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1 Introduction

1.1 Background

1. The road to the development of transmission tariffs began with the Government of Québec’s Order-in-Council approving the principle of Open Access on Hydro-Québec's transmission network on December 11th, 1996. This initiative led to the functional separation of Hydro Québec’s transmission activities from its distribution and generation activities through the creation of Hydro Québec TransÉnergie ("HQT") on May 1st, 1997. Soon thereafter (June 1997) the Régie de l’énergie Act came into force, requiring HQT to obtain the Régie’s approval for transmission rates. 
2. HQT subsequently filed two applications. The first one, Application R-3401-98, is the current application for the modification of rates for transmission of electric power in Québec. The second one, Application R-3405-98, proposed regulatory principles on which the Application R-3401-98 would be founded. This latter application led to the Régie's decision D-99-120
. In a subsequent decision, D-2000-102
, the Régie decided the issues that were to be treated as part of the first transmission rate application (R-3401-98). 
3. The context of this proceeding has also been affected by the amendments made to the Régie de l’énergie Act
 that came into force on June 16th, 2000. HQT filed a Revised Application on August 15th, 2000. It is this Revised Application that is the subject of the Régie’s current proceeding (R-3401-98) and our evidence.
4. HQT’s application seeks approval from the Régie de l’énergie for its proposals to:

1) 
modify the rates for the transmission of electric power chargeable to the users of the network in accordance with the Hydro-Québec Open Access Transmission Tariff
,

2) modify certain terms and conditions of the Hydro-Québec Open Access Transmission Tariff and maintain all other conditions for transmission service contained in the said Hydro-Québec Open Access Transmission Tariff
.

5. In designing the transmission rates the major objectives that should be adhered to are outlined in the Direct Testimony of Dr. Ren Orans:
A) meet the goals of transmission rate design, 

1) to collect the transmission revenue requirement;

2) to be simple to implement and use; 

3) to offer open and comparable access; 

4) to be equitable, and 

5) to promote efficiency; 

B) be consistent with the industry standard; and 

C) be appropriate for the market environment in which it is applied
. 

6. Further to these objectives, the above-mentioned amendments made to the Régie de l’énergie Act specify the use of uniform rates throughout the territory serviced by the electric transmission network.
 In other words, the Act stipulates the use of a “postage stamp” rate for use of electric transmission service within the province of Quebec.  A “postage stamp” rate design essentially means all customers of the transmission system will pay the same rate for the electricity delivered, irrespective, of the distance traveled by the electricity or the cost structure for different geographical regions within the system. 

1.2 Conceptual Overview of the HQT Rate Design Proposal

7. HQT’s proposed methodology for determining transmission rates integrates the normally distinct cost allocation and rate design phases used in setting rates for regulated utilities.  A traditional cost allocation exercise is unnecessary because a single allocator (coincident peak demand) is used to allocate 100% of HQT’s costs.  Since there is only one allocator used, there is no need to functionalize, classify and allocate costs in determining the costs allocated to each customer class.  Total costs are, in effect, directly allocated to customer classes using a single coincident peak allocator (1-CP).  This notional cost allocation is implicit in the proposed rate design methodology in that the annual transmission charge (per kW of coincident peak demand) is determined by simply dividing total costs by the annual peak demand assumed by the company for rate-setting purposes.

8. Although rates are set to recover costs based on the annual system peak kW demand, the rates are applied to each customer’s peak demand.  It therefore appears that while rates are set based on the annual coincident peak (1-CP), revenues are collected based on the annual non-coincident peak (1-NCP). When the peak demands of individual customers are not coincident, the sum of the nominated reserve capacities will exceed the system coincident peak demand.  As a result, over-recovery of HQT’s revenue requirement can be expected. 

9. While in general, HQT customers will be charged on the basis of their annual demand, there is a necessary exception: the treatment of short-term point-to-point service.  It would not be practical to charge for monthly, weekly and daily transmission services on the basis of the annual coincident peak since these services would incur no charge if they were used during a period other than the annual coincident peak.  HQT is proposing to charge for short-term point-to-point service on the basis of the short-term peak.  

10. The charge for monthly point-to-point service is derived by dividing HQT’s total revenue requirement by the sum of the 12 monthly coincident peaks (12-CP).
 Conceptually, it follows that if all transmission service were taken under the monthly point-to-point tariff, the company would still recover its costs.  Rates for weekly, daily and hourly transmission service are set to roughly reflect the appropriate proportion of the monthly rate, however, as the contract period gets shorter the effective rate is increased to provide an incentive to contract for longer periods.  For example, the daily rate is one-fifth, rather than one-seventh, of the weekly rate.

11. It may be noted that because customers are unlikely to choose short-term point-to-point service unless the total cost is less than the cost under annual point-to-point rates, offering this flexibility should result in HQT recovering less than its full revenue requirement if greater use is made of this option than is assumed in the company’s projected demand. However, as the table at HQT-10, Document 1, page 17 shows, HQT expects short-term point-to-point revenues to account for only 0.4% of total revenues (11 M$).
  Further, based on the forecast of annual point-to-point revenue appearing at HQT-10, Document 1, page 22 (273 M$), short-term point-to-point service revenues account for only 4% of total point-to-point revenues.  Variances in the demand for short-term services are unlikely to be large; hence, any shortfall is unlikely to be insignificant relative to other sources of uncertainty.  

12. The evidence of HQT recognizes the contribution that end-use customer rate classes make to the total demand of the local load. (HQT-4, Document 2, page 13) Although the internal transfer price for providing transmission services to Hydro Québec’s distribution operations will be based on aggregate demand, and is not directly charged to either end-use customer or is necessarily allocated directly to customer classes, our evidence is based on the expectation that at least some parties will argue that distribution rates for end-use customers should reflect HQT’s approved cost allocation methodology.  In using the 1-CP approach to set rates, the company is implicitly adopting a 1-CP approach to cost allocation. It should be recognized that an issue in setting distribution rates will be whether this cost allocation methodology should “flow-through” to distribution customers.  The HQT cost allocation methodology therefore should embody an appropriate approach to allocating costs among distribution customer classes as well as among transmission customers.

1.3 Purpose and Structure of the Evidence

13. Option Consommateurs has retained Econalysis Consulting Services, Inc. (“ECS”) to assist it and the Régie de l’énergie in assessing the transmission cost allocation and rate design proposal of HQT, and to outline an alternative cost allocation and rate design proposal that would better serve the interests of Local Load customers.  John Todd and Bruce Bacon have collaborated in preparing this evidence. 

14. Mr. Todd founded ECS, a firm specializing in issues related to economic regulation, in 1980.  He has appeared before the Régie on several previous occasions. Bruce Bacon has 19 years of experience in the energy industry. Prior to joining ECS in early 1999, Mr. Bacon worked for Ontario Hydro for nine years mainly in the areas of cost of service studies and utility rate design. Prior to Ontario Hydro, Mr. Bacon worked 10 years with TransCanada PipeLines in the areas of rate design and forecasting. The full curriculum vitae of the witnesses are available at: www.econalysis.ca. 

15. Section 2 of our evidence provides our review of the HQT proposed transmission rate design methodology.
 Section 3 outlines an alternative cost allocation and rate design proposal for the transmission system, which in our view better addresses the overall objectives of transmission rate design.  Our recommendations are summarized in section 4.

2 The HQT Rate Design Proposal

16. HQT’s approach to designing its rates is set out in HQT-10, Document 1. As indicated in our overview in the previous section, different approaches are used for annual loads and short-term loads. 

2.1 Rates for Annual Loads

17. Annual loads include Long Term Point-to-Point service, Network Integration service and Local Load service.  HQT is proposing to use the 1-CP method for setting rates for these loads. 

18. Point-to-Point service applies to customers with a specified Point-of-Delivery (POD) and Point-of-Receipt (POR). Customers of this service are required to reserve capacity on the transmission system for a specific period of time (i.e. day, week, month, or year). Under the HQT proposal, the rate charged to reserve the capacity would be levied on a take-or-pay basis. With take-or-pay the customer pays for the capacity reserved whether they use the capacity or not. Long Term Point-to-Point service refers to arrangements with a term of one-year or more.  Short-term Point-to-Point service, which relies on a different rate-setting methodology, is discussed below.  

19. Network Integration Service is a firm service available with contract durations equal to or greater than one year.
 It is designed for customers with multiple points of delivery (POD) or points of receipt (POR). HQT is proposing to charge Network Integration customers based on the maximum of the projected sum of their demands that occur at the time of the system peak at either the customer’s points of delivery or points of receipt. 

20. Local Load customers are defined as native load customers (i.e. customers within Quebec) that are not eligible to take either Network Integration or Point-to-Point Service.

21. HQT is proposing to use the 1-CP methodology outlined in HQT 10, Document 1 to establish a common rate, based on annual capacity, for the annual load classes.  As noted above, HQT is implicitly proposing that the cost allocation be based on annual coincident peak demand (kW), as well as explicitly basing the rate design on annual coincident peak demand. 

22. Consistent with the HQT view, we are of the view that the demand basis is more appropriate for allocating transmission costs and charging for transmission service than a design based on energy (kWh), given that the costs of network transmission are essentially insensitive to the annual kWh load. Furthermore, the use of a demand charge for transmission services is strongly support in other regulatory jurisdictions.

23. We do not agree, however, that the 1-CP approach being proposed by HQT is the most equitable basis for allocating and recovering transmission costs.  The fact that HQT itself resorts to the 12-CP approach for short-term Point-to-Point rates, as noted below, highlights the weakness of the 1-CP approach.  The 1-CP approach adheres strictly to a simplistic system design notion of causal costs.  Strictly applied, that approach implies that the charge for transmission service in off-peak periods should be zero and the rate for hourly, daily, weekly and monthly transmission service including the peak period should be the full annual rate.  HQT has rightly rejected that approach as unreasonable with respect to Short-Term Point-to-Point service.  In our view, the fundamental weakness of the 1-CP approach (basing charges on demand during a few peak minutes of the year) is equally relevant in the context of annual customers.  Our concerns are set out in section 2.3 below. 

2.2 Rate Design for Short-Term Point-to-Point Service

24. Short-Term Point-to-Point service applies to customers with a specified Point-of-Delivery (POD) and Point-of-Receipt (POR) requiring capacity on the system for periods less than one year (i.e., hour, day, week, or month).  Other terms are generally consistent with Long-Term Point-to-Point service described above.

25. HQT proposes to design the rate charged to reserve capacity for a day, week or month, based on the 12-CP methodology.
2.3 Evaluation of the 1-CP Approach

26. The direct testimony of Dr. Ren Orans states: 

In North America today, the industry standard tariff is the FERC Pro Forma tariff. 
 

27. His evidence also makes the following point. 

Q16. Is the computation consistent with FERC Order 888 and standard ratemaking practice? 

A16. Yes, it is, with the exception that FERC generally recommends that transmission owners base their rates on the sum of the monthly coincident peaks (12-CP basis), rather than on a single annual peak (1-CP).
 
28. In FERC Order 888, the Commission noted the need to price services in a consistent manner and determined that point-to-point services on a 12-CP basis would be an acceptable rate design methodology: 

‘We agree that pricing both services on a consistent basis may be appropriate.  Consequently, we will allow a transmission provider to propose a formula rate that assigns costs consistently to firm point-to-point and network services.  While not requiring the use of any particular rate methodology, we will no longer summarily reject a firm point-to-point transmission rate developed by using the average of the 12 monthly system peaks’

29. HQT justifies using the 1-CP method on the basis that it has designed and built the transmission system to meet the capacity required to accommodate the single winter peak. In other words, the transmission assets were built, and the operation and maintenance expenses are incurred, exclusively to meet the highest system peak that occurs in one of the 8,760 hours in the year. In taking this approach, HQT is adhering strictly to a pure cost causality principle: transmission customers should be charged based on their contribution to the annual system peak (1-CP). 

30. It appears, however, that even HQT itself recognizes that the strict application of the annual coincident peak methodology is not a reasonable basis for recovering costs from customers.  HQT relies on the monthly coincident peak (12-CP) approach to set rates for Short-Term Point-to-Point service.  This approach avoids the analytically valid but untenable consequence that Short-Term Point-to-Point service would be made available in periods other than the system peak at no cost. In addition, HQT charges customers on the basis of their non-coincident peak in order to avoid the equally valid and equally untenable result that annual customers could avoid charges for transmission service by curtailing demand in peak periods.

31. In determining the appropriate approach to recovering the costs of a shared transmission system it is necessary to look beyond peak hour usage to determine an equitable cost recovery mechanism. A rate design that is truly based on the system peak demand that occurs in one hour of the year entails a high risk that customers that are able to will avoid peak day usage and therefore avoid paying a reasonable contribution toward the cost of the facilities that they rely on.

32. Setting rates based exclusively on the annual system peak is most relevant for a system, or for portions of a system, that are capacity constrained.  In that circumstance, the 1-CP method provides the strongest embedded-cost based price signal to encourage customers to reduce their coincident peak demand.
  In HQT 10, Document 1
, HQT submits that there is no need for a congestion tariff mechanism because there is currently no congestion on the transmission system. We conclude HQT will generally not be capacity-constrained for the foreseeable future. Providing a financial disincentive for coincident peak demand therefore provides minimal, if any, system benefits in terms of avoided capital costs for system capacity upgrades.

33. It is generally recognized that basing rates strictly on coincident peak demand provides a strong incentive for customers to minimize consumption at the time of the system peak.  A strict 1-CP rate structure would allow some customers to avoid paying a reasonable share of the fixed costs of the transmission system, which they in fact utilize in a manner similar to other customers throughout the year. A customer with the flexibility to cut back consumption for a short period of time and the ability to monitor the system peak has a large financial incentive to in fact curtail usage and have all other users pick up the demand costs of the system.  Presumably, this concern was a consideration in HQT charging on the basis of the annual reservation capacity, rather than on the basis of coincident demand. 

34. In our view, it would be more logically consistent to determine rates using a more equitable methodology and charge customers on a consistent basis, rather than set rates using a theoretically valid approach and then charge customers on a different basis.  If the logical consequences for recovering costs under the 1-CP method are not acceptable, it would seem to be logically consistent to conclude that the 1-CP method is not an acceptable basis for setting rates.
35. Another relevant consideration is consistency with the practices in interconnected export markets. HQT is a member
 of Northeast Power Coordinating Council (NPCC). The geographic area covered by NPCC includes New York State, the six New England States, Ontario, Québec, and the Maritime Provinces. It is our view, that the most relevant market environment for HQT is NPCC. In reviewing the transmission service rate design used by other members of NPCC we have determined that at least the following members
 use a 12-CP method for network loads. 

· Boston Edison Co.

· Bangor Hydro Electric

· Commonwealth Energy Systems

· Central Maine Power

· Eastern Utilities Associates

· Hydro One Networks – (Previously Ontario Hydro)

· New England Electric System

· Northeast Utilities

· United Illuminating

· Vermont Electric Light Co

36. Since the HQT proposed rate design is not consistent with the rate design used in surrounding areas, the 1-CP method can be characterized as an approach that benefits Point-to-Point service, including export sales, at the expense of local load.  In effect, the methodology proposed by HQT will increase the profitability of export sales, an unregulated activity of Hydro Québec, at the expense of domestic customers, onto whom costs are shifted. 

3 An Alternative Transmission Rate Design

37. Based on the concern that we have with the 1-CP approach to setting HQT’s rates for annual services, we are of the view that, on balance, the adoption of the 12-NCP approach for annual and short-term services would result in more equitable cost recovery. Based on our analysis of the information on the record of this proceeding, it appears that adopting this recommendation would result in the following rates.

Services de point à point




12-NCP
Tarif annuel ($/kW-mois) 



7,42

Tarif mensuel ($/kW-mois) 
 

7,42 

Tarif hebdomadaire ($/kW-semaine) 

1,85 

Tarif quotidien ($/kW-jour) 


0,370 

Tarif horaire ($/MW-heure) 


15,42 

Charge locale et service en réseau intégré

Tarif annuel (M$) 



 
2 332 M$
 

38. The supporting information regarding the derivation of the above rates is provided in Appendix 1 of this evidence. The general methodology for calculating the 12-NCP rates is to take the total transmission revenue requirement, subtract the estimated short term sales revenue and divide by the sum of the monthly non-coincidental peaks in each of the 12 months. The resulting rate would be applied to monthly and long term Point-to-Point Service, Network Integration Service and Local Load Service. The calculation of weekly, daily and hourly Point-to-Point Service rates would be consistent with the method proposed by HQ in that the proposed method of deriving the monthly rate for Long-Term Point-to-Point Service is identical to the method used by HQT to derive its monthly rate for Short-Term Point-to-Point service.

39. While we consider 12-NCP to be the rate-setting approach that would be most consistent with the way in which rates are charged to customers, we recognize that consistency with FERC may be an even more important consideration.  For this reason, we would consider the alternative of the 12-CP methodology as an acceptable option.  While it will be less consistent with the way in which rates are charged to customers, the 12-CP approach would be a significant improvement over the 1-CP method in terms of recovering the costs of a transmission system that is not capacity constrained in an equitable manner.

40. Based on the information on the record, it appears that adopting the 12-CP methodology would result in the following rates.
Services de point à point




12-CP
Tarif annuel ($/kW-mois) 



8,02

Tarif mensuel ($/kW-mois) 
 

8,02 

Tarif hebdomadaire ($/kW-semaine) 

2,00 

Tarif quotidien ($/kW-jour) 


0,40 

Tarif horaire ($/MW-heure) 


16,67 

Charge locale et service en réseau intégré

Tarif annuel (M$) 




 2 304 M$
 

41. The supporting information regarding the derivation of these rates also is provided in Appendix 1. The general methodology for calculating the 12-CP rates is to take the total transmission revenue requirement, subtract the estimated short term sales revenue and divide by the sum of the monthly coincident peaks in each of the 12 months. The resulting rate would be applied to monthly and long term Point-to-Point Service, Network Integration Service and Local Load Service. The calculation of weekly, daily and hourly Point-to-Point Service rates would be consistent with the method proposed by HQ.

3.1 Justification of the Alternative Transmission Rate Design

42. In our view, the 12-NCP approach is a practical and equitable methodology that can be used both as a basis for setting rates and as a basis for charging customers for transmission services. It largely avoids the pitfalls with the 1-CP approach that were highlighted in Section 2, above.

43. As in the case of the HQT proposal, our recommendation will permit the company to recover its transmission revenue requirement fully.  In addition, it will reduce the risk of a revenue shortfall (or rate increases) if customers reduce their peak demand through load shifting.  It will also increase the opportunity to increase revenues (or decrease rates) if customers increase their demand in off peak months.

44. The 12-NCP approach will be no more difficult to implement than the 1-CP approach.  In fact, using the identical approach for determining the rates for annual and monthly point-to-point service would make HQT’s rate design more transparent to its customers and the public.  

45. With regards to the objective of meeting industry standards, the 12-CP proposal would be more consistent with FERC Order 888 than the 12-NCP approach. However, the 12-CP approach sacrifices consistency between the rate design methodology and the basis on which customers are charged.

46. In our view, both the 12-NCP and the 12-CP methods reasonably balance cost causality with the objectives of equity, fairness and promotion of efficiency.  Both approaches recover embedded costs using principles that do not imply that off-peak usage should be costless and therefore ignore off-peak usage in setting rates. In our view, an approach that gives explicit recognition to capacity demands throughout the year will recover costs in a more equitable manner than is achieved by the 1-CP method. 

47. We also note that viewing the entire HQT system as having a single system peak may be overly simplistic.  In an effort to determine whether there are significant regional differences, HQT was asked for monthly information for each of the 21 zones used by HQT to design the system.  HQT was unable to provide this information.
  Barring new information to the contrary, it must be acknowledged that there may be regional differences in load peaks that would further support the use of the 12-CP method as a better indicator than the 1-CP method of causal costs. 

48. With respects to the argument regarding the value of a 1-CP rate design method in sending price signal to avoid capacity expansion, we are of the view this goal could be achieved on a much more targeted basis through the adoption of a suitable customer capital contribution policy. In HQT 10, Document 1, Section 3, HQT is proposing to address the issue of transmission capacity expansion by the use of a customer capital contribution policy that is commonly used in the industry. Our understanding is that at the present time capital contributions are limited to point-to-point customers. This limitation may be appropriate in a non-capacity constrained system. If capacity expansion becomes a more immediate concern due to increases in consumption, introducing a more broad-based contribution policy (or marginal cost pricing) would be more effective than maintaining a 1-CP rate design. 
49. An appropriate capital contribution policy would ensure that the net costs associated with the new transmission expansion would be offset by the increased revenues of the new capacity at existing rates. Any costs over and above new revenues would be borne by the customer needing the additional capacity. In other words, customers needing additional capacity would pay the full cost of the expansion by paying existing rates and potentially providing a capital contribution. This in turn would send the proper economic pricing signal to all customers. Those customers who need the additional capacity would pay for it and those who do not need it will not be impacted. 

3.2 Impact on End-Use Customers 

50. Recent experience in Ontario has shown that the cost allocation and transmission rate design approved by the Ontario Energy Board (OEB) has impacted the rate design for retail transmission service for end-use customers of the distribution system. On January 5, 2001, the OEB released Chapter 11 of the Electricity Distribution Rate Handbook. The method to develop the Retail Transmission Service Rates is outlined in Chapter 11. In summary, the transmission costs allocated to the retail classes is consistent with the method of allocating transmission costs to the wholesale customers of the transmission system. 

51. In the event Quebec adopts this practice, it would mean that under the HQT proposal (i.e. 1-CP) the retail customers of the distribution system would be assigned transmission costs based on how each customer class contributes to the annual system peak. Under our proposal (i.e. 12-NCP or 12-CP) transmission costs would be allocated to the retail classes based on the loads that customer classes contribute to the monthly system peak. 

4 Summary of Recommendations

52. We recommend that the Régie require HQT to determine its transmission tariffs based on either the 12-NCP or the 12-CP rate design methodology.  The resulting rates would be as follows.

Services de point à point
12-CP
12 NCP

Tarif annuel ($/kW-mois) 

8,02
7,42

Tarif mensuel ($/kW-mois) 
8,02
7,42

Tarif hebdomadaire ($/kW-semaine) 
2,00
1,85

Tarif quotidien ($/kW-jour) 
0,40
0,37

Tarif horaire ($/MW-heure) 
16,67
15,42





Charge locale et service en réseau intégré





Tarif annuel (M$) 

2 304
2 332

53. In comparison to the 1-CP method proposed by HQT, the alternative 12-NCP and 12-CP methodologies generate transmission tariffs that better balance strict cost causality with the goal of recovering costs in a manner that facilitates open and comparable access, is equitable, promotes efficiency, is consistent with the industry standards and is consistent with the approach in neighbouring jurisdictions.
Appendix 1

Calculation of Rates with Alternative Rate Design

12 CP Methodology

Services de point à point



Sum of Monthly Coincident Peaks  (a)


333,210 (MW) 

(Ref: HQT 10, Doc 1, Pg 26) 



Revenue Requirement (b)
 



$2,674 ($Million) 

(Ref: HQT 10, Doc 1, Pg 22) 



Tarif annuel  ($/kW-mois) (c) = (b)/(a)


= $2,674 / 333,210

= $8.02




Tarif mensuel ($/kW-mois) (d) = (c)


 = $8.02 



Number of working days in a month (e)



20


 (Ref: HQT 10, Doc 1, Pg 25) 



Tarif quotidien ($/kW-jour) (f) = (d)/(e) 
= $8.02/20 


= $0.40



Number of working days in a week (g)



5 

(Ref: HQT 10, Doc 1, Pg 26) 



Tarif hebdomadaire ($/kW-semaine) (h) = (f) * (g)
= $0.40 * 5 

= $2.00



Tarif horaire ($/MW-heure) (i) = (f) / 24 hours * 1000
= $0.40 / 24 hours * 1000





= $16.67



4.1 Charge locale et service en réseau intégré



Sum of Monthly Coincident Peaks for Local Load (j)

287,082 (MW) 

(Ref: HQT 13, Doc 12.1, Pg 5)



Tarif annuel (M$) = (b) / (a) * (j)
= $2,674 / 333,210 * 287,082


= $2,304


12 NCP Methodology

Services de point à point


Sum of Monthly Coincident Peaks  (k)


360,221 (MW) 

(Ref: HQT 13, Doc 12.1, Pg 6) 



Revenue Requirement (l)
 



$2,674 ($Million) 

(Ref: HQT 10, Doc 1, Pg 22) 



Tarif annuel  ($/kW-mois) (m) = (l)/(k)


= $2,674 / 360,221

= $7.42




Tarif mensuel ($/kW-mois) (n) = (m)


 = $7.42 



Number of working days in a month (o)



20


 (Ref: HQT 10, Doc 1, Pg 25) 



Tarif quotidien ($/kW-jour) (p) = (n)/(o) 
= $7.42/20 


= $0.37



Number of working days in a week (q)



5 

(Ref: HQT 10, Doc 1, Pg 26) 



Tarif hebdomadaire ($/kW-semaine) (r) = (p) * (q)
= $0.37 * 5 

= $1.85



Tarif horaire ($/MW-heure) (s) = (p) / 24 hours * 1000
= $0.37 / 24 hours * 1000





= $15.42



4.2 Charge locale et service en réseau intégré



Sum of Monthly Coincident Peaks for Local Load (t)

314,093 (MW) 

(Ref: HQT 13, Doc 12.1, Pg 6)



Tarif annuel (M$) = (l) / (k) * (t)
= $2,674 / 360,221 * 314,093


= $2,332


� Decision D-99-120 dated July 16 1999. Décision concernant les principes généraux en matière réglementaire pour la détermination et l'application de tarifs à être fixés à l'égard du transport d'électricité lors d'audiences ultérieures (Loi sur la Régie de l'énergie, art.32, al.1, par.3) 
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� Bill 116, 2000, chapter 22, An Act to amend the Act respecting the Regie de l’énergie and other legislative provisions, passed 16 June 2000, Section 49.


� The « forecast » method that appears at HQT-10, Document 1, page 20 shows that the demand forecast used by HQT for 2001 is equal to the average of point-to-point demand during the 44-month period from May 1997 to December 2000.  The upward trend that is evident in the annual point-to-point demand raises the question as to whether the projected coincident demand should be consistent with the recent trend.  Developing an alternate forecast is beyond the scope of our evidence.


� The revenue requirement figure used to derive short-term services rates, as well as rates for annual service, is total revenue less expected short-term services revenue.  HQT-10, Document 1, page 17.  


� Like HQT’s other point-to-point forecasts, the short-term point-to-point demand is based on the average 44-month average from May 1997 through December 2000.  As the table at HQT-10, Document 1, page 16 shows, about 60% of the total demand occurred during that 44-month period occurred in 1999.  This observation raises the question as to whether the demand in the other years, which is less than one-half of the forecast, would be a better indicator of likely demand in 2001.


� HQT 11, Document 2 contains the proposed modifications to the terms and conditions for the transmission service tariffs. These changes are not addressed in this evidence.


� It is our understanding that at the present time there are no Network Integration Service customers. HQT-10, Document 1. page 21.


� HQT-10, Document 4; Page 3; Lines 14 to 15.


� HQT-10, Document 4, page 13, lines 25 to 29.


� FERC Order 888, page 301.


� Of course, the optimal price signal would be provided by rates that reflect long run marginal costs, based on avoidable future costs.  However, because marginal cost pricing may result in either over-recovery or under-recovery of embedded costs, it is rarely accepted as an appropriate basis for determining regulated rates.


� HQT 10, Document 1, Page 34, Line 19 to Line 24.


� NPCC member list at http://www.nerc.com/regional/members.html#NPCC.


� Members of ISO New England plus Hydro One Networks – previously Ontario Hydro.


� By comparison to HQT-10, Document 1, page 66 it is evident that using the 12-NCP method would reduce costs recoverable from domestic customers by $53 million.


� By comparison to HQT-10, Document 1, page 66 it is evident that using the 12-NCP method would reduce costs recoverable from domestic customers by $81 million.


� HQT-13, Document 12.1, Page 7 of 16, Response to Question 4.
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