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1 
BACKGROUND

The present report gives an account of the approach used and the findings obtained by Hydro-Québec in its electricity transmission activities (the Transmission Provider) with respect to the provisional rate discount policy that it implemented from January 15 2003 to January 14 2004 for its short-term point-to-point transmission services.

The history of the main events occurring in this respect over the past few years will allow for a better understanding of the development.

· From 1997 to 2001, Hydro-Québec bylaw number 659
 allowed the Transmission Provider to offer discounts applicable on every point-to-point service that it offers. This provision conforms to that adopted by the Federal Energy Regulatory Commission (FERC) under order 888.

· On August 15 2000, the Transmission Provider submitted to the Régie de l’énergie (the Régie) application R-3401-98
 regarding the modification of electric transmission rates as of January 1 2001, by proposing to change the discount policy then in effect to adapt to the policy put forth by FERC in order 888-A.

· On April 30 2002, in decision D-2002-95 concerning the Transmission Provider’s application R-3401-98, the Régie rejected the modifications proposed by the former concerning its discount policy and ordered it to present, within six months of the decision, a new discount policy specifically applicable to rates for short-term point-to-point services. Furthermore, the Régie ordered the Transmission Provider to begin offering a discount of 25% on all transactions for short-term point-to-point services within 15 days of decision D-2002-95.
 

· On July 18 2002, the Transmission Provider submitted to the Régie revised application R-3493-2002 stemming from decision D-2002-95, with an appended proposal concerning a new discount policy for daily and hourly point-to-point services. In so doing, the Transmission Provider aimed to comply with the order of the Régie in its decision D-2002-95 requiring the submission of such a proposal.

· In decision D-2002-229 rendered October 30 2002, the Régie rejected the Transmission Provider’s revised application and discount policy proposal. 

· On November 29 2002, in the framework of application R-3401-98, still ongoing, the Transmission Provider proposed a provisional discount policy for hourly point-to-point transmission services applicable over a time period sufficiently long to allow it to study its customers’ response as well as the business decisions made on the basis of short-term rates and the provisional discount policy. This provisional discount policy is intended to satisfactorily meet the guidelines set by the Régie in decision D-2002-95.

· On January 10 2003, in decision D-2003-02, followed on March 7 2003 by the grounds for this decision, the Régie approved a provisional discount policy for a one-year period, specifically, from January 15 2003 to January 14 2004
 inclusive, specifying that the discount on hourly point-to-point transmission services applies to Periods 2 and 3 (see section 2.1 below)— the Transmission Provider had requested that the discount only apply during Period 2. The Régie also ordered the submission of four quarterly follow-up reports.

The Transmission Provider also committed itself to compiling the present report in order to retrospectively provide information supplementary to that provided in the quarterly reports submitted to the Régie and to evaluate whether the objectives of the provisional discount policy were reached, in view of establishing a permanent discount policy.

2
APPLICATION OF THE PROVISIONAL DISCOUNT POLICY

2.1
Terms of the Provisional Discount Policy

The three following periods were initially considered to characterize the discount offer:

· Period 1: peak hours, from 7:01 a.m. to 11:00 p.m., from Monday to Saturday inclusive (4,992 hours/year ( 57.0%);

· Period 2: off-peak hours, from 11:01 p.m. to 7:00 a.m., from Monday to Saturday inclusive (2,496 hours/year ( 28.5%);

· Period 3: off-peak hours during all other hours of the year including holidays
 (1,272 hours/year ( 14.5%).

In the grounds for decision D-2003-02, the Régie specifies that the approved provisional discount must apply to the rate for hourly point-to-point service during the off-peak hours of Periods 2 and 3. Consequently, the Transmission Provider applied the provisional discount policy as follows:

· Beginning January 15 2003, an across-the-board discount of 25% off the hourly rate in $/MW/hour approved by the Régie was applied to all hours of Periods 2 and 3, on all paths displayed on the Transmission Provider’s OASIS system.

· No discount was offered on Period 1 hours.

· The provisional discount policy came to an end on January 14 2004 and the Transmission Provider has not applied any discount to point-to-point services since that date.

The discounts were applicable to the rate of $8.33/MW/hour approved by the Régie in decision D-2002-95. Consequently, the hourly discounted rate, applicable during Periods 2 and 3 was $6.25/MW/hour.

In decision D-2003-75 rendered April 16 2003, the Régie approved the Transmission Provider’s proposal concerning the procedure for discounts over 25% on hourly point-to-point transmission services of Periods 2 and 3, in view of potentially obtaining an element of comparison with the 25% discount already offered during these periods. Nevertheless, the Transmission Provider did not make use of this procedure during the application period of the provisional discount policy, since it quickly observed that the use of discounts over 25% would only result in even greater reductions in the Transmission Provider’s revenues stemming from point-to-point transmission services.

The 25% discount on off-peak hourly point-to-point transmission services was posted on the OASIS system and was not modified at any time during the period in question. Therefore, all customers of the Transmission Provider had equal and simultaneous access to the discounts posted.

Following the provisional discount period, the Transmission Provider displayed a notice to its customers on the OASIS system to inform them that the discount application period was to end on January 15 2004 at 12:01 a.m.

2.2 Follow-up with the Régie

As ordered by the Régie in decision D-2003-02, the Transmission Provider submitted four quarterly reports on the application of the provisional discount policy. These reports were produced on the dates indicated in Table 1 below and were posted on the Transmission Provider’s OASIS system.

Table 1

Quarterly Reports Submitted to the Régie

	Report Title 
	Date of Report
	Period Covered
	Date of Submission

	Provisional Rebate Policy

Quarterly Report for the Period Ending March 31 2003
	June 2003
	May 15 2002 to January 14 2003

And

January 15 2003 to March 31 2003
	June 19 2003

	Provisional Rebate Policy

Quarterly Report for the Period Ending June 30 2003
	July 2003
	April 1 2003 to June 30 2003
	July 29 2003

	Provisional Rebate Policy

Quarterly Report for the Period Ending September 30 2003
	November 2003
	July 1 2003 to September 30 2003
	November 19 2003

	Provisional Rebate Policy

Quarterly Report for the Period Ending January 14 2004
	March 2004
	October 1 2003 to January 14 2004
	March 12 2004


The data presented in the four quarterly reports submitted to the Régie concerning the reservations (in MW), cumulated by period and type of service, as well as the revenues (in $ X 1000) of the short-term point-to-point transmission services (monthly, weekly, daily and hourly) for the period beginning May 15 2002 and ending January 14 2004. Table 2 below presents this data in detail.

Table 2

Short-Term Point-to-Point Services

Reservations and Revenues

	
	
	Monthly
	Weekly
	Daily
	Hourly
	Total

	Year
	Month
	MW
	$X1000 
	MW
	$X1000 
	MW
	$X1000 
	Period 1
	Period 2
	Period 3
	Total
	
	$X1000

	
	
	
	
	
	
	
	
	MW
	MW
	MW
	MW
	$X1000
	

	2002
	May 15 to 31 to 
	
	
	215
	238
	
	
	26,287
	4,360
	
	30,647
	201
	439

	2002
	June
	150
	800
	500
	552
	
	
	168,060
	560
	14,175
	182,795
	1,201
	2,553

	2002
	July
	300
	1,519
	100
	111
	
	
	246,033
	1,848
	7,713
	255,594
	1,680
	3,310

	2002
	August
	300
	1,519
	
	
	
	
	205,571
	3,504
	22,319
	231,394
	1,521
	3,040

	2002
	September
	50
	320
	
	
	
	
	55,570
	320
	50
	55,940
	368
	688

	2002
	October
	
	
	
	
	
	
	21,220
	300
	295
	21,815
	143
	143

	2002
	November
	
	
	
	
	
	
	4,277
	
	376
	4,653
	31
	31

	2002
	December
	
	
	57
	63
	
	
	6,596
	1,450
	200
	8,246
	54
	117

	2003
	January 1 to 14
	
	
	
	
	
	
	57,997
	2,047
	3,551
	63,595
	418
	418

	2003
	January 15 to 31
	
	
	125
	184
	
	
	46,284
	3,729
	1,122
	51,135
	437
	621

	2003
	February
	100
	640
	
	
	
	
	123,697
	14,808
	9,144
	147,649
	1,241
	1,881

	2003
	March
	
	
	
	
	
	
	88,047
	11,090
	3,132
	102,269
	865
	865

	2003
	April
	
	
	
	
	120
	35
	92,826
	11,802
	4,785
	109,413
	923
	958

	2003
	May
	
	
	
	
	
	
	129,406
	8,394
	680
	138,480
	1,194
	1,194

	2003
	June
	40
	256
	50
	15
	
	
	300,091
	14,433
	14,575
	329,099
	2,821
	3,091

	2003
	July
	121
	774
	
	
	55
	16
	515,245
	50,950
	21,492
	587,687
	4,992
	5,782

	2003
	August
	121
	774
	
	
	
	
	689,631
	21,714
	51,724
	763,069
	6,522
	7,295

	2003
	September
	
	
	
	
	
	
	33,813
	9,515
	3,825
	47,153
	384
	384

	2003
	October
	
	
	
	
	
	
	9,702
	2,301
	1,031
	13,034
	107
	107

	2003
	November
	
	
	
	
	
	
	36,749
	17,283
	7,561
	61,593
	481
	481

	2003
	December
	
	
	
	
	
	
	56,952
	18,610
	6,351
	81,913
	663
	663

	2004
	January 1 to 14
	70
	448
	
	
	164
	48
	29,276
	1,743
	2,427
	33,446
	270
	766


Analysis of the wheeling data, collected over the period of application of the provisional discount policy, reveals a series of conclusions that are formulated in the pages that follow. While Table 2 contains data for the period following decision D-2002-95 during which a discount of 25% was uniformly applied to all short-term point-to-point services, specifically from May 2002 to January 2003, only the data for the period of application of the provisional discount policy were analyzed and interpreted.

Other than the analysis of hourly point-to-point service transactions, described in the following pages, no further conclusions were drawn from the monthly, weekly or daily transactions, to which the policy was not applicable.

3
EVALUATION OF THE PROVISIONAL DISCOUNT POLICY

3.1 
Analysis of the Discounts Offered

The analysis of the discounts examines the hourly point-to-point service for the period covered by the provisional discount policy, specifically, from January 15 2003 to January 14 2004. During this period, four customers secured reservations for hourly point-to-point services. However, during this period, only two customers— Hydro-Québec Production and one other— secured reservations on a regular basis, with their total representing more than 99% of hourly transactions.

As Table 3 below indicates, the analysis reveals that 16% of hourly transactions for hourly point-to-point service were made during Periods 2 and 3 when the 25% discount was applicable, i.e., at the rate of $6.25/MW/hour, while 84% of the hourly transactions were made in Period 1 when no discount was applicable, i.e., at the rate of $8.33/MW/hour. Moreover, on a seasonal level, over 70% of the reservations made apply to the summer months, i.e., June, July and August.

As for the distribution of hourly reservations by clientele, 79% were secured by Hydro-Québec Production, including 8% discounted and 72% non-discounted, while 21% were secured by other customers, including 8% discounted and 12% non-discounted. Consequently, Hydro-Québec Production, which was responsible for half of the hourly discounted transactions, obtained a total of approximately $0.4 million in discounts, while the only other customer active on a regular basis was responsible for almost all of the other hourly transactions and also obtained a total of approximately $0.4 million in discounts over the hourly, peak period rate.

Moreover, the discounts of approximately $0.8 million, accorded during the application period of the provisional discount policy, represent over 3% of the total revenues of the Transmission Provider’s short-term point-to-point services.

Table 3

Hourly Short-Term Point-to-Point Service

Discounted and Non-Discounted Transactions

	
	
	Discounted
	Non-Discounted
	Reservations

	Year
	Month
	
	
	(Number of MW/h)

	2003
	January 15 to 31
	7%
	93%
	51,135

	2003
	February
	17%
	83%
	147,649

	2003
	March
	16%
	84%
	102,269

	2003
	April
	18%
	82%
	109,413

	2003
	May
	10%
	90%
	138,480

	2003
	June
	13%
	87%
	329,099

	2003
	July
	16%
	84%
	587,687

	2003
	August
	14%
	86%
	763,069

	2003
	September
	28%
	72%
	47,153

	2003
	October
	26%
	74%
	13,034

	2003
	November
	43%
	57%
	61,593

	2003
	December
	32%
	68%
	81,913

	2004
	January 1 to 14
	16%
	84%
	33,446

	2003-2004
	Total
	16%
	84%
	2,465,940

	
	HQ Production*
	8%
	72%
	79%

	
	Other Customers*
	8%
	12%
	21%


· *The totals are obtained from non-rounded data

Given that the primary objective of a discount policy, as established by the Régie, is to optimize the use of the system, the question that arises concerns the impact of the discounts offered on the volumes wheeled through the system by customers during the application of the provisional discount policy. No method can establish with certainty whether the discounts actually resulted in demand for additional reservations. Nevertheless, the analysis of the price differential in two neighbouring grids connected by means of the Transmission Provider’s system can be used to evaluate the extent to which the discount policy is a determining factor in ensuring the feasibility of an inter-system transaction.

Hydro-Québec Production does not enter into the analysis of the price differentials between two markets, since its reservations have the Transmission Provider’s system as their point of origin. Even though in this case the method of analyzing market prices is not directly applicable, the conclusions arising from it are still valid to the extent that the cost of generation does not exceed the price of the market of origin that another customer would be required to pay during a transaction for a similar destination.

Based on the premise that the price differential between two markets serves to establish the economic value of transmission service between them, the Transmission Provider analyzed the transactions of customers other than Hydro-Québec Production benefiting from a 25% discount and compared the market price in the system of origin with that of the destination system at every hour that these reservations were made. This analysis was conducted by comparing the market price in Ontario with that of New York and New England, the systems with which these customers conducted 75% of their hourly transactions and for which the data concerning the price of the hourly market are easily accessible.

For the total of the hourly reservations conducted with discounts by these customers, Tables 4 and 5 below reveal that the price differential was always greater than the hourly non-discounted rate of $8.33/MW/hour, with a single exception. Moreover, excluding the months of September and October 2003, the price differential was at least $15 CDN/MW/hour, between the markets of Ontario and those of New England and New York.

This means that it is in the customers’ best interests to wheel energy through the paths of the interconnections of Ontario towards the US, whether the hourly transmission rate is offered with or without the discount.

Table 4

Hourly Discounted Reservations of Third-Party Customers

Comparison of Market Prices – Ontario and New England

	Year
	Month
	Reservations with Discounts on these Paths (total of MW/h
	Ontario Price ($CDN/MW/h)
	New England Price ($CDN/MW/h)
	Price Differential ($CDN/MW/h)

	2003
	January 15 to 31
	-
	-
	-
	-

	2003
	February
	-
	-
	-
	-

	2003
	March
	-
	-
	-
	-

	2003
	April
	5,200
	38
	58
	20

	2003
	May
	1,315
	27
	53
	26

	2003
	June
	6,543
	30
	57
	27

	2003
	July
	1,608
	22
	53
	31

	2003
	August
	2,306
	34
	59
	25

	2003
	September
	2,734
	33
	43
	10

	2003
	October
	832
	33
	46
	13

	2003
	November
	18,000
	31
	46
	15

	2003
	December
	16,652
	31
	57
	26

	2004
	January 1 to 14
	-
	-
	-
	-


Table 5

Hourly Reservations with Discounts of Third-Party Customers

Comparison of Market Prices – Ontario and New York

	Year
	Month
	Reservations with Discounts on these Paths (total of MW/h
	Ontario Price ($CDN/MW/h)
	New England Price ($CDN/MW/h)
	Price Differential ($CDN/MW/h)

	2003
	January 15 to 31
	1,898
	51
	84
	33

	2003
	February
	-
	-
	-
	-

	2003
	March
	7,513
	59
	75
	17

	2003
	April
	11,237
	37
	55
	18

	2003
	May
	3,135
	28
	45
	17

	2003
	June
	11,765
	29
	50
	20

	2003
	July
	17,731
	24
	55
	31

	2003
	August
	14,750
	30
	57
	27

	2003
	September
	8,872
	39
	50
	11

	2003
	October
	2,429
	48
	51
	3

	2003
	November
	6,771
	32
	48
	16

	2003
	December
	8,687
	32
	57
	25

	2004
	January 1 to 14
	-
	-
	-
	-


3.2
 Interpretation of Findings

This section makes the connection between the data of the provisional discount policy and the objectives sought for the discount policy, taking into account the guidelines set forth by the Régie.

On page 280 of decision D-2002-95, the Régie states the following concerning the intended economic objective of the application of discounts:

The Régie sees as desirable the economic objective intended by the discounts, i.e., optimizing the use of the system. It also considers that the distribution of discounts on short-term transmission services, based on system availability, tends to work in favour of an optimal rate structure. This could lead to an increase in transactions and, to the extent that the additional revenues surpass the costs, to a decrease in costs imputed to the native load. [Translator’s version]

Subsequently, on pages 282 and 283 of the same decision, the Régie sets forth the guidelines that the Transmission Provider’s discount policy should observe, summarized as follows:

· To respect the legal framework covering the establishment of rates and transmission conditions, notably regarding the uniformity of rates throughout the territory of the transmission system.

· To ensure transparency, so that all customers are able to access in a clear and predefined way the provisions and procedures regarding the according of discounts, notably by means of the OASIS system.

· To promote the optimal use of the system rather than to maximum the revenues of the Transmission Provider.

· To consider the possibility of differential discounts between firm and non-firm point-to-point services as well as separate price floors for each of these services.

· To include follow-up to the Régie in order to compare the level of rebates offered and the actual use of the system.

The Transmission Provider’s provisional discount policy has adhered to the guidelines set by the Régie. However, based on the analysis of the provisional discounts accorded, we cannot conclude that the guideline of optimizing the use of the available transmission capacity was met. The analysis shows rather that the provisional discount policy resulted in a decreased contribution of short-term point-to-point services in the recouping of the Transmission Provider’s fixed costs, for the total amount of the discounts applied.

In effect, for the period of one year during which the provisional discounts were applied, the data collected do not indicate that customers other than Hydro-Québec Production took advantage of the provisional discounts to increase their use of the system during off-peak hours. The transactions conducted by these customers would ostensibly have been made even in the absence of discounts, given that the price differential observed between the markets is higher than the hourly non-discounted price of $8.33/MW/hour.

Moreover, even in the perspective where higher discounts had been offered, the Transmission Provider cannot conclude that the short-term transactions would have increased significantly during the application period, since the vast majority of hourly point-to-point transactions were conducted at peak hours when the discounts did not apply.

Even among the revenues from point-to-point services, the discounts on the hourly point-to-point services could also entice customers to transfer reservations from longer-term point-to-point services to hourly ones. With the use factor lower for longer-term point-to-point services, any reduction of the transmission rate of hourly point-to-point services would be an incentive for customers to move to this service in order to improve their use factor and reduce their costs. The Transmission Provider’s total revenues from point-to-point services would be doubly impacted.

Since the provisional discount policy results in reduced revenues from point-to-point services, the indirect effect of the permanent application of such a policy would be to reduce the revenue requirements of the Transmission Provider from point-to-point services and increase the costs of the Distribution Provider to supply the native load.

We can only conclude that despite the provisional discount policy, the number of active customers using the Transmission Provider’s system remains low. Furthermore, since the transactions are mainly conducted during peak periods and during the summer when the prices in the contiguous markets are at their highest, the clientele of point-to-point services, above all hourly ones, can take advantage of transactions conducted during these periods, even in the absence of a discount policy.

The Transmission Provider concludes that the evaluation of the provisional discount policy does not establish that the objective of promoting the increased use of the system by customers of point-to-point services has been achieved. Consequently, its main impact was to cause a loss in revenues for the Transmission Provider, creating a potential source of increase in the costs applicable to the service of supplying the native load.

4
CONCLUSION

The Transmission Provider agreed to submit the present report to the Régie in order to collect and analyze the information on the provisional discount policy, including, where necessary, any suggestions for change that might be required with a view to adopting a permanent discount policy that meets the objectives the Régie is seeking to achieve.

The analysis of the provisional discount policy, applicable to the hourly point-to-point service from January 15 2003 to January 14 2004, leads to the conclusion that the granting in advance, for long periods, of an across-the-board, fixed discount applicable to the interconnection paths does not meet the objectives of a discount policy that optimizes the use of the system. The impact of the provisional discount policy was rather to cause a loss in revenues. In the opinion of the Transmission Provider, the findings observed do not favour the adoption of a permanent policy in the current context.

� (R.Q., H-5, r.0.3), Hydro-Québec bylaw number 659 respecting the conditions and rates for open access transmission service, Schedules 7 and 8, adopted March 5 1997 by Order in Council 276-97 and subsequently modified by decisions of the Régie de l’énergie.


� FERC, Order 888, Final Rule, April 24 1996, pp. 319-320.


� Application R-3401-98, HQT-11, Document 2, Attachments 7and 8.


� FERC, Order 888-A, March 4 1997, pp. 276-286.


� Decision D-2002-95, page 283.


� Decision D-2002-95, pp 280-283.


� Notice concerning the end of the provisional discount policy was posted by the Transmission Provider on the OASIS system from January 14 to April 14 2004.


� Period 3: Sundays and the following holidays: New Year’s Day (January 1), Memorial Day in the US (last Monday of May), Independence Day in the US (July 4), Labour Day (first Monday of September), US Thanksgiving (fourth Thursday of November), Christmas (December 25).
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