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Request R-3579–2005

Responses to Information Request No.1

from the Régie

SELECTED RESPONSES BY HYDRO-QUÉBEC DISTRIBUTION (IRs 21 – 27)
TO INFORMATION REQUEST NO.1

FROM THE RÉGIE 
21. References: i) Exhibit HQD-10, document 1, page 10, table 3; 

ii) Exhibit HQD-12, document 2, page 7, line 11, column 5, 

iii) Decision D-2004-170, page 19, 

Preamble: 

In reference i), the Distributor indicates that for the 2006 tariff year, the amount of amortization for the deferral account for tariff BT is $26.5 M. 

In reference ii), the Distributor indicates that the costs allocated to tariff BT are $17.1 M. These costs reflect supply costs. 

In reference iii) the Régie asked the Distributor to “maintain a distinct line for tariff BT in its cost of service allocation study, until the DA
 is fully amortized. Even though there is no longer any customers on this tariff, it may indicate annual DA amortization on this line and therefore directly allocate DA costs to tariff BT.” 

Request: 

21.1 
Please explain how the requirements of decision D-2004-170 were implemented and, if necessary, update the cost allocation study and the calculation of cross-subsidization indices. 

Response: 

Exhibit HQD-12, document 2, page 7, Table 1, column 5, presents a summary of the Distributor’s cost of service by rate class. As mentioned in the preamble, the charges associated with tariff BT are $17.1 M in 2006, which reflects the energy component of tariff BT, (HQD-12, Document 2, table 9, p.15). The variance between these charges and the recognized supply cost of these sales plus losses are accrued in a deferral account for tariff BT, as well as the customer service costs related to the closure of the tariff. This amount is linearly amortized over a 60-month period beginning April 1, 2006. The amount of deferral account amortization for the tariff BT is allocated to each rate class as a percentage of revenues according to rate class (HQD-12, Document 2, page 35, table 25B, column 20). This method complies with the Régie’s decision D-2004-170 that “…requests that the Distributor recover this amount from all customers through a uniform tariff increase” (D-2004-170, page 20). Consequently, there is no reason to update the cost allocation method. 

22. References: i) Exhibit HQD-12, document 1, page 9 lines 3 to 6 and Table A; 

ii) Exhibit HQD-2, document 2, page 11, Table 2. 

Preamble: 

“Heritage pool (2.77¢/kWh according to a 7.5% loss rate) and post-heritage pool (9.47¢/kWh) supply costs are then allocated among rate classes by applying the allocation formula used from 2000 to date.” (reference i) 

Table A in reference i) presents the following post-heritage pool unit costs by tariff category: 

	Tariffs
	Costs (¢/kWh)

	D and DM 
	10.97

	G and lump sum
	9.88

	M 
	9.15

	L 
	8.44

	Special contracts 
	8.33

	Total 
	9.47


Table 2 in reference ii) presents the anticipated 2006 unit costs for various types of supply. 

Requests: 

22.1 
Please explain how the costs extracted from table A can be compared with the unit costs of the various types of post-heritage pool supply required in 2006. 

Response: 

The Distributor repeats that it does not match specific supply product types with specific rate classes, whether in the global treatment proposed in its evidence in exhibit HQD-12, Document 1 or in the alternative treatments as presented in exhibit HQD-12, Documents 1.1 and 1.2. 

The costs of the various types of post-heritage pool supply are grouped with those of heritage pool electricity and then allocated among rate classes according to the global treatment as proposed by the Distributor concerning allocation of the supply cost (pages 8 to 17 of HQD-12, Document 1). Therefore, the 9.47¢/kWh (8.8¢/kWh before application of the loss rate) of post-heritage pool supply is part of the 3.05¢/kWh of the average total cost of supply for 2006 (Table 9A, column 8, line 24 of HQD-12, Document 2). The 3.05¢/kWh is allocated by rate class with the application of the formula used to date, which uses the utilization factors and power losses of the rate classes and the Distributor, as prescribed in section 52.2 of the Act respecting the Régie de l'énergie. 

By isolating only post-heritage pool supply costs from the total supply costs allocated to each rate class, the unit costs can be found as indicated in table 9A of HQD-12, Document 1 and quoted in the preamble to the present question. These unit costs are deducted on the basis of the Distributor’s consumption characteristics determined globally, including in particular the loss rate of 7.5% and the utilization factor of 67.7%, which represent the energy portion of the costs. 

22.2 
Please identify the portion of the 9.47¢/kWh cost that corresponds to the value of the power. 

Response: 

For the purpose of allocating supply costs, the Distributor points out that the nature (firm, variable, short and long term, power and energy) of the marginal supply contracts depends on overall needs and supply contracts in force, including the volume of heritage pool consumption, which means that it is impossible to separately identify the power portion of all post-heritage pool supply costs, just as for all of the Producer's structures that provide heritage pool electricity, within the present context of the Quebec energy market. To determine the energy portion, the power portion being the counterparty, the Distributor rather uses an average cost allocation method based on the utilization factor established on the basis of the Distributor’s overall consumption. 

According to this method, the power portion of the supply tariff is set at 3.06¢/kWh (9.47¢/kWh X 32.3%). 

22.3 
Please specify whether the utilization factor for post-heritage pool supplies is comparable to that of the network, that is, 67%. 

Response: 

The utilization factor for post-heritage pool supplies for 2006, calculated differentially in relation to the classified power curve of decree 1277-2001, would be of the order of 60%, considering the busiest 300 post-heritage pool hours. Although the result seems similar, these are not necessarily the same busiest 300 hours of the heritage pool curve or the Distributor’s overall network. 

22.4 
Please explain why the Distributor has not adopted a method of allocating post-heritage pool costs by tariff category similar to that used to establish the avoided costs of supplies in the overall energy efficiency plan budget approval filings. 

Response: 

These are two distinct things. A cost signal based on marginal costs is established for the analysis of marginal options, such as in the case of the avoided costs of the energy efficiency programs. This signal therefore reveals the impact on costs of future decisions and reflects the specific context of these decisions, which can change with time. In contrast, a cost signal based on average costs shows the impact of decisions made earlier. The allocation of costs of service, including supply costs, makes it possible to establish the responsibility of each rate class regarding all costs already assumed by the Distributor. 

The costs of service allocation methods approved since the beginning of the Régie’s work and for previous years were always on the basis of average costs, at all levels, production, transmission or allocation. 

The Distributor also points out that choices regarding cross-subsidization were made within a context of a cost of service allocation method established on the basis of average overall costs. In this regard, the Distributor refers to chapter 2.4 of HQD-12, Document 1, page 12. 

23. Reference: 
Exhibit HQD-12, document 1, page 21, column 3. 
Preamble: 

Table B indicates that the transfer of two customers from the High Power category to the Special Contracts category reduces the costs allocated to the High Power category by $225.3 M and increases those of the Special Contracts category by $240.6 M. 

Request: 

23.1 
Please explain the additional cost of $15.3 M allocated to the Special Contracts category at the time of the transfer of the two customers from the High Power category. 

Response: 

The Distributor wishes to point out that the $240.6 M does not constitute a cost allocated to the Special Contracts rate class. It results rather from the application of article 52.2, paragraph 3, which prescribes that the supply cost of special contracts is calculated on the basis of anticipated revenues from these customers. The variance in relation to the supply cost allocated to the Special Contracts rate class constitutes the adjustment applicable to special contracts. The $15.3 M impact does not therefore result from a different allocation of costs, but rather from a methodological difference. 

Impact of Tariff Increase 

24. Reference: 
Exhibit HQD-13, document 1, page 26. 
Preamble: 

“As a guide, the kWh-equivalent cost of heating with natural gas, for the energy bill only, is 6.83¢/kWh. When the additional maintenance and procurement costs of the natural gas system in comparison with electric baseboards are added, the kWh-equivalent price is 10.45 ¢/KWH.” 

These calculations are made assuming natural gas heating systems with 80% efficiency, but the price of the fuel used is not specified. 

Requests: 

24.1 
Please specify the cost of gas used to determine the kWh equivalent cost of heating with natural gas. 

Response: 

The prices are those applied by SCGM as of July 1, 2005. 

The prices by component are the following: 

Supply: 
26.561¢/m3 
Compression: 
1.259¢/m3 
Transmission: 
3.872¢/m3 
Pressure Equalization: 
3.424¢/m3 
Distribution: 
22.4¢/m3 
Total: 
57.516¢/m3 
The price for the distribution component is equal to that of the first tariff D1 bracket and excludes basic expenses, which are charged to the bill associated with uses other than building heating. 

24.2 
Please present the same calculations for a natural gas heating system with 90% efficiency. 

Response: 

Again, as of July 1, 2005, for an efficiency rate of 90%, the kWh-equivalent cost for the energy bill only is 6.07¢/kWh and, including maintenance and procurement costs, the kWh-equivalent price is 9.68¢/kWh. 

25. References: 
i) Exhibit HQD-13, document 1, page 40, table 21; 
ii) Exhibit HQD-12, document 1, page 17, lines 17 and 18. 

Preamble: 

In reference i), the Distributor indicates that for the High Power category, the cross-subsidization index after the increase is 114.4% and the adjusted 2002 benchmark is 117.1%. 

In reference ii) the Distributor states that: 

“Decree 759-2005 reflects the transfer of two customers from the High Power category to the special Contracts category.” 

Requests: 

25.1 
Please explain the variance between the cross-subsidization index of the High Power category and its adjusted 2002 benchmark identified in reference i). 

Response: 

As presented in Table 1 of exhibit HQD-12, Document 3, page 12, the variance between the 2006 tariff L cross-subsidization index (114.4) and the 2002 adjusted benchmark (117.0) is due to the Price/Cost/Volume effects noted since the reference year 2002. The sum of these effects (-2.6) represents the variance between these two indices. 

25.2 
Please quantify the impact (in millions of dollars and percentage) of the transfer of the two customers from the High Power category to the Special Contracts category on the cross-subsidization of each tariff category. 

Response: 

The impact in $M of the transfer of two tariff L customers to special contracts is presented in Table B of exhibit HQD-12, Document 1, column 3. The impact in percentage on the tariff L cross-subsidization index (0.8%) appears in Table 2 of exhibit HQD-12, Document 3. Although this variance includes all changes made to the allocation method, it is essentially due to the transfer of these two customers as specified in table R25.2. 

Table R25.2

Impact (in $M and %) of the Transfer of Two Customers from Tariff L to Special Contracts

Projected Test Year 2006
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26. Reference: 
Exhibit HQD-13, document 1, page 44. 
Preamble: 

In Table 27, the Distributor indicates that 4.3% of customers could experience a tariff increase of between 4% and 9.9% 

Request: 

26.1 
Please indicate the number of customers that will experience tariff increases greater than 4%, showing these tariff increases in 1% steps. 

Response: 

Among the 221,093 customers included in the Tariff G reference data, 4.3% -- amounting to some 9,500 customers -- experience increases greater than 4%. 

TABLE R-26.1
Annual Impact of Proposed Increase –Tariff G

(Including Change in Power Invoicing Threshold)
[image: image2.emf]
27. Reference: 
Exhibit HQD-13, document 1, page 42, table 24. 
Preamble: 

Table 24 presents the effects of the proposed increase on the average monthly bill for four typical tariff D customers. 

Requests: 

27.1 
Please provide consumptions charged against the first and the second bracket of tariff D for each of the typical customers in table 24.

Response: 

TABLE R-27.1 

Average Consumption of Tariff D Customers

	Average Annual Consumption

Based on Year 2003-2004
	(kWh)

	
	1st Bracket
	2nd Bracket

	Average of customers*(17,049 kWh) 
	8 650
	8 399

	Average of customers heating with electricity  (19,324 kWh) 
	9 349
	9 975

	Average of customers not heating with electricity * (12,413 kWh) 
	7 226
	5 187

	Customer occupying an average single-family dwelling heated with electricity (26,484 kWh) 
	10 910
	15 574


* These averages were calculated using all tariff D customers. 

27.2 
Please also provide the effects of a 5.34% increase on the average bill of each of the four typical customers. 

Response: 

TABLE R-27.2

Effects of a Differentiated Increase of 5.34% on the Average Monthly Bill of Domestic Customers (Tariff D)

	Tariff
	On April 1st, 2005
	Including a 5,34%Increase

	Royalties (¢/day) 
	40.64 
	40.64

	The first 30 kWh/days (¢/kWh) 
	5.02
	5.22

	The remaining energy (¢/kWh) 
	6.33
	6.83

	Winter power Bonus ($/kW) 

(50 kW surplus) 
	3.96
	4.71


	Average Annual Consumption Based on The Year 2004-2005
	Monthly Bill ($)
	Increase

($)
	Increase

(%)

	
	Present Tariff
	Tariff Including 5.34% Increase
	
	

	Average of customers 

(17 049 kWh) 
	92.90 
	97.85 
	4.95
	5.3%

	Average of customers heating with electricity (19,324 kWh) 
	104.13 
	109.86 
	5.73
	5.5%

	Average of customers not heating with electricity (12,413 kWh) 
	70.00 
	73.37 
	3.37
	4.8%

	Customer occupying an average single-family dwelling heated with electricity  (26,484 kWh)
	140.15 
	148.46 
	8.31 
	5.9%


� Deferral account – Trans.
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