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Demandes de renseignement de la Régie de l’énergie («La Régie»)

relatives à la requête sur le dégroupement des tarifs de SCGM
Dossier de la Régie : R-3443-2000

1. Référence: 

Evidence of Econalysis Consulting Service on behalf of Option Consommateurs 

Page 5, lignes 6-8;

Page 7, lignes 12-15;

Page 9, lignes 8 et 9 

Préambule : 

« ...The transition from a bundled to an unbundled environment can be expected also to affect many specific details throughout the cost allocation methodology...» 

«… As a result of the dynamic changes associated with an unbundled environment in comparison to the prior bundled service world, we would caution the Régie in accepting the development of unbundled rates and services on the basis of an old cost allocation model...» 

«… in addition, the considerations that are relevant to rate design decisions change when services are unbundled   ...»

Demande : 

1.1 Étant donné les décisions relativement récentes de la Régie concernant les méthodologies d'allocation des coûts de transport et d'entreposage, étant donné que le tarif D pour les clients L et M est établi par soustraction, votre proposition quant à la mise à jour de l'étude d'allocation des coûts ne devrait-elle pas être plutôt considérée lors de l'examen éventuel d'un tarif de distribution unique? 

1.2 Sans le bénéfice d’avoir observe, au cours d'une certaine période, le comportement des coûts et l'évolution du marché dans un environnement dégroupé, est-il souhaitable de se lancer dans une « nouvelle étude d’allocation des coûts »? 

Réponse :

1.1 The question appears to refer to SCGM’s plan to consider introducing a uniform distribution rate (i.e., uniform rate across classes) at some time in the future.  It is our understanding, however, that SCGM’s has not committed to filing an application for this uniform distribution rate within any particular time frame.  Presumably, SCGM is not precluded from deciding that it does not wish to proceed with this idea or from deferring the application indefinitely. For this reason, it would not be appropriate to defer the review the company’s cost allocation methodology until it brings forward this application.      

It is nevertheless important to ensure that the SCGM’s cost allocation methodology is reviewed prior to the company introducing a uniform distribution rate.  However, that possibility is neither the only, nor the most important, factor making it desirable to review SCGM’s cost allocation methodology before implementing unbundled rates or services. 

We believe that two factors need to be considered in determining the appropriate timing of the review of SCGM’s current cost allocation methodology. The first consideration is whether there is reason to believe that a review of the cost allocation methodology would result in revisions that would significantly affect the costs allocated to the various rate classes, or would have a significant impact on the unbundled rates for specific rate classes.  SCGM believes that its unbundling proposal will not cause it to incur significant additional costs. This expectation would be consistent with experience in other jurisdictions, provided that the number of customers choosing unbundled services is small and SCGM does not have to make major changes to its storage, transportation, or commodity contracts, or introduce new administrative procedures for tracking customers and their service providers.  There is, however, a risk that utilization of unbundled services will grow more rapidly than SCGM currently expects.  If that happens, or for any other reason costs increase significantly more than the company currently expects, SCGM can be expected to seek to recover those costs in rates in future rate application.  It would be unfortunate if the costs of unbundling grow to a significant level and are included in rates before the necessary refinements have been made to the cost allocation methodology to ensure that the costs are allocated to rate classes and customers in an appropriate manner.

A second consideration is the need to establish the principles for allocating costs caused by unbundling before the unbundling of services is implemented and, more importantly, before customers decide whether to choose unbundled services from a supplier other than SCGM.  It would be unfortunate if customers were to commit to contracts that appear to be economic based on the way in which costs are allocated at the present time, only to find future changes to the allocation of costs makes those decisions uneconomic. It would be equally unfortunate if the implementation of changes to the cost allocation methodology that are considered to be appropriate is constrained by the concern that those changes would be unfair to customers that have made commitments based on rates that were established using the previous (i.e., the current) cost allocation methodology.

Consequently, it is our view that even if the immediate impact on rates would be small, as SCGM believes, it is important to complete the updating of SCGM’s cost allocation methodology as early as possible in the transition to a fully unbundled market.    

See the response to SCGM’s Question #2 to Option consommateurs for further elaboration of the factors driving the need for a review of the company’s cost allocation methodology.

1.2 The purpose of undertaking a review of SCGM’s cost allocation methodology would be to modify it as necessary to address the way in which costs caused by unbundling of services should be allocated and the impact of market factors on how costs are to be recovered.  The question is whether the cost allocation review should be undertaken before or after rates are redesigned and unbundling is implemented.

In its D-97-47 Decision, the Regie accepted Ms. Chown's methodology on the grounds that it would better quantify the unbundled services being considered in that proceeding.  (See D-97-47, page 22.) At the time of that decision, however, no jurisdiction in Canada, and very few, if any, outside of Canada, had seriously examined the unbundling of natural gas services other than the commodity itself.  In the past three years, however, more complete unbundling of natural gas services has been closely examined in Ontario, British Columbia and Manitoba.  There is now a much better understanding of the challenges that must be faced, and the costs that must be incurred, in order to facilitate effective competition in the market for unbundled natural gas services.  

Based on the experience gained in recent years, we believe that the cost allocation review preferably should be undertaken prior to unbundling and rate restructuring (and if that is not practical, it should be undertaken as soon as possible) for the following reasons. 

· As discussed at pages 8-11 of our evidence, the proposal of SCGM is that rates of smaller volume customers are to be unbundled and restructured whether or not they have access to unbundled services.  Unbundling will have a significant impact on the annual bills of many customers despite the assurance that there will be no immediate overall impact for Rate 1 customers.  It would be undesirable to impose these impacts on customers, particularly if they result in rate shock, unless it is clear that the rate impacts are justified on the basis of a cost allocation study that reflects the circumstances of an unbundled market. Subsequent to the Régie’s decision D-97-47, Enbridge Consumers Gas, Union Gas, BC Gas and Centra Gas Manitoba have each conducted studies of the business processes that would have to be implemented in order to provide the administrative infrastructure to support a competitive market in unbundled services.  In each case, the companies found that the necessary systems would cost millions of dollars.  To our knowledge, SCGM has conducted no comparable analysis of the systems that it would have to put into place to facilitate an active and effective competitive market.  Assuming the cost of facilitating competition in Québec is comparable to elsewhere, it may be important to determine which customers or market participants will pay the cost of the administrative infrastructure prior to implementing changes that make the commitment to unbundling irreversible. 

· In addition, as we state in section 3.2 of our evidence, although the overall rate level for Rate 1 customers will not be increased as a result of this unbundling proceeding, the implication of the company’s fourth principle (shareholders are protected from any adverse financial impact per SCGM-2, Doc. 1, 26.1) is that the company will be seeking rate increases to recover all incremental costs related to unbundling.  These costs could include systems costs, (especially in the gas supply department which manages nominations and direct purchases), administrative costs and stranded costs.  Customers therefore face the prospect of increased costs in future SCGM rate cases.  The impact on each customer class will be dependent on the cost allocation methodology relied on in these future rate cases. 

· If the systems and administrative costs that will have to be incurred to manage and track the transfer of customers and assets are allocated using existing cost categories, these costs are likely to be misallocated.  Hence, if the review of SCGM’s cost allocation methodology is deferred, some customers may be subsidizing others by default.  Even if the costs caused by unbundling are modest at this time, they could become significant before the company gets around to reviewing its cost allocation methodology.

· As section 3.1 of our evidence suggests, there is a very real risk that significant costs will be incurred to facilitate unbundling despite SCGM’s cost estimates. The analyses conducted by Enbridge, Union, BC Gas and Centra Gas Manitoba indicate that unless utilization of unbundled services is minimal, the task of maintain a reliable system in an unbundled world is not trivial.  No customer group can assess the impact of unbundling on the overall cost of natural gas to them without knowing the way in which the current and future costs caused by unbundling will be allocated.

· SCGM’s cost allocation methodology is not included in the record of this proceeding, or the record of any previous proceeding in which either Option consommateurs or any other representative of residential customers participated.  Section 3.2 of our evidence is based on the presumption that under the SCGM proposal the costs of unbundling will be recovered in distribution rates from all customers and that standard cost allocation methods would allocate a very large share of the costs of information systems and administrative staff to Rate 1 customers.  It therefore follows that customers that may not have access to unbundled services will bear a large share of the costs of unbundling.  In essence, smaller volume customers who do have access to unbundled services could be subsidizing the costs caused by the larger volume customers unless appropriate modifications can be made to the cost allocation methodology.  To avoid this problem it may be necessary to restructure the rate classes and to implement unbundling for selected rate classes. There is unquestionably more than one view of the appropriate allocation of the costs caused by unbundling (also see Knecht section 3.2 Functionalization).  To determine the appropriate approach that functionalizes and allocates these costs in a consistent and equitable manner, it will be necessary to conduct a full review of the company’s cost allocation methodology.   

· The Régie has not yet determined that it would be in the interest of smaller volume customers to be given access to unbundled services.  The next step in unbundling could happen very quickly, as SCGM’s recently filed Rebuttal Evidence (Original and Revised versions, SCGM 2, Doc. 5 & 6) clearly demonstrates.  On the other hand, given the many impediments to effective competition, customer mobility and price transparency in the small volume market, the practical reality is that it may be several years before smaller volume customers can access and benefit from unbundled services.  Given this uncertainty, there is significant risk that a process that simply incorporates unspecified and unquantified new costs into the current cost allocation methodology will result in an inequitable allocation and recovery of those costs.

There are two dangers inherent in deferring a review of the cost allocation study. First, customers may make decisions and commitments that are negatively impacted by future regulatory decisions that approve cost allocation changes.  As an illustration it may be noted that many customers in Ontario who had signed up for natural gas from marketers at a “guaranteed” rate were required to pay a higher price after the OEB approved a change in the way Enbridge handled compressor fuel.  There is a risk that customers will perceive benefits from unbundled services under the current cost allocation methodology, although once the full and appropriately allocated costs of providing unbundled services are recovered in a manner that reflects cost causality, they may consider unbundled services to be unattractive. 

Second, if the cost allocation review is deferred until after the unbundled environment has been implemented, and the cost allocation makes unbundling unattractive, there will be significant pressure on the Régie to maintain any cross-subsidy of the cost of unbundling in order to facilitate the continued viability of the competitive market.  In our view, for competition to fulfill its promising of benefiting customers, it must be sufficiently robust to provide effective competitive discipline on market participants.  If an unbundled marketplace needs to be subsidized in order to be viable, that reality should be known and addressed before the final implementation of unbundling.  Ensuring in advance that the full cost of unbundling is recognized and recovered in accordance with approved cost allocation principles will ensure that unbundling is implemented in a cost effective way.  If we proceed with unbundling first, and then tally the cost after the fact, it will be too late to amend the implementation strategy, if necessary, to make it cost effective.

Assuming the Régie approves the revised date of October 1, 2001 for the implementation of unbundling, it is conceivable that SCGM could undertake a full review of its cost allocation methodology next year.  This would enable customers and the Régie to address the cost allocation issues prior to the final implementation of unbundling and would enable the Régie to adopt an appropriate approach to recovering these costs, perhaps by introducing a Direct Purchase Administration Charge in relation to all unbundled services as we have proposed in our evidence.

2. Référence: 

Evidence of Econalysis Consulting Service on behalf of Option Consommateurs 

Page 5, lignes 21-23

Préambule :

« 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. » 

Demande :

2.1 Pouvez-vous être plus spécifique quant aux «design principles that go beyond... » dont vous faites mention ? 

Réponse :

Please see the response to Question #1 of SCGM.

3. Référence: 

Evidence of Econalysis Consulting Service on behalf of Option Consommateurs 

Page 8, lignes 24 et suivantes 

Préambule :

« … that the proposed rate design changes should only be approved if it can be demonstrated that they result in a more appropriate and fairer allocation of costs than at present. » 

« Rate unbundling should not be used as a rationale for approving rate design changes that would not be accepted on the basis of traditional regulatory cost allocation and rate design principles. » 

Demande :

3.1 Pouvez-vous expliquer votre proposition à l'effet que les changements aux structures tarifaires ne devraient être approuvés que s'il était démontré qu’il en découle une allocation des coûts plus juste et plus appropriée que I’actuelle? 

3.2 Faites-vous référence,  en écrivant « should not be used as a rationale. .. » au fait que les tarifs dégroupés créent une correction de l’interfinancement qui existe entre Ies différents services groupes et que cette correction affecte plus particulièrement certaines catégories de clients? 

3.3 Les rabais transitoires constituent-ils, à vos yeux, une façon acceptable de mitiger un tel impact? 

Réponse :

3.1 Most Rate 1 customers will see bill impacts as a result of rate unbundling.  (See SCGM-11 doc. 1.)  Many will face significant impacts.  These impacts may be increased by the next general rate application as a result of the recovery of additional costs. As we state in our evidence at pages 8-9, without a full review of SCGM’s cost allocation methodology, no determination can be made that these rate impacts are supported by causal costs.  A particular concern is that it appears that services other than distribution are allocated only their incremental costs, with all other costs being allocated to the distribution function.  A full cost allocation review may result in the identification of significant cost items, such as general administration costs, that are appropriately treated as costs that are common to two or more unbundled services.  Changing the way in which common costs are allocated could have a significant impact on the specific components of unbundled rates and therefore also on the total costs borne by each customer class and by customers within each class. 

Customers that expect to benefit from the unbundling of rates and services, with rates based on the existing cost allocation methodology, can be expected to oppose any delays in implementing unbundling in order to allow for the company’s cost allocation methodology to be updated.  On the other hand, it can be expected that those customers that cannot take advantage of unbundled services, but will be impacted by unbundled rates, would place a priority on ensuring that rates are just, reasonable and based on a methodology that has been reviewed and approved for use in the unbundled context.  

3.2 It may be presumed that there is some degree of implicit cross-subsidization of low load-factor customers by higher load factor customers within a rate class.  The implication is that unbundling of rates will reduce this cross-subsidy because lower load factor customers will pay proportionately more for load balancing than higher load factor customers will pay.

The issue addressed in the section referred to by the question is not the elimination of implicit cross-subsidies related to load factor differences.  That change can be accomplished without unbundling of services.  The cited passage refers to the common practice of burying the costs of administering unbundled services in distribution rates.  This approach may be viewed as a way to make it more attractive and less costly for customers to choose alternate service providers; however, it can also be viewed as a way to require remaining system customers to subsidize customers that choose alternate service providers.

3.3 A transition mechanism that phases in the rate impacts will reduce the risk that rate impacts will “overshoot the mark”.  That is, there will be less risk that customers facing relative bill increases will pay more than the cost they would be allocated under a modified cost allocation methodology. However, this protection presumes that a full cost allocation review will be undertaken soon.

As noted in the response to Régie question #1, if it approves the revised date of October 1, 2001 for the implementation of unbundling, SCGM could undertake a full review of its cost allocation methodology prior to the final implementation of unbundling.

4. Référence: 

Evidence of Econalysis Consulting Service on behalf of Option Consommateurs 

Page 9, lignes 24 et suivantes 

Préambule :

« ...In our view, it is not sufficient for SCGM to claim that the rate design changes are appropriate for customers that have the ability to choose unbundled services, and manage their gas consumption accordingly….» 

Demande :

4.1 Pouvez-vous référer au passage exact de la preuve de SCGM où il est fait mention de ce qui est cité en préambule? 

4.2 Voyez-vous dans les modalités présentées par SCGM, des éléments, des conditions ou des méthodologies qui peuvent limiter Ie choix par les « petits clients » des services éclatés? Si oui, avez-vous des propositions concrètes à faire pour rendre ces services plus accessibles aux « petits clients »? 

Réponse :

4.1 The comment in the ECS evidence was not made in reference to a specific statement in SCGM’s evidence.  The comment was made in the context of trying to point out that because smaller volume customers are not being given access to unbundled rates, it is not necessary to unbundle their tariffs prior to the Régie completing a review of SCGM’s cost allocation methodology.  In our view, unbundling of rates is essential where services are unbundled.  However, where services are not being unbundled, rate unbundling has to be justified on other grounds.  We consider that the argument of administrative convenience is a very weak rationale (see the response to Regie question #5 and SCGM-2, Doc. 1, page 6, lines 23-26).

The essential point is that the proposed unbundling of rates for smaller volume customers should be justified as being desirable in its own right.  It should not be undertaken simply because it is necessary for unbundling services for larger volume customers.  Rates for larger volume customers have traditionally been approached on a different basis. In particular, customers with daily meters generally pay demand charges, while those without daily meters typically do not.  This distinction is not based on a difference in the relevance of capacity charges, but on the appropriateness of demand charges where the demand cannot be determined on a customer-specific basis.  The relevance of this issue is not changed by the introduction of unbundled services for large volume customers.  The appropriateness of unbundling tariffs for smaller volume customers who do not have daily meters remains a separate question.

4.2 As a practical matter, small volume customers will rarely take advantage of unbundled services on their own.  Access to unbundled services for the small volume market actually means that natural gas marketers that serve small volume customers would be able to provide their own transportation and load balancing, as well as the commodity.

Marketers serving the small volume market will have access to unbundled services as long as procedures are in place that allows them to acquire storage, transportation and delivered gas from alternate sources.  In particular, they need procedures that ensure that they have information on the aggregate consumption of their customers on a timely basis so that they can manage their deliveries in an efficient manner.

A difficulty that arises in an unbundled environment is that only the aggregate throughput at each metering point is known for gas control purposes.  When 100% of the throughput is managed by the utility, it is able to manage its deliveries to the system efficiently.  In an unbundled world, when there are multiple suppliers of natural gas services who cannot monitor in real time the aggregate consumption of their customers, the job of matching deliveries to consumption becomes very difficult.  Although the LDC is able to manage deliveries from different marketers so that aggregate deliveries match aggregate consumption on a daily basis, mismatches will inevitably be identified once meter readings are available for any period of time.  Monthly meter reads will inevitably disclose over- and under-deliveries that will require mechanisms for marketers to balance their deliveries and customer consumption after the fact.  

In addition, the peak usage of non-daily-metered customers can only be estimate by using a standardized load profile.  Not only may the assumed load profile be inaccurate for specific groups of customers, but the market signal provided by the unbundled tariff structure is rendered meaningless when customers cannot realize a cost-avoidance-based saving by trimming their peak-day consumption.  Without an appropriate financial incentive to reduce peak consumption, the most equitable approach to recovering peak load balancing costs is not clear.  These difficulties led the BC Gas Market Unbundling Group to conclude that the distribution company have to retain some load balancing responsibility for all customers in order to ensure that system reliability would not be compromised.  Similarly, Centra Manitoba’s approach to unbundling did not include relying on alternate suppliers to be able to match their deliveries to their customers’ consumption.

The foregoing issues have been highly contentious in other jurisdictions where unbundling has been addressed.  The most critical factor to facilitating small-volume customer access to unbundled services is the development of clear and reasonable reconciliation procedures for managing these imbalances in an efficient and timely manner. The sources of these imbalances and procedures for reconciling deliveries with the consumption of each marketer’s customers are thoroughly discussed in the BC Gas Market Unbundling Group Report.  

We note, however, that many other procedures are needed as well, including:

· Customer transfer and return-to-system procedures,

· Procedures for resolving situations where a customer has signed up with more than one marketer,

· Procedures for handling customer complaints, particularly complaints about misrepresentation and misleading marketing tactics,

· Procedures to address failures-to-deliver,

· Procedures related to the transfer of storage and transportation assets associated with transferring customers,

While many of these issues also arise in the context of commodity-only competition, they become more complicated and need additional procedures in the context of more complete unbundling.  If they are not adequately addressed, the reliability of system may be put at risk due to the distribution company’s inability to ensure that deliveries match consumption regardless of any economic or other difficulties that alternate service providers may face.  In addition, if SCGM is required to incurred costs in order to maintain system reliability, financial instruments may be needed to ensure that they are able to recover the costs from the parties that have caused them.  If, for example, a supplier has failed to deliver due to bankruptcy, it may come down to a choice between shareholders or other customers covering the cost of backstopping the system.

5. Référence: 

Evidence of Econalysis Consulting Service on behalf of Option Consommateurs 

Page 13, lignes 5 et suivantes 

Préambule :

« … In the first phase, interim unbundled rates could be introduced into the large volume market (>30 103m3/day) based on the work that has been undertaken by SCGM to date … The second phase would consist of implementation of unbundled rates and services in the small volume market once a full cost allocation study has been approved as support for any rate redesign required. » 

Demande :

Votre proposition semble être en opposition à  celle de SCGM qui soumet que: « ...Les travaux sur le dégroupement des tarifs nous ont amenés à constater que le maintien de deux modes de tarification, dégroupé pour les  clients qui se retireraient d’un des services du distributeur et groupé pour Ies autres, serait administrativement lourd et causerait continuellement la migration des clients d’un mode à l’autre … » SCGM-2, document 1, page 6, lignes 23 à 26. 

5.1 Votre proposition ne donne-t-elle pas lieu à la problématique souIevée par SCGM? Le cas échéant, quelles sont les modalités pratiques qui pourraient être mises en place pour y faire face?

Réponse :

We do not accept that this problem is an impediment.  This issue has been addressed in other jurisdictions. 

Our evidence is that the primary means of addressing this problem is to establish unbundled rates that correctly reflect costs.  With cost-based unbundled services, movement to and from utility service is equivalent to transfers between marketers.  Such transfers should not be seen as a problem; rather it would reflect the normal behaviour of customers in seeking the best deal available.  To avoid inefficient frequent migration, it may be appropriate to maintain either a cost-based transfer charge, or include as a condition of service for return-to-system customers, a minimum term for utility service before the customer may transfer to another marketer.

The approach we recommend for getting to that point is to introduce unbundled services and rates first for customers with consumption over 30 103m3/day and then to examine the cost allocation and rate design principles underlying unbundled rates.  The small volume market is likely to remain bundled (except for M & C) for the immediate future.  This will also allow the necessary transfer procedures to be developed.

6. Référence: 

Evidence of Econalysis Consulting Service on behalf of Option Consommateurs 

Page 16, lignes 1 et suivantes 

Préambule :

« We propose that the Régie also ensures that SCGM should adopt the principle of minimizing the stranded costs and transition costs, … and presented for review by the Régie prior to recovery in rates … » 

Demande :

6.1 Cette proposition ne fait-elle pas partie des sujets sur lesquels la Régie s’est prononcée dans la décision D-98-05? 

Réponse :

Although this issue was addressed by the Régie in the D-98-05 decision, SCGM did not acknowledge in its evidence that the shareholder would not be held whole in the event that the Régie determines that the company has failed to make reasonable efforts to minimize stranded costs and the costs of unbundling.  As discussed in section 3.2 of our evidence, our concern relates to ensuring that unanticipated costs are recovered from those customers that cause them.

In our view, it could cause confusion if the Régie does not reiterate its position and point out that SCGM’s statement of principles is incomplete in this regard.  
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