Demande R-3610-2006

Réponses d’OC à la demande de renseignements no. 1 de la Régie

RÉPONSES D’OC À LA DEMANDE DE RENSEIGNEMENTS NO 1 
DE LA RÉGIE RELATIVE À LA PREUVE PRODUITE PAR OC

1. Référence : Pièce C-9-15 - OC, Evidence de William Harper, page 21.

Préambule :

« HQD has developed system avoided costs, which it uses for purposes of evaluating energy efficiency programs (and rate design issues). These costs have a very different profile (i.e., an average energy cost of 8.3 cents/kWh that includes long term capacity costs, a peak/off peak energy cost differential of 1 cent/kWh, based on a much broader peak period definition, and a capacity cost of $10/kW) than those developed using generic generation data and costs. Using these values would better represent HQD’s circumstances. Use of avoided cost-based benchmark for cost allocation would also support the Régie’s view that rate structures should more closely reflect marginal costs.» (Nos soulignés)

Demande :

1.1 Veuillez élaborer sur votre affirmation voulant que l’utilisation des coûts évités constitue un meilleur indicateur des coûts à la pointe et qu’ils reflètent plus précisément les coûts marginaux de l’électricité postpatrimoniale.
Response:
In its Application, HQD puts forward the comparative effect of a couple of "power and energy cost signal scenarios" (see HQD-11, Document 1, Table 2, Scenarios 4 & 5) on the costs for different customer classes.  However, scenarios used a "cost" for peak (i.e., 1-CP) that was not reflective of HQD's specific circumstances.  Rather, the peak cost of $80 - $110 / kW used in the analyses was based on:
· The daily peak power costs found in the supply contracts with HQP, and

· The fixed cost of a gas turbine unit.

Similarly, the energy costs used in the analyses were not reflective of HQD's circumstances as discussed on page 20-21 of the ECS Evidence prepared on behalf of OC.
In contrast, the system avoided costs developed by HQD and used in the evaluation of PGEÉ programs are derived from HQD's most recent Supply Plan (see HQD-15, Document 1, Annexe A, page 11, lines 13-16) and are based on a methodology adopted by the Régie (D-2004-96, pages 15-16).  As a result, they better represent HQD's the circumstances associated with HQD's planned post-heritage electricity supply.
2. Référence : Pièce C-9-15 - OC, Evidence de William Harper, page 23.

Préambule :

Concernant la confidentialité vous mentionnez:

« Admittedly, the confidentiality requirements of some of the supply contracts will limit the transparency of the hourly method’s application. This is a significant drawback to the hourly method and must be taken into consideration when deciding on the appropriate cost of allocation method for Post-Heritage Pool costs. »

Demande :

2.1 Veuillez indiquer s’il est possible d’établir des indicateurs valables constituant un point de référence pour évaluer le coût de pointe plutôt que d’avoir recours à l’information confidentielle relative aux contrats postpatrimoniaux.

Response:

It should be noted that not all post-heritage contracts are confidential.  One possible approach would be to identify those contracts for which the information is confidential and use the "peak pricing" from contracts with a similar supply profile/deliverability requirements where the information is available (e.g. HQP contracts, the Framework Agreement, Short-Term purchases, etc.) as a proxy for the peak price.
3. Référence : Pièce C-9-15 - OC, Evidence de William Harper, page 25.

Préambule :

« The hourly method is admittedly more complex and may produce more volatility in the year over year cross subsidization indices. »

Demande :

3.1 Veuillez indiquer quelles pourraient être les conséquences sur les tarifs de retenir une méthode de répartition des coûts postpatrimoniaux qui pourrait produire des indices d’interfinancement plus volatiles d’une année à l’autre.

Response:

The "consequences" depend on the extent to which year-over-year changes in the cross-subsidization indices are deemed (by the regulator) to give rise to the need for differentiated rate increases across the various customer classes.  If the Régie were to adopt an approach whereby rate increases for each year were differentiated by customer class so as to strictly maintain the "reference" cross-subsidization ratios for each customer class, then increased volatility in the cross-subsidization ratios would likely lead to more frequent and greater differentiation in rate increases across customer classes.  

However, this is not the approach that the Régie has adopted (D-2005-34, page 159 and D-2006-34, page 86).  Rather, in its decisions regarding past rate applications, the Régie has considered the differences between the forecast and reference cross-subsidization indices for each customer class and applied its judgment as to whether differentiated rate increases by customer class were required.  Within this context, it is not as obvious that increased volatility in the forecast cross subsidization indices (by customer class) will necessarily lead to more frequent and greater differentiation in rate increases across customer classes.
4. Référence : Pièce C-9-15 - OC, Evidence de William Harper, page 59.

Préambule :

« While not a true “methodology change”, HQD’s proposal to incorporate the Pass-On account effects into the calculation of future year’s cross subsidization reference indices is reasonable and consistent with the overall purpose and role of the reference indices. »

Demande :

4.1 Veuillez concilier cette affirmation avec l’objectif d’établir des méthodes d’allocation des coûts qui soit les plus précises possibles.

Response:

The background and basis for this statement can be found on pages 39-40 of the ECS Evidence prepared on behalf of OC.  Within this section of the Evidence, the issue being dealt with is not the appropriate allocation method for the Pass-On account, but rather should the allocation of the Pass-On account be considered as a “methodology change” for purposes of determining the cross-subsidization reference indices.  If HQD’s forecasts are reasonably accurate and unbiased, then one would expect that the Pass-On account balances could be either positive or negative and should average out to zero over time.  It was on this basis that the Evidence concluded that HQD’s proposal to adjust the cross-subsidization reference indices so as to take into account the allocation of the Pass-On account refund/recovery was reasonable.
Elsewhere, the Evidence (see page 30) deals with the issue of whether a detailed and accurate methodology for allocating the Pass-On account refund/recovery is required.  The premise of the Régie’s question is correct in that typically cost allocation methods should be the most accurate possible (i.e., track costs to the extent practical and feasible) so as to ensure that the rates charged to customers will be fair.  However, the circumstances in Québec are unique due to the requirement of the Act regarding cross-subsidization and the decision of the Régie that cost allocation methodological changes should not affect the observed difference between the forecast and reference cross-subsidization indices for each customer class.  
If the Régie adopts the HQD proposal regarding the treatment of the refund/recovery of Pass-On account balance then the treatment of the Pass-On account will not impact on the difference between a customer class’ forecast and the reference cross subsidization indices.  Therefore the allocation of the refund/recovery of the Pass-On account balance will have no bearing on the determination as to whether the rates for a customer class “fairly” recover the costs incurred to serve that customer class.  In such cases, the need for a high level of accuracy in the allocation of the Pass-On account refund/recovery in order to ensure that rates are “fair” is not of concern.
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