Interrogatories from SCGM to Option Consommateurs

Question 1

Référence : page 5, lignes 21 à 23

«We also observe that in developing its unbundled rate proposal, SCGM has relied on design principles that go beyond those that have been approved by the Régie to date»

Question

Quels sont les principes approuvés par la Régie dont SCGM n’a pas tenu compte dans l’établissement des tarifs dégroupés ? Quels sont les éléments précis de la proposition de tarifs dégroupés qui contreviennent à ces principes ?

RESPONSE

Section 2 of the ECS evidence quotes the four principles that SCGM has relied on in developing its unbundled rates. These principles appear at SCGM-2 doc. 1, page 98.  The fourth principle is: “Et, finalement, le quatrième principe qui vise à garder l’entreprise indemne de toute incidence financière, opérationnelle ou autre que le dégroupement pourrait entraîner.” 

We are not aware of any decision of the Régie that endorses such absolute protection of the shareholder against negative financial consequences regardless of the adequacy of its efforts to mitigate costs that would otherwise be borne by ratepayers. We are not aware that the Régie has endorsed a principle that could result in ratepayers bearing unnecessary and excessive costs, while the shareholder would be held harmless for all costs that are attributable to the unbundling of rates and services.

Question 2

Référence : page 9, lignes 17 à 19

«It would be particularly inappropriate to impose a new rate design that will set the stage for future changes in the cost allocation methodology with unanticipated impacts on the rates charged to smaller volume customers»

Question

Comment la modification de la tarification peut-elle entraîner des changements à la manière d'allouer les coûts encourus par le distributeur pour offrir un service donné aux différentes classes de clientèles?  Plus précisément, pour une même classe tarifaire existant présentement, veuillez énumérer les dépenses, existant également présentement, qui devraient, dans un contexte de tarifs dégroupés, être allouées d’une façon différente de celle dans un contexte de tarifs groupés. Veuillez, pour chaque dépense ainsi énumérée, expliquer quelles devraient être les méthodes d’allocation utilisées en mode groupé et dégroupé.

RESPONSE

While SCGM may view its proposals in this proceeding as limited to a redesign of its rates («modification de la tarification»), rate and service unbundling opens the door to fundamental changes in the way that it conducts its business.  The experience in other jurisdictions underlines this observation.

In Ontario, British Columbia and Manitoba, as well as Quebec, there were extensive stakeholder processes that addressed many issues that were precipitated by unbundling.

In particular, parties that wish to offer services in competition with the unbundled services of SCGM will take a deep interest in the way in which costs are allocated not only to the services that they are competing with, but also to the services that they require from the company. 

It is common for example, for alternate service providers to take the position that infrastructure and operating costs that are incurred as a result of service unbundling should be allocated to all customers.  These costs may include the computer hardware and software used to handle customer transfer request and manage the company’s assets in the more complex unbundled world.  The allocation of costs associated with the staff required to handle the day-to-day activities related to the management of unbundled services, customers inquiries, customer education, complaint handling, etc. can also be controversial.  The rationale for this view is typically that all customers benefit from the right to choice, whether or not they exercise that choice to take unbundled services.  The implication of this view is that these costs are allocated to all customers as distribution costs.

Other parties often take the view that the costs are caused by, and should be borne by, those customers that utilize unbundled services.  The implication of this view is that the costs should be allocated to unbundled customers, unbundled services, or to a separate cost pool that can be recovered directly from either alternate service providers or customers using unbundled services, perhaps in the form of a Direct Purchase Administration Charge.

When costs are allocated to unbundled services or customer, a further issue typically arises: should the costs that are allocated be the incremental costs or fully allocated costs of providing these services to customers and alternate service providers?  The basis used for allocating these costs, is as important as the decision to separate and allocate these costs to customers choosing unbundled services or alternate service providers. The cost allocation methods determines whether customers that do not choose unbundled service bear a share of costs that would not be incurred in the absence of unbundling.  This can make the difference between system customers being held harmless or bearing additional costs as a result of unbundling.

These issues are particularly sensitive where not all customers have access to unbundled services.  If costs caused by unbundling are allocated to customers who are not permitted to choose unbundled services, they will bear incremental costs despite being precluded from choosing alternatives to utility services at prices, or on terms, that they prefer.  To expect customers that cannot benefit from choosing unbundled services to bear any share of the costs of unbundling is inconsistent with the principles set out in the ECS evidence.

In the context of SCGM’s cost allocation methodology, this concern creates a difficult dilemma.  SCGM appears to be taking the position that it should not even attempt to identify the costs of caused by unbundling.  As a result, these costs will be allocated to some, or all, classes of customers.  If that is done, it would be appropriate to refine the company’s cost allocation methodology to ensure that costs are allocated to customer classes on a reasonable and supportable basis.  In the absence of changes to the cost allocation methodology, it is likely that the responsibility for these cost will not be assigned equitably. 

Furthermore, even if costs are allocated to classes in an equitable way, consistent with cost causality by class, the current structure of customer classes creates further inequities. Access to unbundled service is not linked to the class of customer but to the level of consumption.  As a result, some customers within certain classes will have access to unbundled services while others will be precluded from choosing unbundled services.  Unfortunately, there appears to be no mechanism in the company’s proposal for ensuring that the costs of unbundling are recovered only from either those customers that have access to unbundled services, or only from those that choose unbundled services.  This inequity can only be addressed by refining the company’s cost allocation methodology so as to separate customers with access to unbundled services from those that do not have access.

Finally, SCGM’s assets, such as contracted storage and transportation capacity, will be utilized differently as a result of unbundling.  For example, when the utility controls and manages the load balancing requirements of its customers, it is able to optimize the diversity benefits related to its full customer base.  However, once that customer base is spread across multiple suppliers, the diversity benefits will be reduced by the splintering of the consumption “pool”.  The cost allocation methodology will determine which customers will bear the incremental costs related to the loss of these diversity benefits.  In addition, because the distribution company bears ultimate responsibility for system integrity, it must maintain backstopping storage, transportation and commodity capacity that it can draw on in the event of the failure of a supplier to deliver gas to the distribution system to match the consumption of its customers.  The cost allocation methodology will determine who bears responsibility for these backstopping costs.  Unless the cost allocation methodology is updated to reflect the realities of the unbundled market, the costs incurred to enable customers to choose alternative to SCGM provided services will be borne by system customers although it is the alternate providers that create new risks for system integrity and reliability.  The existing cost allocation model makes no provision for backstopping third-party suppliers of load balancing services; it instead assumes that all storage, transportation and commodity resources are required to serve customers served by SCGM.

For these reasons, a full review of the cost allocation methodology is needed to ensure that all existing and additional costs are allocated in a way that reflects the way in which they are caused in an unbundled environment.  Because the way in which the company utilizes its resources is altered by the introduction of unbundled choice, the allocation of costs must be changed.

Question 3

Référence : page 23, lignes 26 à 29

«In our view, unbundling is likely to attract an increased level of activity from brokers in the SCGM franchise area as marketers will have a greater amount of flexibility in providing service offerings, beyond just the natural gas molecules»

Question

Vous dites que le fait de dégrouper les tarifs aurait pour effet d’entraîner une activité accrue de la part des courtiers auprès des petits consommateurs au sein du territoire de SCGM.  À la lumière des conditions préconisées par SCGM, pourriez-vous donner un exemple concret de l’attrait additionnel que représenterait dans l’immédiat le dégroupement des tarifs pour les petits consommateurs ?
RESPONSE

The statement quoted in the evidence was not based on the terms and conditions proposed by SCGM.  It is not clear that the proposed terms and conditions will make any segment of the market attractive to customers.

Our view is based on way in which the activity of marketers has developed in other markets.  For example, after the price of Alberta natural gas was deregulated in 1985, marketers quickly began signing up large volume customers, particularly in Ontario.  As large-volume customers committed themselves to suppliers, marketers began refocusing their effort on smaller customers.  Where there were obstacles to serving the smaller volume market profitably, marketers sought changes to the terms and conditions available from the utilities so that they would be able to operate profitably in the smaller volume market.  This is illustrated by the evolution of the market from the buy/sell arrangements that dominated in the first half of the 1990’s to Agency Billing and Collection T-Service (ABC T-Service) which is now the dominant arrangement.

As another example, BC Gas developed a model for unbundling service in its market area, beginning with a pilot project in the Interior of BC.  The terms and conditions of their unbundled services were agreed to through a stakeholder process, the Market Unbundling Group.  However, when marketers were invited to participate in the pilot project, none were willing to participate under the approved terms and conditions.  One marketer expressed interest, but only on the condition that the terms and conditions were altered to make participation in the unbundled market more attractive for them.  This issue remains unresolved. 

It is apparent that it would be naïve to make assumptions about future developments in the Quebec natural gas market based on the terms and conditions that have been proposed at this time. If regulators have the will to adopt terms and conditions that that will result in effective competitive alternatives to utility supply, that view could act as a strong driver of further changes to the terms and conditions under which unbundled service are offered.  In addition, competitive market developments may prompt SCGM to propose further changes to the terms and conditions of unbundled services.

If the experience of other jurisdiction provides any insight, there can be little doubt that once marketers become active in the Quebec market they will seek to have as broad access a possible to customers, on a profitable basis.

