RELIABILITY REGION COST ALLOCATION PROPOSAL

Submitted by Maine PUC and CMP
A couple of years ago ISO-NE posed the following questions:
Are some of the current generator VAR costs sub-regional in nature, such that certain elements of these costs should be charged to the sub-region of New England in which the generator is located?

For example, should:

· CC costs be charged regionally, and

· PC, LOC and SCL charged sub-regionally”

These same questions are now before the VAR Cost Allocation Working Group.  The Maine PUC and CMP answer the ISO’s questions with a resounding “yes.”  

PC, LOC and SCL
 costs should be allocated sub-regionally.  Specifically, these costs would be allocated to the Regional Network Load and Reserved Capacity of Transmission Customers within the Reliability Region in which a resource was flagged by ISO as needed for VAR support.   The tariff language that would accomplish this proposal was voted on at the Participants Committee in October 2006 and was supported by a nearly 60% majority of NEPOOL participants.  The memo and proposed tariff language are appended to this proposal. 
The proposal is consistent with the principles developed by the cost allocation working group, as discussed below.
The principles developed by the cost allocation working group are as follows:

1. The proposal should recognize both the physical characteristics and physical operation of the New England bulk power system.

2. Those customers that cause the cost or receive the benefits of voltage support should pay those costs.

3. The proposal should recognize other cost allocation methods approved under the ISO New England Transmission, Market and Services Tariff.

4. The proposal should provide for ease of implementation.

5. The proposal should be fair and equitable.

6. The proposal should encourage proper economic decisions.

The Reliability Region Cost allocation proposal is consistent with all the principles listed above and has been recommended for two years by the Independent Market Monitoring Unit for New England (IMMU).   Accordingly, the Reliability Region Cost allocation proposal should be adopted by the ISO.

  The Reliability Region Cost allocation proposal is consistent  with the first principle.   It is a generally accepted fact that reactive power “does not travel over long distances at high line loadings due to significant losses on the wires. Thus, reactive power usually must be procured from suppliers near where it is needed.”
  Thus, the proposal in recognizing the physical limitations of reactive power, i.e. that is does not travel over long distances, appropriately assesses charges related to the provision of reactive service to the local reliability region needing the voltage support.  

The Reliability Region Cost allocation proposal also effectively incorporates the second principle.  This “cost causation-beneficiaries pay” principle also has been recognized by FERC staff and the IMMU.  For example, the FERC staff report on Reactive Power states “Identifying those entities responsible for the need for reactive power is an important aspect in evaluating reactive power pricing policy.”  Id. at 73.  
The independent market monitor for New England has also recognized this principle and applied it in recommending the Reliability Region Cost allocation Proposal.   Specifically, the IMMU recommended:

Allocate uplift for voltage support commitments in the same manner as local reliability uplift is allocated. Currently, uplift for voltage support commitments is assessed to all New England load, although voltage support primarily benefits load in the local area. Assessing this uplift to the local area will provide appropriate incentives to upgrade the transmission system. This change is currently being considered by the NEPOOL Tariff Committee.

2004 MMU report xiv (emphasis added).  This language also supports principle 3, because it recognizes that second contingency uplift is allocated locally.  
The proposal should not raise concerns about ease of implementation (principle 4).  The tariff language has already been drafted and supported by an almost 60 percent majority at NEPOOL.  Moreover, ISO-NE has not raised any implementation concerns about localizing the non-cc costs related to voltage support, although the issue has been on the table since ISO raised it at the beginning of the working group process in 2005. 

The proposal is fair and equitable (principle 5) because it ends the millions of dollars in subsidies that ratepayers in Rhode Island, parts of Massachusetts, New Hampshire, Vermont and Maine have been paying for costs incurred to meet local reliability needs in congested regions of Connecticut and Massachusetts.  The chart provided by the ISO shows that the pc component of schedule 2 has amounted to almost $99 million in costs over the last two years.  It is unfair and inequitable to continue to require ratepayers that do not cause these costs to pay them.  It is not an answer to this inequity to suggest that all ratepayers benefit from voltage support because of the possibility for rolling blackouts or other reliability consequences of insufficient voltage support. The primary beneficiaries of voltage support causing the uplift charges at issue, as the IMMU has noted are local.  Further, if load shedding were required to support voltage, it would be load within the area experiencing the low voltage.  Finally, to the extent that there are any indirect regional benefits of voltage support, the regionalization of Schedule 2 capacity costs more than recognizes any such indirect benefits.
Finally, the proposal, unlike the current socialization methodology sends the proper signals.  This is the main point made repeatedly by the IMMU in the 2004 and 2005 market reports.  For example, the 2005 report states:

To improve the incentives associated with the costs of voltage support commitments, we recommend the ISO consider allocating these costs to all network loads in the affected area rather than allocating the costs market-wide as is done currently.

. . . 

We recommend that the ISO reconsider how NCPC costs associated with supplemental commitments for local 1st contingencies and voltage support commitments are allocated. In particular, we recommend that the ISO consider allocating the costs of voltage support commitments to the network load in the affected areas, and allocating the costs of 1st contingency transmission constraint commitments (if they can be distinguished from market-wide capacity commitments) to the real-time load in the constrained area. These changes would improve incentives for virtual trading and price responsive load scheduling in the day-ahead market.
 2005 IMMU report at 76 and 54. 

We look forward to a discussion of this proposal at the July 12th meeting. 
� ISO defines the PC component (cost of energy produced) of schedule 2 as a payment that compensates a hydro, pumped storage or thermal generating unit if ISO, a Local Control Center or a “dispatch center” brings the unit on line (and the unit produces real power) for the purpose of VAR control.  ISO describes Lost Opportunity Cost (LOC) component as “a payment that compensates generators if ISO, a Local Control Center or a “dispatch center” reduces the output of an on-line hydro, pumped storage or thermal generating unit for the purpose of VAR control.” The SCL (Cost of Energy Consumed) component is described by ISO as “a payment that compensates hydro and pumped storage generators if ISO, a Local Control Center or a “dispatch center” motors an off-line hydro or pumped storage generating unit for the purpose of VAR control.   According to the information provided by ISO, there are no recorded SCL charges from January 2005 through March 2007.   See attachment C to MPUC complaint in Docket No. EL07-38.  Almost all of the non-CC component costs are PC component costs.  These amount to almost $99 million over the two year period.  


� Principles for Efficient and Reliable Reactive Power Supply and Compensation, FERC staff report.
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