
VAR Cost Allocation Working Group (“VCAWG”): 7/12/07 Meeting
(
Attendees were: Sandi Hennequin (Constellation, Co-Chair), Bob Keating (MDPU, Co-Chair), Chuck Ide (ISO-NE, Co-Chair), Michelle Gardner (NEPOOL Counsel), Jim Douglass (ISO-NE Counsel), Janine Dombrowski (ISO-NE), Shannon Hann (ISO-NE), Alex Kuznecow (ISO-NE), John O’Connor (ISO-NE), Jim Thian (ISO-NE), Tom Austin (ME PUC), Nicolas Bosse (HQUS), Calvin Bowie (NU), Nancy Chafetz (Customized Energy Solutions), Henry Daher (National Grid), Ghebre Daniel (MA DPU), Lisa Fink (ME PUC), Pete Fuller (Mirant), Marc Guerrette (CMP), Tom Kaslow (FirstLight), Bill Killgoar (LIPA), Paul Krawczyk (NSTAR), Rose Ann Pelletier (MA DPU), Shashi Parekh (MA DPU), Rose Pysh (United Illuminating), Bob Stein (Signal Hill), Wayne Whittier (ME PUC).  [Note: many attendees attended by phone.]
(
Mr. Ide noted a few clarifications to the meeting minutes of June 14, 2007.  In particular, Mr. Ide stated that in the description by Mr. Gates from ISO-NE on the ISO-NE operations and processes related to voltage control the meeting minutes will be clarified to indicate that the process involves review of the units committed economically in the Day-Ahead Market clearing to make sure that the voltage needs of the system are met and that there are two primary drivers for commitment of units for VAR service.  The first driver is the operational guides used by the ISO operators and Local Control Centers to determine unit commitment for VAR and the second is the observance of voltage based transfer limits.  To the extent that the economic clearing of the Day Ahead Market does not provide the correct set of resources, additional resources will be committed for VAR service in the RAA process and/or in Real-Time.  Mr. Ide also clarified that at the June 14, 2007 meeting, the ISO has confirmed the split of uplift costs for generators committed for both Local Second Contingency Protection and VAR service as 50/50.  
(
Mr. Ide then stated that two voltage control cost allocation proposals were received for consideration by the group.  Mr. Ide stated that both proponents would have an opportunity to review their proposal with the group and to answer any clarifying questions.  Once that process is complete, Mr. Ide indicated that there may be an opportunity at this meeting for a controlled debate on the merits of each of the two proposals.  Mr. Ide stated that the group will assess the level of support for these proposals at the next meeting of the group and following such assessment, will begin the drafting of a report from this group to the Transmission Committee.  Mr. Ide stated that the group would meet again to review and provide input on this report. 

(
Ms. Fink from the Maine PUC gave the first presentation in support of the Reliability Region Cost Allocation Proposal, which was submitted jointly by the Maine PUC and CMP.  Ms. Fink stated that the New Hampshire, Vermont and Rhode Island commissions supported this proposal and that it was the same proposal that was voted upon by the Participants Committee in October 2006 that received close to 60 percent support.  Ms. Fink then described the proposal in detail based on the materials circulated to the working group in advance of the meeting, which would allocate PUC, LOC, and SCL costs sub-regionally, and explained how this proposal would meet the six general principles developed by the working group.
(
A member of the working group asked Ms. Fink if the proposal was limited to those instances where local load was causing the need for voltage support, citing possible examples where heavy exports to New England such as those from New Brunswick may cause voltage problems in certain regions.  Ms. Fink stated that at this point in their analysis, based on what has happened in the past, all evidence has pointed to the reliability region incurring the costs as being the same as the one that causes the costs.  Mr. Guerrette from CMP stated that what was being proposed was consistent with other reliability costs.
(
A member of the working group asked Ms. Fink to clarify the level of support for this proposal from the other states.  Ms. Fink stated that while NECPUC has not done a formal vote on this issue, she did an informal inquiry of the individual state commissions and New Hampshire, Vermont and Rhode Island indicated support.

(
Mr. Ide asked for further information as to how the proponents were proposing to calculate Through and Out transactions given that what was being proposed involved an allocation to those transactions.  Mr. Guerrette replied that when this issue was discussed at the VAR working group, there were three methods of dealing with this issue:  (1) to strictly allocate to network load in reliability regions (no Through and Out); (2) to allocate Through and Out in the same manner as today; or (3) to determine how many MWs of Through and Out transactions affect the different reliability regions.  Mr. Guerrette stated that the proposal today called for the allocation of Through and Out in the same manner as today.  Mr. Guerrette and Ms. Fink did note, however, that they were open to accepting any suggestions on this issue.  Mr. Guerrette then explained to the group in further detail how these transactions were done today.
(
A member of the working group asked Ms. Fink how the proposal would address issues relating to getting the necessary equipment in place effectively and whether the proposal would affect the present coordination with ISO regarding installation of equipment.  Ms. Fink stated that she did not envision a change in how things were done today and that consumers will make the proper investment and purchasing decisions if the costs are felt in correspondence to the need that they cause.  Mr. Guerrette stated that the pricing signals would be strengthen by charging the costs to the reliability regions.

(
Mr. Stein on behalf of HQUS asked Mr. Guerrette to clarify further how Through and Out transactions worked and noted that this issue was very important to HQUS.

(
Ms. Hann from ISO stated that she did not understand how retaining the current allocation of Through and Out in the same manner as today could be implemented by ISO.  Other members of the working group noted issues with the other two methods as well. 

(
Mr. Bowie from NU gave the second presentation in support of the Proposal to Maintain the Existing Cost Allocation Treatment for the LOC, SCL, and PC Components of Reactive Supply and Voltage Control Service Costs, which was submitted by NU.  Mr. Bowie described the proposal in detail based on the materials circulated in advance to the working group, which would retain the existing allocation methodology, and explained how the proposal met the six general principles developed by the working group.  No member of the working group had any clarifying question or comment on Mr. Bowie’s presentation.
(
Mr. Ide then stated that floor would be open for the group to begin deliberations on the two proposals presented to the group.

(
A member of the working group stated that while he agrees VAR support is needed to prevent system collapse, it is really a capacity issue and such costs are already included in the “cc” rate component, which is allocated across the region.  Another member of the working group then asked why VAR costs are regional while Local Second Contingency Commitment costs are local.  Mr. Bowie noted his disagreement with the existing allocation methodology for Local Second Contingency Commitment costs.  Another member of the working group raised a separate point that reliability region definitions are not changed very often and inquired how this would impact the proposal to allocateVAR costs locally.
(
Mr. Keating from the MA DPUC stated that Massachusetts believes there is a greater good in maintaining a strong regional system and noted that NEPOOL was designed and built for the larger group and that over-time, the benefits of a tight pool are for the greater good of the whole region. 
(
In response to the comments that voltage collapse is a capacity issue, Mr. Bowie stated that voltage control is a factor in voltage collapse and it provides regional benefits, which was recognized by the Commission.  Mr. Bowie then noted that if the region were to switch to a local allocation, stakeholders outside of the local region may oppose the building of certain VAR equipment and that there may not be proper incentives to build least cost equipment.  Ms. Fink reiterated the position that allocation of local costs would strengthen incentives to build needed generation.  Another member of the working group noted that he was having difficulty determining how the process for maintaining the bulk power system would work if you move to a local allocation.  Another member of the working group stated that any cost allocation proposal should take a long-term approach in the interests of good market design, and cited statements from the External Marking Monitor supporting the approach proposed by the Maine PUC and CMP.
(
A member of the working group asked Ms. Fink what the driver of the proposal was and questioned whether it was due to persistent and high costs that Maine did not want to pay for.  Ms. Fink stated that there were several issues going on here, but did note that the Maine PUC and CMP would not have initially focused on this issue had it not been for the activities in Massachusetts and Connecticut.
(
Mr. Bowie raised a question as to how the Maine PUC and CMP proposal would address situations where several generations through the region may be called upon to supply voltage control for a 345 kV line that benefits the region.  Mr. Bowie raised a concern that the lowest cost generation may not always be called upon by the ISO and that the Maine PUC and CMP proposal would eventually cause a problem with the way operations are done today.  Mr. Austin stated that there may be a reason to carve out and charge certain VAR costs locally.
(
Mr. Guerrette asked whether for Local Second Contingency Commitments the ISO selects generators outside of the reliability region where the need arises.  Mr. Ide stated that he would confirm whether ISO has done this or not.  Ms. Fink stated that it would seem to make sense to have VAR done the same way as these costs.  Mr. O’Connor from ISO confirmed that the ISO has committed resources for Local Second Contingency outside of the region where such resources are needed.  Mr. Bowie confirmed that ISO was referring to SCR.  Mr. Ide stated that he needed to confirm how billing would be done for SCR in that circumstance and that he would report to the working group after lunch.  Mr. Ide then requested that the Maine PUC and CMP confirm what is intended by their proposal.  Mr. Guerrette stated that the proposal is to allocate costs to the reliability region where the resource is needed for VAR support, not necessarily where the resource is located.  Mr. Ide then clarified that after lunch, he would inform the working group of the process for SCR allocation today and also the portion of charges that relate to Through and Out transactions, which was requested earlier in the discussion.
(
A member of the working group raised an issue with the current Through and Out charges and stated her opinion that any costs to network load should be based on one peak hour in the whole month and then allocated to the parties based on what they happen to be flowing in that particular hour.  Mr. Guerrette stated that is an issue with the current allocation today.  Mr. Ide stated that he was familiar with this issue and as of today, the ISO has no ability to give hourly network load and no transmission owner has given ISO any proposals to deal with this otherwise.  
(
Mr. Ide stated following lunch that the working group will begin to prepare the basis of a report.  Mr. Ide indicated that the working group needed to assess how much support there is for the proposals that the group has in front of it.  Mr. Ide also stated that it may be beneficial to give the proponents of the two proposals an opportunity to see if a reasonable compromise can be achieved prior to the next meeting.  Mr. Keating stated that he needs to coordinate with NECPUC and would like to come to the next working group meeting with a position on this topic, although not sure if that is possible.  Ms. Fink indicated that this approach was acceptable to her.

(
Mr. Ide stated that he would follow up with Ms. Fink and Mr. Bowie on whether a compromise can be achieved.  Mr. Ide indicated that the next working group meeting will be short and he will see if there is a requirement for a face-to-face meeting or whether the meeting could be held via teleconference.  With respect to the show of support for the two proposals, Mr. Ide stated that that support process will be on a one vote per person basis.  Ms. Fink indicated that there could be a possible third proposal and requested that Mr. Ide follow up with her next week to see if that is an actual possibility.
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