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Réponse d’Option consommateurs (OC) à la demande de renseignements no 1 de la Régie de l’énergie (la Régie) relative à l’établissement des tarifs d’électricité pour l’année tarifaire 2008-2009
1. Référence :
Pièce B-1- HQD-12, document 3, pages 54-55.

Préambule : 

« De plus, le balisage effectué permet de constater que peu de distributeurs offrent une tarification à plus de 2 tranches et que les structures tarifaires à 3 tranches sont généralement équivalentes en termes de consommation à la structure à 2 tranches du tarif D. Le Distributeur tient à rappeler ici que la prime de puissance applicable au tarif D joue déjà le rôle d’une 3e tranche de façon plus efficace  ».

Demande :
1.1 Veuillez commenter l’affirmation du Distributeur à l’effet que les structures tarifaires à 3 tranches sont généralement équivalentes en termes de consommation à la structure à 2 tranches plus une prime de puissance pour les tarifs résidentiels.

Response:

The ECS consultant agrees that, at a conceptual level, the two-block (energy) rate structure with a demand charge is generally equivalent to a three block (energy) rate structure. Both of them lead to higher charges – at the margin – for customers whose electricity usage exceeds a certain level.  

There is difference in terms of when and how customers will experience the higher charges and therefore when and how they will react.  The two-block structure with a demand charge focuses on the peak demand (i.e., maximum kW/kVA) of very large customers and encourages management of the customers’ “peak demand”.   In contrast, the third energy block focuses on overall energy usage beyond the threshold defined by the tariff and will tend to encourage reductions in the overall energy use of very large customers as opposed to peak demand reductions.  However, since there is a linkage between the two, it should be noted that both approaches are likely result in large customers reducing both peak demand and overall energy usage.  The difference therefore lies in the primary focus of the tariff. 
2. Référence :
Evidence of William Harper, page 18.
Préambule : 
« Given this perspective, HQD is correct in stating that it would be inappropriate to directly allocate the cost of PGEÉ to the customer classes. From a cost causality perspective, such an approach assumes that the purpose of the program is to specifically benefit the customers in that particular class. However, that is not the case. HQD does not screen its PGEÉ programs from this perspective, but rather from an overall avoided cost perspective. The programs are undertaken because they reduce the costs associated with providing service to all customers and the cost of the PGEÉ programs should be shared accordingly.  »  
Demandes :
2.1 Veuillez indiquer, à l’aide d’un exemple chiffré, l’impact d’une réduction de consommation attribuable à un programme d’efficacité énergétique visant la clientèle résidentielle sur la répartition des coûts des différentes catégories tarifaires.
Response:

Incorporating the impact of a residential efficiency program into HQD’s cost allocation model would reduce both residential energy use and HQD’s total supply requirements.  This would have an impact on a number of the inputs to the model including:

· The allocation of Heritage Supply to customer classes (both GWh and $ by class);
· The amount (both GWH and cost) of Post-Heritage Supply;
· The allocation factors used to assign Post-Heritage Supply to customer classes;
· The amount of Transmission costs charged to HQD (if the reduced HQD requirements were reflected in HQT’s rate derivation);
· The allocation factors used to assign Transmission costs to customer classes;
· The allocation factors used to assign demand-related distribution costs to customer classes.
Determining all of these impacts would require input from HQD and, to do the calculations in a reasonable period of time, would require access to HQD’s cost allocation model.  However, to assist the Régie an illustrative example (with some simplifying assumptions) has been developed to show the impact of a residential energy efficiency program on the allocation of supply costs to customer classes.

Table 1 replicates Table 9 A from HQD-11, Document 3 and shows the allocation of Supply Costs as proposed in the HQD application.  For purposes of simplifying the calculations, all non-residential customer classes have been combined into one class.
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Heritage Supply

Post Heritage Supply

Total

Unit Cost

Energy

Cost

Unit Cost

Energy

Cost

Unit Cost

GWh

Cost

(cents/kWh)

(GWh)

(M$)

(cents/kWh)

(GWh)

(M$)

(cents/kW)

(GWh)

(M$)

Residential

3.17

57473.00

1820.70

9.09

2084.00

189.50

3.38

59557.00

2010.20

Other

2.56

108908.00

2782.70

9.28

3950.00

366.40

2.79

112858.00

3149.10

Total

2.77

166381.00

4603.40

9.21

6034.00

555.90

2.99

172415.00

5159.30


Table 2 assumes the introduction of a Residential energy efficiency program with the following characteristics and recalculates the Supply Costs accordingly:

· Residential energy use reduction of 10% (Note:  10% was used so that the impact would be noticeable in the allocation results);
· Cost of program to HQD is 5 cents per kWh saved  (Note:  Average residential PGEE costs for 2008 are somewhat less than 5 cents/kWh);
· 91% of the total avoided costs associated with the program are related to Supply.

For Heritage Supply, the unit cost for each class has been prorated in order to maintain the same overall cost.  For Post-Heritage Supply, the cost of supply by customer class was held constant.
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Heritage Supply

Post Heritage Supply

Total

Unit Cost

Energy

Cost

Unit Cost

Energy

Cost

Unit Cost

GWh

Cost

(cents/kWh)

(GWh)

(M$)

(cents/kWh)

(GWh)

(M$)

(cents/kW)

(GWh)

(M$)

Residential

3.18

53576.09

1706.10

9.09

25.21

2.29

3.19

53601.30

1708.39

Other

2.57

112804.91

2897.30

9.28

53.09

4.92

2.57

112858.00

2902.22

Total

2.77

166381.00

4603.40

9.22

78.30

7.22

2.77

166459.30

4610.62


Tables 3-A and 3-B incorporate the cost of the residential efficiency program into the cost allocation and show the impact of using a direct allocation to the residential class versus an allocation based on each class’ Post Heritage Supply requirements – as recommended in the ECS Evidence.
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DIRECT ALLOCATION TREATMENT

Supply Costs

PGEE Costs

Total

Unit

Energy 

Total

Total

Total Costs

Unit

(cents/kWh)

(GWh)

(M$)

(M$)

(M$)

(cents/kWh)

Residential

3.19

53601.30

1708.39

243.89

1952.28

3.64

Other 

2.57

112858.00

2902.22

0.00

2902.22

2.57

Total

2.77

166459.30

4610.62

0.00

4854.50

2.92
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SUPPLY COST TREATMENT

Supply Costs

PGEE Costs

Total

Unit

Energy 

Total

Total

Total Costs

Unit

(cents/kWh)

(GWh)

(M$)

(M$)

(M$)

(cents/kWh)

Residential

3.19

53601.30

1708.39

77.48

1785.87

3.33

Other

2.57

112858.00

2902.22

166.41

3068.63

2.72

Total

2.77

166459.30

4610.62

243.89

4854.50

2.92


Comparing the results of the two approaches, the direct allocation method (Table 3-A) results in higher unit costs for the residential class and lower unit cost for the other classes when compared to the no efficiency program case (Table 1).  In contrast, when PGEE is treated as a supply resource, the unit costs for all customer classes decline (Table 3-B).
2.2 Veuillez commenter les impacts monétaires pour le client effectuant la mesure, pour sa catégorie tarifaire de même que l’impact sur l’ensemble des clients. 

Response:
The monetary impact of a customer implementing a PGEÉ measure on various types of customers will depend on a number of considerations including:

· The cost of program (per kWh) to HQD and the impact of the program on HQD’s costs in the short-term.  Depending upon the relationship between the average reduction (e.g., cents/kWh) in the revenue requirement in the short-term due to the implementation of the measure and the average annual program costs incurred by HQD relative to the HQD’s total average revenue requirement, the overall level of HQD’s rates will increase or decrease.  This will affect all customers, including the customer implementing the measure.  (Note:  In general terms, for the average rate level to decrease the difference between the short-term cost reduction and the program costs (in cents/kWh) will have to exceed the average revenue requirement (again expressed in cents per kWh).)
· Any additional costs the customer implementing the program may have to incur.  This will affect only the participating customer.
· The rate structure applicable to the participating customer.  This (along with the kWh saved) will affect the electricity bill reduction a participating customer will experience.

· The cost allocation treatment of the HQD program costs and the extent to which any change in cost allocation leads to differentiated rate increases by customer class.  This, along with the change in the overall rate level, will affect all customers and be the primary source of impact for both non-participating customers in the same rate class as well as customers in other rate classes. 
3. Référence :
Evidence of William Harper, page 67.
(Note: The exact reference is pp. 64-65, not 67)
Préambule : 

« The only potential change that may merit is an increase to 35 kWh/day in the threshold for the 1st energy block for the winter core months. »
Demande :
3.1 Veuillez indiquer en quoi les avantages et inconvénients de l’augmentation de la première tranche d’énergie à 35 kWh/jour en hiver sont préférables aux avantages et inconvénients de la baisse de cette première tranche à 25 kWh/jour en été.

Response:

As discussed in the earlier pages of the ECS Evidence (see pages 47-52), the considerations involved in changing the threshold for the second energy block include:
· Whether the change permits the first block generally to better capture inelastic uses of electricity.
· Whether the change permits the second block to better capture the more elastic uses of electricity (i.e., elastic in terms of price responsive).
· Whether the change means more customers will be exposed to the second block energy price.
· Whether the change permits the second block energy price to be set closer to marginal cost without compromising the price signal of the first energy block.

· Whether the changes are consistent with the Quebec Government’s 2006 Energy Strategy (i.e., increase first/second block price differential and reduce bills for small consumers relative to large consumers).
The following table (next page) attempts to summarize to extent to which the change to either a 25 kWh/day summer threshold or a 35 kWh/day winter threshold addresses these considerations.

	Option/Considerations
	Introduction of 25 kWh/day  Summer Threshold
	Introduction of 35 kWh/day  Winter Threshold

	First Block Captures Inelastic Use
	No – Reduction in threshold means 1st block more likely to not capture all  inelastic use.
	Yes – Increase in threshold means 1st block more likely to capture all inelastic use. 

	Second Block Captures Elastic Use
	Yes – Reduction likely to mean second block captures elastic use of more customers.  However, this reduction occurs in summer months when elastic use (i.e., space heating) is less prevalent/significant.
	No – Increase in threshold means 2nd block more likely to miss some elastic use.  Furthermore, this would involve winter months when elastic use is more prevalent. 

	More Customers Exposed to 2nd Block Price
	Yes – increase from 49.5% of bills to 57.5% of bills.  However, this involves summer usage which is less critical from a marginal cost perspective.
	No – number of bills exposed to second tier decreases from 75.8% to 70.7%.  Also, this reduction occurs in the more critical winter months.

	Ability of 1st and 2nd Energy Block Prices to Send Appropriate Signals
	No – Energy prices in 1st and/or 2nd energy blocks would have to decline.
	Yes – Would allow the energy price in the 2nd block to be increased.

	Energy Strategy 
	No – Does not result in higher energy rate differentials.  Increases bill for customers using 25-30 kWh/day in months with typically little to no space heating.  Likely to reduce bills for larger users.
	Yes – Results in a larger energy rate differential.  Reduces bills for customers using 30-35 kWh/day in winter months which have higher space heating needs.  Increases bills for larger users.


On net it is the ECS consultant’s judgment that an increase in the winter threshold that results in a higher price signal for over 70% of the bills in the more critical winter period is preferable, particularly when the 5% of the bills that will see a lower price likely involve either inelastic use at the margin or elastic use by smaller consumers.  In contrast, reducing the summer threshold compromises the price signal to very large consumers.

