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1.
Référence : i) Testimony of Philip Raphals, pages 36-37.

Préambule :

i) « The solution proposed by FERC is to increase the bandwidth to 10%, and

to prescribe that the charges outside of this bandwidth be cost-based (using

the traditional 110%-90% approach). »

ii) « For these reasons, we recommend that Régie establish a Intermittent

Generator Imbalance Service, similar to that proposed by FERC in the NOPR

mentioned above. »


1.1
Veuillez indiquer s'il existe actuellement des transporteurs qui


appliquent le service d'écart de réception à la production éolienne


de ± 10 %, tel que vous le proposez en préambule.

Response:  The California ISO has a Participating Intermittent Resources Program (PIRP), approved by FERC, that exempts wind from hourly imbalance penalties and substitutes monthly netting of imbalances.  Since there are no hourly imbalance penalties at all, this is equivalent to an infinite bandwidth.  To be eligible for this treatment, wind generators must schedule in accordance with an ISO-approved forecasting methodology.

1.2
Dans l'affirmative à la question 1.1, de quels transporteurs s'agit-il ?
Response:  See the response to question 1.1.


1.3
Dans l'affirmative à la question 1.1, veuillez décrire précisément


d'où provient l'électricité livrée par le transporteur a son client


lorsque surviennent des écarts de réception d'une telle ampleur ?

Response:  As with other imbalances, in the event of “negative uninstructed deviations”, the ISO obtains the energy from generators willing and able to provide this service, and bills the generator based on 110% of its costs.  In the event of positive deviations, it similarly disposes of the unscheduled energy and credits the generator 90% of its revenues.  

1.4
Dans l'affirmative à la question 1.1, qui assume le coût de ces


écarts ?

Response:  The generator, as described in response to question 1.3.


1.5
Compte tenu du fait que le Transporteur ne possède, ni n'achète


aucune source d'électricité lui permettant de combler les écarts de


réception à l'intérieur de la marge d'écart de ±10 % que vous


proposez, de quelle(s) source(s) proviendraient les déficits


d'électricité à l'intérieur de la marge d'écart de ±10 % ?

Response:

It is important to recall that, under our proposal like under those of both FERC and TransÉnergie, any cumulative deficits are billed to the generator.  Under TÉ’s proposal, like ours, TransÉnergie must at time be able to supply generation shortfalls.  The difference between the proposals concern a) the bandwidth within which such deviations are handled cumulatively over the month, and b) whether the rates charged are cost-based or punitive.
Based on TransÉnergie’s evidence concerning the Tarif du service de compensation d’écart de livraison and the Tarif du service de compensation d’écart de réception, it would appear that TransÉnergie is able to obtain energy to meet such deviations at a cost of 7.5¢/kWh.  Presumably, this energy is obtained from HQ Production, which apparently acts as provider of last resort on the TransÉnergie system.  I am not aware whether or not there is a formal agreement between TransÉnergie and HQ Production in this regard.  (Such an agreement has been negotiated between HQ Production and HQ Distribution, filed with the Régie for approval as R-3568-2005.)

1.6
Qui devrait alors en assumer le coût ?

Response:  The generator, as described in response to question 1.4.

3
2.
Référence : i) Testimony of Philip Raphals, pages 16-17.

4

5 Préambule :

6 i) « In order for a discount mechanism to effectively increase point to point

7 revenues by increasing transactions originating in regions without hourly

8 markets, the discount formula must take into account a realistic cost basis for

9 each client against which the profitability of additional transactions should be

10 measured. For thermal generators, this would normally be the marginal

11 generation cost. For HQP, it would be a figure that represents its cost basis for


12
buy-sell transactions.26
13 We propose therefore that these cost bases be fixed by the Régie on a case‑

14 by-case basis, on application by the transmission customer.

15 Thus, the proposed formula (1) could still be applied. However, in the case of

16 transactions originating in regions without hourly markets, the value PA would

17 be based not on the hourly market price in a remote market, but on a client‑

18 specific cost basis fixed by the Régie. Application for setting a cost basis

19 would of course be entirely voluntary, but without it the transmission customer

20 would not be eligible for point to point discounts.

21 For thermal generators, the cost basis would probably be based on their

22 marginal generating cost. For HQP, the cost basis should probably be based

23 on its average purchase price for its off-peak purchases from neighbouring

24 grids, averaged over an appropriate time period. In both cases, it would be up

25 to the transmission client to persuade TransÉnergie and the Régie that its

26 proposed cost basis provides a realistic picture of its incentives for additional


27
transactions.

28


29
26 While it is tempting to characterize this category as “hydro generators with significant


30
storage,” HQP is uniquely positioned to carry out buy-sell transactions without having to pay


31
two point to point tariffs, because of its heritage contract with HQD.»
32

33 Demandes :


34
2.1
Are you aware of other jurisdictions that relies on FERC’s open


35
Access Transmission Tariff (OATT) that offers transmission


36
discounts based on the marginal operating costs of the generator


37
requesting service? If yes, please provide a reference to these


38
jurisdictions.

Response:  No.  Given the FERC policy mentioned in the following question, it is unlikely that any U.S. jurisdictions would use this approach.

39
2.2
Is your discounting proposal consistent with FERC’s discounting


40
policy that the same discount be offered to all customers seeking to


1
use the same unconstrained path that go to the same point(s) of


2
delivery (FERC Order 888A)?

Response:

My discounting proposal is consistent with the FERC policy mentioned here with respect to transactions originating in regions with hourly markets, but not with respect to transactions originating in regions without hourly markets.

It is important to understand the reasoning underlying the FERC policy mentioned in the question.  This forms part of the discount policy set out in the pro forma tariff of Order 888, which gives transmission operators great discretion in offering discounts on point to point transmission tariffs.  Throughout this and related orders, FERC’s primary concern was to ensure that transmission operators not be able to use their control of the transmission system to discriminate in favour of their own generation or that of their affiliates.  Thus, the requirement that the same discount be offered to all customers seeking use of the same unconstrained path was intended primarily to ensure that a utility or transmission operator not use client-specific discounts to favour its own generation.

In Quebec, however, FERC’s discretionary approach to discounting cannot be applied, since the Régie has determined that it cannot legally authorize TransÉnergie to fix transmission discounts on a discretionary basis.  As the prohibition on differential discounts was intended to prevent an abuse that could occur under FERC policy that is not applied in Quebec, the Régie would be well justified in setting it aside.
In my view, this divergence is much less significant than the one concerning interconnection costs (addressed in section 6 of my evidence), which concerns ratemaking methodologies that affect all users of the transmission system.  Since the only transmission customers affected by the proposed discounting policy would be Canadian, there is every reason to believe that FERC would defer to the Régie’s judgment in this regard.
 

3
2.3
How would the Régie determine the “client specific cost basis” of


4
each generator under your proposal and how often would it be


5
updated?

Response:

As noted on page 17 of my evidence, the burden would be on the transmission customer to demonstrate to the satisfaction of the Régie that its proposed cost basis (PA) realistically represented its marginal costs for generating or acquiring additional energy supplies.

I have not sought a legal opinion as to whether or not it is within the Régie’s jurisdiction to fix client-specific cost bases in this way.  If it is not, or if the Régie chooses not to undertake this responsibility, my proposal would have to be modified in order to allow discounts only on transactions originating in regions with hourly markets. 

6
2.4
How would the marginal costs of generation be determined for


7
generators with the capability to store fuel?

Response: See my response to question 2.3.


8
2.5
Would marketers or load service entities be eligible for discounts


9
under your proposal?

Response: Yes, if they can demonstrate to the satisfaction of the Régie that their proposed cost basis realistically represent their marginal costs for generating or acquiring additional energy supplies.

11
3.
Référence : i) Testimony of Philip Raphals, page 17.

12

13 Préambule :

14

15 i) « With respect to HQ Production, there is a real likelihood of significant

16 revenue losses for transactions that would have taken place without the

17 discount, both for net export sales and for buysell transactions. While it is

18 possible that the discount will lead to some additional buy-sell transactions, no

19 evidence has been presented to suggest that transmission tariffs are in fact a

20 limiting factor in these sales.

21

22 In the light of these findings, we present the following recommendations :

23

24 Quantum. For transactions eligible for the discount, the quantum should be

25 increased to allow greater than zero profitability for the resulting transaction.

26 Affected transmission customers should be consulted with respect to a formula

27 for sharing residual profitability that will provide real incentives for additional


28
transactions.

29

30 Eligibility. For transactions originating in regions with hourly markets, the

31 rebate should be calculated based on the parameters proposed by

32 TransÉnergie. However, transactions originating in regions without hourly

33 markets should not be eligible for discounts under this formula, unless a

34 customer-specific cost basis that adequately reflects the customer’s marginal

35 cost for additional point to point transactions has been approved by the

36 Régie. »

37

2
3.1
Under your proposal, what level of profitability would be required to
3
provide “real incentives?”

Response: As noted in the passage quoted, this should be determined following consultation with affected transmission customers.

4
3.2
Would the calculation of profitability require knowledge of the

5
generators marginal costs of generation?

Response:  No.  Once the cost basis is determined, the profitability of the resulting transaction can be modified by applying a multiplier to the discount determined according to equation (1) on p. 10 of my evidence.
6 3.3
Under what circumstances would HQP be eligible for discounts

7
under your proposal?

Response:  See the response to questions 2.3 and 2.5, above. 
8 3.4
Please describe how your proposal supports or does not support

9
efficient dispatch of generation resources?

Response:

For transactions originating in regions with hourly markets, our proposal is identical to that of TransÉnergie.  Both proposals promote efficient dispatch of generation resources by ensuring that rates incorporating a contribution to fixed costs of the transmission system do not prevent lower-cost generators in one region from displacing higher-cost generators in another.
For transactions originating in regions without hourly markets, it is important to distinguish among several situations.
For thermal generators in such a region (e.g. New Brunswick Power), access to transmission discounts to allow exports to a higher-priced market (e.g. New England) will promote efficient dispatch of generation resources.  Thus, if the New England price were such that the export would not be profitable for NBP without the discount, the transmission discount would allow lower cost NB power to displace higher cost generation in New England, and thereby promote efficient dispatch of generation resources.
However, at times when the New England price is high enough to make the transaction profitable for NB Power without a discount, a transmission discount based on the market price in New York would in no way contribute to efficient dispatch.  Rather, it would merely increase profits for the exporting generator, with a corresponding increase in costs to be borne by other users of the Quebec transmission system.
Finally, for a hydropower system with considerable available storage (e.g. HQ Production), efficient dispatch of generation resources is not based on the marginal cost of producing an additional kilowatthour, since the production capacity of the hydro system in any given year depends on hydraulic inflows rather than on operational choices.  In the short term,  efficient dispatch of HQP’s generation resources turns largely on managing the water levels in different reservoirs.  The profitability of a given transaction, however, is based mainly on the marginal cost of acquiring an additional kilowatthour.  Thus, once again, offering a transmission discount to HQ Production based on the market price in New York would in no way contribute to efficient dispatch of generation resources.
In my opinion, the above-mentioned reasons clearly demonstrate that the discount policy proposed in my written evidence better supports the efficient dispatch of generation than does TransÉnergie’ proposed policy.
10
3.5
Do you consider it to be discriminatory to charge low cost

11
generators higher transmission costs than higher cost generators?

Response:

It is not unduly discriminatory.  It is conceivable that, at a given moment, a higher-cost producer would not undertake an export transaction that would nevertheless be attractive to a lower-cost producer.  In such circumstances, it serves the interests of TransÉnergie and its users that a discount be offered to the higher-cost producer, but not the lower-cost producer.  
In a highly competitive and liquid marketplace, the lower-cost producer might argue that his competitive advantage has been erased by the transmission discount policy.  However, in the current context, export transactions from regions without hourly markets can hardly be so characterized.  Indeed, it would be difficult to find an example where such an argument could apply, i.e. where two producers in the same region without hourly markets have different cost structures and export simultaneously to the same remote market.
See also the response to question 2.2, above.
�  FERC has made clear that customers located solely within Canada are outside its concern.  79 FERC  61,152.
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