

Date:
9 September 2005
Re:
Interrogatories on Evaluation of Provisional Discount Policy (HQT-2,


Doc. 3) and the Evidence of Ren Orans (HQT-4, Doc. 3)

1. Previous Discounting Experience
References: 
R-3549-2004 – Phase 2, HQT-2, Document 3, page 5

Preamble: The Background section of HQT’s Evaluation of Provisional Discount Policy (“Evaluation”) notes at page 5 that “From 1997 to 2001, Hydro-Québec bylaw number 6591 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."
1.1 Please provide HQT’s evaluation of the impact of the discounting regime that was in place during the 1997 to 2001 period.
2. Design of Discount Policies in other Jurisdictions
References: 
R-3549-2004 – Phase 2, HQT-2, Document 3, page 6-7

Preamble: Section 2.1 of HQT’s Evaluation describes the Discount Policy that was in place from January 15, 2003 to January 14, 2004. The impact of this Discount Policy on capacity utilization and total revenue is clearly dependent on its specific design characteristics. 
2.1 Please confirm that HQT’s Evaluation addresses only the specific design of the Discount Policy that was in place from January 15, 2003 to January 14, 2004 and that it does not evaluate other possible discount polices such as those that are utilized in other jurisdictions.

2.2 Please provide details of any discount policies of Transmission Providers that are known to HQT.  In particular, please describe the discount policies and practices of the Midwest ISO. For each discount policy described please include details pertaining to:

· The period during which discounts are available (off-peak, on-peak, within a day, seasonally, etc),
· The length of the period for which reservations can be obtained at the discounted price (hourly, daily, weekly, monthly, etc.),
· The amount of discretion allowed the Transmission provider to determine (i) the shippers that qualify for the discount, (ii) the amount of the discount, etc.,

· The degree of transparency of the discounts provided,

· Whether different discounts apply to different (i) paths, (ii) types of transmission customers, (iii) exports vs. wheeling, (iv) other criteria,
· Reduced rates that apply specifically to exports and/or wheeling power through the Transmission Provider’s system, and

· The extent to which specific consideration is given to competitive alternatives in determining the discount provided to customers.

3. Market Price Comparisons
References: 
R-3549-2004 – Phase 2, HQT-2, Document 3, page 12, (Tables 4 & 5)
Preamble: Tables 4 and 5 present the result of HQT’s analysis which “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.” The tables present only a single set of values (reservations, Ontario price, New England/ New York price, and price differential).
3.1 Please confirm that the heading of the fifth column in Table 5 should be “New York Price” rather than “New England Price”.
3.2 Please confirm that all reservation hours in each month shown in the tables did not occur during the same hour within the month and that each hour within each month during which reservations occurred would have had different prices and different price differentials. Hence, please confirm that the differentials shown in the tables are the average differentials in each month. Please explain how the averages were calculated.
3.3 Please provide for each month in each of Table 4 and Table 5 a breakdown showing, for each hour during the month during which there were reservations:

· the number of reservations (total of MW for the hour),
· the Ontario market price in that hour,

· the New England (or New York) market price in the same hour, and
· the price differential.
. 
4. Non-Discounted Transactions and No-Reservation Discounted Hours
References: 
R-3549-2004 – Phase 2, HQT-2, Document 3, page 10 - 12, Tables 3, 4, 5

Preamble: Table 3 shows that 84% of hourly ST PTP service reservations were during non-discounted (Period 1) hours. Furthermore, Tables 4 and 5 do not take into account the price differentials for hours during which there were no reservations, even with the additional information requested above.
4.1 Please provide tables similar to those requested in the preceding information request that show for each Period 1 hour the Ontario-New England and Ontario-New York price differentials.  Also please provide a distribution similar to Figure 2 in the evidence of Ren Orans (HQT-4, Document 3) that plots the differential against the cumulative number of Period 1 hours.

4.2 Please provide tables similar to those requested in the preceding information request that show for each Period 2 and 3 hour during which there were no reservations the Ontario-New England and Ontario-New York price differentials.  Also please provide a distribution similar to Figure 2 in the evidence of Ren Orans (HQT-4, Document 3) that plots the differential against the cumulative number of off-peak hours for which there were no reservations.
5. Competitive Alternatives to HQT’s Discounted Rates
References: 
R-3549-2004 – Phase 2, HQT-2, Document 3, general
Preamble: The Evaluation does not address the extent to which HQT’s undiscounted and discounted rates are competitive with alternative transmission paths between Ontario and New England and Ontario and New York. 
5.1 Please confirm that any party interested in taking advantage of arbitrage opportunities created by the price differentials between the Ontario and New England and the Ontario and New York markets will seek to minimize its transmission costs by utilizing the path that has available capacity with the lowest total transmission cost (taking into account losses as well as transmission rates).

5.2 Please provide details of the number of hours during which HQT had spare capacity, by period (Period 1, 2 and 3), during the year when the Provisional Discount Policy was in place.
5.3 For the year when the Provisional Discount Policy was in place, please provide a table summarizing by Period (Period 1, 2 and 3) for Ontario to New England transactions:
· The relevant HQT rate,
· The least cost transmission alternative,
· The differential, and
· The number of hours during which the prices and differential applied.
5.4 For the year when the Provisional Discount Policy was in place, please provide a table summarizing by Period (Period 1, 2 and 3) for Ontario to New York transactions:

· The relevant HQT rate,
· The least cost transmission alternative,
· The differential, and
· The number of hours during which the prices and differential applied.
6. Objectives of transmission tariff design

References: 
R-3549-2004 – Phase 2, HQT-4, Document 3, page 9



R-3401-98, HQT-10, Document 4, page 3

Preamble: Dr. Orans has filed evidence addressing the issue of transmission rate design in two proceedings before the Régie de l’énergie as cited above.  The lists of objectives of transmission tariff design appear to match except:

· the sixth objective in the current evidence (“to facilitate trading”) did not appear in the R-3401-98 evidence, and

· the R-3401-98 evidence included “be consistent with the industry standard” as an objective.

6.1 Please confirm that “be consistent with industry standards” continues to be a relevant objective, as is implied by the inclusion of section 7 (Comparison: HQT’s Proposed OATT vs. Industry Standard Design) in the current evidence.

6.2 Please provide details of the market developments (i) in Quebec and (ii) in neighbouring jurisdictions, that have made it appropriate to add “to facilitate trading” as one of “the major objectives of a transmission tariff” when “considering transmission design choices faced by HQT”. 

7. Promoting economic efficiency

Reference: 
R-3549-2004 – Phase 2, HQT-4, Document 3, page 9



R-3401-98, HQT-10, Document 4, pages 16-17

Preamble: An objective of transmission tariff design that is identified in the current evidence of Dr. Orans is “to promote efficiency”.  Q19 in Dr. Orans earlier evidence is: “How does the tariff meet the last goal of promoting economic efficiency.”  Dr. Orans response focuses on the efficiency benefits, under specific circumstances, of HQT being able to offer discounts. 

In the current evidence, Dr. Orans states: “I maintain that the Régie should discontinue its mandatory discount policy because a non-discretionary non-firm rate discount only leads to service substitution and revenue loss, without improving HQT’s capacity utilization.” (emphasis added)

7.1 Please confirm that under the circumstances referred to in the R-3401-98 evidence the potential benefits would still be achievable within the Quebec market.

7.2 Please confirm that a discretionary discount policy could be expected to have a greater benefit in terms of improving HQT’s capacity utilization, with less revenue loss.

7.3 Please provide examples of discretionary discount policies utilized successfully in other jurisdictions.

7.4 Please confirm that a “flexible” discount policy that is similar to a discretionary discount policy but is fully transparent and is constrained by well-defined rules as to the circumstances in which a discount is available and the quantum of the discount under various circumstances could be expected to have benefits similar to those that are achievable with a discretionary discount policy.

8. Competitive generation market in Québec

Reference: 
R-3549-2004 – Phase 2, HQT-4, Document 3, page 11, lines 1-2 

Preamble: Dr. Orans states that “Pool designs are used in association with ISOs and RTO’s in Alberta, Ontario, California, Texas, Midwest, PJM, New York, and New England. Without exception, these jurisdictions have competitive generation markets, which do not exist in Québec and other open access jurisdictions.”
8.1 Please confirm that a generation market can be competitive, even if it has an open access design, rather than a pool design.

8.2 Please identify any jurisdictions in North America that do not have pool designs but have at least some degree of competition in the generation market.

8.3 Please confirm that the Québec generation market already has some degree of competition and could be more competitive in the future, given that HQ Distribution utilizes a Request for Proposal process in contracting for new supply, and has recently been authorized by the Regie to contract for short term power either bilaterally without prior approval or by purchasing power on an energy exchange.

8.4 Please confirm that the development of a competitive generation market in Québec is consistent with the policy of the Québec Government.

9. Facilitate trading
Reference: 
R-3549-2004 – Phase 2, HQT-4, Document 3, page 12

Preamble: Dr. Orans states that HQT’s OATT open access design “promotes energy trading by minimizing differences in tariff rules, access terms and conditions, and scheduling systems between a local jurisdiction and its neighbors”.
9.1 Please list all neighbouring jurisdictions that have (i) open access designs and (ii) pool designs, as defined in the evidence.

9.2 For each neighbouring jurisdiction, please provide a comparison of (i) LT PTP rate design and rates, (ii) ST PTP rate design and rates, (iii) the rate design applicable to wheeling out and through, and (iv) the discount policy used.

10. Discount Policy rate comparison

Reference: 
R-3549-2004 – Phase 2, HQT-4, Document 3, pages 26 - 30, Section 4

Preamble: Dr. Orans refers to HQT’s “Discounting Final Report”, noting at page 26, lines 9-11 that “HQT’s full non-discounted short-term point-to-point rates were reasonably low already and were not inhibiting substantial levels of trading and transmission use during the majority of the hours during the year.”
10.1 Does the assertion that the rates are “reasonably low already” rely only on the comparison to the market price differentials that are contained in the HQT Report and in section 4.3 of Dr. Orans evidence. Please provide any comparisons with rates for similar services in other jurisdictions that were also relied on in making this statement.

10.2 Are HQT’s non-discounted ST PTP rates “reasonably low already” in comparison to the rates for similar services in neighbouring jurisdictions that serve as competitive alternatives for some customers for the transmission of power from Ontario to New England and to New York?  Please provide rate comparisons to support the response.

11. Percent of days blocked by short term transmission service rates
Reference: 
R-3549-2004 – Phase 2, HQT-4, Document 3, page 28 - 30

Preamble: Figure 2 in the evidence of Dr. Orans shows the percent of days in which trading is fully blocked by the short term hourly transmission service rates by comparing the highest on-peak hour price to the lowest off-peak hour price within a day. 

11.1 Please confirm that Dr. Orans’ analysis is only relevant for an entity such as HQ Production that has storage capabilities so that it can purchase power in one market during off-peak hours and sell it in another market during on-peak hours.

11.2 Please confirm that when trading is not blocked based on this analysis, the HQT system will be utilized for wheeling only if HQT offers the lowest cost alternative for wheeling power between the neighbouring jurisdictions and the discount is sufficient to allow transmission customers to manage any other risks associated with the wheeling transaction.

11.3 Please confirm that utilization of the HQT system for trading could result in improved capacity utilization if ST PTP service rates were based on competitive considerations rather than maintaining a policy of either fixed mandatory discounts or no discounts.

12. BC Hydro Short-term rate design

Reference: 
R-3549-2004 – Phase 2, HQT-4, Document 3, page 38 – 40, section 7.2.3

Preamble: The evidence of Dr. Orans discusses BCTC’s proposed ST-PTP rate noting that it “is set at the minimum of a) the full non-discounted hourly rate; or, b) 1/4 of an estimated value of transmission between Alberta and the California Oregon border (COB).” (page 39, lines 7 – 9)

The evidence also states that: “HQT’s Discounting Final Report indicates a $15/MW-h transmission value based on the average price difference between markets outside the province.” (page 39, line 23 to page 40, line 1)

12.1 Please explain the methodology used by BCTC to determine the “value of transmission between Alberta and the California Oregon border (COB).”
12.2 Please explain the method used to derive the $15/MW-h average from data in HQT’s Discounting Final Report. Does it take into account the price differential in periods when there were no reservations and is it weighted on the basis of the reservations with discounts in the relevant hours?
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