Cost Allocation Method Evaluation Principles Grouped
· OBJECTIVE – Appropriate alignment of cost, benefit and risk sharing among participants.

· PRINCIPLES

· Cost causation

· When the taking of an action is driven by a local need or where the benefit of an action accrues to a locality, the cost should be allocated to the location in proportion to the need or benefit.
· Beneficiary pays

· When the taking of an action is driven by a local need or where the benefit of an action accrues to a locality, the cost should be allocated to the location in proportion to the need or benefit.
· Fairness

· Ability to offer a price

· Ability to profit or lose based on the price/profit

· Risk Allocation

· Ability to hedge

· Ability to predict [reasonably anticipate] (who can predict [reasonably anticipate])

· Ability to recover (who can recover)

· Legitimate market risks should be borne by participants who can hedge or manage those risks.

· Efficiency

· The ability to manage risks/costs most efficiently in addition to or in the absence of an infrastructure based solution

· Charges in-market allocated to in-market; when out of market another allocation should be considered

· Cost transparency and market mechanisms should be pursued to encourage development of the least-cost solution, whether demand, generation or transmission based.

· Minimize the dollar amount that consumers pay for these costs considering both long term and short term.
· Long Term Incentives

· Ability/incentive to react (who can react)(e.g., dispatchable load incentives)

· Ability to eliminate the problem (who can eliminate the problem)

· Ability to achieve least cost solution (system planning) (who can achieve the least cost solution)

· Allocate cost to the party best suited to address the problem

· Incentives to fix the problem vs masking the problem.

· Allocation mechanisms should be visible and transparent so as to focus attention of market participants on solutions to out of market costs.

· Other

· Reliability based charges – cost allocation should be consistent with this type of charge.

· Consider the value of competitive markets; allocation should provide markets/market participants incentives & opportunities to find solutions that might lead to costs to customers that are lower than what might be experienced through a straight pass through of such costs.

· Energy [LSCPR] costs allocated to Energy Market participants.

· Market mechanism to correct the out of merit cost vs how these out of merit costs get allocated.

· Allocation should consider how the costs incurred for the same or similar product/service are allocated in other markets (including forward markets) or through other mechanisms.

