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BG Energy Merchant’s Interest

BG Energy Merchants, LLC (“BGEM”) is an affiliate of BG Energy Marketing Ltd. which in turn is a subsidiary of BG Group, PLC a leading player in the global energy market with operations in some 27 countries over five continents.  BG Group through its various affiliates is a major importer of LNG into the United States, a marketer of natural gas and power and owner of three gas-fired power plants in ISO-New England.  BGEM is a member of NAESB’s Wholesale Gas Quadrant.  

Dynegy Marketing and Trade

Dynegy Marketing and Trade (“DMT”) is a Colorado partnership with its principal place of business in Houston, Texas.  Dynegy purchases and ships natural gas for use in electric generating plants owned by subsidiaries of Dynegy Inc.  Through its subsidiaries, Dynegy Inc. produces and sells electric energy, capacity and ancillary services in key U.S. markets. The power generation portfolio consists of more than 19,000 megawatts of baseload, intermediate and peaking power plants fueled by a mix of natural gas, coal and fuel oil.  Dynegy Power Marketing, Inc. is a member of NAESB’s Wholesale Electric Quadrant.  
Annual Plan Item 7(c), FERC Order No. 698

In FERC’s Final Rule in Order No. 698, it gave NAESB the following direction:

As we stated in the NOPR, the Commission has recognized the interest of interruptible shippers in achieving business certainty by making the last intra-day nomination opportunity one in which firm nominations do not bump interruptible nominations.  However, within the confines of current Commission policy, NAESB should actively consider whether changes to existing intra-day schedules would benefit all shippers, and better provide for coordination between gas and electric scheduling. In addition, the NAESB nomination timeline establishes only the minimum requirement to which pipelines must adhere. We fully expect that individual pipelines supporting gas-fired generators will be considering the addition of other intra-day nomination opportunities that would be of benefit to their shippers.

In response to this direction, NAESB participants offered several proposals that they believed responded to FERC’s direction.  After preliminary votes, three proposals were identified for discussion and voting at the May meeting of this subcommittee.  

Proposals Submitted to WGQ Business Practice Subcommittee – Order No. 698

At the May 19-20, 2008 Meeting of the WGQ Business Practice Subcommittee, participants were asked to vote on three proposals that would make changes to gas scheduling procedures.  The proposals were made by the Pipeline Collaborative, APS/TVA and FPL Energy.  

BGEM and DMT voted no to the Pipeline Collaborative Proposal and to the APS/TVA Proposal and yes to the FPL Energy Proposal.  The first two proposals would have made several changes to the scheduling practices, but the most significant to BGEM to DMT would have been to move the ID 1 Cycle later in the day.  As this is a cycle that would bump shippers with interruptible transportation, the fact that scheduled gas quantities would not be known until as late as either 5:00pm or 7:30pm would make it very difficult for IT shippers to make alternate arrangements for gas supplies.  The FPL Energy proposal would have added one new no-bump cycle (ID 3) at 4:00 am.  This proposal would have allowed generators to match up their gas supplies to their scheduled power schedules to avoid imbalance penalties.  

Failure of Proposals

Why did all these proposals fail to gain sufficient votes?  After all, they all responded to FERC’s directive to consider changes in the intra-day schedules that would benefit all shippers.  The problem is that it is hard to conceive of any change that would make all shippers happy since not all shippers are similarly situated. 

The type of gas transportation that an individual generator subscribes to varies considerably depending on the part of the country where the generator is located, the corporate structure of the generation owner, and the type of generator.  

The February 24, 2006 Report that NAESB submitted to the Commission included charts that highlighted the regional differences between power scheduling not just between the organized markets and the bilateral markets but also among the RTOs themselves.
  Even a cursory review of the chart on page 15 of the Report reveals the overlapping and conflicting timelines.

In addition to the market structure of the particular region, a major factor to consider in transport arrangements is, of course, the climate.  The type of load a generator serves – e.g. winter or summer peaking – is critical.  

Regional differences may also dictate transport choices due to the simple fact that pipelines in some areas of the country have little or no firm transportation to offer.  A pipeline expansion may be an option unless it is an area where it is environmentally difficult to site new lines.

Whether a generator is owned by a franchised utility with retail customers or is a merchant plant will factor into its pipeline transportation arrangements.  For example, a utility with retail customers in a jurisdiction that allows for the pass-through of pipeline-related transportation charges will be more likely to subscribe to firm transport year round.  A merchant generator who is at risk in the market for the collection of its fuel-related costs may act more cautiously when it comes to taking on firm transportation costs.  

The type of generation unit it is also makes a difference.  A baseload unit that runs year round needs firm transportation to assure its gas supply is always available while at the same time, it makes little sense for a peaking unit that only runs for a few times a year to take on those costs.

All in all, it was a difficult task that FERC gave to NAESB and so should come as no surprise that no single proposal received sufficient votes for NAESB to submit to the Commission.  

BGEM’s and DMT’s Perspective

In light of the discussions at the May Subcommittee meeting, there are two points that BGEM and DMT would like to make to the Executive Committee.  One relates to the importance of interruptible transportation and the no-bump rule to electric generators and the other to the larger question of how to better coordinate gas and power scheduling.

Importance of Interruptible Transportation and No-Bump Rule to Electric Generators

Like many generators, BG’s and DMT’s plants are served by a variety of transport arrangements including firm and interruptible transport, capacity release, and delivered gas to the plants.  Each of these arrangements is an important part of the portfolio.  If either the Pipeline Collaborative Proposal or the APS/TVA Proposal were adopted, one of these transport options that the plants rely on – interruptible transportation – would be compromised.  To have interruptible transport bumped so late in the day would make it next to impossible to find alternate supplies since most of the gas suppliers would have already left for the day.  BGEM and DMT support the current nominating and scheduling deadlines.  These deadlines allow interruptible shippers to know by 11 or 12 whether gas will flow.  Moving this bump cycle any later in the day would run counter to Commission policy and would be disruptive to the market.

There were some suggestions at the May Subcommittee meeting that the no-bump rule should be eliminated completely.  That would run directly counter to FERC’s longstanding policy on this issue and also would also severely disrupt many gas arrangements.  As far back as Order 587-G, FERC held that interruptible shippers should have the assurance by mid afternoon of the Gas Day that they would receive their scheduled gas.
  The Commission had to weigh the arguments of firm and interruptible shippers and believed that the ID 2 no-bump cycle represented a fair balance.  Without a doubt, firm shippers should have the advantage over interruptible shippers when scheduling gas, but this advantage should not leave interruptible shippers without any options late in the Gas Day. 
Coordination of Gas and Power Scheduling

The above discussion only highlights the “elephant in the room” – the lack of coordination between the gas and power days.  Attachment B, referred to earlier in these comments, is as clear a picture as one will find of the discrepancies in gas and power scheduling.  If changes were made to either the gas and power day that would give electric generators more certainty on their power schedules, it would help considerably when submitting gas nominations.  

This observation is nothing new to NAESB members.  They have devoted considerable time and effort to solving these problems and the February 24th Report contains the details of their work.

The WGQ’s attempt to agree on the limited issue of additions to the intra-day cycles was made even more difficult by the fact that it was being done without the full participation of electric market participants.  Without both sides at the table, the necessary changes will be next to impossible to accomplish.  And without clear direction from FERC, it is hard to see these problems ever being solved.  

NAESB should urge FERC to take further action in this regard and issue a Notice of Inquiry to ask industry participants how to best solve this critical problem of lack of coordination.
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