Hydro-Québec – Tarifs de transport 2001

Dossier R-3401-98


Demande de renseignements numéro 1 de la Régie de l’énergie (la Régie)

à Option consommateurs

1. Référence :
Preuve de MM. John Todd et Bruce Bacon, page 9, paragraphe 27

Préambule :

Vous mentionnez :

« 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). »
Demande :

1.1 Veuillez indiquer si d'autres réseaux de transport d'électricité nord-américains utilisent la méthode basée sur la pointe annuelle (1-CP). Si oui, lesquels?

Réponse 1.1: 

In order to appropriately answer this request a comprehensive survey would need to be conducted on other North American transmission networks to determine if a 1-CP method is used. We were unable to determine if other parties had conducted such a survey and we submit it would not be cost effective for OC to conduct this survey. However, we have attempted an answer to this question based on our past experience; a review of Canadian Transmission Companies and revisiting FERC Order 888 as well as FERC’s Pro Forma Open Access Transmission Tariff.

During the regulatory proceeding to review Hydro One’s Transmission Cost Allocation and Rate Design Application the method to allocate and charge for transmission services was a highly contentious issue. Based on discussions with other participants in this proceeding and a review of the evidence presented, to the best of our knowledge, there was no evidence provided to show that other North-American transmission networks based their cost allocation and rate design on a 1-CP method. 

In reviewing information on the Internet for other transmission companies in Canada (ie. BC Hydro, ESBI Alberta Ltd – Transmission Authority, Manitoba Hydro and Nova Scotia Power) we were unable to find any evidence that Canadian Transmission companies use a 1-CP method for transmission cost allocation and rate design.

In addition, we revisited FERC Order 888 and FERC’s Pro Forma Open Access Transmission Tariff. In Order 888, FERC concluded the following

“We conclude that the load ratio allocation method of pricing network service continues to be reasonable for purposes of initiating open access transmission…..

We are reaffirming the use of a twelve monthly coincident peak (12 CP) allocation          method because we believe the majority of utilities plan their systems to meet their twelve monthly peaks.  Utilities that plan their systems to meet an annual system peak   are free to file another method if they demonstrate that it reflects their transmission system planning.”
   

With regards to the ‘load ratio allocation method’ referenced above, the definition of this method is provided in  FERC’s Pro Forma Open Access Transmission Tariff as follows

Section 1.16   Load Ratio Share:  Ratio of a Transmission Customer's                    Network Load to the Transmission Provider's total load computed in accordance with Sections 34.2 and 34.3 of  the Network Integration Transmission Service under Part                 III the Tariff and calculated on a rolling twelve month  basis. 

Section 34.2 Determination of Network Customer's Monthly Network   Load:  The Network Customer's monthly Network Load is its hourly coincident with the                    Transmission Provider's Monthly Transmission System Peak.

Section  34.3 Determination of Transmission Provider's Monthly Transmission System Load:  The Transmission Provider's  monthly Transmission System load is the Transmission  Provider's Monthly Transmission System Peak minus the                 coincident peak usage of all Firm Point-To-Point  Transmission Service customers pursuant to Part II of  this Tariff plus the Reserved Capacity of all Firm                   Point-To-Point Transmission Service customers.

 We would expect that based on the FERC direction outlined above there would be very few Transmission Companies that would use a 1-CP method to allocate and design transmission rates.

In summary, our brief review was unable to find any evidence to support any North American Transmission Network Company using a 1-CP method to support their transmission cost allocation and rate design. Our brief review is also consistent with evidence provided by PG&E National Energy Group, Inc. On page 14, second sentence of their evidence, they state:

‘Moreover, the 1-CP remains highly irregular, does not respect industry standards on this matter and is not used in any other jurisdictions in North America.’ 

2. Référence :
Preuve de MM. John Todd et Bruce Bacon, page 11, paragraphe 32

Préambule :

Vous mentionnez :

« In HQT 10, Document 11, 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. »

Demandes :

2.1 Êtes-vous d'avis que cette absence de congestion dans l'avenir prévisible s'observe également au niveau des interconnexions du réseau de transport d'Hydro-Québec?

2.2 Veuillez indiquer si votre conclusion concernant l'absence de congestion serait différente si Hydro-Québec n'entreprenait pas d’investissements pour améliorer la qualité du service de transport et assurer la croissance du réseau.

Réponse 2.1: 

We concluded HQT would generally not be capacity constrained for the foreseeable future based on the following evidence provided by HQT in HQT 10, Document 1, Page 34, Line 19 to Line 24


‘En raison de la capacité disponible sur le réseau de transport, de la planification centralisée des moyens de production et du nombre limité de clients, on n’observe actuellement aucune congestion significative sur le réseau de transport d’Hydro-Québec tel que démontré à la pièce HQT-3, Document 2.’

The statements of HQ do not preclude the possibility that specific section of the transmission grid could be capacity constrained in the foreseeable future.  We would also note that while domestic demand will tend to grow over time in a relatively stable and predictable manner, export demand will depend on market conditions in the export markets.  Intertie congestion is less predictable; however, capacity expansion will tend to be driven by specific market opportunities that can be exploited only if they are economic taking into account the cost of upgrading the interties.

Réponse 2.2:

As outlined above our conclusion, that HQT would generally not be capacity constrained for the foreseeable future, is based upon evidence provided by HQT on congestion pricing. With regards to investments to improve transmission quality of service, it is our understanding this investment would be made to support the reliability of the transmission system. Investments made to support reliability are typically not related to the issue of congestion. In our view, quality of service investments would not give rise to the need for congestion pricing. 

In regards to investments to assure network growth, these investments are used to address expected congestion problems as demand grows.  They are the incremental costs that can be avoided when congestion is expected.  HQT’s evidence suggesting that congestion is generally not a problem implies that investment to accommodate network growth is not required for most of the HQT network.  

3. Référence :
Preuve de MM. John Todd et Bruce Bacon, page 12, paragraphe 35

Préambule :

Vous mentionnez :

« Another relevant consideration is consistency with the practices in interconnected export markets. HQT is a member1 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 members2 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 »
Demande :

3.1 Veuillez fournir, si disponibles, les données relatives au profil de charge du réseau de transport des compagnies identifiées ci-dessus.

Réponse 3.1:

The monthly load profiles for the above-mentioned transmission companies are not readily available. We are attempting to obtain the monthly load profiles by contacting those who we expect to have the information. If we are successful we will provide the information in a timely manner.   

However, as provided below we were able to obtain the 1999 12 CP amounts for each utility listed. The amounts shown are the sum of the 12 monthly system peaks for 1999.

Utility
1999 12CP Network Load (MW)

Boston Edison Co.
3,228

Bangor Hydro Electric
266

Commonwealth Energy Systems
652

Central Maine Power
1,442

Eastern Utilities Associates
953

Hydro One
238,152

New England Electric System
4,284

Northeast Utilities
6,727

United Illuminating
694

Vermont Electric Light Co
828

4. Référence :
Preuve de MM. John Todd et Bruce Bacon, page 18, paragraphe 53

Préambule :

Vous mentionnez :

« 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. »

Demande :

4.1
Selon vous, le reflet des caractéristiques du réseau doit-il guider, en premier lieu, le choix de la méthode d'allocation des coûts?

Réponse 4.1:

There are many ways that costs could be allocated based on the grid’s characteristics.  Theoretically, the most meaningful way to use the grid’s characteristics would be to set rates based on the avoidable costs (forward-looking incremental costs) for each element of the transmission network (i.e., setting rates on marginal cost pricing principles).  In practice, this approach is not tenable as a basis for establishing regulated rates.  This approach may not result in full cost recovery, resulting rate are likely to be viewed as extremely inequitable, and forward-looking cost information can be very uncertain.

It is therefore our opinion that the cost allocation method should consider the characteristics of the grid but it should not be guided above all by these characteristics. It is our view that the cost allocation method should balance the following major objectives as outlined in the Direct Testimony of Dr. Ren Orans:

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;

5) to promote efficiency; 

6) to be consistent with the industry standard; and

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

The evidence of Mr. Todd and Mr. Bacon identified cost causality as a further principle.

Interrogatories from Hydro-Québec

1. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 5, 1.2 :

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) (…) The HQT cost allocation methodology therefore should embody an appropriate approach to allocating costs among distribution customer classes as well as among transmission customers.

Question :

1.1 Monsieur Bacon peut-il nous indiquer, compte tenu de son expérience, si TCPL, dans l’établissement de l’allocation de ses coûts, s’assurait que sa méthodologie était compatible avec les méthodologies d’allocation des coûts suivies par ses divers clients distributeurs ?

Réponse 1.1: 

To the best of Mr Bacon’s knowledge he is not aware that TCPL made sure that its methodology was actually compatible with its clients’ cost allocation methodologies. However, it is our understanding that essentially the reverse is the case. The LDCs’ that are connected to the TCPL system generally reflect in their cost allocation processes the method they are being charged by TCPL. In other words, the charges for transmission service on the TCPL system are typically passed through to the end-use customers of the LDCs in a manner consistent with how they are charged to the LDC. 

2. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 7, 2.1 :

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.

Question :

2.1
N’est-il pas exact que le coût d’un réseau de transport d’électricité dépend plus de la demande maximale que de la demande moyenne ? Si, à votre avis, cette affirmation est erronée, veuillez expliquer pourquoi.

Réponse 2.1:

Yes, it is correct that the cost of a transmission grid is driven more by the maximum demand than by the average demand.

3. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 9, 2.3 :

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.

Question:

3.1 Êtes-vous d'accord pour dire que la FERC a également accepté l'utilisation de la méthode 1 CP ?

Réponse 3.1: 

Yes, we agree that FERC also accepted the use of the 1-CP method, but we are not aware of any utilities that  allocate cost as well as design rates on a 1-CP method. Please also see the response to the Régie’s interrogatory to Options consommateurs, #1.

4. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 9, 2.3 :

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.

Questions :

4.1 Est-ce que vous suggérez que l’application de la méthode 1-CP pour le calcul des tarifs de court terme implique que tout service de point à point de court terme devrait être gratuit, sauf au moment de la pointe ?

4.2 Si oui, est-ce que vous suggérez que l’application de la méthode 12-CP pour le calcul des tarifs de court terme implique que tout service de point à point de court terme devrait être gratuit, sauf au moment des 12 pointes mensuelles ?

Réponse 4.1:

Under a “pure” 1-CP method (i.e., the single annual coincident peak is used to allocate costs, design rates and collect from customers), it would be analytically consistent to suggest that any short tem point-to-point service should be free unless the short-term point-to-point service contributed to the system peak.  However, while offering free-point-to-point service in off-peak periods may be consistent with economic efficiency, it would clearly be unacceptable and inappropriate in terms of the other objectives of cost allocation and rate design.  Please also see the response to the Régie’s interrogatory to Options consommateurs, #4.1. 

We are not proposing that short-term point-to-point service should be free outside of the system peak.

Réponse 4.2:

No.

It is important to distinguish between the use of 1-CP in allocating costs, designing rates and billing customers.  As our evidence suggests, the HQ proposal appears to be charging customers based on their non-coincident peaks, although rates are designed (and implicitly costs are allocated) using the 1-CP approach. We accept that if rates are designed based on a coincident peak methodology, whether 1-CP or 12-CP, it is not reasonable to bill customers on the same basis.  They must be billed based on their non-coincident peak to avoid customers being allowed free use of the transmission network if they do not make use of it during the monthly peak.  One of the reasons we support the 12-NCP method is that that approach is most consistent with the way in which customers will be billed.

If the 12-CP method, an approach that we consider to be an acceptable alternative, is adopted, we would expect customers to be billed on the basis of their monthly non-coincident peaks in any case.

5. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page10, 2.3 :

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. (…).

Question :

5.1 N’est-il pas exact qu’on devrait inciter à une réduction de la demande de pointe du réseau et, partant, des coûts y afférents, et qu’Hydro-Québec ne devrait pas attendre qu’il y ait congestion avant d’agir ?

Réponse 5.1:

As noted in the preceding response, it is important to distinguish between the basis used for allocating costs and setting rate and the method used for billing customers.  Customer incentives derive from the way in which they are billed.  If the amount they pay is based on their own annual peak, which may not be coincident with the system peak, they will have an incentive to reduce their non-coincident peak demand, regardless of the impact on the system peak. 

The only way to provide an incentive to specifically reduce demand at the annual system peak would be to bill customers on the basis of their coincident peak demand.  That approach would have several serious drawbacks including:

· customers that curtail demand during the system peak would obtain free use of transmission services;

· customers would not know the timing of the system peak until the end of the rate year, hence, curtailing demand during the system peak would require luck, as well as constant monitoring of the HQ system.

·  the cost of transmission would not be known in advance and could be highly uncertain as it would be based on the unknown timing of the system peak.

The HQ approach, as we understand it, will have the same incentive as our proposal: to reduce the non-coincident peaks (annual for the HQ proposal and monthly for ours). The difference is that under our preferred method (12-NCP) the rate-setting methodology would be consistent with the billing method.  

As our evidence suggests in paragraph 48, the primary reason to reward reductions in system peak demand is to reduce the need for expansion of the system. A more broad-base contribution policy would provide the appropriate price signal to accomplish this objective. A proper capital contribution policy will provide the efficient economic price signal to those parties that require the expansion without impacting those who do not.  In other words, if the main reason to use a 1-CP method is to reduce the system peak in order to manage the need for expansion then we would submit there is a more economically efficient method to allocate and recover the cost of expansions. 

6. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 14, 3.1 :

43. (…) In addition, it will reduce the risk of a revenue shortfall (or rate increases) if customers reduce their peak demand through load shifting. (…).

Question :

6.1 Veuillez apporter des précisions sur le manque à gagner du transporteur, dont vous faites mention.

Réponse 6.1:

The statement is based on the presumption that as a practical matter it will be necessary to set rates in advance of customers finalizing their contract demand for a year.  If customers contract for less peak capacity than HQ forecasts for purposes of setting rates, perhaps by shifting load to reduce their annual peaks, then HQ could experience a revenue shortfall.  (If HQ is able to adjust rates after all contract demands are known, the result would be a last-minute rate increase rather than a revenue shortfall).

As suggested in the quote from our evidence, the 12-CP method would reduce this risk.

7. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 15, 3.1 :

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.

Question :

7.1 Veuillez expliquer pourquoi les coûts recouvrés des clients de charge locale en vertu des méthodes 12 NCP ou 12 CP sont inférieurs à ce qu’ils sont en vertu de la méthode 1 CP.

Réponse 7.1:

The costs recovered from the local load customers are lower when a monthly demand allocation process is used because local load customers are more weather sensitive than other transmission customers. For example, point-to-point load is assumed to operate at 100% load factor.  As a result, local load customers account for a much higher proportion of the annual peak than they do of the sum of the monthly peaks.  Under the 12 CP method the average monthly load for local load is 23,923 MW but under the 1-CP method the local load contributes 31,726 MW to the system peak. However, with respect to Point-to-Point service the average demand amount for 12 CP and 1 CP are equivalent being 3,844 MW. This means under a 12-CP method local load would be allocated 86.2% of the transmission costs (i.e., 23,923 / (23,923 + 3,844)). On the other hand, local load would be allocated 89.2% of the transmission costs (i.e., 31,726 / (31,726 + 3,844) ) under the 1-CP method.

8. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 15, 3.1 :

48. (…) 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. 
Question :

8.1 Dans le contexte du signal de prix à envoyer pour éviter d’accroître la capacité du réseau, proposez-vous que les clients de la charge locale (les clients résidentiels, commerciaux et industriels) soient appelés à assumer la contribution aux coûts d’immobilisations ?

Réponse 8.1:

This issue is beyond the scope of this proceeding.  Additional information would be required before making a recommendation regarding the HQ contribution policy.   We note, however, that basing contribution on incremental costs that would not be recovered through rates would be a practical approach to ensuring that incremental loads would use the transmission system only if it were efficient to do so.

QUESTION ADRESSÉE PAR DR REN ORANS:

9. Contexte: Rapport d'expertise de J.D. Todd et B. Bacon, page 4,

1.2 :

8. (…) As a result, over-recovery of HQT’s revenue requirement can be expected.

Question:

9.1 Please provide a detailed calculation of HQT’s expected over-collection of revenue requirement.

Réponse 9.1:

In order to answer this question correctly we would need to know the montly load profile for each customer of the  transmission system.. To our knowledge this information has not been provided in the evidence presented to date. However, to illustrate the issue of over-collection of revenue requirement we would like to use the following hypothetical case. For this example we will assume the transmission company has only two customers with the following loads in January and April. For other months,  the customer loads are below the minimum amount shown (i.e. 30,000 MW for Customer 1 and 4,000 MW for Customer 2).


January
April

Customer 1
32,000
30,000

Customer 2
4,000
5,000

Total
36,000
35,000

From this information we see the system peak of 36,000 MW occurs in January. The peak for Customer 1 of 32,000 MW also occurs in January, but the peak for Customer 2, 5,000MW, happens in April. Under a 1-CP method. the 1-CP would be 36,000 MW (i.e. the system peak) and rates would be determined by dividing the transmission revenue requirement by 36,000. With regards to charging these rates, it is our understanding that they would apply to amount contracted by each customer. Customers would typically contract for the maximum they need. For Customer 1, the contracted amount would be their peak - 32,000 MW. For Customer 2, it would be 5,000 MW. This means the rates would be determined base on 36,000 MW but they would be applied to 37,000 MW (i.e. 32,000 + 5,000). As as result we would submit there would be an over-recovery of revenue.

The potential for overcollection will be exacerbated by the reality that heat load customers are likely to overcontract for capacity, relative to the expected peak, in order to accommodate the uncertainty as to actual weather conditions.

The over-collection result occurs because it is not practical to set rates and bill on the basis of actual system coincident peak.  In the absence of retroactive adjustments, billing will be based on non-coincident peak demand.

Interrogatories from RNCREQ
Question 4.1:

Contexte : « 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.” (Rapport Todd/Bacon, par. 39, p. 14)

« 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.” (Rapport Todd/Bacon, note 20, p. 13)

« By comparison to HQT-10, Document 1, page 66 it is evident that using the 12-NCP [sic] method would reduce costs recoverable from domestic customers by $81 million.” (Rapport Todd/Bacon, note 21, p. 14)

4.1.1 Veuillez confirmer que la note 21 fait référence à la méthode 12-CP et non 12-NCP.

4.1.2 Considérant qu’Option consommateurs n’a pas produit de mémoire d’organisme sur sa position, pourriez-vous préciser votre position d’organisme quant au choix du 12 CP ou 12 NCP ?

Réponse 4.1.1: 

Yes, footnote 21 applies to the 12 CP method. The footnote should be corrected to read:

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

Réponse 4.1.2:

L'allocation des coûts est un sujet sur lequel Option consommateurs ne possède pas d'expertise interne. L'intervenante s'en remet donc à ses experts, messieurs Bacon et Todd, afin d'éclairer la Régie sur cette question et appuie leurs conclusions. 

� FERC Order 888, Page 296 
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