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In its revised version of section 3 of HQT-10, doc. 1, dated May 23, 2001, Hydro-Québec defined Direct Assignment Facilities (Installations d’attribution particulière) to be those which directly connect a producer to a consumer, without connecting to the main grid.  In our presentation on May 28, we characterized this definition as inconsistent with standard usage of the term in the industry, and recommended that the Régie reject this proposed definition.

On June 11, Hydro-Québec submitted a re-revised version of this section.  In his comments on this new version at the hearing on June 14, Hydro-Québec’s witness explained (T.S., v. 31, p. 317, R.478) that the concept applies only to lines owned by third parties, in which Hydro-Québec acted as a subcontractor, and that if Hydro-Québec owned the line, it would necessarily become part of the rate base, and no longer be an Installation d’attribution particulière.

Hydro-Québec is of course free to argue that assets owned by third parties which do not interconnect with its grid are not regulated by the Régie.  We strongly recommend, however, that it find another way to refer to such assets than as “Direct Assignment Facilities.”  This term has a very precise meaning within the electric industry, and giving it an entirely different meaning in Québec can only lead to confusion and misunderstanding.

In HQT-11, doc. 2.1.1, one of the documents that accompanied the re-revised version of June 11, Hydro-Québec proposed additional modifications to its open access tariff.  Consistent with its new position that the term “Installation d’attribution particulière” refers only to lines owned and operated by third parties, it has removed this term entirely from the open access tariff.

When asked if it was aware of other companies that had also eliminated the concept of Direct Assignment Facilities from their open access tariffs, Hydro-Québec responded (T.S., v. 31, p. 320, R482):

Nous n'avons pas fait de balisage ou de vérification pour essayer d'appuyer notre proposition sur la base de l'expérience à l'extérieur. Ce qu'on sait par ailleurs, et il y a une certaine validation de ce côté-là, ce qu'on sait par ailleurs, c'est que le sens de notre proposition, profond, le sens, l'implication importante de notre proposition, c'est de traiter tous les joueurs sur le même pied.

Et ça, cette proposition-là, elle a été validée, en quelque sorte, par effectivement des discussions que l'on a pu avoir avec certains experts. Et c'est le sens, je pense, qu'on donnait au niveau du FERC du concept d'installations d'attribution particulière, on voulait mettre tout le monde sur le même pied. Alors, c'est ce qu'on fait, nous aussi.

In our view, Hydro-Québec’s explanation reveals a significant misunderstanding of FERC policy.  While comparability is indeed an important principle for FERC, Hydro-Québec’s witnesses have elevated it to the sole principle from which all others flow.  This is incorrect.

Other witnesses in this proceeding have already noted that the Transmission Pricing Policy Statement (TPPS) of 1994 (NB Power-4, also filed as SE-STOP-4) distinguishes between conforming and non-conforming proposals.  The TPPS sets out five principles and states:

The first two principles reflect fundamental requirements previously established by the Commission. A conforming proposal is one that meets the first principle, i.e., it proposes pricing that meets the traditional revenue requirement. A conforming proposal must also meet the second principle, i.e., it must reflect comparability. As to the other three principles, however, these reflect goals that an applicant with a conforming proposal must try to meet, but that ultimately may need to be balanced against one another in the Commission's determination of whether the proposed rates are just and reasonable. (page 5)

Hydro-Québec is thus correct that, under both the TPPS and Order 888, comparability is an absolute requirement.  That does not mean, however, that respect for the other principles is optional.  

Earlier on the same page of the TPPS, FERC explained the requirements of the Federal Power Act (FPA) concerning transmission tariffs:

Transmission pricing must adhere to the FPA [Federal Power Act] requirement that transmission rates be just and reasonable and not unduly discriminatory or preferential. This requirement is found in sections 205, 206, and 212. In addition, section 212(a) requires that wholesale transmission rates for services ordered under section 211 must: 

· permit the recovery of all costs incurred in connection with the transmission services and necessary associated services, including, but not limited to, an appropriate share, if any, of legitimate, verifiable and economic costs, including taking into account any benefits to the transmission system of providing the transmission service, and the costs of any enlargement of transmission facilities; 

· promote the economically efficient transmission and generation of electricity; and 

· to the extent practicable, ensure that costs incurred in providing the wholesale transmission services, and properly allocable to the provision of such services, are recovered from the applicant for the 211 order and not from a transmitting utility's existing wholesale, retail, and transmission customers. (emphasis added)

It is this last requirement — that costs which are properly allocable to the provision of wholesale transmission service must be recovered from the party requesting that service, and not from other wholesale, retail or transmission customers — that gives rise to the concept of Direct Assignment Facilities.  These are facilities that would not be required “but for” the requested service and which do not improve the transmission system for the benefit of all users.  Their costs are normally “directly assigned” — that is, charged to the transmission client on whose behalf they are incurred.

Because the statutory language includes the expression, “to the extent practicable,” FERC has discretion to derogate from this principle.  Nevertheless, it would be inconsistent with the FPA for it to systematically allow such cost-shifting, as Hydro-Québec’s proposal would do.

This requirement has been incorporated in the TPPS as Principle Number 4: “Transmission Pricing Should Promote Fairness,”  which notes that subsidization by existing customers of new wholesale services is a breach of this fairness principle, and states:

[T]he EPAct [Energy Policy Act of 1992, which amended the FPA] requires that, to the extent practicable, existing wholesale, retail and transmission customers should not pay for the costs incurred in providing wholesale transmission services ordered under section 211. (page 7)

This position was reaffirmed in FERC’s Order 888, where we find the following statement: “If we were not to allow the direct assignment of expansion costs to the customer causing the expansion, then other customers would subsidize the new customer’s use of the transmission system” (Fed. Reg., Vol. 61, No. 92, p. 21602)

In treating system modifications which would not be required “but for” the service request of a particular customer under the “or” pricing principles which are applicable to upgrades that support the entire transmission system, Hydro-Québec’s proposal not only flouts the fourth transmission pricing principle set out in the TPPS (and reaffirmed in Order 888), but also s. 212(a) of the Federal Power Act and the basic fairness and equity principles on which they are based.  

While the FPA obviously does not bind the Régie, it certainly does bind FERC.  It is thus hard to see how Hydro-Québec’s current proposal could be considered “equivalent or superior to” the pro forma tariff.

The same principles that underlie FERC’s policy in this matter are also applicable in Québec, and indeed are essential to ensure that transmission pricing in Québec is just and reasonable.  As we have shown earlier, rolling in even a portion of the capital costs of additions that would be unnecessary but for the needs of a transmission customer and which do not support the transmission system for the general benefit of all users would require other users to subsidize the new customer’s use of the transmission system.  Limiting the roll-in to an amount theoretically equivalent to the current tariff does nothing to change that fact.  First, there is no guarantee that those costs will be recovered.  Furthermore, in making such investments on behalf of the new user to the point where his future payments for wheeling service will be only just sufficient to avoid a rate increase means that the rate decrease that one would normally expect from increased use of the transmission system will not occur.

As we noted earlier, Direct Assignment Facilities are the mechanism by which such expansion costs are charged directly to that customer.  If Hydro-Québec’s proposal to exclude the notion of Direct Assignment Facilities from its transmission tariff is accepted, the Régie will in effect have approved the transfer of these costs to other users.  It would also forego any possibility of applying this mechanism to the costs of existing facilities, such as the long generator leads in northern Québec.

�  Section 211 of the Federal Power Act, codified as 16 U.S.C. s. 824j, reads in part:





Transmission service by any electric utility; notice, hearing and findings by the Commission. Any electric utility, Federal power marketing agency, or any other person generating electric energy for sale for resale, may apply to the Commission for an order under this subsection requiring a transmitting utility to provide transmission services (including any enlargement of transmission capacity necessary to provide such services) to the applicant.  Upon receipt of such application, after public notice and notice to each affected State regulatory authority, each affected electric utility, and each affected Federal power marketing agency, and after affording an opportunity for an evidentiary hearing, the Commission may issue such order if it finds that such order meets the requirements of section 824k of this title, and would otherwise be in the public interest. (emphasis added)





Section 824k, in turn, reads in part:





Rates, charges, terms and conditions for wholesale transmission services.  An order under section 824j of this title shall require the transmitting utility subject to the order to provide wholesale transmission services at rates, charges, terms, and conditions which permit the recovery by such utility of all the costs incurred in connection with the transmission services and necessary associated services, including, but not limited to, an appropriate share, if any, of legitimate, verifiable and economic costs, including taking into account any benefits to the transmission system of providing the transmission service, and the costs of any enlargement of transmission facilities.  Such rates, charges, terms, and conditions shall promote the economically efficient transmission and generation of electricity and shall be just and reasonable, and not unduly discriminatory or preferential.  Rates, charges, terms, and conditions for transmission services provided pursuant to an order under section 824j of this title shall ensure that, to the extent practicable, costs incurred in providing the wholesale transmission services, and properly allocable to the provision of such services, are recovered from the applicant for such order and not from a transmitting utility's existing wholesale, retail, and transmission customers. (emphasis added)
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