VAR Cost Allocation Working Group (“VCAWG”): 6/14/07 Meeting
(
Attendees were: Sandi Hennequin (Constellation, Co-Chair), Bob Keating (MDPU, Co-Chair), Chuck Ide (ISO-NE, Co-Chair), Alex Kuznecow (ISO-NE),  Eric Runge (NEPOOL Counsel), Michelle Gardner (NEPOOL Counsel), Dave Doot (NEPOOL Counsel), Jim Douglass (ISO-NE Counsel), Don Gates (ISO-NE), Roseann Pelletier (MDPU), Shashi Parekh (MDPU),  Rose Pysh (UI), Lisa Fink (MPUC), Henri Daher (NGRID), Cal Bowie (NU), Marc Guerrette (CMP), Cheryl Ruell (ISO-NE),  Fernando DaSilva (FPL), Tom Kaslow (Sigma Consultants), Nancy Chafetz (Customized Energy Solutions), Jin Thian (ISO-NE), Sharon Weber (PPL Energy), John O’Connor (ISO-NE), Bill Kilgoar (LIPA). [Note: many attendees attended by phone.]
(
On Agenda Item No 1.a., the Chair referenced the change in meeting dates from June 28th to August 6th and from August 22nd to August 23rd.  No objection to this change was raised.  

(
No process questions were raised with respect to Agenda Item No. 1.b. 
(
No additional background materials or data were requested under Agenda Item No. 2.

(
On Agenda Item No. 3, Mr. Gates from ISO-NE discussed ISO operations and processes related to voltage control with the group.  Mr. Gates reviewed the Resource Adequacy Assessment (“RAA”) process with the group and how certain units get committed for voltage support.  Mr. Gates stated that there are two primary drivers for commitment of units for VAR service: the first is the economic commitment of units that takes place under the market rules and whether that commitment and whether that commitment meets voltage needs, and second the operational guides used by the ISO operators and Local Control Centers to determine unit commitment for VAR service when needed.  The group asked Mr. Gates numerous questions regarding this process, including whether and how certain generators in one area could provide voltage support to another area, the timing of such commitment, compensation to generators for voltage support, and the impact on generators for providing voltage support.  Mr. Gates confirmed that, in general, ISO takes action under this RAA process to provide voltage support for the bulk power system. Mr. Gates clarified that commitments for voltage support are generally based on need and not economics.  The group discussed dynamic voltage support devices and their impact on voltage control.  Mr. Gates noted that sometimes generators are committed for both Local Second Contingency Protection and for VAR service at the same time.  In such cases he thought that the uplift costs were split 50/50 but ISO will verify.  ISO will look into question of whether it commits generators for VAR service to increase transfer capability.  There was a discussion of whether it was more appropriate to install more transmission devices for VAR service rather than use out-of-market generation. 
(
Prior to beginning the process of identifying high level principles on which the cost allocation proposals put forth by working group members, Mr. Runge reviewed the work that was done by the VAR Working Group, which provided recommendations regarding changes to Schedule II of the ISO Tariff to the Transmission Committee.  Mr. Runge noted that this group did consider cost allocation but was unable to reach any consensus position with regard to that issue.  Mr. Runge reviewed with the group the two general positions on cost allocation reached by that VAR Working Group and some of the general principles of each position.  The first position was to keep the status quo, which regionalizes all costs of voltage support under Schedule 2.  Mr. Runge stated that two general principles of this position are that (i) any proposal should recognize the integrated nature of the bulk power system and (ii) any  proposal should recognize the transitory nature of conditions on the bulk power system.  The second position was to allocate voltage support costs (other than the CC rate component) on a sub-regional basis.  The three general principles of this position are that (i) any proposal should consistently allocate all out-of-merit costs, (ii) any proposal should target those costs to those that benefit and/or cause  the costs and (iii) any proposal should incent cost management.  Mr. Runge stated that the Transmission Committee ended up supporting the status quo.  The group discussed the FERC precedent and the FERC staff report related to the cost allocation of VAR service.
(
The group began the process of identifying high level principles on which the cost allocation proposals should be based.  Mr. Ide stated it was his intent that the group would have about 5 or 6 principles, but no more than 7 concisely worded principles.

(
The group agreed to include, as the first principle, that “The Proposal should recognize both the physical characteristics and physical operation of the New England bulk power system.”  The group agreed to add the term physical to both characteristics and operation to specify its intent that physical applies to both.  No issues were raised under this principle.  Several proposed principles were raised by the group that were rejected as principles but that may fit as arguments under this principle, including that dynamic voltage support from generators or non-generators committed by ISO is a service that benefits the New England bulk power system, and that voltage support has a reliability impact beyond its locale.
(
The group agreed to add, as the second principle, that “Those customers that cause the cost or receive the benefits of voltage support should pay those costs.”  The group had an extended discussion on this principle, which was originally limited to a causation principle only.  Mr. Keating stated his opinion that cost causation was a well-established factor in regulatory policy.  Mr. Bowie stated that he does not support a principle that is limited to causation only.  Mr. Runge proposed expanding this principle to its final form, which addresses both causation and benefit and can apply to any proposal.  Mr. Douglass agreed that both of these factors, causation and benefit, are core principles that the FERC will look at in evaluating any cost allocation methodology.
(
The group agreed to add, as the third principle, that “The proposal should recognize other cost allocation methods approved under the ISO New England Transmission, Market and Services Tariff.”  The group had an extended discussion on this principle.  The group agreed to delete the term “and be consistent with” from the original language of this principle in order not to prejudge or bias any proposal.  The group rejected attempts to create any principle that would reference the status quo or require the consideration of the principles underlying the existing cost allocation methods.
(
The group did not agree to add a principle that any voltage allocation methodology should send appropriate price signals due to a lack of support among the group. 
(
The group agreed to add, as the fourth principle, that “The proposal should provide for ease of implementation.”  The group expressed general support for this principle without any opposition.
(
The group agreed to add, as the fifth principle, that “The proposal should be fair and equitable.”  The group expressed general support for this principle, although some members questioned whether it was necessary.  Ms. Hennequin stated that she thought it would be helpful to the group to require the proponent of any proposal to state why they thought their proposal was just and equitable.  With those statements in mind, no one expressed any opposition to retaining this principle.
(
The group agreed to add, as the sixth principle, that “The proposal should encourage proper economic decisions.”  The group agreed to amend this principle from its original language to state “proper economic decisions” as opposed to “proper investments,” in order to capture not just investments but also cost reductions.  The group expressed general support for this principle without any opposition.
(
Mr. Ide reminded the group to send all cost allocation proposals by the due date to Mr. Kuznecow.  All proposals should include a discussion on how the proponents view their proposals in the context of the six principles identified and on the implementation of their proposals.  Mr. Kuznecow stated that he would get a list of the general principles out to the group by tomorrow morning.
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