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Traduction de certaines réponses à la demande de renseignements d’OC à HQD
Demande du Distributeur relative à l'établissement des tarifs d'électricité pour l'année tarifaire 2008-2009

R-3644-2007

Pièce:
HQD-15, document 8
Réponses traduites:
12A; 26A, C & E; 28A; 29C; 50B; 52C; 53A; 54B; 55C; 58A; 59A; 59C; 63A; 64A; 65B; 68A; 69A; 81A; 82A; 84A; 85A; 86A; 92A; 93A & B; 95A; 97A; 102A; 103A; 107B; et 108A

12(a)
With respect to Table 7, please provide a schedule that shows the amount of each supply source (and resale) on a month-by-month basis.

Réponse:

Since the Distributor’s long-term contracts are for delivery of baseload energy, monthly energy deliveries are stable from one month to the next. Likewise, for planning purposes, the cycling contract is planned at a load factor of 100%. Only the delivery start dates can influence the monthly energy delivery profile. With the exception of the St-Ulric, Carleton, and Tembec contracts, all the other long-term contracts provide for energy deliveries throughout the entire year. For the three above-mentioned contracts, start of delivery is planned for late in the year (1 November to 15 December 2008). Moreover, the Distributor does not consider it appropriate to make public the monthly profile of its energy surpluses since it resells these surpluses on the short-term markets.

26(a)
Is it fair to say that under HQD recommended approach, initial consideration would be given to refunding/recovery the entire Pass-On Account balance (in the interest of intergenerational equity) and then the need for flexibility (in terms of potentially deferring part of the refund/recovery to subsequent rate years) would be introduced and considered based on rate stability (impact) considerations?

Réponse:

It is correct to state, without specific constraint, that the Distributor is prioritizing full and complete recovery of costs and any differential on a deferral account the year following the recording of the amounts, in the interests of intergenerational equity. Where the impacts of full cost recovery on customers would be too severe, the Distributor wants to be afforded the flexibility necessary to attenuate these impacts by amortizing them over several years, and is proposing to do this this year for the transmission deferral account. The goal here is indeed to provide a degree of rate stability. However, this strategy must be deployed comprehensively to all of the Distributor’s costs and cost components (deferral account) and be reassessed in each new rate case.

(c) 
Please confirm that HQD’s recommended approach is similar to the third alternative presented starting at line 24 on page 16. If it is not, please explain the differences.

The third mechanism set out on page 16 of Exhibit HQD-4, Document 2 only applies to recovery of the pass-on account. The Distributor is not recommending this mechanism for the pass-on, which would indeed be discretionary and would deprive customers of predictability.

As stated in the answer to question 26(a), the Distributor prefers a diametrically opposed approach in that it would be applied comprehensively to all components of the Distributor’s revenue requirement and deferral account balances. This approach must not be construed as seeking to institute a formal mechanism, for it entails case-by-case analysis. This approach allows the Régie the requisite latitude in reviewing cases and gives the Distributor the option of proposing adjustments in order to better achieve the goals of intergenerational equity, rate stability, and cost causation.

(e) 
Please confirm that under HQD’s recommended approach, the question of how to eventually refund/recover any Pass-On Account balances that are not included in the test year’s rates is something that the Régie would also decide on a case-by-case basis.

Réponse:

See answers to questions 26 (a)-(d).

The Distributor wishes to add that the Régie has already reached decisions (D-2005-34, D-2005-132, D-2006-34, and D-2007-12) as to recovery of residual balances on the pass-on account beyond the projected test year which authorize the Distributor to recover these balances over two years, apart from the adjustments requested in this case. It should be recalled that the pass-on account has the effect of reflecting the differences between the real costs of post-heritage supply for a given year and the projected costs of supply for the same year, and that the real costs for a given year are only known precisely after a maximum period of 18 months.

28(a)
Please confirm that variations (from forecast) in volumes sold will also lead to over or under recovery of planned Pass-On Account refund/recovery (i.e., if 2007 volumes are less than forecast the refund of pass-on account balances for 2006 will be less than planned).

Réponse:

The Distributor recovers its costs via rate increases, which are determined on the basis of projected consumption volumes. Insofar as the Distributor does not close its books during its regulatory process, the risk remains that the entirety of the costs considered in a projected year, including the pass-on, might not be recovered, depending on the changes in real consumption volumes.

29(c)
If HQD continued to use the approach requested in R-3603-2006, over what period would the deviation in fixed and variable credits related to interruptible power be determined for purposes of calculating the deferral account balance for the interruptible power option (e.g., would it be the estimated differences up to March 2007 or March 2008)?
Réponse:

In order to harmonize the accounting treatment of the different deferral accounts, and as mentioned on page 23 of Exhibit HQD-4, Document 2 (lines 15–23), the Distributor is requesting that the differences between the fixed and variable credits be totaled from January 1 to December 31. As with the pass-on account, the deferral account for the interruptible power option would be revised on December 31 of the year in question in order to incorporate adjustments for the real month of December.

50(b)
Why is interest charged on this account during the year the difference is incurred, when interest on the Pass-On Account or the interruptible option account is not charged until after December of the year the differences are incurred?

Réponse:

The amounts applied to the averaging account must be calculated on a monthly basis, not an annual basis. The balance of the account bears interest from the recording of these amounts until their inclusion in the rate base. In addition, the treatment of the averaging account has certain peculiarities. Unlike the situation with the pass-on account, the Distributor does not have the balance of the account in the revenue requirement, and so the amounts in the account are not included in the rates. Only the financing costs of the balance included in the rate base have an impact on the revenue requirement. This account is thus treated more like a loan from the Distributor to the customers or vice versa, depending on whether the difference is negative or positive.

52(c)
With respect to the Maintenance Charges for Private Switchyards, please explain more fully why this cost is incurred.

Réponse:

The electricity supply contracts signed with these private generators provide for a reimbursement corresponding to the cost of a switchyard as well as an allowance to cover the costs of maintenance and operation of the switchyard during the term of the contract.

As indicated in Exhibit HQD-7, Document 1, page 7, the contribution for reimbursement of the switchyard equipment purchase and installation costs is presented as an asset under the heading “lease-purchase contract” while the maintenance and operating costs are recorded as deferred charges.

53(a)
Why is interest calculated in 2005 ($1.9 M) for the 2005 Pass-On Account? It is noted that for the 2006 and 2007 Pass-On Accounts, interest is not calculated prior to January 1 of the following year.

Réponse:

For 2005, the interest was calculated monthly using the approach initially planned by the Distributor in case R-3541-2005. The year 2005 was the first year in which this account was used. After one full year of use, the Distributor found that:

· the balance displayed significant monthly fluctuations within one year, with the credit and debit items at times canceling each other out;

· major year-end adjustments made the monthly fluctuations less significant.

For these reasons, the Distributor revised the pass-on calculation method, proposing an annual rather than a monthly calculation, and proposing to apply interest on the residual balance of the account as of the following January 1. This method was accepted by the Régie in decision D-2007-12.

54(b)
With respect to the avoided costs used in HQD-11, Document 3, Table 25C (column 2), please break the cost of supply (i.e., “fourniture”) as between Production and Transmission.

Réponse:

The transmission-supply avoided cost reflects the market price. It includes transmission losses and the cost of bringing plants on stream to meet the Distributor’s annual power and energy requirements and are intended for delivery to centers of consumption. There is thus no explicit distinction between the supply and transmission portions of avoided cost.

55(c) 
How were the cumulative results allocated to sub-classes within each major customer classification (e.g., How were the 1,011 GWh of cumulative savings for residential allocated to the various residential sub- classes)?

Réponse:

The energy efficiency programs are developed specifically for each market and the PGEÉ GWh implemented and accrued are available only on this basis (residential, business, large industrial facilities). Table A–3 of Exhibit HQD-14, Document 3, Appendix A presents the information broken down into those programs and activities that are under the Distributor’s responsibility and those that are carried out in conjunction with the AEÉ.

A breakdown by rate is performed exclusively for the purposes of demand forecasting (see answer to question 7(a)) and the underlying hypotheses did not appear to be suited to the demands of cost allocation, especially given that according to this breakdown, certain rates are not assigned any cumulative implemented GWh, which poses a problem for equity between customer classes when allocating the PGEÉ costs.

Since consumption volumes are the only other item of information of use in allocation to customer classes, the GWh for each market (Distributor and AEÉ) were allocated pro rata to consumption volumes, as presented in Table 11 of HQD-11, Document 3.

58(a) 
How is the portion of power-related costs attributed to Native Load ($1492.8M) by HQT assigned to the functions HQD employs (i.e., Equipment Associated with Production, Network and Interconnections)?

Réponse:

First, the Distributor wishes to reiterate that the cost of the power component in the Transmitter’s cost allocation method is $1,417.5 million in Exhibit HQT-12, Document 2, revised, page 23.

Second, the sum of the Transmitter’s power costs is mentioned in Exhibit HQD-11, Document 3, Table 9C, line “Costs allocated according to Transmitter method (R-3640-2007),” columns 2, 4, and 5. To assign the amount attributed to native load in the Transmitter’s cost allocation method to the native load bill, the Distributor allocates this differential on the basis of the cost of each function.

59(a) 
Since transmission costs for 2005-2007 were allocated to customer classes using 1CP, why is it not appropriate to allocate the recovery of deferral account amounts associated with those years to customer classes on the basis of 1 CP?

Réponse:

As mentioned by the Régie in decision D-2006-66, case R-3549-2004 Phase 2, page 50, the retroactive application of rates must remain an exceptional measure, whence the application of the same method for current charges.

Moreover, the deferral account may be likened to the Distributor’s capital cost depreciation in previous years, which is allocated using the allocation factors for the current year.

Finally, the use of the 1 CP allocation method for allocation of the deferred transmission charges account gives a false impression of accuracy since, for the current year, the $166.4 million difference between the Transmitter’s costs allocated by function and the Distributor’s transmission bill is much more considerable than the suggested refinement.

Nevertheless, for purposes of illustration, the following is the impact on cost of service of an allocation of the deferral account using the coincident peak method.

59(c) 
For the Waskaganish project what was the basis for the power/energy split for the costs attributed to Equipment Associated with Production?

Réponse:

The Distributor applied the classification by component used by the Transmitter. In its evidence, the Transmitter bases its power/energy split on the load factor at peak. As with all the other cost items where a power/energy split had to be determined, the load factor was used. This is the case for the Waskaganish project.

63(a)
HQD-11, Document 1 does not appear to discuss the allocation methodology with regards to costs for deferral account associated with Maintenance Charges for Private Switchyards. What is the rationale for the allocation as set out in Tables 9D and 9E of HQD-11, Document 3?

Réponse:

As indicated in Exhibit HQD-11, Document 1, page 14, the Baie-des-Sables, St-Ulrik/Anse-à-Valleau, and Carleton/Cartier switchyards make up the item “Private switchyards.” The equipment underlying these switchyards is part of the generation-related transmission equipment and is classified by power and energy using the Transmitter’s peak load factor.

64(a) 
Please provide the details associated with the two most significant updates arising from changes in the financial information system.

Réponse:

Previously, the allocation method used different criteria to allocate the cost of service: staff size for the Distribution and Remote Community functions and total payroll for the Contract Management, Metering, and Sales and Marketing subfunctions. As indicated in Exhibit HQD-11, Document 1, page 16, the change to the financial information system makes it possible to use staff size for allocation of all the amounts. 

65(b)
For purposes of calculating the 2007 values for Table 2, were the three changes described in Table 1, the only cost allocation changes in 2008 that were considered to be “methodological changes”?

Réponse:

The three methodological changes noted in Table 1 of Exhibit HQD-11, Document 1 are the ones incorporated into the 2007 and 2008 models in Table 2 of the same exhibit. However, for 2007, an adjustment had to be made relating to supply; namely, the hourly method was used so as to put the two models analyzed on a comparable basis. The choice of the hourly method is applicable to all the post-heritage costs. 

68(a)
The referenced portion of the Energy Strategy also indicated that “ [... ] in the pricing structure, the price for the first 30 kilowatthours per day would drop, reducing electricity bills for small customers”. Where in the Application does HQD respond to this particular aspect of the Government’s strategy?

Réponse:

In its 2006–2015 energy strategy, the Government of Québec asks Hydro-Québec to submit to the Régie a rate structure comprising a wider price differential than currently between the two levels. The Government then sets out different ways to achieve this objective. 

Further to the Government’s request, the Distributor is proposing a rate structure for domestic customers in which the price differential between the two blocks is accentuated. This adjustment is made without modification to the first-block threshold, an approach whose justification is presented in Exhibit HQD-12, Document 3, pages 17–19.

69(a) 
What are the specific constraints associated with the deployment of the SIC system that impacted the development of the 2008 Rate Application?

Réponse:

The year 2008 represents an important phase for SIC because delivery 3 (L3) – roll-out of the system for approximately 2.8 million residential customers in Rates D, DT, DH et DM – will take place as of January 1. The preparation for this phase as well as support and solution of problems encountered throughout the implementation process requires full mobilization of the staff in charge of SIC as well as part of the Distributor’s customer service. The introduction of a rate reform in 2008 would have the consequence of making resources essential to the implementation of L3 unavailable. 

81(a)
What does HQD consider to be: Wasteful uses of electricity service [and] Justified uses of electricity service.

Réponse:

From an economic standpoint, the Distributor considers a kWh consumed that does not reflect the marginal cost of the resource to be wasteful; this is not the case for a kWh consumed that does reflect the marginal cost of the resource.

82(a)
Why is it important for the higher prices to be applicable to a significant volume of kWh for each customer?

Réponse:

The Distributor has previously explained that it does not assume that all customers know the structure of Rate D. Rather, it is the size of their electricity bill that will affect their energy choices. In view of this, it is important for the high price to apply to a volume that is significant to the customer so that the customer can act on the price signal reflected in the bill. If this were not the case, then the fact of consuming few kWh at the higher price would cause only a small increase in the customer’s bill, thus representing no incentive to decrease his electricity consumption. 

84(a)
Please describe how the application of the rules of Ramsey-Boiteux are applied to the choice of energy blocks. Does it mean that the choice should be based on what is the volume of electricity associated with inelastic versus elastic uses?

Réponse:

In an ideal context, the price signal would make it possible to bill all kWh consumed at the marginal cost. However, the current context in which the marginal costs greatly exceed the average costs does not allow the Distributor to set a single consumption block at the marginal cost. This being the situation, the Ramsey-Boiteux rules help to attain a second-rank optimum. 

The Distributor is referring to the Ramsey-Boiteux rules not to determine the energy blocks but rather to establish the energy prices in a way that produces an effective price signal. The Distributor refers the intervenor to section 2.2.2 of Exhibit HQD-12, Document 3, which deals with the establishment of the 30 kWh/day threshold for the first energy block.

More inelastic demand in the first block means more elastic demand in the second block. Most often, consumption variations, regardless of use, are reflected in a change in the number of second-block kWh billed. Since the difference between the price and the marginal cost should be inversely proportional to elasticity of demand, then the second-block price for more elastic consumption should be closer to the marginal cost than the first-block price. 

85(a)
Where in the quote does NERA make reference to applying a sufficiently high price to a significant volume of kWh?

Réponse:

NERA states that an effective price signal is one that sets the second-block price at or near the marginal cost. NERA continues, stating that if the first block is too large, few customers will feel the effects of the price signal. 

But if the first block is too large, then the volume associated with the second energy block is too small. NERA’s reasoning enables the Distributor to state that in order for the effective price signal to reach the largest number of customers, it is necessary to set the level of the second block so as to bill a significant volume of kWh.

86(a)
On page 17 (lines 14-18), HQD contends that it is not a question of defining a profile without heating load and that the first block neither includes nor excludes specific uses. However, all of ensuing discussion and rationale for the 30 kWh/day first block is based on what the average consumption associated with “basis use” is (i.e., use excluding heating). Please reconcile.

Réponse:

The Distributor’s statement that it neither includes nor excludes specific uses of the first 30 kWh/day is a conceptual justification. A customer billed in the second block will see his bill decrease by 7.03¢/kWh for each kWh saved. The Distributor accords no importance to how the savings were realized, whether by turning off lights, installing a low-flow showerhead or energy-efficient appliances, lowering the thermostat by one degree, or insulating the home. 

The justification of the 30 kWh/day threshold on the basis of uses is meant to be illustrative. It reflects the historical establishment of the first-block threshold and leads to the conclusion that this threshold remains entirely adequate. The Distributor provides this justification in response to certain questions asked at the technical meeting of 6 June 2007. 

92(a)
What level of rate impacts does HQD consider to be too significant for customers?

Réponse:

In the case at hand, the Distributor could either gradually increase the price of the second block or reach the marginal costs more rapidly by applying the increase only to the second block. Since other alternatives are available and the Distributor considers it unnecessary and unjustified to apply the increase only to the second block, it believes that the impacts related to this approach would be too significant for the customers as compared with the benefits they would derive. 

93(a)
The text on page 27 appears to suggest that the difference between the marginal cost for space heating and other uses is important. However, the text on page 22 (lines 5-9) suggests that the marginal costs are similar for all uses. Please reconcile.
Réponse:

On page 27, the Distributor refers to the marginal costs of native load transmission and distribution in the justification of the power premium. There is a difference of 0.54 ¢/kWh between the costs of space heating and those of all the uses. 

On page 22, for the setting of energy block prices, the Distributor refers to the marginal cost of supply (transmission supply). There is a difference of only 0.05 ¢/kWh between the costs of space heating and those of all the uses.

(b) 
The text appears to suggest that a demand charge targets space heating (i.e., usage over 50 kW is generally associated with space heating) but a 3rd energy block would not. Please explain why a demand charge is better able to target space heating.

Réponse:

For customers consuming over 50 kW at the domestic rate, the Distributor considers it more effective to accentuate the role played by the demand premium instead of adding a third energy block. The demand premium serves to more efficiently manage winter power demand, including but not limited to heating demand. The Distributor is also proposing to induce customers to manage their demand by applying the premium on an annual basis (see section 7 of HQD-12, Document 3).

In addition, as explained by the Distributor in its application, for customers consuming under 50 kW, no use or consumption level naturally lends itself to the definition of a third energy block (HQD-12, Document 3, p. 44).

95(a)
What does HQD mean by “dilute the price signal”? Wouldn’t increasing the size of the winter block lead to an increase in the price for the second block (assuming no changes to Éther the fixed charge or the first block energy price)?

Réponse:

If the first-block threshold is increased, fewer customers will be billed in the second block, and so the price signal at the marginal cost will be absent for a larger number of customers. And, for those who have second-block billing, a smaller proportion of their consumption will be second-block billed. 

As explained in Exhibit HQD-12, Document 3, page 8 and in the answer to question 82(a), the Distributor is not assuming that customers are familiar with the structure of Rate D but that they are sensitive to changes in their bill. Thus, the change in the structure must make it possible to apply a sufficiently high price to a significant volume of kWh and for a significant number of customers in order for the price signal to be perceived. An increase in the first-block threshold would go against the Distributor’s objective. 

(b)
What are the “winter uses” that the additional 5 kWh per day represents and that, therefore, contribute to the system’s peak?

Réponse:

The Distributor is not associating any particular use with additional winter consumption but does state in Exhibit HQD-12, Document 3, page 35, that this consumption must be billed in the second block since it is more elastic and contributes to winter peak. 

97(a)
Please explain why the distribution of bill impacts (Table 18) is a relevant consideration to the issue of whether customers are seeing the appropriate price signal. At HQD-12, Document 3, page 22 (lines 10-18), HQD has asserted that it is the price seen at the “margin” that is important in terms of the appropriate price signal.

Réponse:

The Distributor assesses the impacts of different proposed rate structures through rate simulations performed across the whole customer base. Being unable to assess the variation in customer consumption under different structure scenarios, the Distributor analyzes the variation in customer bills in order to assess improvement or deterioration in the price signal. For example, if a rate structure causes larger bill decreases and/or bill decreases for a larger number of customers than the current structure, the Distributor can conclude that there is deterioration in the price signal. 

See also the answer to question 82(a).

102(a)
Please explain more fully why the price signal provided by the third energy block is not significant to those customers who will be exposed to it (page 52, lines 6-8).

Réponse:

The Distributor considers the price signal offered by a possible third block to be not significant because the monetary impact of such a block on the customer’s bill would, in many cases, be canceled out by the fact that the price of the second block applying to higher consumption is lower as compared with the one applicable to the current two-block structure. The Distributor’s complete analysis is given in section 6.4 of Exhibit HQD-12, Document 3, pages 51–5.

103(a)
Why is it important that the high price apply to a significant volume of kWh as distinct from being applicable to a significant number of customers (in term of their marginal energy use)?

Réponse:

Since the Distributor is assuming that the electricity bill plays a decisive role in the customer’s energy choice (see the answer to question 82(a)), it is important for the price signal to reflect this. It is utopian to believe that the customer’s energy behavior would be greatly affected by the fact that the price signal reaches or does not reach a significant number of customers. The great majority of customers react primarily if the share of the family budget is affected. 

The Distributor is using the argument of significant number of customers to justify the relevance of changing the rate structure. In accordance with Bonbright’s ninth principle, the Distributor believes that it would not be helpful to make the rate more complex for all the customers if only a small proportion of them would be affected.

107(b)
If the answer to part (a) is yes, will the owners have a choice of contracting for Rate D or a general rate? If no choice is available, what rate will the building qualify for?

Réponse:

Under the Distributor’s Open Access Transmission Tariff as at 1 April 2007, Rate D is reserved for individually metered dwellings while Rate DM is reserved for collectively metered multidwelling buildings. All these customers can also choose the applicable general rate. 

The abolition of Rate DM for new contracts implies that collectively metered residential buildings built on or after 1 April 2008 will now be billed at Rate D if they do not choose a general rate. The Distributor’s proposal does not change the eligibility conditions for collectively metered buildings built before 1 April 2008; these are and will continue to be eligible for either Rate DM alone or the applicable general rate. The Distributor takes this opportunity to specify, in regard to Article 2.5 of the Open Access Transmission Tariff proposed in Exhibit HQD-12, Document 10, page 12: to be eligible for Rate D, construction on the collectively metered building must have begun on or after 1 April 2008.

The revised version of Article 2.5 is submitted with the submission of the Distributor’s answers to the IRs. 

108(a)
Why do the capacity invoice reforms for Rate DM mainly affect buildings with 12 dwellings or less? If the capacity charge is applicable to the higher of: i) 50 kW or ii) the product of 4 kW time the number of dwellings, won’t buildings with very few dwelling be more likely to avoid a capacity charge?
Réponse:

The threshold for demand (appel de puissance) billing for a 12-dwelling building will remain 50 kW since the product of 4 kW by the number of dwellings (4 kW *12 = 48 kW) is lower than the current demand billing threshold. Consequently, the bill for a building whose demand reaches, say, 100 kW will quadruple when the demand premium for Rate DM is equivalent to that of Rate D. 

The Distributor confirms that small buildings generally have low demand. The demand invoicing reform for Rate DM is designed to induce small multi-dwelling buildings with high demand to improve their demand management.
