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AQCIE/CIFQ Responses to Hydro-Quebec Information Request # 1


1. References : i) Direct Testimony of Dr. Zak El-Ramly, pages 5.

ii) Direct Testimony of Dr. Zak El-Ramly, pages 11-12.

Preamble :

i) « HQT refers often in its testimony to BC as its closest counterpart in developing transmission rates and in applying the FERC Pro-forma. I totally agree with this observation. Given that HQT seems to be dealing with issues that have already been addressed by BC Hydro or BCTC, I believe that Hydro Quebec and the Régie should make best use of the approaches that BC takes, the evidence that is generated in the regulatory process and ultimately the decisions made by the British Columbia Utilities Commission (BCUC). »

ii) « BCTC believes that using installed capacity has the advantage of reflecting the cost attributable to transmission line development (the installed capacity) and that this would also have the benefit of reducing the transmission rate. »

[…]

« The proposal to use the installed capacity for calculating the long-term firm point-to-point transmission rate can also be viewed as notionally allocating 100 percent of the transmission revenue requirement (TRR) to the virtual rate class containing all generators on the system. If the system was built to meet, for example, a single coincident peak demand, then the allocation factor could be said to be the single coincident peak demand. To derive the rate, that allocated cost is divided by the forecast billing determinants, for which total installed capacity is a proxy. »

Request 1.1: Are you proposing that HQT adopt the entire process that BCTC takes, or just the portion of the BCTC transmission ratemaking process for point-to-point service that reduces the rate?

Response:
I am proposing that Hydro Quebec adopts a process similar to that of BCTC for all classes of transmission rates. By this I mean a consultative process to help identify ways of increasing system utilization and enhancing the effectiveness of the rates in promoting increased system utilization.  

Hydro Quebec together with its stakeholders (with the approval of the Régie) should decide which particular aspects of BCTC’s OATT will be applicable to Quebec energy market in general and HQT operations in particular.  Hydro Quebec and its stakeholders may also be able to identify modifications suitable for the Quebec market in particular. 
Based on my participation in the BC process I would recommend the following measures to increase system utilization of HQT transmission system:

-  firm shaped product for LTF PTP services where an IPP should be able to select how to match the available transmission capacity with its delivery absent LTF PTP availability; 

- ST PTP discounting rate formula that has the potential to increase the throughput of the system and help reduce IPP exposure to transmission cost risk; such a formula could be based on hourly pricing of surrounding markets.
- development of special rate for low capacity generators; these generators are typically small and clean resources such as wind power
Request 1.2 If you are proposing that HQT adopt the entire BCTC process, what would the impact of that process be on both long-term point-to-point and the Native Load/Network rates?

Response:

Most likely the outcome of the process will produce new rates and would result in reduced long-term point-to-point rates. Initially there may be a slight increase in the Native Load/Network rates. However, it is my expectation that the enhanced utilization of the system will result in higher revenue recovery from point-to-point class of rates and a corresponding reduction in the Native Load/Network rates. 
Request 1.3 If you are not proposing that HQT adopt the entire BCTC process, what is the rationale you used to select among various parts of the process?

Response: N/A
2. References : i) Direct Testimony of Dr. Zak El-Ramly, page 15.

Preamble :

i) « Dr. Oran (sic) provides an analysis of a different measure of the transmission value. His analysis is, however, rather simplistic and does not consider the uncertainties associated with power trading and does not assign a risk premium. The analysis reflects only the ability of producers like HQP, who have access to storage, to buy low and sell high and may have only considered one part of the wheeling charges (for an entity to arbitrage between peak and off peak prices it and must pay both a wheeling in and a wheeling out charge (for an entity to arbitrage between peak and off peak prices it must pay both a wheeling in and a wheeling out charge; I believe Dr Orans may have accounted for only one wheeking (sic) charge in Quebec).»

Request 2.1: What type of “risk premium” should be considered in the day trading model used in Dr. Orans analysis?

Response:

The risk premium relates to the traders ability to predict on a daily basis which market will exhibit the lowest prices and correspondingly which market will exhibit the highest prices. Such an analysis, if it makes any sense at all, must allow for the fact that the trader has to pay a wheeling-in charge and a wheeling-out charge and must make enough margin to cover the potential losses when making the wrong call on the two markets being arbitraged. 
Request 2.2: How should the “risk premium” be calculated?

Response:

The issue presented by the trading model is not calculating the risk premium rather in calculating what the trader would expect to gain as a proxy for transmission value. I would expect that trader’s willingness to trade would not only be determined by the cost of the transmission, but also the cost of energy acquisition.  
Request 2.3: Is it your understanding that HQP, or any other producer who services loads in Québec that are part of the Native Load service, has to use point-to-point service for both import and export transactions?

Response:

The question is not very clear to me.

It is my understanding that producers can use their NTIS services when performing import or export transactions intended to serve Native Loads.  

