Schedule 2 History
Initial Development of Rate Schedule 2

· December 31, 1996 – Comprehensive Restructuring Proposal included Ancillary Service Schedule 2 similar to the then-effective pro forma tariff.

· Proposal for Schedule 2 provides for compensation based on three discrete cost components:  LOC, SCL and CC.

· CC term was set to $0 until it could be defined.

· April 20, 1998 - Proposed Schedule 2 was set for hearing (with a broader set of issues) by FERC.  New England Power Pool, 83 FERC 61,045 (1998).

Agreement on Key Rate Structure 

· April 5, 1999 - Comprehensive Settlement Agreement filed.

· Parties to settlement agreed to defer issues relating to the non-zero CC charge issue.

· The parties agreed “that any generator which supplies reactive power voltage control services is entitled to be compensated for providing such services and, pending a proposal for a non-zero ‘CC’ charge, compensation will be provided to such generators under the ‘LOC’ and ‘SCL’ variables of Schedule 2.  There is no agreement, however, as to whether it is just and reasonable to collect simultaneously cost-based charges under the ‘CC’ variable of Schedule 2 and market-based charges under the ‘LOC’ and ‘SCL’ variables of the related formula, or whether generators are already being compensated other than under Schedule 2 . . . for providing reactive power and voltage control services.”  Settlement Agreement, Attachment A, at Section 12.

· Parties agreed that any CC charge proposal for a “non-zero CC charge” would be made under a separate Section 205 filing and NEPOOL would bear the burden under the FPA of “demonstrating that the inclusion of [a non-zero CC] variable simultaneously with the ‘LOC’ and ‘SCL’ components…is just and reasonable, as well as justifying the amount determined for the charge.”  Settlement Agreement, Attachment A, at Section 12.  

· Parties agreed that charges for reactive power and voltage control services from generation resources would be assessed solely under the NEPOOL Tariff and shared by transmission customers on a pro rata basis according to their shares of load and reserved transmission capacity.

Implementation of Initial Rate Schedule

· July 30, 1999 – FERC Letter Order approving the Comprehensive Settlement Agreement.  New England Power Pool, 88 FERC 61,140 (1999). 

· April 7, 2000 – NEPOOL submission of a Schedule 2 Implementation Rule, which sets forth details on the calculation of the LOC and SCL components, as well as detail as to the data submission and collection procedures established by ISO to implement Schedule 2. 
· June 15, 2000 – FERC Order approving Schedule 2 Implementation Rule.  FERC directed that the formula for quantifying and recovering the cost of VAR support should be included in Schedule 2 (rather than a cross-reference to other tariff provisions on congestion charges) and encouraged stakeholders to use NEPOOL rules and committee processes to address changes to the CC component of the VAR charge.  New England Power Pool, 91 FERC 61,260 (2000).

· June 28, 2000 – FERC Order approving the congestion management/multi-settlement system.  Establishment of CMS/MSS included creation of an additional component for Schedule 2—the “PC” element which was defined as “the amount paid to Participants for the hour for Energy produced by a generating unit in order to provide VAR support. ISO New England, Inc., 91 FERC ¶61,311 (2000).

· PC charges occur where a unit that is not economically dispatched in an hour is directed to come on line to provide VAR support.

· In such instances, the generator would otherwise only be paid the energy clearing price, the PC element ensure that the unit is paid the difference between the energy clearing price and its bid price for the committed hour.

Development of a “CC” Component Charge
· January-May 2001 – NEPOOL Committee proceedings to change Schedule 2 and the Schedule 2 Implementation Rule through Ad Hoc Working Group. 

· Proposal was to eliminate the Schedule 2 Implementation Rule with its substantive provisions transferred into Schedule 2 and non-substantive provisions placed in an ISO Business procedure.

· Other elements were:  (i) proposal of a “non-$0 CC component” and (ii) implementation of changes to the PC (Cost of Energy Produced) component of Schedule 2 related to Net Commitment Period Compensation (as result of Markets Committee action). 

· Changes to Schedule 2 approved by Tariff Committee with vote of 81.14% and Participants Committee with ballot of 92%.  Creation of ISO Business procedure for VAR Support unanimously approved.

· May 29, 2001 – Filing of 73rd Amendment 

· Established a capacity payment or “Base VAR Rate” of $0.90/kVAR in 2001; $0.95/kVAR-yr in 2002; $1.00/kVAR-yr in 2003 and $1.05kVAR-yr in 2004.

· The base rates were “a series of negotiated rates based on a number of estimates of the carrying costs per kVAR to generators associated with the equipment to provide VAR support.”

· Cost estimates were derived from (1) costs bases of NEPOOL Transmission Owners prior to 1998 (approximately $1.38 kVAR-year); (2) data for New York state utilities, PJM utilities and American Electric Power (ranging from $1.58 to $3.72/kVAR-yr) and (3) an estimate of NEPOOL’s avoidable cost of installing static reactor/capacitor banks ($0.64 kVAR-yr).

· “Given the variation in the average $/kVAR-yr rates . . . the magnitude of potential CC charges and the desire to find an administratively efficient and simply way to quantify CC charges, the Participants agreed to utilize a proxy value (i.e., the Base VAR rate) for defining the carrying costs associated with providing the capability for VAR Support that would be captured in the CC charge.”

· VAR Rate is determined by multiplying the appropriate Base VAR Rate by a factor which effectively caps the VAR Revenue Requirement by adjusting the Base VAR Rate downward to the extent that the amount of Qualified Generation exceeds 120% of NEPOOL’s projected annual peak load.

· Transmittal letter to the 73rd Amendment stated that “[t]he annual VAR Revenue Requirement cannot be precisely quantified at this time, but is estimated  to be approximately $12 million for the entire region, or an approximately $0.0001/kW impact on charges.”

· June 28, 2001 - FERC Letter Order approving 73rd Amendment. 

Allocation of VAR Support Charges Under NE-SMD

· September 20, 2002 – FERC Standard Market Design order approved allocation of VAR support costs on system-wide basis.  New England Power Pool et al., 100 FERC ¶61,287, P136 (2002)

· “…VAR support is an essential element in maintaining efficient transmission of power over the grid.  We find Central Maine’s request to require local allocation of VAR support costs to lack specific support and to be without merit.  We find that VAR support is required to maintain the stability and operation of the grid and allocation of costs as outlined in Schedule 2 of the NEPOOL OATT is appropriate.”  

