Application R-3549-2004 – Phase 2

TRANSMISSION SERVICE RATEMAKING
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BACKGROUND

The existing rates of Hydro-Québec in its capacity as electric power transmission provider (the "Transmission Provider") have been in effect since 1 January 2001 in accordance with Decision D-2002-95 of the Régie de l'énergie (the “Régie”).

In Decision D-2004-253 concerning Phase 1 of this application, the Régie declared the existing rates to be provisional as at 1 January 2005. Subsequently, in Decision D-2005-50, the Régie authorized the Transmission Provider to submit, in Phase 2 of this application, transmission rates that would enable it to collect the required revenues of $2 591 M approved for 2005:

Consequently the Régie hereby authorizes the Transmission Provider to submit rates enabling it to collect estimated required revenues of $2 591.5 million for projected test year 2005.

These new rates are applicable to the existing transmission services that the Transmission Provider proposes to continue offering within the framework of the Hydro-Québec Open Access Transmission Tariff (the “Open Access Transmission Tariff”). These services relate to native load, network integration, and point-to-point transmission requirements, as more fully described in Exhibit HQT-2, Document 1.

Furthermore, the ancillary service rates are updated to reflect the most recent parameters, as is the allowance for network upgrades. The maximum contribution for switchyards remains unchanged, except where voltage is stepped up in two stages.

Finally, with this proposal, the Transmission Provider aims to:

· comply with the Act respecting the Régie de l'énergie (the “Act”)

· comply with the decisions of the Régie;

· ensure the stability of transmission rates, and

· collect from its customers the total required revenues approved by the Régie for 2005 for the provision of its services.

1 RATEMAKING PRINCIPLES

The principles by which the Transmission Provider was guided in determining its proposed transmission rates for 2005 are the same as those used to develop the rates currently in effect.

The Transmission Provider’s proposal meets the definition of "transmission system" set out in section 2 of the Act as well as the principle of “uniform rates throughout the territory served” of section 49 of the Act. Thus, all the Transmission Provider’s customers are entitled to the same rate for the same service regardless of their geographical location, the route used to transmit electric power from one point to another, or the distance traveled by the power.

In addition, in Decision D-99-120, the Régie established general principles for the determination and application of electric power transmission rates, with which the Transmission Provider complied in its application concerning 2001 rates and with which it continues to comply in this application.

More specifically, the Transmission Provider proposes transmission rates based on projected test year 2005, for which the required revenues were approved by the Régie in Decision D-2005-63. Since the Transmission Provider’s projected test year and rate year begin on 1 January, the Transmission Provider, in this application, proposes transmission service rates and conditions applicable retroactively to 1 January 2005; this will allow the Transmission Provider to collect the total required revenues approved by the Régie for this same year.

Moreover, the Régie indicated in Decision D-2002-95
 that for the purposes of the year 2001 rate application, it accepted the Transmission Provider’s proposal concerning the application of a postage-stamp transmission rate based on the average cost and stated in $/kW. The Transmission Provider proposes to maintain this approach, which is appropriate to the Québec energy context and, furthermore, assures the continuity and stability of transmission rates.

More particularly, the Régie held that postage-stamp pricing has certain advantages from the sustainable development standpoint since it does not penalize renewable energy generators or regional energy development. Since renewable energy sources such as wind power are gaining ground in Québec, the Transmission Provider wishes to offer conditions making it possible to respond to this context and facilitate generators' access to its system.

As to average-cost pricing, the Transmission Provider’s view is that total average cost, as proposed by the Transmission Provider and approved by the Régie in Decision D-2002-95, was and remains the appropriate and optimal basis for setting transmission service rates.

2 REQUIRED REVENUES AND TRANSMISSION REQUIREMENTS

The transmission rates are set as a function of the required revenues approved by the Régie for projected test year 2005 and the forecast native load, network integration and long- and short-term point-to-point transmission service requirements.

2.2 Required Revenues

The required revenues from transmission activities are sufficient to cover the expenses necessary for the provision of transmission service, including a reasonable return on the Transmission Provider’s rate base.

As to projected test year 2005, the Transmission Provider’s required revenues are $2 591 M, as submitted in Phase 1 of this application
 and approved by the Régie in Decision D-2005-63.

Table 1 shows that based on the rates currently in effect, the Transmission Provider’s revenues – in view of the current total revenues from native load, set at $2 313 M since 1 January 2001, and by applying existing rates to the forecast point-to-point requirements for 2005 – are insufficient to produce the required revenues approved by the Régie. The updated transmission rates and native load revenues will enable the Transmission Provider to make up its additional required revenues.

Table 1 – 2005 revenues based on current rates 

	
	Revenues using current rates
	$2 421 M

	
	
Native load
	$2 313 M

	
	
Point-to-point services
	$108 M

	
	Approved required revenues 
	$2 591 M

	
	Additional required revenues
	$170 M


2.3 Transmission Requirements

2.3.1 Native Load Transmission Requirements

The native load transmission service requirements correspond to the annual peak determined by the Distributor in its revised August 2004 forecast. These requirements are 34 060 MW for 2005, as indicated in section 2.1 of Exhibit HQT-2, Document 2.

2.3.2 Network Integration Transmission Service Requirements

Since no customers have indicated their intention to use the network integration transmission service, the Transmission Provider, for the purposes of setting its new rates, assumes that there will be no demand for this transmission service in 2005.

2.3.3 Point-To-Point Transmission Service Requirements

Forecast reservations for long-term point-to-point transmission service are 405 MW for 2005, as explained in more detail in section 3.1.3 of Exhibit HQT-2, Document 2.

The transmission capacity available for short-term transactions corresponds to the residual capacity after meeting native load and long-term transmission forecast. As appears from Exhibit HQT-2, Document 2, the forecast corresponds to transactions of 9.2 TWh for hourly point-to-point service and 0.1 TWh for daily point-to-point service, including transmission losses.

2.3.4 Transmission Loss Factor

The transmission loss factor of 5.2% approved by the Régie in Decision D-2002-95 has been applicable to the transmission services provided by the Transmission Provider since 1 January 2001 under the Open Access Transmission Tariff. As indicated in Exhibit HQT-2, Document 2, the Transmission Provider proposes to maintain this value for 2005.

In so doing, the Transmission Provider pursues the current method of establishing the transmission loss factor based on the use of an average annual loss applicable to all transmission services. In addition to being equitable for all customers, this approach has the advantage of being simple, yet stable and transparent. It is also consistent with postage-stamp pricing and the principle of territorial uniformity of rates prescribed by the Act.

3 TRANSMISSION SERVICE PRICING

3.2 Basis of the Transmission Provider’s Proposal

Transmission service rates are set by taking account of customers’ requirements, the features of the transmission system, the rates in effect since 1 January 2001, and the commercial, regulatory, and legal contexts for electric power transmission in Québec.

As discussed more fully in Exhibit HQT-3, Document 1, the transmission system is designed and planned in an integrated manner to meet winter peak demand and to be operated in an integrated manner for the provision of all transmission services. This being the case, the Transmission Provider seeks to recover the cost of the service from the entire customer base so as to guarantee service provision and reliably meet the customers’ needs.

Since expenses and investments related to the system serve to meet the customers' requirements, and since the main customer of the Transmission Provider is Hydro-Québec Distribution (the “Distributor”) for the purposes of serving native load, the ultimate responsibility for producing the required revenues falls upon native load, which benefits from the entire set of transmission facilities necessary to serve its needs.

However, by marketing transmission capacity to customers of long-term and short-term point-to-point transmission service, the Transmission Provider can optimize the use of its system and, in so doing, obtain additional revenues resulting in a reduction in the share of required revenues that must be borne by native load. Moreover, in the absence of point-to-point transmission service customers, the entire cost of transmission service must be borne by native load, as noted by the US Federal Energy Regulatory Commission (FERC):

We note that network service is founded on the notion that the transmission provider has a duty to plan and construct the transmission system to meet the present and future needs of its native load and, by comparability, its third-party network customers. In return, the native load and third-party network customers must pay all of the system's fixed costs that are not covered by the proceeds of point-to- point service. This means that native load and third-party network customers bear ultimate responsibility for the costs of both the capacity that they use and any capacity that is not reserved by point- to-point customers.

In order to guarantee the stability of its transmission rates, the Transmission Provider therefore proposes to continue setting them using the approach approved by the Régie for the rates currently in effect.

This approach takes account of the commercial context in which the Transmission Provider operates, as more fully described in Exhibit HQT-2, Document 1. It is also suited to the regulatory and judicial context of power transmission in Québec and reflects the particular demands placed on the transmission system during peak periods, since the system is designed, planned, and operated to deliver peak power output.

Finally, the Transmission Provider submits that its rate proposal is based on generally accepted criteria for fair and reasonable ratemaking, while reflecting the factors affecting the cost of service given the particular features of the transmission system.

3.3 Transmission Rates

The Transmission Provider proposes to pursue the current ratemaking approach in setting annual, monthly, weekly, and hourly rates for 2005. Therefore, the proposed rates are consistent with those authorized by the Régie for 2001 and have the effect of guaranteeing the rate stability sought by the Transmission Provider.

For comparison, Table 2 presents the rates in effect since 2001 and the proposed rates for 2005.

Table 2 – Current and proposed rates

	
	
	
	Rates in effect since 2001
	Rates proposed for 2005

	Annual
	firm
	$/kW/year
	$72.91
	$72.90

	Monthly
	firm
	$/kW/month
	6.08
	6.08

	Monthly
	non-firm
	$/kW/month
	6.08
	6.08

	Weekly
	firm
	$/kW/week
	1.40
	1.40

	Weekly
	non-firm
	$/kW/week
	1.40
	1.40

	Daily
	firm
	$/kW/day
	0.28
	0.28

	Daily
	non-firm
	$/kW/day
	0.20
	0.20

	Hourly
	non-firm
	$/MW/hour
	8.33
	8.33


In the following sections, the Transmission Provider presents a step-by-step description of the transmission ratemaking method and the resulting revenues.

It first explains how transmission rates are set, beginning with the annual rate, from which the other rates (monthly, weekly, daily and hourly) are calculated.

In the second place the Transmission Provider explains how the revenues from the different categories of transmission service (native load, network integration and point-to-point) are determined. It can then determine the fixed amount to be billed to the Distributor for native load transmission service.

The proposed transmission rates, specifically the annual firm, monthly firm and non-firm, weekly firm and non-firm, daily firm and non-firm, and hourly non-firm rates, are explained in more detail in the following sections.

3.3.1 Annual Rate

Transmission rates are set in such a way as to yield the required revenues for 2005 by taking account of all transmission requirements.

The forecast residual transmission capacity available on the system and marketable through short-term transactions yields revenues that reduce the share of the required revenues borne by the long-term customers (native load, network integration and long-term point-to-point). In other words, the annual transmission rate is a function of the residual required revenues, i.e., the required revenues minus the short-term transaction revenues.

The annual rate is set by dividing the residual required revenues by the forecast annual combined peak demand for native load, network integration and long-term point-to-point service. This approach is the same as the one used to set the annual rate currently in effect.

Following this approach, the proposed annual rate for 2005 is set as follows:
Table 3 – Determination of annual rate

Approved required revenues = $2 591 M

Short-term point-to-point revenues = $78 M

Residual required revenues = $2 591 M - $78 M = $ 2 513 M

Native load transmission service = 34 060 MW

Network integration transmission service = 0 MW

Long-term point-to-point transmission service = 405 MW

Total transmission service requirements = 34 060 MW + 0 MW + 405 MW = 34 465 MW

Annual rate = $2 513 M/34 465 MW = $72.90/kW/year

The proposed annual rate for 2005 is slightly lower than the existing rate, thus guaranteeing the continuity and the stability of transmission rates in Québec.

3.3.2 Monthly, Weekly, Daily and Hourly Rates

In the main, the Transmission Provider proposes the continuation of the existing short-term rate structure: monthly firm and non-firm, weekly firm and non-firm, daily firm and non-firm, and hourly non-firm.

In addition, in order to guarantee the continuity of the transmission services offered to its customers and consistency with the services offered in accordance with FERC Order 888, the Transmission Provider proposes to continue to offer firm and non-firm options for its monthly, weekly and daily rates.

In the context of trends in neighbouring markets more fully described in Exhibit HQT-2, Document 1, the Transmission Provider believes that the maintenance of the status quo as to the rate structure is now justified in order to preserve the stable unit cost of transmission service enjoyed by native load in recent years. This approach also allows the Transmission Provider to pursue trade practices aiming to profit fully from optimized use of the transmission system by offering point-to-point transmission service, thus lightening the native load contribution.

Furthermore, the Transmission Provider stresses that maintenance of the existing rate structure is consistent with certain trends observed in neighbouring systems, which are witnessing a gradual reduction or even elimination of point-to-point service rates, as discussed at greater length in Exhibit HQT-2, Document 1.

Table 4 presents the formulas for calculating the monthly, weekly, daily and hourly rates from the annual rate. These formulas are as approved by the Régie in Decision D-2002-95. The Régie will note that the monthly, weekly, daily and hourly rates remain unchanged with respect to the current rates.

Table 4 – Calculation of monthly, weekly, daily and hourly rates for 2005

	Annual rate
	= $72.90/kW/year

	Monthly firm rate
	= Annual rate/12 months

= $72.90/kW/year/12 months

= $6.08/kW/month

	Monthly non-firm rate
	= Annual rate/12 months

= $72.90/kW/year/12 months

= $6.08/kW/month

	Weekly firm rate
	= Annual rate/52 weeks

= $72.90/kW/year/52 weeks

= $1.40/kW/week

	Weekly non-firm rate
	= Annual rate/52 weeks

= $72.90/kW/year/52 weeks

= $1.40/kW/week

	Daily firm rate
	= Annual rate/52 weeks/5 days

= $72.90/kW/year/52 weeks/5 days

= 0.28/kW/day

	Daily non-firm rate
	= Annual rate/365 days

= $72.90/kW/year/365 days

= 0.20/kW/day

	Hourly non-firm rate
	= daily non-firm/24 days x 1 000

= $0.20/kW/day/24 hours x 1 000

= $8.33/MW/hour


3.4 Forecast Transmission Service Revenues by Segment

The following sections detail the determination of revenues to be collected from native load, network integration and point-to-point services. These revenues are obtained by applying the transmission rates to the forecasts for each of the services.

This exercise shows that the proposed transmission rates will yield the total required revenues approved by the Régie for projected test year 2005.

3.4.1 Native Load Transmission Service

The revenues from native load transmission service correspond to the Transmission Provider’s required revenues approved by the Régie minus the revenues from long- and short-term point-to-point services and from network integration transmission service. Table 5 presents 2005 transmission revenues for native load service.

Table 5 – Revenues from native load transmission service

Required revenues - revenues from point-to-point service - revenues from network integration transmission service

= $2 591 M - $108 M - $0 M = $2 483 M

This amount represents an increase of 7.3% for this item. This increase is comparable to the 7.4% increase in native load since 2001.
The Transmission Provider wishes to stress that its proposal has no impact on native load since the unit cost of the service provided to it remains stable with respect to that of 2001.

Moreover, in the absence of revenues from network integration transmission service, the revenues from native load service correspond to the sum total of required revenues listed in Attachment H of the Open Access Transmission Tariff.

As to the amount to be borne by the Distributor for native load service, the Transmission Provider proposes to maintain the current approach, which consists of billing for this service based on the fixed amount listed in Attachment H until such time as this amount is modified in a subsequent rate application.

Therefore, even if actual native load requirements differ from the forecasts in this application, transmission service will be offered by the Transmission Provider at no additional cost to the Distributor.

3.4.2 Network Integration Transmission Service

As mentioned previously, no subscription to network integration transmission service is anticipated for 2005. However, if a customer does subscribe to this service, it is proposed to bill the customer according to the approach currently in effect, i.e.:

• by applying its load ratio share to the Transmission Provider’s annual required revenues indicated in Attachment H of the Open Access Transmission Tariff, the load ratio share being defined in section 1.27 of the Open Access Transmission Tariff as the ratio of the annual load of the network integration transmission service customer to the annual load of the transmission system;
• then crediting the Distributor with any amount thus collected, in accordance with section 42.1 of the Open Access Transmission Tariff.

For 2005, forecast revenues from network integration transmission service are nil since no customers have subscribed to this service. Therefore, native load is responsible for all required revenues stated in Attachment H of the Open Access Transmission Tariff.

3.4.3 Point-To-Point Transmission Service

Revenues from point-to-point transmission service correspond to the projected requirements for the service multiplied by the corresponding rates. The projection of these requirements is detailed in Exhibit HQT-2, Document 2.

For 2005, these revenues are set as follows:

Table 6 – Point-to-point transmission service revenues

Revenues from long-term point-to-point service

Annual rate x projected requirements/1 000 = $72.90/kW/year x 405 MW/1 000 = $30 M

Revenues from monthly short-term point-to-point service

No revenues projected for monthly point-to-point service

Revenues from weekly short-term point-to-point service

No revenues projected for weekly point-to-point service

Revenues from daily short-term point-to-point service

Daily firm rate x projected requirements = $0.28/kW/day x 5 882 MW/1 000 = $2 M

No revenues projected for daily non-firm point-to-point service

Revenues from hourly short-term point-to-point service

Hourly rate x projected requirements = $8.33/MW/hour x 9.2 TWh = $77 M

Total revenues from short-term point-to-point services

Sum of monthly, weekly, daily and hourly short-term services

= 0 + 0 + 2 + 77 = $78 M *

Total revenues from point-to-point services

Sum of revenues from short- and long-term point-to-point services

= $30 M + $78 M = $108 M

* The calculation is performed with non-rounded data.

The application of the transmission rates to the forecast short-term point-to-point service requirements results in an increase in projected revenues from these services to $78 M for 2005, and this amount is used in determining the residual required revenues. To this amount are added projected revenues of $30 M from long-term point-to-point service, bringing total revenues from short- and long-term point-to-point transmission service to $108 M.

The Transmission Provider proposes to maintain the current billing method for point-to-point transmission service, which consists of applying transmission rates corresponding to capacities reserved through the Open Access Same-Time Information System (OASIS) augmented by the transmission loss factor as per the Open Access Transmission Tariff.

It should be remembered that under the current arrangements, customers must pay the Transmission Provider for reserved capacity regardless of the proportion of that capacity they actually use. Furthermore, the Transmission Provider may, as applicable, offer over OASIS, on a non-firm basis, any capacity reserved on a firm basis but not used by the customers, thus optimizing the use of the transmission system.

3.4.4 Consistency between Cost-of-Service Allocation and Rate Structure

Section 49 of the Act makes the link between cost-of-service allocation and ratemaking, providing that when setting or modifying rate, the Régie shall “consider the cost of service, the varying risks according to classes of consumers…”
Moreover, in Decision D-2002-95,
 the Régie stated as follows:

the Régie holds that in view of its primary mission of economic regulation, as well as the requirements of the Act, including that of guaranteeing that rates are fair and reasonable, a cost allocation following the above three steps is necessary, regardless of the rate structure adopted. It is a matter of determining with sufficient accuracy the costs attributable to each service.

The Régie considers it important, initially, to stress the distinction between the cost allocation and ratemaking stages.

Therefore, the Transmission Provider began by matching the cost-of-service allocation to the rate structure, then comparing the results of the cost-of-service allocation with the revenues derived from the proposed rates.

The rates serve to indicate to customers the cost-of-service level required to meet their needs. From that standpoint, the rate structure can be based on the same components as the cost of service, i.e., the power, energy, and subscription components.

By including power in the rate structure, the Transmission Provider makes sure it will collect the cost of transmission service necessary to meet peak demand, since this cost must be recovered even in the absence of energy consumption. However, the transmission rates do not contain an energy component since no significant component of transmission service cost depends on the energy conveyed. If costs were to be associated with the energy component, they should correspond to the variable costs associated with the use of the transmission system, i.e., the incremental costs of carrying out an additional transaction. Since these costs represent only a minute proportion of the Transmission Provider’s cost of service, there is no justification for adding an energy component in $/kW.

The same observation applies to the subscription component since the cost associated with the number of customers served is insignificant, a fact recognized by the Régie in Decision D-2002-95.

One may conclude that the approach adopted for the rate structure is consistent with the one used for the cost-of-service allocation. The Transmission Provider’s cost-of-service allocation method is detailed in Exhibit HQT-3, Documents 1–7.

In addition to yielding the Transmission Provider’s total required revenues, the rates should make it possible to cover the costs of the services offered to customers. In this regard, the Transmission Provider compares the cost of transmission services for 2005 with the revenues from transmission rates.

Table 7 presents the costs for each transmission service as derived from the cost-of-service allocation as well as the revenues for 2005 from native load, network integration, and long- and short-term point-to-point transmission service.
Table 7 – Transmission service costs and revenues

	
	Costs ($M)
	Revenues ($M)

	Native load transmission service
	2 485
	2 483

	Network integration transmission service
	0
	0

	Point-to-point transmission service
	106
	108

	Transmission services costs and revenues
	2 591
	2 591

	Approved required revenues
	2 591
	2 591


The results given in the above table show that:

· the rates proposed by the Transmission Provider will yield the total required revenues of $2 591 M approved by the Régie, and

· the costs and revenues are matched, showing that the rate structure is consistent with the cost-of-service allocation.

The Transmission Provider submits that the conformity of the rate structure with the cost-of-service allocation as well as the small difference between the current rate structure and the results of the cost-of-service allocation justify the maintenance of the current rate structure.

In addition, starting from the cost-of-service allocation filed by the Transmission Provider for 2001–2005, the Régie has all information necessary for a holding that the rates derived from the Transmission Provider’s proposal are fair and reasonable in the sense of section 49 of the Act.

3.4.5 Application of Transmission Rates Effective 1 January 2005

The Transmission Provider’s existing transmission rates have been in effect since 1 January 2001 in accordance with Decision D-2002-95 of 30 April 2002.

In Decision D-2004-253 of 1 December 2004 concerning Phase 1 of this application, the Régie declared the existing transmission service rates to be provisional as at 1 January 2005. It ordered the Transmission Provider to publicize this decision over OASIS and to notify the customers that the existing rates are provisional and subject to revision during the final transmission ratemaking process. The Transmission Provider complied with this decision.

In addition, in Decision D-2005-50, the Régie authorized the Transmission Provider to submit transmission rates that would enable it to collect the required revenues for 2005.

As regards the application of the transmission rates effective 1 January 2005, the Régie indicated in Decision D-2004-253 that it will rule on the request for retroactivity of transmission rates in Phase 2.

Therefore, the Transmission Provider is now asking the Régie to approve the application, retroactive to 1 January 2005, of the rates and conditions for transmission services set out in the Open Access Transmission Tariff.

The customers affected by this request are the Distributor, for native load transmission service, as well as the point-to-point transmission customers. The retroactivity of transmission rates to 1 January 2005 will allow the Transmission Provider to collect the total required revenues authorized by the Régie for 2005.

Thus, once the rates are approved by the Régie, the Transmission Provider will revise the billing of all its point-to-point service customers based on transmission services delivered since 1 January 2005. The amount to be borne by the Distributor for native load service will also be adjusted accordingly.
4 PRICING OF ANCILLARY SERVICES

The secure, reliable operation of the Transmission Provider’s network dictates the use of several ancillary services provided by the transmission and generation facilities. It should be noted that these services may originate from the Transmission Provider or from facilities not owned by the Transmission Provider. In the latter case, the services must be billed to the transmission system users so as to reimburse the service providers, either Hydro-Québec in its electric power generation capacity (the “Generator”) or third-party generators, as the case may be.

The Transmission Provider emphasizes that the ancillary services offered are detailed in section 3.4 of Exhibit HQT-2, Document 1. To facilitate comprehension of this section, the Transmission Provider saw fit to briefly summarize the nature of the ancillary services before detailing their pricing.

4.2 Native Load Ancillary Services

The Distributor must either provide or see to it that its suppliers provide those ancillary services indicated in the Open Access Transmission Tariff that are associated with native load transmission service. Therefore, the Transmission Provider does not bill the Distributor for these services.

4.3 Network Integration Ancillary Services

The Transmission Provider has no subscribers to network integration transmission service. As applicable, the Transmission Provider proposes, for network integration transmission service, to apply the same ancillary services and rates as for the point-to-point transmission services described in the following sections.

4.4 Point-To-Point Ancillary Services

For 2005, the Transmission Provider is offering its point-to-point customers the following seven ancillary services:

• System control

• Voltage control

• Frequency control

• Energy delivery imbalance

• Energy receipt imbalance 

• Spinning reserve

• Non-spinning reserve

As specified in Exhibit HQT-2, Document 1, point-to-point transmission service customers are required to purchase system control and voltage control services from the Transmission Provider. Customers may obtain the other ancillary services from other providers located in the Transmission Provider’s control area provided that they are comparable.

The Transmission Provider hereby submits for approval the updated ancillary service rates applicable to point-to-point transmission service. The method used to determine these rates remains unchanged with respect to the one employed to determine the rates currently in effect.

The updated rates reflect trends in transmission requirements and the generation price set at 7.5 ¢/kWh by the Generator who provides the services.

This approach is consistent with that of other companies who derive their ancillary service rates from a market-based generation price.

For comparison, the generation price adopted is equivalent to the Distributor’s short-term purchase price for meeting its customers’ requirements in 2005, as per the call for tenders put out in April 2004, i.e. 5.7 US ¢/kWh or 7.5 CA ¢/kWh.

The following sections detail the proposed rates for point-to-point ancillary services.

4.4.1 System Control

System control is provided by the Transmission Provider and is not currently billed, since it is included in the transmission service rates. The Transmission Provider proposes to continue this approach.

4.4.2 Voltage Control

The voltage control rates reflect the fact that the Transmission Provider may demand the supply of reactive power from the power plants to meet transmission system requirements. In order to provide or absorb reactive power in accordance with the Transmission Provider’s operating standards, the Generator must limit the generation capacity of its power plants.

The voltage control service rates for 2005 are set using the method presented in Table 8.

Table 8 – Voltage control rates

	
	
	
	Existing rates
	Proposed ratemaking formula
	Proposed rates

	Reactive power
	$M
	13.4
	
	39.2 *

	Transmission requirements
	MW
	35 570
	
	34 465

	Rate
	annual firm
	$/kW/year
	0.38
	Reactive power/
Transmission requirements =
 $39.2 M/34 465 MW x 1 000 =
	1.14

	Rate
	monthly firm
	$/kW/month
	0.03
	Annual rate/12 months =
$1.14/kW/year/12 months =
	0.10

	Rate
	monthly non-firm
	$/kW/month
	0.03
	Annual rate/12 months =
$1.14/kW/year/12 months =
	0.10

	Rate
	weekly firm
	$/MW/week
	7.25
	Annual rate/52 weeks x 1 000 =
$1.14/kW/year/52 weeks x 1 000 =
	21.92

	Rate
	weekly non-firm
	$/MW/week
	7.25
	Annual rate/52 weeks x 1 000 =
$1.14/kW/year/52 weeks x 1 000 =
	21.92

	Rate 
	daily firm
	$/MW/day
	1.45
	Annual rate/52 weeks/5 days x 1 000 =
$1.14/kW/year/52 weeks/5 days x 1 000 =
	4.38

	Rate 
	daily non-firm
	$/MW/day
	1.03
	Annual rate/365 days x 1 000 =
$1.14/kW/year/365 days x 1 000 =
	3.12

	Rate 
	hourly non-firm
	$/MW/hour
	0.04
	Daily rate/24 hours x 1 000 =
$3.12/kW/day/24 hours x 1 000 =
	0.13


* The reactive power amount is calculated as the ratio of the generation price of 7.5 ¢/kWh to the price of 2.79 ¢/kWh less the loss factor, or 2.57 ¢/kWh, as approved by the Régie in the 2001 application.

4.4.3 Frequency Control

Frequency control is necessary in order to maintain a balance between supply and demand and to maintain the frequency at 60 Hertz. The Generator mobilizes generation facilities whose function is to regulate and control frequency. Since generation must vary within a regulating margin, this feature results in power losses.

The frequency control service rates for 2005 are set using the method presented in Table 9.

Table 9 – Frequency control rates

	
	
	
	Existing rates
	Proposed ratemaking formula
	Proposed rates

	Reactive power
	$M
	5.0
	
	13.5 *

	Transmission requirements
	MW
	35 570
	
	34 465

	Rate
	annual firm
	$/kW/year
	0.14
	Reactive power/
Transmission requirements = 
$13.5 M/34 465 MW x 1 000 =
	0.39

	Rate
	monthly firm
	$/kW/month
	0.01
	Annual rate/12 months = 
$0.39/kW/year/12 months =
	0.03

	Rate
	monthly non-firm
	$/kW/month
	0.01
	Annual rate/12 months = 
$0.39/kW/year/12 months =
	0.03

	Rate
	weekly firm
	$/MW/week
	2.72
	Annual rate/52 weeks x 1 000 = $0.39/kW/year/52 weeks x 1 000 =
	7.50

	Rate
	weekly non-firm
	$/MW/week
	2.72
	Annual rate/52 weeks x 1 000 = $0.39/kW/year/52 weeks x 1 000 =
	7.50

	Rate
	daily firm
	$/MW/day
	0.54
	Annual rate/52 weeks/5 days x 1 000 = $0.39/kW/year/52 weeks/5 days x 1 000 =
	1.50

	Rate
	daily non-firm
	$/MW/day
	0.39
	Annual rate/365 days x 1 000 = $0.39/kW/year/365 days x 1 000 =
	1.07

	Rate
	hourly non-firm
	$/MW/hour
	0.02
	Daily rate/24 hours x 1 000 = $1.07/kW/day/24 hours x 1 000 =
	0.04


* The reactive power amount is calculated as the ratio of the generation price of 7.5 ¢/kWh to the price of 2.79 ¢/kWh, or 2.57 ¢/kWh, as approved by the Régie in the 2001 application.

4.4.4 Energy Imbalance

The energy delivery imbalance service is provided where there is an imbalance between scheduled capacity and that which is actually delivered to a load located within the Transmission Provider’s control area. This service aims to compensate the Transmission Provider for any imbalance between scheduled and delivered quantities, thereby inducing customers to eliminate such imbalances.

The Transmission Provider proposes to set the rate for this service based on the generation price, using the method approved by the Régie for the existing rate. Thus, where the quantity consumed is greater than the quantity scheduled, the proposed rate corresponds to the generation price augmented by 50%. The credit granted where the quantity delivered is less than the quantity scheduled corresponds to 50% of the average cost of supply of heritage electricity.

The proposed rate and credit for 2005 are given in Table 10.

Table 10 – Energy delivery imbalance service rates

	
	
	Existing rates
	Proposed rates

	Rate (delivery greater than scheduled amount)
	
	
	

	Generation price
	¢/kWh
	6.94
	7.50

	Plus 50%
	¢/kWh
	10.41
	11.25

	Credit (delivery less than scheduled amount)
	
	
	

	Heritage electricity supply cost less transmission and distribution losses
	¢/kWh
	2.57
	2.57

	Less 50%
	¢/kWh
	1.28
	1.28


4.4.5 Energy Receipt Imbalance Service

The Transmission Provider proposes to add the energy receipt imbalance service to the ancillary services currently offered to point-to-point customers so as to minimize imbalances between scheduled capacity and capacity actually received over the transmission system. This service is offered for all transactions over the system whose point of receipt is located within the Transmission Provider's control area, the terms being comparable to those of the energy delivery imbalance service.

In setting the rate for this service, the Transmission Provider has adopted the same method as for the energy delivery imbalance service. The proposed rate would be applied to any quantity received by the Transmission Provider that is less than the scheduled quantity. In addition, it is proposed to grant a credit on any quantity received by the Transmission Provider that is greater than the scheduled quantity. The rate and credit proposed for 2005 are given in Table 11.

Table 11 – Energy receipt imbalance service rate

	
	
	Existing rates
	Proposed rates

	Rate (quantity received less than quantity scheduled)
	
	
	

	Generation price
	¢/kWh
	N/A
	7.50

	Plus 50%
	¢/kWh
	N/A
	11.25

	Credit (quantity received greater than quantity scheduled)
	
	
	

	Heritage electricity supply cost less transmission and distribution losses
	¢/kWh
	N/A
	2.57

	Less 50%
	¢/kWh
	N/A
	1.28


4.4.6 Spinning Reserve

The spinning reserve service rates reflect the share of the power component costs of generation associated with the spinning reserve, or 1 000 MW. The Transmission Provider obtains this reserve from the Generator’s plants.

The spinning reserve service rates for 2005 are set as per the method presented in Table 12.

Table 12 – Spinning reserve service rates

	
	
	
	Existing rates
	Proposed ratemaking formula
	Proposed rates

	Reactive power
	$M
	49.7
	
	145.0 *

	Transmission requirements
	MW
	35 570
	
	34 465

	Rate
	annual firm
	$/kW/year
	1.40
	Reactive power/
Transmission requirements =
$145.0 M/34 465 MW x 1 000 =
	4.21

	Rate
	monthly firm
	$/kW/month
	0.12
	Annual rate/12 months = 
$4.21/kW/year/12 months =
	0.35

	Rate
	monthly non-firm
	$/kW/month
	0.12
	Annual rate/12 months = 
$4.21/kW/year/12 months =
	0.35

	Rate
	weekly firm
	$/MW/week
	26.87
	Annual rate/52 weeks x 1 000 = $4.21/kW/year/52 weeks x 1 000 =
	80.96

	Rate
	weekly non-firm
	$/MW/week
	26.87
	Annual rate/52 weeks x 1 000 = $4.21/kW/year/52 weeks x 1 000 =
	80.96

	Rate
	daily firm
	$/MW/day
	5.37
	Rate an./52 weeks/5 days x 1 000 = $4.21/kW/year/52 weeks/5 days x 1 000 =
	16.19

	Rate
	daily non-firm
	$/MW/day
	3.83
	Annual rate/365 days x 1 000 = $4.21/kW/year/365 days x 1 000 =
	11.53

	Rate
	hourly non-firm
	$/MW/hour
	0.16
	Daily rate/24 hours x 1 000 = $4.21/kW/day/24 hours x 1 000 =
	0.48


* The reactive power amount is calculated as the ratio of the generation price of 7.5 ¢/kWh to the price of 2.79 ¢/kWh less the loss factor, or 2.57 ¢/kWh, as approved by the Régie in the 2001 application.

4.4.7 Non-Spinning Reserve

The non-spinning reserve service rates reflect the share of the power component costs of generation associated with the non-spinning reserve. The Transmission Provider must maintain an additional reserve corresponding to one-half of its second-largest contingency (1/2 x 1 000 MW), which is provided by the Generator. The total operating reserve of 1 500 MW is available within 30 minutes. The non-spinning reserve rates for 2005 are set as per Table 13.

Table 13 – Non-spinning reserve service rates

	
	
	
	Existing rates
	Proposed ratemaking formula
	Proposed rates

	Reactive power
	$M
	24.8
	
	72.5 *

	Transmission requirements
	MW
	35 570
	
	34 465

	Rate
	annual firm
	$/kW/year
	0.70
	Reactive power/
Transmission requirements = 
$72.5 M/34 465 MW x 1 000 =
	2.10

	Rate
	monthly firm
	$/kW/month
	0.06
	Annual rate/12 months = $2.10/kW/year/12 months =
	0.18

	Rate
	monthly non-firm
	$/kW/month
	0.06
	Annual rate/12 months = $2.10/kW/year/12 months =
	0.18

	Rate
	weekly firm
	$/MW/week
	13.43
	Annual rate/52 weeks x 1 000 = $2.10/kW/year/52 weeks x 1 000 =
	40.38

	Rate
	weekly non-firm
	$/MW/week
	13.43
	Annual rate/52 weeks x 1 000 = $2.10/kW/year/52 weeks x 1 000 =
	40.38

	Rate
	daily firm
	$/MW/day
	2.69
	Rate an./52 weeks/5 days x 1 000 = $2.10/kW/year/52 weeks/5 days x 1 000 =
	8.08

	Rate
	daily non-firm
	$/MW/day
	1.91
	Annual rate/365 days x 1 000 = $2.10/kW/year/365 days x 1 000 =
	5.75

	Rate
	hourly non-firm
	$/MW/hour
	0.08
	Daily rate/24 hours x 1 000 = $5.75/kW/day/24 hours x 1 000 =
	0.24


* The reactive power amount is calculated as the ratio of the generation price of 7.5 ¢/kWh to the price of 2.79 ¢/kWh less the loss factor, or 2.57 ¢/kWh, as approved by the Régie in the 2001 application.

5 NETWORK UPGRADES

5.2 Maximum Allowance for Network Upgrades

In Decision D-2002-95, the Régie accepted the Transmission Provider’s proposal to limit the amount that may be included in the rate base for network upgrades to meet the requirements of point-to-point service customers. Payment of the transmission rate guarantees the customer access to the network, including the costs of interconnection with the system up to the maximum amount. 

Where network upgrades are required in order to supply the Distributor’s customers in the context of native load service, the Transmission Provider is responsible for work on the system and, subsequently, for maintenance and operation of the new facilities. The cost of the upgrades is borne by the Transmission Provider up to the maximum allowance for network upgrades. 

This methodology guarantees rate neutrality for the rest of the customers when new customers are connected to the transmission system. 

Following the current method, the maximum amount that the Transmission Provider may bear for network upgrades corresponds to the present value of the annual transmission rate over a 20-year period, considering maintenance and operating costs as well as applicable capital and public utility taxes. Any amount over and above this maximum is borne by the transmission services customer for whom the network upgrade was made.

The Transmission Provider proposes to revise the current amount of 522 $/kW determined for the purposes of the maximum allowance in the context of the 2001 rate application. The new maximum allowance is set at $560/kW, as appears from Table 14. This amount is determined as a function of the applicable financial parameters pursuant to Decision D-2005-63 and the proposed annual transmission rate for 2005. 

Further information on the proposed changes concerning network upgrades is presented in Exhibits HQT-2, Document 1 and HQT-5, Document 1.

Table 14 – Maximum allowance for network upgrades

	Investment ($/kW)
	
	560
	Maximum allowance for network upgrades 

	Prospective cost of capital
	
	6.80%
	

	Maintenance and operations
	
	1.4%
	

	Capital tax
	2005
	0.60%
	

	
	2006
	0.53%
	

	
	2007
	0.49%
	

	
	2008
	0.36%
	

	
	2009
	0.29%
	

	Public utility tax
	
	0.55%
	

	Number of years 
	
	20
	


	Year
	Deprec. ($)
	Accumul. deprec. ($)
	Net assets($)
	Cost of capital ($)
	Maintenance and operations ($)
	Capital tax ($)
	Public utility tax ($)
	Annual cost ($/kW)

	2005
	21
	21
	539
	38
	8
	3
	3
	72.90

	2006
	21
	42
	517
	37
	8
	3
	3
	71.47

	2007
	22
	64
	495
	35
	8
	2
	3
	70.25

	2008
	23
	87
	473
	34
	8
	2
	3
	68.56

	2009
	23
	111
	449
	32
	8
	1
	2
	67.16

	2010
	24
	135
	425
	31
	8
	1
	2
	66.07

	2011
	25
	160
	400
	29
	8
	1
	2
	64.94

	2012
	26
	185
	375
	27
	8
	1
	2
	63.78

	2013
	26
	212
	348
	25
	8
	1
	2
	62.59

	2014
	27
	239
	321
	24
	8
	1
	2
	61.36

	2015
	28
	267
	293
	22
	8
	1
	2
	60.09

	2016
	29
	296
	264
	20
	8
	1
	1
	58.78

	2017
	30
	325
	234
	18
	8
	1
	1
	57.44

	2018
	31
	356
	204
	16
	8
	1
	1
	56.05

	2019
	32
	387
	172
	14
	8
	0
	1
	54.62

	2020
	32
	420
	140
	12
	8
	0
	1
	53.15

	2021
	33
	453
	106
	10
	8
	0
	1
	51.64

	2022
	34
	488
	72
	7
	8
	0
	0
	50.08

	2023
	35
	523
	37
	5
	8
	0
	0
	48.47

	2024
	37
	560
	0
	2
	8
	0
	0
	46.82

	TOTAL
	560
	-
	-
	437
	
	
	
	1 206

	NPV
	
	
	
	
	
	
	
	679


5.3 Maximum Contribution for Switchyards

The Transmission Provider proposes to renew the amounts of maximum contributions for switchyards currently listed in the Open Access Transmission Tariff, with the following two changes:

· concerning the amounts applicable to plants owned by Hydro-Québec, the Transmission Provider proposes to ignore maintenance and operating costs of 15% since, in this case, the switchyards belongs to the Transmission Provider, which bears the operating and maintenance costs;

· Where voltage is stepped up in two stages, particularly for integration of wind power, the Transmission Provider proposes to double the maximum contribution for the switchyards to take account of the higher costs corresponding to the two step-up stages and the collector system. The Transmission Provider's maximum contribution for switchyards for plants owned and not owned by Hydro-Québec is given in the following table.

Table 15 – Maximum contribution for switchyards

	Nominal voltage 
	Maximum Transmission Provider contribution

	
	Power plants not owned by Hydro-Québec
	Power plants owned by Hydro-Québec

	Less than 44 kV
	$35/kW
	$30/kW

	44–120 kV
	$55/kW
	$48/kW

	Over 120 kV
	$95/kW
	$83/kW


· The maximum contribution will be doubled where voltage is stepped up in two stages.

6 CONCLUSION

The principles that guided the Transmission Provider in setting the proposed rates for 2005 are the same as for the rates currently in effect. Moreover, the Transmission Provider’s proposal complies with the provisions of the Act and the Régie’s previous decisions. Furthermore, the transmission rates derived from this proposal are, in the view of the Transmission Provider, fair and reasonable. 

The proposed rates make it possible to collect the total required revenues authorized by the Régie for 2005 and reflect the nature and characteristics of the Transmission Provider’s system. These rates continue to be appropriate to the current market structure and are well suited to the commercial, regulatory, and legal context of electricity transmission in Québec. 

Therefore, the Transmission Provider asks the Régie to approve, effective 1 January 2005, the Open Access Transmission Tariff as a whole, including the cost to native load, in accordance with the terms proposed in this application. This Tariff is more fully detailed in the transmission rate chart and the text of the Open Access Transmission Tariff, filed respectively as Exhibits HQT-4, Document 2 and HQT-5, Document 3.
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