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TO:
NAESB Wholesale Gas Quadrant Executive Committee 

   
CC:
Rae McQuade

      DATE:
July 2, 2008


RE:
Annual Plan Item 7(c), FERC Order No. 698

FPL Group’s Interest

FPL Group, Inc. (“FPL Group”) is a Florida corporation and a public utility holding company as defined by Section 366.1 of the Commission’s regulations.  FPL Group’s public utility company subsidiary is Florida Power & Light Company (“FPL”).  FPL is a franchised public utility company that provides wholesale and retail electric service to customers in the State of Florida.  FPL owns approximately 20,000 MW of generation in peninsular Florida as well as transmission facilities.  In New England, the Florida Power & Light Company – New England Division (“FPL-NED”) owns a single transmission asset, the Seabrook Substation, located in Seabrook, New Hampshire.  

FPL Energy, LLC (“FPL Energy”) is the merchant power subsidiary of FPL Group.  FPL Energy’s subsidiaries own and operate several merchant generating facilities throughout the United States and market electricity and natural gas throughout the United States.  Both FPL and FPL Energy’s marketing subsidiary, FPL Energy Power Marketing, Inc., are members of NAESB’s Wholesale Gas Quadrant.
Background

FERC issued Order No. 698 on June 25, 2007,
 in which the Commission sought “to improve coordination between the gas and electric industries.”
  The Commission discussed in Order No. 698 changes to the intra-day gas nomination schedule and referenced NAESB’s Final Report in which NAESB raised the possibility of developing standards that would offer an additional intraday nomination cycle with rights for firm shippers to bump interruptible nominations. In response to NAESB’s Final Report, the Commission stated with respect to changes in the intraday nomination schedule,

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.

Based on FERC’s direction in Order No. 698, NAESB tasked its Wholesale Gas Quadrant (“WGQ”) Business Practice Subcommittee with reviewing suggested proposals to better coordinate the gas and electric markets and determining if a consensus position can be reached.  After several meetings of the WGQ Business Practice Subcommittee the participants narrowed the list of possible changes to the Gas Day to three proposals.  During the final meeting of the WGQ Business Practice Subcommittee on May 19-20, 2008, participants were asked to vote on three proposals that would add additional nominations opportunities during the Gas Day.  The proposals were made by the Pipeline Collaborative, APS/TVA and FPL Energy.  

FPL and FPL Energy opposed the Pipeline Collaborative Proposal and the APS/TVA Proposal because both proposals would introduce an intra-day bumping cycle that is too late in the day and would make it impossible for intra-day shippers to achieve business certainty (scheduled gas quantities would not be known until as late as either 5:00pm or 7:30pm on gas flow day making it impossible to reschedule bumped gas supplies) and, therefore, would severely harm the ability of shippers to utilize interruptible service.  In the end, none of the three proposals received enough votes to move on to the Executive Committee of the WGQ.

FPL Group’s Comments

FPL Group supports efforts to coordinate the gas and electric day schedules and is disappointed that NAESB was not able to suggest an approach that would strike the appropriate balance between coordinating power and gas scheduling while still allowing interruptible shippers to achieve business certainty.  Given that NAESB has been unable to reach a consensus proposal, FERC should continue the process and issue a Notice of Inquiry seeking industry comment on how to coordinate the gas and power markets.
· The importance of coordinating the gas and electric scheduling cycles:

Under the current gas and power day schedules, it is difficult for gas-fired generators to meet the demands of the electric market without incurring scheduling imbalances on the gas pipelines that serve them.  This is because the current Gas Day only provides for batched nomination cycles, some of which are overnight and do not coincide with opportunities to purchase gas supply, and the power market calls on generators to run outside of the Gas Day’s batched nomination cycles.  Many gas-fired generators are called on to run on short notice and sometimes must turn on before they have an opportunity to confirm their gas scheduling, which typically gets confirmed during the next available gas nomination and scheduling opportunity.  Therefore, the hourly power market does not correlate with the daily gas market and this makes it impossible for direct-connect generators to balance their gas scheduling.  
FPL Group supports measures to increase the gas nomination opportunities for power generators, which will increase the exchange of information between the gas and power markets, improve coordination, and decrease scheduling imbalances on gas pipelines.  When the Commission initially addressed a proposed 3-cycle batched intra-day gas nominations timeline in Order No. 587-F,
 the Commission recognized that “the ultimate goal [is] the development of a continuous and contiguous scheduling system.”
  FPL Group recognizes that many pipelines are not capable of supporting such a continuous process at this time, although some pipelines already allow for continuous nomination opportunities, but the flexibility under the additional of one or several nomination opportunities would permit the gas industry to better respond to the hourly electric market.  For these reasons, despite the failure of NAESB’s WGQ to find an appropriate resolution, FERC should continue the process and issue a Notice of Inquiry seeking industry comment on how to coordinate the gas and power markets.
· The market for interruptible transportation service must not be impaired by adopting a bumping opportunity very late in the Gas Day:
While FPL Group supports the addition of gas nomination opportunities in order to better coordinate the scheduling of the gas and power markets, FPL Group does not support proposals that would compromise the market for interruptible transportation service by adopting a bumping opportunity very late in the Gas Day when interruptible supplies are already flowing and there is no opportunity to reschedule them in order to avoid a scheduling penalty and to meet market demand.  While FPL Group supplies its gas-fired power generating plants primarily with firm transportation service, and believes firm shippers should have the advantage over interruptible shippers when scheduling gas, a late-day bumping cycle should not be adopted because it would make interruptible service so unreliable as to become useless.

The Commission has repeatedly recognized the need for shippers using interruptible service to have certainty at a reasonable time during the gas flow day that their service will remain scheduled.  In 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.
  Also, the Commission recognized in the NOPR leading to Order No. 698,
 “[a]ny standards that would allow better coordination between scheduling of gas and electric markets would be of benefit to both industries, …, however, the Commission has recognized the interest of interruptible shippers in achieving business certainty by making the last intraday nomination opportunity one in which firm nominations do not bump interruptible nominations.”  The Commission reiterated in Order No. 698 that interruptible shippers should be able to achieve business certainty by making the last intra-day nomination opportunity one in which firm nominations do not bump interruptible nominations.
  Allowing for bumping during an additional nomination opportunity late in the Gas Day, as proposed by the Pipeline Collaborative and the APS/TVA Proposals, would make it difficult or even impossible for interruptible shippers to achieve business certainty and would devalue interruptible service as an option for many suppliers and most end users.

Specifically, adoption of new intra-day nomination opportunities with late-day bumping rights could result in fewer supply alternatives for interruptible shippers.  Specifically, supply sources like processing plants and remote wells that do not have the capability to shut down when their interruptible service is bumped would be forced to limit their sales to shippers with firm transportation service.  This results from the fact that an interruptible shipper would not be notified of being bumped during the additional intra-day nomination period until after normal business hours.  Therefore, unless the supply source that is using interruptible service or selling to an interruptible shipper has some way to shut down supply when the interruptible service is cut, it effectively would be precluded from utilizing interruptible transportation service or from selling to shippers that utilize interruptible service.  For example, if supply is scheduled to be transported through pipeline A on an interruptible basis to pipeline B, and the interruptible service is bumped on pipeline A, the downstream pipeline B, its shippers and the consumers of gas off of pipeline B would be harmed to the extent bumping is allowed late in the Gas Day.
In addition, the Commission has recognized that a robust interruptible market is essential to act as a check and balance against both the primary and capacity release markets for firm service.  For example, FERC has stated, "[i]nterruptible service is considered … to be an effective protection against withholding of capacity by firm shippers."
  Very recently in Order No. 712,
 the Commission commented repeatedly that shippers purchasing capacity in the uncapped short-term release market “would be adequately protected because the pipeline’s firm and interruptible services will provide just and reasonable recourse rates limiting the ability of releasing shippers to exercise market power.”
  Therefore, any policy changes that would diminish the use and effectiveness of interruptible service would have far-reaching implications for the primary and secondary markets for pipeline capacity.

Finally, the Commission has recognized the value of having interruptible service as an option for end users.  In paragraph 27 of the NOPR leading to Order No. 698, responding to suggestions that FERC should mandate use of firm service by all generators, the Commission stated,
[w]e agree that business practice standards requiring, for instance, that gas-fired generators have firm gas supply or gas transportation contracts would go beyond the scope of business practices. Instead of mandating commercial relationships, the section 206 proceedings will focus on ensuring that generators in organized markets can synchronize their gas and electric scheduling and can receive appropriate compensation for prudently incurred costs if gas prices deviate significantly from those that could have been expected at the time they submitted their bid.

Therefore, FERC has rejected the notion of mandating that generators sign up for firm service.  Rather, generators should have the option to decide their own commercial relationships based on the needs of each facility.  Also, in the Initial Decision in South Georgia Natural Gas Company,
 Administrative Law Judge Zimmet spoke very positively about the decision to sign up for firm or interruptible service and about the right to choose what makes sense for an individual shipper.  Judge Zimmet stated,
Certainly, a firm customer is assured of service, while an interruptible customer has no such guarantee. But that hardly means firm service is necessarily superior in quality to interruptible service. A firm customer must pay a substantial price--through a reservation or demand charge--to assure service. This premium must be paid in all events, even when a firm customer needs little or no service.

An interruptible customer, on the other hand, pays no such premium given the fact that it has no promise of service. It pays only when service is actually needed and taken--which can be a considerable amount of time throughout a year, despite the absence of an assurance of service.

Quite often the question of whether firm or interruptible service is needed or desired by a customer turns on whether that customer, or the ultimate gas consumers which it serves, can readily switch to alternative fuels. Where the switch is difficult or nearly impossible--as in the case of certain industrial processes, as well as where residential and small commercial consumers are involved--firm service is required. Conversely, where the switch to alternative fuels is relatively easy and has been factored into the cost of doing business--as in the case of a number of industrial operations--interruptible service not only is sufficient, but is more economically desirable than firm service.

In the latter case, that customer likely would fight very hard to avoid taking costly firm service, while insisting on interruptible service only. In short, by no means does every gas customer view firm service to be "superior," or demand that it receive such expensive service. From the standpoint of determining a reasonable IT rate design, there is little purpose in deciding which service--firm or interruptible--is superior or inferior in quality. Cf. Mobil Oil Corp. v. FERC, 886 F.2d 1023, 1029-30 and nn.38 and 39 (8th Cir. 1989). 

To the extent interruptible service is rendered unavailable through adoption of a late-day bumping opportunity, most shippers will no longer have the option to purchase interruptible service even though it may make more sense for them based on their particular circumstances.
Conclusion

Based on the foregoing, FERC should continue the process to coordinate scheduling the gas and electric days through issuing a Notice of Inquiry seeking industry comment on how best to strike the appropriate balance between coordinating power and gas scheduling while still allowing interruptible shippers to achieve business certainty. 



Respectfully submitted,




/s/ Sarah E. Tomalty




Sarah E. Tomalty




Senior Attorney




FPL Group, Inc.

On behalf of FPL’s and FPL Energy’s voting members:

Sam Forrest (WEQ-Board)

Tim Gerrish (WGQ Board and WEQ voting member)

Dona Gussow (WGQ EC and WGQ voting member)

Art Morris (WGQ EC Alternate and WGQ voting member)

Gerry Yupp (WEQ voting member)

Marty Mennes (WEQ-Transmission voting member)

Michael Jessop (PMI voting member).
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