptf091503w5.ppt
http://www.naesb.org/pdf/weq_iiptf100603w4.pdf
http://www.naesb.org/pdf/weq_iiptf110303w3.pdf
http://www.naesb.org/pdf/weq_iiptf121003w2.ppt
http://www.naesb.org/pdf/weq_iiptf012204w8.pdf
http://www.naesb.org/pdf/weq_iiptf012204w7.pdf
http://www.naesb.org/pdf/weq_iiptf012204w6.pdf
http://www.naesb.org/pdf/weq_iiptf022604w4.pdf
http://www.naesb.org/pdf/weq_iiptf022604w2.pdf
http://www.naesb.org/pdf/weq_iiptf022604w1.pdf
http://www.naesb.org/pdf/weq_iiptf040104w4.pdf
http://www.naesb.org/pdf/weq_iiptf040104w2.pdf
http://www.naesb.org/pdf/weq_iiptf040104w1.pdf
http://www.naesb.org/pdf/weq_iiptf050504w7.pdf
http://www.naesb.org/pdf/weq_iiptf050504w1.pdf
http://www.naesb.org/pdf/weq_iiptf052604w1.pdf
http://www.naesb.org/pdf/weq_iiptf062304w7.doc
http://www.naesb.org/pdf/weq_iiptf062304w3.doc
http://www.naesb.org/pdf/weq_iiptf070104w3.pdf
http://www.naesb.org/pdf/weq_iiptf071304w3.pdf
http://www.naesb.org/pdf/weq_iiptf071304w2.pdf
http://www.naesb.org/pdf/weq_iiptf071304w1.pdf
http://www.naesb.org/pdf/weq_iiptf101904w4.doc
http://www.naesb.org/pdf/weq_iiptf102704w7.pdf
http://www.naesb.org/pdf/weq_iiptf121004_o2_rblohm.doc
http://www.naesb.org/pdf/weq_iiptf121004_o1_rblohm.doc
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