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1 Background

1.1 Legal Foundation and Régie Decision
According to Decree 352-2003 that sets out the implementation of the first block of wind energy, this block should be paired with a guarantee of installed Quebec-based hydroelectric power from Hydro-Québec Production (HQP) or from another Quebec supplier.

In its final decision regarding the 2005-2014 Supply Plan (D-2005-178, pages 25-27), the Régie encouraged HQD to complete studies which would determine, more specifically, the need for a load-balancing service associated with wind power, as well as the capacity that could be included in HQD’s resource plan in the absence of such a service, and the extent to which such a service could be adapted to meet cyclable needs. These studies are to be reviewed in the next Supply Plan, but in the mean time, the Régie concluded that a load-balancing service for the first 990 MW of wind power is necessary in order to respect the power reliability criteria.
La Régie encourage la poursuite d’études permettant, entre autres, de préciser la quantité de puissance qui pourra être incluse au bilan du Distributeur sans service d’équilibrage. Dans l’attente de ces études, elle conclut qu’un service d’équilibrage est nécessaire pour le moment et pour les 990 MW issus du premier appel d’offres, aux fins du respect du critère de fiabilité en puissance.

[…]

Selon la Régie, l’obtention de livraisons uniformes tout au long de l’année n’est pas nécessairement la façon optimale d’intégrer la production éolienne aux bilans en énergie et en puissance. Elle est d’avis qu’il pourrait être opportun d’adapter ce service d’équilibrage afin qu’il réponde aussi à des besoins cyclables. La Régie demande au Distributeur d’explorer cette alternative et de produire les résultats de son analyse dans son prochain plan d’approvisionnement. 
(D-2005-178, p 26)

Until the availability of the aforementioned studies, the Régie also accepted HQD’s proposal that costs of the load-balancing service would be considered in two parts: the first part, covering the quality of the wind forecast, and the second, dealing, with the guaranteed capacity contribution at peak hours by the supplier of the service. The specific components of each of the parts were to be studied in the current filing.
 
On July 5, 2005, HQD filed an application for the approval of the proposed Wind Integration Agreement (“the Agreement”) in R-3573-2005. Given that the first of the eight contracts obtained from A/O 2003-02 for the first 990 MW of wind power is scheduled to begin in December 2006
, Régie approval for the related Agreement is necessary by this date.

1.2 OC’s Observations on the Proposed Agreement
Following the Régie’s letter of July 21, 2005, inviting interested parties to file a participation request in R-3573-2005, OC filed an intervention request stating that it would focus on the following subjects in the case:
a) the duration of the Agreement;

b) the pricing methodology for the load-balancing service and the justification for the proposed price;

c) the pricing methodology for the complementary power and justification for the proposed prices;

d) compliance with the 2005-2014 Supply Plan.

2 Duration of the Agreement
According to Clauses 3.1 and 3.2 of the Agreement,
 the duration of the Agreement is for a period of five years from the date of approval by the Régie. Moreover, the Agreement will be automatically renewed at its term for additional periods of three years or more with the same terms and conditions, unless one of the parties provides written notice of their intention to end the agreement at least a year prior to the expiry of the initial term or of the term of any subsequent renewal.
As described in Section 1, in D-2005-178, the Régie encouraged HQD to complete studies which would determine, more specifically, the need for a load-balancing service, as well as the capacity that could be included in HQD’s resource plan in the absence of such a service, and the extent to which such a service could be adapted to meet cyclable needs. The Régie will then re-evaluate the need for a load-balancing service in the next Supply Plan, presumably in light of these studies. The Régie also accepted the two-part cost structure for load-balancing service until the production of the studies.
 
In order to review the need for a load-balancing service as well as the cost structure of the Agreement for the next Supply Plan, the studies would have to be completed for late 2007. This deadline is necessary in order to file the Supply Plan for 2008-2017 in a timely manner. A final decision for the next Supply Plan can be expected to be rendered in the second half of 2008. If the Régie accepts the current Wind Energy Integration Agreement, the agreement would be in place five years from the date of Régie approval.  Given that the Régie will likely approve the agreement in early 2006, the agreement would be in place until 2011, over three years after the production of the studies and over two years after the Régie decision will have been rendered for the next Supply Plan.

D-2005-98 was released in October 2005, several months after the July 2005 application for approval of the Wind Integration Agreement. An OC information request asked HQD if there was any opportunity to revisit the terms and conditions of the agreement in the first five years if the Régie modifies its decision in the next Supply Plan regarding to need for and the nature of the services covered in the Agreement. The response was simply that the parties have the right to modify the provisions of the agreement at all times.

This response fails to specifically account for changes in the need for and nature of the Agreement that may be required as an outcome of a Régie decision, in particular the decision in the next Supply Plan following the review of the studies. Moreover, Clauses 3.1 and 3.2 of the Agreement, as well as Section 2.1 of the main evidence
, imply that a year’s notice is required to terminate the Agreement.

Option consommateurs suggests that the Régie direct HQD to add a clause in the Agreement that provides that the parties shall renegotiate the terms and conditions of the Agreement within 60 days following a Régie decision, in order to integrate the recommendations or the orders provided in the said decision in relation to or which could affect the terms and conditions of this Wind Integration Agreement. This clause would also be useful should the Régie determine that a modification to the cost structure of the Agreement is necessary following a review of the studies in the next Supply Plan.
3 Pricing Methodology for Load-Balancing Service and Justification of the Proposed Price
This section concerns part 1 of the cost structure proposed in the Agreement, which relates to the quality of the wind forecast. While OC acknowledges that it is reasonable for HQP to attempt to ensure the accountability of the forecast, we are not satisfied with the justification of the 0.1 cents/kWh for the load balancing service.
In response to OC IR 4 and FCEI IR 2.1, in which HQD was asked to provide a derivation of the 0.1 cent price, HQD responded that the 0.1 cents is a “price negotiated between the parties.”
 Given that there was only one party “negotiating” as a supplier, this price justification is weak.
However, according to the Table presented in IR response 4.6, OC notes that the annual cost of the load-balancing service (at the proposed price of 0.1 cents/kWh) would be $31,700 by 2013 with a systematic variance from the forecast of 1%. With a variance of 5% from the forecast, the annual cost would be $158,300.  Because the materiality of the impact of the 0.1 cent price for the load balancing service is minor, and because OC acknowledges the principle of forecast accountability, OC gives a qualified acceptance to the 0.1 cents/kWh price. However, we caution HQD that future agreements with HQP and/or other parties should require more appropriate price justification, similar to that required by the Régie in the selection of Calls for Tender.

4 Pricing Methodology for the Complementary Power and Justification of the Proposed Prices

This section concerns part 2 of the cost structure proposed in the Agreement, which relates to HQP’s guaranteed capacity contribution at peak hours. OC has one major concern regarding the pricing methodology for the complementary power as outlined in HQD-2, Doc 1 on pages 7-8 and 11. As HQD has indicated in response to OC IRs 7.1 and 7.1.2
, HQD is expected to pay the full $80/kW-year whether its capacity shortfall is for 1 hour or 300 hours within the highest 300 load hours. HQD justifies this approach in IR response 7.1.2
, as follows:
Des clauses au même effet s’appliquent aux clients du Distributeur abonnés à des tarifs prévoyant un paiement distinct pour la puissance.

OC notes that the parallel between the monthly demand charge to HQD customers and the annual demand charge in the Agreement is misleading. For example, Rate L customers are charged a monthly demand charge (prime de puissance) of $11.52/kW. Similarly, Rate M customers are charged a monthly demand charge of $12.60/kW.
 If Rate L customers were charged for capacity using the methodology set out in the Agreement, their yearly demand charge would be $11.52 x 12 = $138.24/kW, based on their maximum demand during the year.
While OC acknowledges that there is a value to the complementary power obtained from HQP, the pricing methodology for capacity shortfall seems excessively punitive. OC recommends that the Agreement be modified to adopt a less punitive methodology for the capacity shortfall. OC suggests establishing an equivalent monthly demand charge to the $80/kW-year in the Agreement, based on the three months in which the highest 300 load hours occur. Thus the monthly demand charge for the capacity shortfall would be:

$80/kW-year  

        3

= $26.67 kW per month for the three highest load months, i.e. January, February and December.

This approach would be much more in line with the monthly demand charges paid by HQD’s Rate L and M customers.

In terms of other aspects of the pricing methodology for complementary proposed in the Agreement, OC accepts HQD’s justification of the guaranteed capacity of 35% from the first wind power block, as opposed to the 36.5%, which was proposed in the last Supply Plan.
  Until further studies are produced, OC agrees that it might be wise to apply the more conservative 35% estimate.

Finally, OC accepts the justification of the 7.5 cents/kWh for the price to be applied to the difference between the wind energy received by HQP from HQD and that which HQP delivers to HQD.
 This amount is based on an average of short-term market prices recognized by the Régie in D-2005-34 in the R-3541-2004 rate case. OC notes that the rationale for the 7.5 cents as outlined in the Agreement is much more appropriate than the rationale for the pricing of overages and underages in the Entente Cadre.
5 Compliance with 2005-2014 Supply Plan
Section 2 has already outlined OC’s concerns regarding the duration of the Agreement, and the ability of the parties to modify the Agreement in a timely manner in light of Régie’s decision D-2005-178, which encourages the Régie to carry out studies regarding the need for load balancing services. 

With regards to compliance with other aspects of the Supply Plan, OC notes that the October 2005 Supply Plan Update has appropriately updated the Supply Plan to reflect the guaranteed capacity of 35% from the first wind power block, as opposed to the 36.5%, which was proposed in the last Supply Plan.
 
In response to an information request from OC, HQD has indicated that HQP must include an amount of power up to 346.6 MW in its firm engagements to the Distributor, in the same way as HQP’s Heritage Pool engagements, cyclable contracts and base contracts, derived from A/O 2002-01.
 Moreover, each year, HQP provides HQD with the designation of resources to satisfy the firm engagements of HQP, and a demonstration of the power reliability criteria. As such, according to HQD, HQP will add to its existing engagements the guaranteed capacity associated with the Wind Integration Agreement as the wind parks become operational.

OC observes that this reporting of the guaranteed capacity associated with the Agreement is expected and appropriate.

6 Conclusion
OC recommends that the Régie consider all of OC’s comments, discussed above. In particular, OC urges the Régie to implement the following recommendations:

Section 2: Duration of the Agreement

Option consommateurs suggests that the Régie direct HQD to add a clause in the Agreement that provides that the parties shall renegotiate the terms and conditions of the Agreement within 60 days following a Régie decision, in order to integrate the recommendations or the orders provided in the said decision in relation to or which could affect the terms and conditions of this Wind Integration Agreement. 
Section 3: Pricing Methodology for Load-Balancing Service and Justification of the Proposed Price

Because the materiality of the impact of the 0.1 cent price for the load balancing service is minor, and because OC acknowledges the principle of forecast accountability, OC gives a qualified acceptance to the 0.1 cents/kWh price. However, we caution HQD that future agreements with HQP and/or other parties should require more appropriate price justification, similar to that required by the Régie in the selection of Calls for Tender.

Section 4: Pricing Methodology for the Complementary Power and Justification of the Proposed Prices
OC emphasizes that the pricing methodology for capacity shortfall seems excessively punitive and recommends that the Agreement be modified to adopt a less punitive methodology. OC suggests establishing an equivalent monthly demand charge to the $80/kW-year in the Agreement, based on the three months in which the highest 300 load hours occur – that is, $26.67 kW per month for the three highest load months, i.e. January, February and December.
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