TO: NAESB WEQ Executive Committee

From: Joel Dison, EC Member, Marketer/Broker Segment, IOU Subsegment

November 29, 2005


Dear EC:
The Electronic Scheduling Subcommittee has done an outstanding job over the last year of working out some very difficult issues related to Business Practices for Resales and Redirects.  Southern Company Generation commends the Electronic Scheduling Subcommittee for their accomplishments.

Regrettably, representatives of Southern Company Generation have been unable to participate in recent deliberations within the Electronic Scheduling Subcommittee and were similarly unable to review and provide timely comments on the Redirect standards that are before the Executive Committee today.  As a result, these comments are – less than timely.  For that, we are deeply apologetic.

Nevertheless, we have reviewed the proposed standards and have discovered a problem with the Redirect standard that is highlighted by the proposed language modifications and the examples.  Unfortunately, I must admit that my interpretation of the original language suggests that the problem also exists with the current language as well.  As such, I cannot simply recommend a rejection of the proposed modification without also recommending a correction to the original as well.

Southern Company Generation agrees with the Electronic Scheduling Subcommittee that transmission providers should have the right to collect an “uplift” associated with a redirect when that redirect is being made to a “premium” path.  We believe this was the intent of the original standard.  However, as implemented, the redirect standard not only collects the premium associated with this difference in path, but also collects an uplift associated with any difference in price that is predicated on term of service as well.
The Redirect standard calculates the “premium path uplift” based upon a 7x24 (i.e. hourly) conversion of the originally purchased transmission service as compared to a 7x24 conversion of the posted price of the service on the redirected path for the term of the redirect.  The problem, as highlighted in the proposed examples, is introduced whenever the posted rates for shorter term products are calculated on anything other than a 7x24 basis.  For example, the table below shows the current posted rates for Annual, Monthly, Weekly, Daily, and Hourly service for the Southern Companies:
	
	Yearly
	Monthly
	Weekly
	Daily

	Posted Rate
	$21.58908/kw-yr
	$1.79909/kw-Mo
	$0.4152/kw-Wk
	$0.08303/kw-Day

	7x24 Rate
	$2.46451/MWH
	$2.46451/MWH
	$2.47125/MWH
	$3.45958/MWH

	5x16 Rate
	$5.18969/MWH
	$5.18969/MWH
	$5.18969/MWH
	$5.18938/MWH


Using a conversion rate that is based on a 7x24 rate as proposed in the Redirect standard will result in uplift associated with “term of service”, even if the posted rates on the two paths are the same for a given term of service.  
It has long been Southern Company Generation’s belief that such differences in rates associated with term of service were built to encourage transmission customers to purchase longer-term service products. A transmission customer should not, therefore, be dissuaded from purchasing a longer-term service product by removing these incentives within the Redirect Business Practices.  Southern Company Generation does not believe this was the intention of the Electronic Scheduling Subcommittee.  If it is, Southern Company disagrees with that intent and would recommend that all transmission customers voice similar disagreement.  Regardless, Southern Company Generation must recommend that the Executive Committee not pass the redirect standard modifications as proposed.  
As mentioned above, however, we have determined that this flaw in the Redirect standard exists not just in the proposed modifications, but in the original language as well.  As such, Southern Company Generation has taken the initiative to develop replacement language that it feels satisfies the original intent.  The language that Southern Company Generation has developed proposes that the Redirect standard charge this “premium path uplift” based upon difference in posted rate between the original and redirected paths at the time of the redirect for the period of the redirect.  That replacement language, along with replacement settlement examples, is attached to this memo.

In conclusion, Southern Company Generation cannot support the proposed modifications to the Redirect standards.  Instead, Southern Company Generation puts forth a replacement recommendation for consideration of the Executive Committee.  If this replacement cannot be adopted, then Southern Company Generation would most likely vote against the proposed modifications.
As always, thank you for your Consideration

Sincerely,

Joel

Joel Dison

Southern Company Generation

Replacement language for Redirect Modifications and Settlement Examples

Modification to Redirect Standards

9.8.1 If not addressed in the Transmission Provider’s tariff or in a Service Agreement, any difference in charges associated with the Redirect on a Firm basis will be the responsibility of the TC submitting the Redirect.  The difference shall be calculated as the difference in the posted rate at the time of the Redirect on the Redirected path and the posted rate at the time of the Redirect for original path for the term of the Redirect.

Additions to Redirect Standard Examples

The following additions will be included in the Redirect Standard Examples to illustrate the implementation of the revised Standard 9.8.1

Redirect Settlement Example 1 (note: this is a new example):

TC1 purchases Yearly Firm service from the TP at a rate of $24,476/MW-Year, which is an equivalent daily rate (on a 7 day/week basis) of $24,476/52/7 = $67.24/MW-Day.  The TP posts Daily Firm service on a 5 day/week basis.  For the original path, this is posted at $24,476/52/5 = $94.13/MW-Day for every day of the year.  TC1 submits and confirms a Redirect on a firm basis for April 25, 2005.  The Daily Firm rate on the Redirected path is also posted at $94.13/MW-Day. There would be no charge associated with this Redirect.

Redirect Settlement Example 2:

TC1 purchases Monthly Firm service from the TP at a rate of $2035/MW-Month for the months of February and March of 2005, which is an equivalent weekly rate of $2035*12/52 = $469.62/MW-Week.  TC1 submits and confirms a Redirect on a firm basis for the week of Feb 28 through March 7, 2005.  The Weekly Firm rate on the redirected path as posted for that week is $476.10/MW-Week.  The Weekly Firm rate on the original path as posted for that week is $469.62/MW-Week.  The difference in service due on the Redirect would be computed at $476.10/MW-Week less $469.62/MW-Week or $6.48 times the MW capacity redirected.
(note: difference in originally proposed example was $9.55/MW-Week, which captured not only the path value difference, but also the term of service value difference)
Redirect Settlement Example 3:

TC1 purchases Yearly Firm service from the TP at a rate of $24,476/MW-Year, which is an equivalent daily rate (on a 7 day/week basis) of $24,476/52/7=$67.24/MW-Day.  The TP posts Daily Firm service on a 5 day/week basis.  For the original path, this is posted at $24,476/52/5 = $94.13/MW-Day for every day of the year.  TC1 submits and confirms a Redirect on a firm basis for April 25, 2005.  The Daily Firm rate on the Redirected path is posted at $97.88/MW-Day. The difference in service due on the Redirect would be computed as $97.88/MW-Day less $94.13/MW or $3.75 times the MW capacity redirected.

(note: difference in originally proposed example was $29.89/MW-Week, which captured not only the path value difference, but also the term of service value difference. In this case, MOST of the difference in value is based upon term of service differential, not path differential)
Redirect Settlement Example 4:

TC1 purchases Weekly Firm service from the TP at a rate of $476.1/MW-Week, which is an equivalent daily rate (on a 7 day/week basis) of $476.1/7 = $68.01/MW-Day.  The TP posts Daily Firm Service on a 5 day/week basis.  For the original path, this is posted at $476.1/5 = $95.22/MW-Day each day of that week.  TC1 resells a portion of that service to TC2.  TC2 resells a portion of that service to TC 3.  TC3 submits and confirms a Redirect on a firm basis for a day.  The posted Daily Firm rate on the redirected path is posted at $97.88/MW-Day.  The difference in service due on the Redirect would be computed as $97.88/MW-Day less $95.22/MW-Day or $2.66 times the MW capacity redirected.  This difference would be charged to TC3; TC1’s obligation to the TP remains unchanged.
(note: difference in originally proposed example was $29.87/MW-Week, which captured not only the path value difference, but also the term of service value difference. In this case, MOST of the difference in value is based upon term of service differential, not path differential)
Redirect Settlement Example 5:
TC1 purchases Daily Firm service from the TP at a rate of $97.88/MW-Day.  TC1 resells that service to TC2.  TC2 submits and confirms a Redirect on a firm basis for that same day to a less expensive path/zone that is posted at a rate of $84.30/MW-Day.  The difference in service due on the Redirect would be computed as $84.30/MW-Day less $97.88/MW-Day or a credit of $13.58 times the MW capacity redirected.  This difference would be paid to TC2; TC1’s obligation to the TP remains unchanged.
