
Proposal to Maintain the Existing Cost Allocation Treatment for the LOC, SCL, and PC Components of Reactive Supply and Voltage Control Service Costs (Schedule 2) (“Voltage Control” or “Schedule 2”)
This proposal
 is to maintain the current treatment of dynamic Reactive Supply and Voltage Control costs pursuant to Schedule 2 of the ISO’s Open Access Transmission Tariff. Schedule 2 allocates the CC and the LOC, PC and SCL costs on an hourly pro rata basis to all Regional Network Service and Through or Out Service customers.  The hourly value for all Regional Network Service customers is based on their highest hour of use for the month (Regional Network Load).  The hourly value for Through or Out Service customers is based on their respective hourly Reserved Capacity.  This allocation of Schedule 2 costs recognizes the criticality of bulk system voltage control to the reliability of the entire transmission system, particularly the unique qualities of dynamic control available from rotating machines and electronic sources.  It also recognizes that all Transmission Customers must pay for maintaining the bulk power transmission system voltage at acceptable levels. 

When the transition to energy markets occurred in the mid-1990s, Reactive Supply and Voltage Control Service was included as Schedule 2 of FERC’s pro forma Open Access Transmission Tariff (OATT) and subsequently included as Schedule 2 of the NEPOOL OATT.  Since Voltage Control was considered an ancillary service of the transmission system and necessary for the reliable and efficient operation of the bulk power transmission system, it was not considered a market service and was not made part of the developing market system.  
The existing regional cost allocation methodology in Schedule 2 has been approved as just and reasonable by FERC on two occasions.  First, in the approval of the 45th Amendment to the RNA on December 20, 1999 (Docket No. ER99-4531-000), and second in the approval of the 73rd Amendment to the RNA on June 28, 2001 (Docket No. ER01-2161-000).

This proposal, which is to maintain the current allocation of Schedule 2 costs, is consistent with the set of six principles developed by the VAR Cost Allocation Working Group for the evaluation of alternative cost allocation proposals.  The following is a list of the principles and a short discussion of the appropriateness of this proposal with respect to each principle.  

General Principle #1

The proposal should recognize both the physical characteristics and physical operation of the New England bulk power system.
Voltage Control is needed to maintain system transmission voltage within a design range and at the levels required to support real power transfers, and is an essential part of power system operation.  The larger the real power transfers on the system, the greater the requirement for VAR Support and the more critical it is to maintain adequate voltages, particularly during periods of dramatic change in system flow conditions.  If the transmission system voltage increases above or falls below prescribed values, even for a very short period of time, the electrical apparatus connected to the transmission system may fail and an extensive transmission system shutdown may occur.  Without controllable reactive power reserves, the system’s response to a disturbance or contingency could result in a voltage collapse leading to a shutdown of some or all of the transmission system, or result in damage to equipment due to excessively high voltages.  Voltage collapse on the bulk power system is not a local event.
Therefore, regional cost allocation for Voltage Control is consistent with the regional need to maintain system transmission voltage within the designed range.
General Principle #2

Those customers that cause the cost or receive the benefits of voltage support should pay those costs.
The OATT already recognizes this principle with respect to local need in Schedule 19 for Special Constraint Resources (SCR) and with respect to regional need in Schedule 2.  
When a local need arises and a dynamic VAR Resource is dispatched on behalf of the local utility, the VAR Resource best suited to addressing the local need is flagged as a Special Constraint Resource and the out of merit costs associated with that VAR Resource are allocated to the local utility   Local load power factor requirements can also be met by local distribution equipment that is supported by all of the ratepayers for that local distribution company.  This further recognizes the cost/benefit principle in General Principle #2.  
However, all customers of the bulk power system require energy delivered by a transmission network that functions properly at all times.  Reliable transmission system operation requires real-time voltage regulation capability over the entire system.  The existing cost allocation methodology in Schedule 2 of the OATT recognizes the regional reliability benefit of dynamic and synchronous Voltage Control to all customers.
In addition, the requirements of voltage support are often transitory.  Each Local Control Center has voltage control protocols that involve various VAR Resources under various operating conditions.  At times a VAR Resource in one Reliability Zone may be called upon to support voltage for a different Reliability Zone.   This is an indication that reliability zones were created based on political jurisdictional boundaries and not on their electrical configuration.   As system conditions change, the need for Voltage Control at any particular location can change.  Continuous change of the locational need for Voltage Control and the resulting continuous change in beneficiaries should be recognized. 
Any local benefit test to determine who should pay for Voltage Control on the bulk power system will undoubtedly lead to unending debates as to who benefited, for how long and whether the action taken to control the voltage problem was appropriate and least cost.  The protracted debate over the SEMA uplift issue is a prime example of such an allocation issue.
Therefore, continued regional cost allocation for Voltage Control is consistent with this principle because all regional transmission customers benefit from and pay for Schedule 2.  
General Principle #3

The proposal should recognize other cost allocation methods approved under the ISO New England Transmission, Market and Services Tariff.
There are several methods of cost allocation that are currently part of the ISO’s Transmission, Market and Services Tariff.  
In general, costs that are considered to be market based, such as energy, capacity and reserves, are allocated to Participants who provide market services through their Real Time Load Obligations.
Costs that are considered related to the infrastructure that support the market system but are not part of the market system, such as the bulk power transmission system (including capacitors and reactors), are generally cost-of-service based and are allocated system-wide as a reliability benefit on a pro rata share of network load basis.
Additionally there are some costs that are incurred for reliability purposes, such as Local Second Contingency Costs, which are allocated to market participants through Real Time Load Obligations.  Although it might be reasonable to allocate Voltage Control costs to Real Time Load Obligations within a local region if it was determined that regional cost allocation is unacceptable, this proposal maintains that it is more consistent to treat the Voltage Control cost allocation the same regardless of its source.
Non-generator circuit elements that support voltage and the free flow of energy on the bulk power system (e.g., reactors, SVC, STATCOM) are considered a regional benefit and receive regional cost sharing treatment.  Costs associated with generators that provide beneficial voltage support in a similar manner to non-generator circuit elements should be given the same cost allocation treatment. 
Therefore, the existing cost allocation treatment for Schedule 2 recognizes, and is consistent with, other cost allocation methods approved under the ISO New England Transmission, Market and Services Tariff.
General Principle #4

The proposal should provide for ease of implementation.
Maintaining the existing methodology with respect to Voltage Control cost allocation would not require any settlement software changes by the ISO and would not result in any additional costs to be borne by ISO’s Market Participants.
The existing methodology is also easy to understand and is transparent.  The allocation determinants are generally well known and auditable.  

A change to local cost allocation for Voltage Control would raise issues of whether or not the out of merit operation was due to local or system concerns and whether the response to the event was from the proper resource.  If Local Control Center Voltage Guides provide options for the operator when responding to a voltage event, that operator’s action may be challenged on the grounds that a different resource in a different Reliability Zone might have solved the problem and would have allocated costs differently.  This might lead to the development of rules on a stakeholder review process and may lead to challenges on a case by case basis.  

Therefore, the existing cost allocation treatment for Schedule 2 has the least risk of implementation and avoids the potential for second guessing and challenges to LCC operations and since nothing would change, is the easiest to implement. 
General Principle #5

The proposal should be fair and equitable.

The proposal to keep the existing regional methodology with respect to  the allocation of Schedule 2 costs is fair and equitable to customers that pay to support the regional New England Transmission System.  As noted above, Voltage Support is critical for the entire transmission system.  The same customers should be allocated the cost of the Voltage Control Service whether the voltage support is provided by circuit elements connected to the regional transmission system or whether the voltage support is provided by generators.  It would be unfair to allocate voltage control costs to one set of customers if the voltage support came from circuit elements and to a different set of customers if the voltage support came from a generator.  Both are providing the same service and the cost allocation should be consistent regardless of the source.  
As discussed under General Principle #4, a local cost allocation methodology could lead to the situation where a resource in one zone is responding to a voltage or outage situation in one or more adjacent zones.  It would be unjust and unreasonable to have Voltage Control costs allocated to the zone where the VAR Resource resides but  have customers in another adjacent zone benefit.  
General Principle #6

The proposal should encourage proper economic decisions.
There is no evidence that the existing treatment of Schedule 2 cost allocation leads to improper economic decisions.  
The often cited Boston high voltage problem in 2004 and 2005 is an example of a situation requiring interim and permanent solutions.  During the period of time required to order equipment and install it, operating procedures utilizing generator VAR control were necessary on a temporary basis.  This is actually an excellent example of how transmission operating procedures utilizing generation dispatch can provide a temporary solution to a transmission problem while the problem is being cured.  Once the problem was addressed, the out of merit generation necessary for Voltage Control was significantly reduced and the new reactors received regional cost allocation support through RNS rates.  Since the cost support of the new reactors are paid on a regional basis, it is entirely logical to assume that interim Voltage Control was also of regional benefit and, as such, is entitled to regional cost support. 
Conclusion

The existing cost allocation in Schedule 2 for fixed and variable costs associated with Voltage Control have a long history of support from both New England stakeholders and FERC.  The existing methodology meets all the Cost Allocation Principles developed through the stakeholder process and recognizes that Voltage Control is needed for the entire transmission system and, therefore, all customers benefit when the transmission system operates reliably.  Regional cost allocation is appropriate for circuit elements that provide dynamic Voltage Control on the transmission system and, therefore, other VAR Resources that provide similar services should have their costs allocated in the same manner.
� This proposal is supported by Northeast Utilities, NSTAR, United Illuminating, MMWEC and National Grid.
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