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L'AN MIL NEUF CENT QUATRE-VINGT-DIX-HUIT, ce onzième (11e) jour du mois de juin :



LA GREFFIÈRE :



Continuation du dossier R-3398-98; je demanderais aux intervenants de bien s'identifier à chadune de leurs interventions pour les fins de l'enregistrement.



PRIVE 
PRÉLIMINAIRESte  \l 2 "PRÉLIMINAIRES"


Me JEAN MOREL :



Comme questions préliminaires, avant que la journée ne débute avec la preuve de l'AQCIE, j'aimerais, comme à l'habitude, déposer auprès de la Régie les réponses d'Hydro-Québec aux engagements pris par ses témoins. 



Premièrement, j'aimerais déposer la pièce HQ-17, document 10, qui présente la liste des modifications envisageables à la loi sur la Régie de l'Énergie, selon la proposition de réglementation d'Hydro-Québec.  J'en ai quinze (15) copies pour la Régie et j'espère suffisamment de copies pour les intervenants.  

PRIVE 



PIECE HQ-17, doc. 10 :
Liste des modifications envisageables à la loi sur la Régie de l'Énergie,



selon la proposition de réglementation d'Hydro-Québec


PIECE HQ-17, doc. 10 \:
Liste des modifications envisageables à la loi sur la Régie de l'Énergie,



selon la proposition de réglementation d'Hydro-Québec"
.



Aussi, j'aimerais déposer la pièce HQ-17, document 12, en réponse à l'engagement 12.  Donc, il s'agit de la liste des informations qu'Hydro-Québec juge confidentielles à l'égard des activités reliées à la production, un engagement pris à l'endroit ou suite à une question de Monsieur le régisseur Dupont.

PRIVE 



PIECE HQ-17, doc. 12 :
Liste des informations jugées confidentielles par Hydro-Québec, à l'égard des activités reliées à la production


PIECE HQ-17, doc. 12 \:
Liste des informations jugées confidentielles par Hydro-Québec, à l'égard des activités reliées à la production"
.



Également, Madame la Présidente, malgré les notes que les gens de l'Hydro-Québec ont prises fébrilement hier après-midi, lors du prononcé de la décision de la Régie sur les requêtes de certains intervenants, nous avons cru préférable d'attendre une copie de la transcription de cette décision pour être certains de ce qu'Hydro-Québec avait à faire, à compléter.



Donc, je puis... il m'est impossible de préciser ou de répondre dès ce matin à ces, évidemment à ces ordonnances.  Ce que je puis dire, c'est que l'impossible sera fait pour que les documents ou les informations qui sont ainsi demandées soient prêtes et déposées auprès de la Régie dès lundi qui vient.



Si, au courant de la journée, il s'avérait que certaines pièces ou que certaines informations ne



pourraient être disponibles dès lundi, j'en aviserai la Régie dès demain matin, à l'ouverture des audiences, et je tenterai d'indiquer avec précision à quel moment les informations et/ou documents pourront être disponibles.  Alors, je vous remercie.


---------------------



PRIVE 
PREUVE DE L'AQCIEte  \l 2 "PREUVE DE L'AQCIE"


Me GUY SARAULT :



Alors, merci, Madame la présidente, Messieurs les régisseurs, avant de commencer la présentation de la preuve de l'AQCIE, j'aimerais déposer deux pièces supplémentaires qui ne sont que des acétates qui vont être utilisées par notre expert, Michael Margolick, pendant la présentation de sa preuve.  Alors, j'ai cru qu'il serait préférable que tous aient les acétates en mains pour mieux comprendre sa présentation.



Alors, la première de ces acétates est la pièce AQCIE-2, document 2, page 1/1, alors, une seule page et la cotation AQCIE-2, document 2, est reliée au fait que l'expertise de monsieur Margolick avait été cotée comme pièce AQCIE-2.  On peut désormais l'appeler AQCIE-2, document 1.  Alors, je répète, l'expertise de monsieur Margolick, je précise sa cote comme devenant AQCIE-2, document 1.

PRIVE 


PIECE AQCIE-2, doc. 2 :
Acétate utilisée lors de laprésentation de M. Michael Margolick (Expertise de monsieur Margolick)te  \f P  \l 9 "

PIECE AQCIE-2, doc. 2 \:
Acétate utilisée lors de laprésentation de M. Michael Margolick (Expertise de monsieur Margolick)".



Alors, la deuxième série d'acétates, toujours à l'appui de la présentation orale de monsieur Margolick est cotée comme pièce AQCIE-2, document 3, et c'est un document de quatre pages.

PRIVE 



PIECE AQCIE-2, doc. 3 :
Série d'acétates au soutien de la présentation de M. Michael Margolick (4 pages)


PIECE AQCIE-2, doc. 3 \:
Série d'acétates au soutien de la présentation de M. Michael Margolick (4 pages)"
.



Je pense que je vais attendre que tous aient une copie en mains avant de commencer.  On peut peut-être procéder à l'assermentation des témoins pendant qu'on distribue la paperasse.


-----------------------------



L'an mil neuf cent quatre-vingt-dix-huit (1998), ce onzième (11e) jour du mois de juin, ONT COMPARU :

PRIVE 



MICHAEL MARGOLICK


MICHAEL MARGOLICK"
, Economist, 1937 East, 13th Avenue, Vancouver, Province of British Columbia ;

PRIVE 



LUC BOULANGER


LUC BOULANGER"
, Directeur exécutif de l'Association québécoise des Consommateurs industriels d'Électricité, 1010 Sherbrooke, Montréal, Province de Québec ;

PRIVE 


SERGE BERGERONte  \l 1 "

SERGE BERGERON", Directeur de la Planification et



Contrôle des Budgets chez QIT Fer et Titane, 1625 route Marie-Victorin, Tracy, Province de Québec ;



LESQUELS, après avoir fait une affirmation solennelle, déposent et disent comme suit :



PRIVE 
INTERROGATOIRE PAR Me GUY SARAULTte  \l 2 "INTERROGATOIRE PAR Me GUY SARAULT"


PROCUREUR DE L'AQCIE :



Alors, si vous voulez bien, nous allons commencer avec messieurs Luc Boulanger et Serge Bergeron.

1
Q.
Alors, Messieurs, vous vous êtes présentés comme des représentants de l'Association québécoise des Consommateurs industriels d'Électricité.  Je vais commencer avec vous, Monsieur Boulanger, pourriez-vous, s'il vous plaît, nous préciser quel est votre titre et votre rôle et vos responsabilités au sein de l'AQCIE?



M. LUC BOULANGER :


R.
Alors, donc, mon titre au niveau de l'AQCIE, c'est le Directeur exécutif.  Alors, c'est un poste permanent.  Essentiellement, mon rôle est de gérer les affaires de l'Association dans tous ses aspects.  Alors, ça va aussi bien au niveau de la communication des différents enjeux dans le domaine de la réglementation auprès des membres, l'organisation des différents comités, la coordination des travaux des



différents comités, la tenue des conseils d'administration, des assemblées générales.  Il y a aussi le recrutement de nouveaux membres parmi les usagers de tarif L.  Alors, ça serait essentielle-ment, là, les responsabilités que j'ai.

2
Q.
Juste un petit détail, les membres de l'AQCIE sont des usagers de quel tarif, en général?


R.
Les membres de l'AQCIE sont des usagers de tarif L, à l'exception d'un seul qui serait de tarif M, mais qui était autrefois de tarif L.  Alors, c'est dû au fait que sa consommation a diminué un peu, mais il est demeuré membre.

3
Q.
Maintenant, vous, Monsieur Serge Bergeron, quel est votre titre, votre rôle, vos responsabilités au sein de l'AQCIE?



M. SERGE BERGERON :


R.
Moi, je suis représentant de mon entreprise, membre au sein de l'AQCIE, et je suis pour les deux prochaines années Président élu pour le Conseil d'administration qui est composé d'environ dix (10) membres.

4
Q.
Alors, comme on dit en anglais, vous êtes "Chairman of the Board"?


R.
C'est en plein ça.

5
Q.
Maintenant, nous avons produit pour l'AQCIE un mémoire coté comme pièce AQCIE-1, est-ce que, Monsieur Bergeron, vous pourriez nous expliquer le



travail qui a été effectué, le processus qui a été suivi au sein de l'AQCIE pour la préparation et l'adoption de ce mémoire au sein de l'organisation?


R.
Oui, puis également, je vais apporter un peu de lumière sur l'Association, sa représentativité.  L'AQCIE regroupe trente-deux (32) entreprises, on a déposé suite à une question d'Hydro-Québec la liste de nos membres.  On représente pas mal tous les secteurs dans l'entreprise, dans les grands consommateurs industriels, on a juste à penser aux alumineries, sidérurgie, métallurgie, les mines, le pétrôle, le gaz, les entreprises de service qui sont membres, l'industrie manufacturière.



On consomme, les entreprises membres consomment à elles seules vingt-cinq pour cent (25 %) de la consommation totale d'électricité ou soixante-cinq pour cent (65 %) de la consommation du tarif L des grandes entreprises.  Nous avons choisi récemment un Directeur exécutif et nous lui avons confié un mandat de préparer, avec nos experts légaux et aussi un économiste, un document à être déposé devant la Régie et qui représente la position des membres de l'AQCIE.



Les membres sont très préoccupés par le coût de l'électricité et les enjeux qui sont devant la Régie.  La consommation électrique pour les membres représente environ vingt pour cent (20 %) de leurs



coûts de fabrication.  Il y a même des membres que le coût de fabrication, le coût d'électricité dans le coût de fabrication représente jusqu'à soixante pour cent (60 %) du coût.  Donc, c'est un enjeu qui est primordial pour les entreprises grandes consomma-trices d'électricité.



Alors, les entreprises consommatrices qui sont membres de l'Association sont venues s'installer dans les années cinquante (50), soixante (60) ou soixante-dix (70).  On n'a qu'à penser a l'industrie sidérurgique qui s'est développée au Québec.  Dans les années quatre-vingt (80), quatre-vingt-dix (90), ces entreprises-là ont été confrontées à des hausses d'électricité qui ont été de beaucoup supérieures à l'inflation.



L'Association a été créée pour faire contre-poids à ce phénomène et pour donner une voix aux entreprises à ce chapitre.  L'Association a été créée en mil neuf cent quatre-vingt-un (1981) et a fait des représentations auprès d'Hydro-Québec pour s'adresser à ces préoccupations.  Elle a aussi, au cours de ces années-là, les entreprises ont investi beaucoup dans l'automation, un gain de productivité, pour faire encore une fois contre-poids aux augmentations de plus que l'inflation pour l'électricité et ont apporté des changements technologiques énormes.



Vers les années quatre-vingt-dix (90), étant donné que ces entreprises exportent pour la plupart plus de cinquante pour cent (50 %) de leur production, elles ont été avantagées par un taux de change qui a fait en sorte d'amenuiser les augmentations d'électricité.

6
Q.
Vous parlez du taux de change du dollar canadien par rapport au dollar américain, évidemment?


R.
C'est ça, parce qu'il faut comprendre que les entreprises exportatrices ont des revenus en U.S. et dépensent en canadien.  Donc, un avantage qui n'est pas à rejeter avec un taux de change actuellement de soixante-neuf cents (0,69 $).  Donc pour chaque dollar de revenu, on obtient un dollar quarante-cinq (1,45 $) du dollar canadien.  Mais c'est une situation temporaire, il n'y a aucune garantie d'un gel de taux de change pour les années qui viennent.  Alors, si le dollar canadien tient à s'apprécier, bien, cet avantage va disparaître et la marge bénéficiaire d'autant plus.



Ça fait que les membres de l'Association ont endossé entièrement les recommandations qui ont été déposées dans le mémoire et qui sont en résumé une tarification que nous recommandons sur une base des coûts, qui corrigera, nous espérons, l'avantage concurrentiel que les entreprises ont perdu au cours des années quatre-vingt (80), quatre-vingt-dix (90).  



Puis on croit aussi que cet examen sur la base des coûts va envoyer un signal juste, un signal de marché juste aux différents groupes de consommateurs d'électricité.  



Ça permettra aussi, l'AIFQ en a fait part hier dans son mémoire, ça permettra une exportation additionnelle de l'électricité, mais via des produits qui vont être manufacturés au Québec, un produit qui comportera une plus value sur cette électricité qui est consommée.  Ça fait que c'est essentiellement la position que nous avons demandé d'élaborer avec nos experts.

7
Q.
Un dernier point, Monsieur Bergeron, sans mentionner de nom de membres individuels, pourriez-vous nous donner une idée en termes de dollars de ce que peut représenter une facture d'électricité annuelle pour certains de vos membres?


R.
Pour certains de nos membres, ça va jusqu'à cent millions (100 000 000 $) annuellement.

8
Q.
Alors, maintenant, si on peut passer à un autre sujet.  Dans votre mémoire, plus particulièrement aux pages 18 à 27, l'Association recommande, et je conviens que nous ne sommes pas très originals, là, compte tenu des autres positions qui ont été présentées à la Régie, mais quand même, l'Association recommande de réglementer la production d'électricité sur la base du coût de service.  Pourriez-vous, s'il



vous plaît, Monsieur Boulanger, nous expliquer les raisons pour lesquelles vous faites cette recommandation à la Régie?


R.
Alors, dans un premier temps, on doit dire que malgré la restructuration d'Hydro-Québec en cinq unités d'affaires, on est tous d'accord qu'Hydro-Québec demeure un monopole intégré.  Et dans la mesure où on fait face à un monopole intégré, je pense qu'on doit parler de réglementation et d'une réglementation qui est sur la base des coûts.



Un deuxième élément qu'on doit garder présent à l'esprit, c'est ce qui concerne l'ouverture des marchés.  Et je pense que dans le contexte québécois présentement, on fait face à une absence d'ouverture de marché.  Dans une vie passée, j'ai eu l'occasion pendant plusieurs années de faire du gaz naturel et j'ai assisté à la déréglementation du gaz naturel, et j'ai eu l'occasion de faire des représentations même devant la Régie du Gaz à plusieurs reprises, en tant que Président d'une association de "marketers".  J'ai fait du marketing dans le domaine du gaz naturel. 



Alors, j'ai un petit peu d'expérience sur ce qu'est un marché ouvert en ce qui concerne la commodité.



Et pour ajouter là-dessus, j'aimerais reprendre peut-être la position de monsieur Peter Bradford, qui est



un des experts qui a été retenu par le RNCREQ.  Et Peter Bradford avance quatre critères qui, selon lui, sont essentiels pour vraiment être en présence d'un marché ouvert.  



Le premier critère qu'il retient, c'est que ça prend d'abord plusieurs fournisseurs parmi lesquels aucun d'eux n'est dans une position prédominante pour déterminer les prix, d'une part, et d'autre part, chacun doit être capable d'augmenter ou de diminuer sa fourniture sans difficulté indue.  Alors, ça, c'est un premier critère.



Comme deuxième critère, il parle d'opportunité d'entrée et de sortie faciles dans le marché.  Alors, dans le gaz par exemple, tu peux vendre du gaz à l'heure, tu peux vendre du gaz à une journée, un mois, un an, deux ans, cinq ans.  



Troisième critère, ça prend aussi un accès facile des différents participants du marché aux informations qui, en fait, gèrent l'ensemble de ce marché-là.  Alors, il faut que la formation soit accessible et il faut que toutes les parties puissent y avoir accès.   Et finalement, dernier critère, il parle de "level playing field" quant à l'accès aux installations du monopole, comme le transport par exemple.



Alors, en l'absence de ces critères-là, je pense qu'on peut difficilement parler d'ouverture de marché et compte tenu qu'on est en face d'un monopole qui est intégré, alors le choix est évident, ça prend une réglementation qui est sur la base des coûts.  On a aussi regardé la possibilité d'un "performance-based regulation"...

9
Q.
Réglementation incitative comme on dit en français?


R.
C'est exact, mais on a utilisé plutôt le vocable anglais, le PBR.  Et là encore, on a rejeté cette position-là pour deux raisons.  La première, c'est que quand on parle de production, eu égard au fait que les coûts sont difficilement compressibles, c'est pas comme au niveau de la distribution où il y a beaucoup de main-d'oeuvre, beaucoup d'emplois, beaucoup de choses auxquelles tu peux t'adresser.  En production, tu as des unités, tu produis puis tu mets en marché.  Alors, c'est peut-être pas la formule idéale pour inciter en fait une réglementation selon cette base.



Et en deuxième lieu, il y a la question des facteurs exogènes qui sont énormes, le financement de vingt-cinq (25) milliards fait en sorte que, comme c'est incontrôlable, taux d'intérêt et ainsi de suite, alors, c'est une formule qui ne nous semblait pas, en tout cas, appropriée pour ce genre de réglementation.  Alors, on a choisi la réglementation qui est basée



selon le coût de service.  Je ne sais pas si sur le PBR, Michael aimerait ajouter quelque chose?



M. MICHAEL MARGOLICK:


A.
The reasons why I do not think that PBR would be appropriate for Hydro-Québec at this stage are outlined in my evidence.  First and foremost, as I think believe other interveners have said, you need a cost base from which to apply a gross formula relating to either prices or revenue.  And until you have the cost base in front of the regulator and approved by the regulator, you cannot really say that the price caps or revenue caps that you wish to apply are in fact just and reasonable, that is until you have approved the cost base.  



So, this is one in my view overwhelming reason why you would not want to begin the regulatory process of a utility with a performance-based regulation.



Secondly, Hydro-Québec is subject to wide variations in stream flows, interest rates, aluminum prices, exchange rates and other exogenous factors.  Typically, these are dealt with within performance-based regulation through an exogenous factor term, it's usually given the name, the "Z" term.  But of course, in the case of Hydro-Québec, these terms are so large that they would effectively overwhelm the



control of the cost aspect of the price cap formula or revenue cap formula.



So, one of the main motivations behind performance-based regulation is to reduce the frequency of rate cases or revenue requirements hearing, just as a means of administrative flexibility, or just to simplify or reduce administration costs.  But certainly, at the initial stages of regulation, I would expect you would want to see the costs brought forward on a fairly regular basis and some kind of general understanding and agreement of what the cost base is and how it is allocated, before you want to get into the price capping or revenue capping process.



And finally, a price cap is not a price freeze.  In other words, you could have a situation with, for example, the large hydro-electric assets which are depreciating away and which the cost of service actually declines over time.  And in that case, if you simply had a price cap, then the shareholder could make a return, a normal return on investment simply by staying at the cap, whereas in fact if you were cost-based, you would be reducing the price over time.

10
Q.
Maintenant, pour revenir à vous, Monsieur Boulanger, après avoir adopté comme proposition, comme



recommandation à la Régie la réglementation sur le coût de service, vous vous livrez dans votre mémoire à une critique de la formule proposée par Hydro-Québec, pourriez-vous succinctement nous résumer vos principales préoccupations avec la proposition d'Hydro-Québec?



M. LUC BOULANGER :


R.
Alors, de façon succincte, il y a quatre points qui, en fait, nous préoccupent avec la formule d'Hydro-Québec.  Le premier point, on a vraiment l'impression que la formule d'Hydro-Québec a été inspirée du refus, qui n'est pas justifié quant à nous, là, de diriger ses coûts de production, de nous faire part de ses coûts de production, puis nous estimons que ce refus de divulguer ses coûts, c'est injustifié, puis ça nous empêche de vraiment savoir quelle est la marge de manoeuvre qu'Hydro-Québec a, d'une part. 



Puis ensuite, on se pose de sérieuses questions aussi sur les conséquences de la baisse des taux d'intérêt, puis on se demande si en fait si on avait accès à ces coûts-là, c'est peut-être à une baisse des tarifs à laquelle on assisterait, au lieu de simplement un gel.  Alors, ça, c'est une première préoccupation.  C'est comme s'ils avaient un agenda caché qu'on tente de justifier à partir d'autres critères.



La deuxième difficulté qu'on a, on nous demande de



faire un acte de foi dans le Tarif L.  On nous demande de prendre le Tarif L pour acquis.  Monsieur Chéhadé a passé beaucoup de temps à nous dire qu'effectivement le Tarif L était basé sur les coûts.



Il y a eu des discussions qui ont duré des jours et des jours avec les fonctionnaires du ministère de l'Énergie à Québec, et qu'en conséquence c'était vraiment une formule qui était juste et équitable. 



Face à ça, nous, on estime qu'on peut difficilement comparer l'exercice dont monsieur Chéhadé nous parlait, avec un exercice de contre-expertise devant un tribunal indépendant, où les usagers concernés, ceux qui paient la facture en bout de ligne, ont droit au chapitre, peuvent présenter leur point de vue, et peuvent étayer leur position à l'aide d'experts.  Alors, pour nous, c'est ça un tarif qui est contre-expertisé.



Les discussions entre le gouvernement, l'actionnaire, Hydro-Québec sur la base de nous dire que c'est juste et équitable, ça nous semble un petit peu incestueux.  D'ailleurs, de l'aveu même du gouvernement dans sa politique énergétique, il admet lui-même que le Tarif L n'a jamais été contre-expertisé, que les commissions parlementaires sont mal habilitées pour faire ce genre de travail de contre-expertise, puis



qu'il était devenu nécessaire justement de soustraire les tarifs aux influences politiques en créant une Régie.



Finalement, comme dernier point, cette formule qui est proposée par Hydro-Québec n'a aucun précédent en Amérique du Nord, puis elle n'a ni étude à son soutien.

11
Q.
Alors, maintenant, dans sa proposition, Hydro-Québec fait état du fait que la formule constitue une bonne garantie à l'égard des usagers, parce qu'elle s'inscrit dans le gel des tarifs jusqu'à l'an deux mille deux (2002).  Avez-vous des commentaires à formuler sur la formule dans ce contexte de gel tarifaire?


R.
Bien, je pense qu'une des préoccupations qui est viscérale, et puis qui est viscérale, je pense, pour tout le monde, surtout ceux qui paient le "bill", c'est la fameuse colonne compensatoire, qu'est-ce que ça va contenir, cette colonne compensatoire, et qui va en faire l'héritage en deux mille deux (2002)? 



Alors, ça c'est une préoccupation qui est importante.  Je réitère aussi que si on avait accès au coût, on se rendrait peut-être compte que c'est une baisse et non pas un gel auquel on pourrait avoir droit.  On ne sait pas vraiment comment est-ce que cette colonne compensatoire va s'appliquer entre les différentes



classes tarifaires.



Tout à l'heure notre expert va nous faire part de la neutralité au niveau des revenus que cette formule propose, alors, monsieur Margolick, dans sa présentation, pourra élaborer davantage là-dessus.  Et finalement, toujours au-delà de l'horizon deux mille deux (2002), bien, c'est la boîte noire.  On ne sait pas vraiment dans quoi on s'engage.  Alors on a un problème sérieux avec cette formule-là

12
Q.
Merci.  Alors, maintenant, pour passer à un autre sujet, vous étiez présent lors de mon contre-interrogatoire des témoins d'Hydro-Québec, et vous avez entendu monsieur Hotte, monsieur Lanoue, monsieur Bastien et compagnie nous dire que pour eux, la production serait désormais à la charge de l'actionnaire, que les risques de profits et pertes associés à la production seraient à la charge de l'actionnaire, et que l'élément "input" de production serait désormais soustrait à la surveillance de la Régie, déréglementé, appelons ça comme on voudra. Avez-vous des commentaires à formuler là-dessus, est-ce que c'est quelque chose qui vous rassure?


R.
Non, ça ne rassure pas l'Association du tout, pour plusieurs raisons.  Dans un premier temps, ce qu'Hydro-Québec propose en fait c'est de soustraire vingt-cinq milliards (25 000 000 000) d'actifs de la surveillance de la Régie.  C'est un premier point. 



Si on se fie au jugement du docteur El-Ramly hier, quand il a regardé les actifs de transport, alors ce qu'on appelle en anglais les "generation-related transmission assets", il y en a pour seize milliards (16 000 000 000); lui évalue qu'il y en a de quarante (40 %) à soixante pour cent (60 %) de ces actifs qui pourraient être imputés à la production.  Donc, en fait on parle peut-être de deux tiers (2/3) des actifs d'Hydro-Québec qui seraient retirés de la contre-expertise de la Régie.



Ça nécessite également, cette proposition à Hydro-Québec, d'abroger l'article 73 qui prévoyait entre autres, à son premier alinéa, que la construction d'actifs de production nécessitait l'autorisation de la Régie.  Alors, c'est manifeste que la proposition d'Hydro-Québec contrevient à cet article-là, et qu'il sera nécessaire de l'abroger, de l'amender, et c'est probablement dans la liste que maître Morel nous a remise ce matin.



Il y a aussi les difficultés au niveau de l'article 72 qui regarde le plan de ressources.  Alors, dans la mesure évidemment où la production est soustraite de l'examen de la Régie, c'est bien clair que Hydro-Québec n'aura pas l'intention de présenter des plans de ressources qui vont parler de production pour l'appariement de l'offre et de la demande non plus. 



Alors, ce qui veut dire que l'article 72 devrait normalement être regardé de plus près.



Puis en dehors de toutes ces considérations-là, dans la mesure où la Régie va essayer de faire son travail, il va y avoir une boîte noire à laquelle ils n'auront pas accès pour établir un tarif qui va être éventuellement payé par l'usager, et dans cette boîte noire, on ne saura jamais vraiment ce qu'il y a là-dedans.  



Alors, comment est-ce que vous allez vous assurer, par exemple, qu'on va imputer des coûts aux bons endroits?



On a parlé de fonctionnalisation entre les différents, production, transport, distribution, après ça entre les différentes classes d'usagers; alors, comment est-ce qu'on peut faire un exercice sérieux si cinquante (50 %) à soixante-six pour cent (66 %) des actifs sont exclus du regard de la Régie?  Alors, ça nous pose un problème sérieux à ce niveau-là.  



Et quand on parle d'interfinancement, en ce qui nous concerne, c'est un interfinancement non seulement entre les différentes classes d'usagers, mais aussi interfinancement entre les différentes fonctions.  Et



quand on regarde le transport, il y a peut-être aussi dans le transport certains actifs qui devraient être dans la distribution, et qui sont dans le transport.  Il y a peut-être certains actifs qui sont dans le transport, qui devraient être dans la génération.  Alors, de telle sorte qu'on est dans la noirceur quasi totale.
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Q.
Maintenant pour conclure sur votre présentation, on retrouve dans votre mémoire à certains endroits une affirmation, suggestion à l'effet que la proposition d'Hydro-Québec n'est ni plus ni moins qu'une espèce de déréglementation déguisée en faveur d'un monopole intégré.  Pourriez-vous élaborer là-dessus?


R.
Bien, nous, notre position, puis je l'ai dit tout à l'heure, en autant qu'on est concerné, la structure des unités d'affaires d'Hydro-Québec ne change en rien au fait que c'est un monopole intégré.  Ça devrait être, quant à nous, réglementé sur la base des coûts.  



Si ce scénario-là ne se matérialise pas, ce sera, tant qu'à nous, un précédent en Amérique du Nord, et puis en fin de compte c'est qu'on a l'impression très nette qu'Hydro-Québec veut avoir les avantages de la déréglementation, avec une absence de contrôle et de surveillance de ses coûts, sans les inconvénients avec la concurrence.  Alors, c'est les problèmes fondamentaux qu'on a avec ça.

14
Q.
Alors, en bout de ligne, je pense qu'on a peut-être sauté, Monsieur Bergeron, Monsieur Boulanger, simplement faire l'adoption de votre mémoire, pièce AQCIE-1, formellement comme étant votre témoignage complet à la présente instance, alors, comme il est d'usage, commençons par monsieur Boulanger.  Alors, ce document, qui a été produit comme pièce AQCIE-1, a été préparé sur votre surveillance, sous votre contrôle, comme il a été expliqué?


R.
C'est exact.

15
Q.
Alors est-ce que vous avez des corrections à y apporter?


R.
Non.

16
Q.
Vous l'adoptez comme votre témoignage en la présente instance?


R.
Oui.

17
Q.
Monsieur Bergeron, même question, la pièce AQCIE-1 a été présentée, préparée sous votre surveillance, contrôle?



M. SERGE BERGERON :


R.
Oui.  Selon nos directives.

18
Q.
Selon vos directives, et vous l'adoptez comme votre témoignage dans la présente instance?


R.
Oui.

19
Q.
Merci.  Alors, je pense que maintenant on peut passer au témoignage de notre expert, monsieur Margolick, which I will conduct in English.  Doctor Margolick,



we have filed on your behalf a document as exhibit AQCIE-2.  Do you confirm that this document has been prepared by yourself, under your supervision and control?



MR MICHAEL MARGOLICK :


A.
Yes.

20
Q.
Do you have any changes or additions to make to your document?


A.
Yes.  There are two typographic errors.  In footnote 25, line 4...

21
Q.
Page?


A.
Page 14, it says "B.C. Hydro had a very profitable year in 1997\98".  That should read nineteen ninety-six (1996), ninety-seven (97).  And of course in the next line, November eighteenth (18th), nineteen ninety-eight (1998) should read November eighteenth (18th), nineteen ninety-seven (1997).  



And then, because we're all printing from different computers with different ways of formatting pages, on page 32 of the evidence as filed, on line 7, the reference to last paragraph, page 27, should be changed to page 26, lines 8 to 17.  



And I will also be addressing this in a presentation I expect to make shortly, and I'll refer to it.  It's not a change to the evidence that I propose, but I'll draw your attention surely to page 30, lines 5 to 8. 



And that sentence is a hypothetical.  I'll be discussing the hypothesis to the transmission rate used in the proposal, "collects its cost of service".  So, it's not an amendment to the evidence, but I'm going to discuss that hypothesis.

22
Q.
So, do you have other corrections to bring to your evidence?


A.
No.

23
Q.
So, do you adopt the document filed as exhibit AQCIE-2 as your evidence in this case?


A.
Yes.

24
Q.
Thank you.  Now, would you please summarize the salient features of your evidence for the Régie?


A.
Yes.  The evidence describes physical similarities of three large Canadian hydroelectric utilities, namely those in B.C., Manitoba and Québec.  These are rather unique utilities in the North American electricity market, and I thought it would be useful to explain common characteristics and the policies of the governments that own these utilities.  Particularly with respect to electricity pricing and market structures.  



I then examined or considered the three principal means in regulatory practice of setting supply prices, namely through competition, through performance-based regulation, and through cost-based regulation.  I conclude that certainly in the initial



stages, and probably further foreseeable future, electricity supply must be regulated, and that only cost-based regulation makes economic sense at this point.



Now, the Hydro-Québec proposal is about an internal transfer price within the utility, and because Hydro-Québec does not propose to unbundle rates, the setting of that internal transfer price has no impact in itself on the rates that customers finally see.  So, I thought it would be useful to look at how one might approach the objective of the government policy on energy which is quoted on page 2 of my evidence, on lines 6 to 16, and with your indulgence concerning my French accent, I'll just read the highlighted part there.




« Bien que le niveau des tarifs soit basé sur les coûts moyens, les tarifs devraient ainsi évoluer vers une meilleure intégration des coûts marginaux, les tarifs de base traduisant plus directement la valeur de l'énergie consommée.»



In other words, this policy says to me that rate should recover average or embedded costs in total, but should also evolve in some way towards reflecting marginal costs.  So, in my evidence I discuss the



characteristics of marginal costs for these utilities, and I emphasize that marginal costs, because of the introduction of competition in the United States, the marginal costs for these Hydro utilities are increasingly sensitive to time.  



And I believe that, although I have no reason to believe that they aren't doing some of this now, I believe that all of these utilities, Hydro-Québec Manitoba Hydro and B.C., Hydro, will do well to use their storage capability in conjunction with time sensitive domestic rates, so as to optimize their operations.  



In other words, because they have storage, they can use that storage to in effect buy low and sell high, storing water when the energy price is low, and selling it when the energy price is high.  And if this time sensitivity is reflected in domestic rates, there will be more room for them to optimize their operation.



I then move to a critique of the Hydro-Québec proposal and I find it lacking in fundamental ways.  It's not based on accepted principles of rate-making, because it's not based on costs that are known to the regulator.  And it's not, by Hydro-Québec's own admission, a performance-based proposal either.  



It's less differentiated among customers with different usage characteristics than the retail rate upon which it's based, and in particular contains no elements of marginal cost pricing, and furthermore it's internally inconsistent in a way that I'll explain shortly.



Finally, I conclude that it's essential for effective regulation that the Régie reject Hydro-Québec's proposal to keep its production costs away from the regulator, and I believe, on a more constructive note, I suggest that the Régie encourage Hydro-Québec to bring forward further retail rate-design options that reflect marginal costs, based on certain principles that are listed at the end of my evidence.
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Q.
Now, are there any specific areas of your evidence on which you would like to emphasize in more detail today?


A.
Yes.  There is two, and I'll make use of some acetates to assist here.  The first relates to the effect of public availability of cost of service information on Hydro-Québec's competitive position, and this has obviously been a very important issue in this proceeding.  



I'd like to clarify how and where a competitor's knowledge of production cost may lead to a loss of competitive advantage, in general, and specifically



for hydroelectric plants; now, this issue, as I say, has been raised by both Hydro-Québec and other interveners.  



Second, I'd like to explain the internal inconsistency, as I see it, of the rates for different rate classes shown in appendix F of the Hydro-Québec proposal.  And I don't believe others have addressed this issue.

26
Q.
Now, would you please provide your more detailed explanation regarding the alleged need to keep production costs confidential in order not to jeopardize Hydro-Québec's competitive position on the export markets?

27
Q.
And I believe that this brings into place acetate AQCIE-2, document 2, page 1; which is not shown to us?


A.
I'll put it up in a minute because I don't want to confuse people right away.  In general, the production costs of an electric power plant are of two types:  fixed and variable.  Fixed costs are those that you have to pay regardless of whether or not you're actually producing electricity.  



So, in Hydro-Québec's case, that would be the payments to bondholder on the fixed assets relating to the hydroelectric reservoirs, and the generators that have already been built, and so on.  



Variable costs are what we also call operating costs.  So, I'm going to treat them differently.  And the key thing to remember is that for existing plants, an existing plant will produce if, and only if, its variable cost is less than the market price.  Fixed costs do not enter into the plant's determination of whether it will or will not produce by definition, because it has to pay those fixed costs in any case.



So, for example if I have fixed costs of four cents (4¢) and variable costs of three cents (3¢), then I will be making a profit as long as the market price is greater than seven cents (7¢).  But I would rather produce than not produce, as long as the market price is greater than three cents per kilowatt-hour (3¢/kWh), which is my variable cost, because I will be losing less by producing than by not producing. 



So, the key to the determination of whether or not a power plant will be in operation at any given time depends on its variable costs in relation to the market price.  And this enables us to determine, in a competitive industry, just exactly who will be operating at any given time and who will not; at least it provides a pretty good prediction.



This here is called a supply curve for electricity, and what I've plotted here are on the quantity axis,



and I apologize for this lesson in economics, but I think it's important in this context.  This is the quantity axis, and this is the price axis.  These would be the amount of output.  The kilowatt-hour generation of different plants.  Here is Pant X, and here, this length of this line would represent the amount that it can produce.  



And if I just take the various plants and I write them down in order of increasing variable costs, I'll produce a staircase or a supply curve that looks like this.  So, that this height here will be the variable cost for this Plant X, this height will be the cost for this plant, this height will be the variable cost for that plant, and so on.



Now what sets the market price.  See, there is a sense in which producers would not want competitors to know their variable costs, right, but it only occurs among plants that might be setting the market price.  And let me explain what I mean by setting the market price.  



The market price is set by the variable cost of the plant that is in operation, and whose variable cost is the greatest among all of those plants in operation.  I'll say, it's maybe a little bit difficult to understand, the market price, which is



this price here, is set as the highest variable cost among the variable costs of plants that are in operation.  Why?  Because any plant whose variable cost is greater than the market price will not be operating.  Because otherwise it would be losing.  Any plant whose variable cost is less than the market price will be operating, and if not profiting, at least losing less than it would have by not operating.



And as demand goes back and forth with the time of day and the seasons of the year, different plants are operating or not operating.  For example, if the demand drops to this level here, right, this will be, Plant X will be the plant that sets the market price.  And all plants in the market will receive that price.  If on the other hand the demand increases, then this plant will choose to operate, and it will set the market price.



Now, confidentiality of variable costs among plants that might set the market price is important.  For example, suppose my plant produces electricity at four cents a kilowatt-hour (4¢/kWh) and your plant produces electricity at six cents a kilowatt-hour (6¢/kWh); well, if I know that your plant costs six cents a kilowatt-hour (6¢/kWh), I know that you can't accept a price less than that.  So, I might offer



five point nine cents a kilowatt-hour (5.9¢/kWh).  And I will operate, I will find a customer, and you will not.  Because I will be setting the market price at five point nine cents (5.9¢).  



So, now, but if I did not know that your plant costs six cents (6¢) to operate, I might be kind of nervous about that and say, well, maybe it costs four cents (4¢), or maybe it costs even less than four cents (4¢).  And so because of that competitive pressure resulting from my lack of knowledge of your plant's costs, I might offer something much closer to four cents a kilowatt-hour (4¢/kWh).



So, in this particular example, my knowledge of your plant's costs enables me to gain a competitive advantage to the extent of one point cents a kilowatt-hour (1.9¢/kWh).  And this is the sense in which knowledge of competitor's costs can provide a competitive advantage.



But, the key point that I want to make here, is that this knowledge only affects competitive advantage among those plants which could be the ones that set the market costs.  If my variable costs are so low that I could never be setting the market price, then I could never use that strategy to advantage.  And hydroelectricity is in a unique position among all



the generation types in North America, in the sense that its variable costs are substantially lower than the variable costs of the thermal and nuclear plants that it typically competes with.  



Typically a hydroelectric generation cost, including taxes and transfers to governments such as water license fees, is less than one cent a kilowatt-hour (1¢/kWh).  Whereas even the fuel costs of a fossile fuel-based plant or even the operating costs of a fairly efficient nuclear plant are well above that. 



And so, Hydro is, if you like, the first step on the staircase.  And it will never be the plant that sets the operating cost.  Sorry, it will never be the plant that sets the market price.



So, this is an explanation of the statement in my evidence which reads as follows.  On page 30 at line 22, I'll just quickly read it.




« Even knowledge of current period variable costs of Hydro operation would have little impact.  Hydro plants' variable costs are so low that Hydro rarely, if ever, be competing at the margin.» 



In other words it would rarely, if ever, be the plant



that sets the market price.  You know, for example, the entire hydroelectric capability on the east coast of North America is lower than the demand in the lightest load hours of the year.  So, it's never gonna be up there at the margin.  Plus it's gonna be the first plant dispatched, because it's the lowest operating cost.




« In this case, competitor's knowledge of Hydro plants costs could not affect the volume that Hydro plants could sell, nor the price received in the market. »



That price would be based on another supplier's costs, in this case this supplier, and not the costs of the Hydro plant.  So, that's the sense in which competitor's knowledge of the hydroelectric system's variable costs will not affect its competitive position.  The other category of costs is fixed costs.  Fixed costs, by definition, do not enter into competitive decision-making, and therefore are not a consideration.  Competition is based on marginal costs.

28
Q.
Now, before we move to the second subject on which you wanted to emphasize with regard to your evidence, as one point of clarification, I would like to ask you, arising from the testimony of one expert we heard yesterday, is the question that, in practice,



when a purchaser and a seller are negotiating for the sale of electricity on the export markets, can the price be dependent upon the origin of the specific production unit from which the electron comes from?


A.
If you own a system that has many different plants in it with different marginal costs, then the person that you're trading with, you know, can't know which plant is actually being dispatched at any given time to provide that service.  So, even if they know the costs of the system as a whole, they won't be able to identify, you know, the marginal costs of the specific plant that's being dispatched in order to service that.  So, if you have a multi-plant system, if they just know your average, they won't know the incremental costs of production that you'll be incurring in order to serve them.

29
Q.
Good, thank you.  Now, I believe that the second point, well, obviously you wanted to emphasize, but still on the question of confidentiality, is how this would relate to the evidence of Dr O'Connor.  Obviously you have seen that Hydro-Québec has filed evidence by Dr O'Connor pertaining to demonstrate that it may indeed suffer a prejudice if its production costs were to be disclosed.  What are your comments on this?


A.
Well, I found Dr O'Connor's evidence to be, it's primarily factual, relating to increased confidentiality of production costs among American



electricity generators.  I have no basis for refuting that evidence.  As I say it's primarily factual.  But by virtue of the discussion that I've just set out here, I don't really think it's relevant to Hydro-Québec's arguments.  The circumstances are very different in the U.S. and Québec.  Québec is a separate jurisdiction, with a legal monopoly for sale to ninety-seven percent (97%) of the load. 



Competitive exports from the existing system are due to uncontrollable hydraulic conditions and price-taking market opportunities south of the border, and so to the extent that Hydro-Québec does compete in the U.S. market, others' knowledge of these costs would really have no effect on its competitive position.  



So, I really think Hydro-Québec's proposal to keep its costs of service private, and not available to the regulator, it really amplifies a negligible concern over competitive advantage, at the risk, quite frankly, of derailing the regulatory process at the outset.

30
Q.
To your knowledge, do you know of any other vertically integrated monopoly that does not disclose its cost structure to a deregulator, and more particularly, since you have a lot of experience with B.C. Hydro and knowledge of other Canadian utilities,



do you know of any such example?


A.
Yes.  In British Columbia, the fully allocated cost of service studies have been available to the regulator for many years, and I don't believe they have any impact on the profitability of the exports of B.C. Hydro.  



There are, in the world, vertically integrated monopolies that are not regulated and that don't reveal their cost of service publicly, but I don't know of any utility that is regulated and does not reveal its cost of service.

31
Q.
Now, I think that the next subject you wanted to expand upon is maybe a little more technical, and it's the inconsistency of the proposed rates in terms of revenue neutrality?


A.
Yes.  Well, I can say two things.  I'll go through the acetates first.  These comments concern the consistency of the rates in appendix F.  And let me start by talking about the prix de la « fourniture pour le distributeur », or two point eight, one cents per kilowatt-hour (2.81¢/kWh).  



I can think of no interpretation of this number other than being the average amount paid by the distributor for supply, and by definition the average amount is the total paid divided by the number of kilowatts transferred from the production division.  And of



course, because it's just transferring from one hand to the other, this is the same as the average revenue to the supplier.  The total amount sold in kilowatt-hours divided into the total revenue in dollars received by the supplier.

32
Q.
So, in other words, what you're saying is that if we were to multiply two eighty-one (2,81) times the number of kilowatt-hours transferred, we should have the total revenue of the supplier?


A.
Correct.  That's correct.  That is transferred from the distributor to the supplier.  Now, normally, in rate design, this is a calculated amount.  And again I apologize for the mathematical symbols here, but I'll try to go through it.  



Normally, as I say, this is a calculated amount.  You have specific rates that apply to specific classes of customer, and you have quantities that are sold to each class of customer.  So, the total revenue to this supplier is the price to the first class of customer times the quantity sold to the first class of customer, you know, maybe four cents a kilowatt-hour (4¢/kWh) times the quantity sold to the first class of customer, if four cents (4¢) is the rate to the first class of customer.  And so on for the second, third, fourth, fifth and sixth classes of customer.



So, this product here of the price times the quantity is the revenue received from the first class of customer.  This product here is the revenue received from the sixth class of customer.  The quantity in square brackets is the total revenue received by the supplier, and the sum of the quantities sold for each class of customer is the total quantity sold.  So, this is the average, risk expression here is the average revenue to the supplier.



But if you look in annex F, o.k., and you look at the exact formula that's used to determine the rates that apply to the specific, you know, G, D, M, L and so on, you see that there are fixed constants, which I'll just call A-1.  They're function of load factors and losses.  They're fixed constants, such that the price to each class of customer is that constant times the two point eight, one (2.81).  



So, they've taken a single price and multiplied it by different constants in each case, in order to determine the rate class specific supply prices.



This is the last slide with any symbols on it.  Alright, high school algebra.  If I then substitute in for P-1 the constant times that price, I can do a simple procedure which most of you should have had in high school algebra, of factoring this price out, and



cancelling it off both sides.  And so I come up with an equation that has this linear combination of the quantities for each rate class, equal to the sum of the quantities for each rate class, and you can show, it's a very simple matter of basic algebra, to show that this equation can be true for any, i.e. for all possible combinations of the quantities, only if, if and only if each of these constants is one.  And of course they're not.  They're all different.  And they're different because of the use of different load factors and loss rates and so on.



So, in other words it's not mathematically possible for the revenues that would be collected under the rate specified in annex F to add up to the total revenue that would be collected if all electricity were sold at two point eight one cents (2.81¢).  It's not possible for that to be true for any quantities. 



But since we don't know what the actual, you know, but since Hydro-Québec has not specified what the actual quantities are, this equation, the equality of revenue collected under the average rate, and revenue collected under the rate class specific rates, that a quality could only be true by coincidence.

33
Q.
When you say coincidence, what would be the probability?


A.
Well, very low indeed.

34
Q.
What's very low indeed?


A.
I mean...

35
Q.
Mathematically?


A.
Well, it would be similar to picking a point at random on a piece of paper and having it fall along a particular line.  That's actually what the linear algebra, it's an interpretation of linear algebra. 



So, it's quite unlikely.  And, you know, even if it were true for this year, it could only be true for next year if the quantities all grew by equal proportions between this year and next year.  Again, that would be another coincidence, because of course the quantities of electricity sold grow for all kinds of reasons:  home construction, new industries, and so on.  



So, I consider this to be a mathematical proof of the internal consistency of the rate shown in annex F.



And the fundamental problem, basic problem, basic rate design problem here, as I see it, is that this average revenue is defined a priori.  It's defined going into the calculation without any reference to quantities.  And any other formulation that has these two properties is very likely to have the same inconsistency, because it'll only be true for a specific quantity.  



So, normal rate design, you would have a revenue requirement relating to supply of electricity, you would devise certain rates for each rate class, you would estimate the revenue that would be collected under those rates for the quantities applying to a test year, or last year or some specific year that you're using for the purposes of rate design, and you would design the rate such that in total, they collected the total revenue requirement.  And then your average revenue would simply be a residual consequence of that calculation.  It would be the total revenue divided by the...  The total revenue requirement divided by the quantity sold.  



So, the problem is that they've gone in with an average rate, and they've produced rate class, specific rates based on that rate, but without reference to quantities, whereas a conventional rate design procedure would have started with the revenue requirement in total, found specific, you know, come up with...  Well, actually come up with costs relating to each class of customer, devise rates which collected revenue equal to, or at least approximating those costs, and then the average rate would just be a residual consequence of that calculation.

36
Q.
So, does this conclude your comments as to the mathematical inconsistency of the proposal?


A.
Yes, it does.

37
Q.
Now, Dr Margolick, I also understand that you had the chance to review the evidence filed by Dr Rabeau?


A.
Yes.

38
Q.
Do you have comments to express with regard to Dr Rabeau's evidence?


A.
Yes, I do.  I have three.



The first point concerns the evidence of Dr Rabeau, page 4 of Dr Rabeau's evidence for the use of an L-rate for services at over 175 kV as the initial basis for the supply price calculation.  Dr Rabeau's evidence concludes that the use of the L-rate for service over 170 kV, the selection of that particular level of voltage is beneficial for customers because it makes the supply price lower than otherwise.  But under Hydro-Québec's proposal, of course, it would have no effect on customers because Hydro-Québec's proposal does not propose unbundling rates.



In any case, under net back pricing, the voltage level selected for the starting L-rate would need to be the same as that assumed in the calculation of the wholesale transmission revenue requirement, because you are taking service to the customer, which involves electricity supply and transmission, the customer is picking up the electricity at a certain voltage level, if you say that the rate that that customer pays recovers the total costs of supply and



transmission for service at that voltage level, then under net back pricing, you should subtract the transmission, the cost of transmission assets relating to service at that voltage level.



As I understand it, however, what Hydro-Québec does is it assumes a service at a level at a 170 kV for the L-rate that was chosen as the basis of the calculation, but it subtracts a transmission revenue requirement relating to service at 25 kV, which means that it has subtracted, if you are going to say, yes, we will take it, we will take our point of departure as service at 170 kV, right, then you would want to subtract the cost of transmission assets relating to service at 170 kV.



Alternatively, if you went in and said I want to use a transmission revenue requirement relating to service at 25 kV, then your initial starting point, your initial L-rate used as the starting point of the calculation should be for service at 25 kV.  So, in effect, by using the L-rate for 170 and the transmission revenue requirement for service at 25 kV, they subtracted too many transmission costs.

39
Q.
And what would be the consequence of that?


A.
That would mean that the supply price calculated as the difference between the two would be too low and this is where I want to make reference to page 30,



lines 5 to 8 of my evidence, considering the revenue neutrality.  



On line 5 there, I say:  




"The proposed supply rate for class L is by definition revenue neutral, as long as the transmission rate used in the proposal collects the cost of service of transmission and no other costs of service apply to L-rate customers."  



But it certainly appears to me that in Hydro-Québec's proposal, the transmission rate used in the proposal overcollects the cost of service of transmission, because they took it all the way down to the 25 kV level, right.  So, although this statement is not false, because it is a hypothetical whose assumption is not true, I must conclude that, in fact, it is very unlikely indeed that the proposed supply price is revenue neutral in that sense.



The second comment on Dr Rabeau's evidence concerns his citation of the National Energy Program's natural gas pricing policy as a precedent for the Hydro-Québec proposal.  As I see it, the similarity does not extend beyond the fact that a pipeline toll,



which is analogous to a transmission rate, was subtracted from a non-market price to determine a field price for gas, which would be analogous to an electricity supply price.



But the NEP policy differed from the Hydro-Québec proposal in three ways.  First, the Toronto City Gate natural gas price was set as a government policy and not a regulatory decision.  Secondly, it was a wholesale price and not a retail price.  And the third difference which I think is the most important in the context of this proceeding is that the National Energy Program policy applied to an energy supply industry, namely natural gas production, that was at the time and still remains very competitive.



By contrats, Hydro-Québec has a monopoly for energy supply in Quebec.  So, there was no need for regulation of costs in the gas production industry as a result of the imposition of this pricing policy, because it was already very competitive and everybody was doing their best to minimize cost.  But of course, Hydro-Québec supply monopoly is in itself a justification for regulating it.  So, I think that is a significant difference.



The third area that I wanted to discuss was on page 17, where Dr Rabeau states, and again I apologize for



the accent:  




"Maintenant, Hydro-Québec considère que le prix de fourniture établi dans sa proposition 98 constitue son coût marginal (...) qu'ainsi tout projet d'augmentation de sa capacité de production ou encore que tout achat d'électricité auprès d'autres fournisseurs doit produire un coût égal ou inférieur à son prix de fourniture".



I found this confusing at best.  Given that the L-rate is maintained by Hydro-Québec to be very close to its average cost or embedded cost and given that the revenue requirement for the transmission rate subtracted from that L-rate is also an average cost, the claim must be that the supply rate that Hydro-Québec is proposing is based on an average cost.  However, this sentence seems to suggest that it is a marginal cost.  



Now, in general, it is quite possible for a marginal cost to be the same as an average cost.  It is certainly not necessary and in general they are different, but in this case, even if they are the same, there would be "acquis tarifaire", no entitlement, because by definition, the entitlement is based on the difference between the marginal cost



and the average cost. 



So, on one hand, the Hydro-Québec proposal is arguing that it protects the "acquis tarifaire", which suggest that there is an "acquis tarifaire" to protect, in other words that the marginal cost is higher than the average cost, but on the other hand, this statement seems to equate the two.

40
Q.
Does this conclude your comments on Dr Rabeau's evidence?


A.
Yes, it does.

41
Q.
One last little question, I mean, we have seen a lot of formulas and calculations.  Do you have some background in mathematics?


A.
Yes, I do.

42
Q.
Could you describe that?


A.
I have a Ph.D. in mathematics.



Me JEAN MOREL :



Madame la Présidente, je ne connais pas les intentions de la Régie pour la pause ce matin.  Ça serait le temps peut-être de vous suggérer la pause.



LA PRÉSIDENTE :



Alors, nous allons ajourner jusqu'à vers onze heures (11 h 00) pour vous permettre peut-être de préparer votre contre-interrogatoire.



Me JEAN MOREL :



Merci bien.



SUSPENSION DE L'AUDIENCE


----------------------------



REPRISE DE L'AUDIENCE



Me JEAN MOREL :



C'est bien mon tour, Madame la Présidente?



LA PRÉSIDENTE :



Oui.



Me JEAN MOREL :



Oui, o.k.  Merci bien.



PRIVE 
CONTRE-INTERROGATOIRE PAR Me JEAN MORELte  \l 1 "CONTRE-INTERROGATOIRE PAR Me JEAN MOREL"


PROCUREUR D'HYDRO-QUÉBEC

43
Q.
Bonjour messieurs.  J'avais espéré mettre de l'ordre dans mes notes ou mes questions pour paraître mener un contre-interrogatoire qui avait un semblant d'ordre, mais comme je craignais, de toute façon, ne pas paraître avoir de l'ordre, maintenant j'ai une excuse, e vais tout de suite demander à monsieur Margolick si c'était possible de revoir avec lui sa première acétate.  



And maybe, Mr. Margolick, you can put it up if you



feel it would be useful.  And I intend to put to you just a few questions, so you can, I guess, help my understanding of what you're establishing.  



My first question is not really, or may be hypothetical, but I don't think so, would you conclude, from what you're exposing there, that in a market where only Hydro's are active for example, in a competitive market, then the market price would be what you've described as the minimal one cent (1¢) cost, fixed cost?



MR. MICHAEL MARGOLICK :


A.
Yes, that's right.  In principle, if it were a competitive market consisting entirely of hydroelectric plants competing with each other on an efficient basis, the price would be set at the short-term marginal cost of the most expensive of those Hydro plants.  And it would be a very low price indeed.

44
Q.
And I understand that that is basically the situation in Norway, and the price is not that low.  Do you have any comments with respect to that?


A.
I'm not familiar with the Norwegian pricing system.  There is retail competition in Norway, but I can say that if the...  Typically what happens is what is happening now in North America, is that the competition is based on short-run marginal cost, and



what happens is that if the market price, if the difference between the variable cost of production and the market price is less than the average cost of fixed payments, then the capital is written down in market value.  



In other words, you know, in financial circles it's called cleaning up the balance sheet, in economic terms it's called rationalizing the market; so, you know, I can't, I don't know specifically what prices are in Norway or exactly how they're determined.  But I can assure you that if it were a perfectly competitive market, the prices would be low and the capital would be written down substantially.

45
Q.
Thank you.  Your graph, does this graph include or take into consideration transmission cost, the cost to bring the electricity to the market?  I don't believe so?


A.
No.  No.  But of course the transmission cost within Québec is not a variable cost with respect to Hydro-Québec.  So, you would not add on the transmission tariff to determine the variable cost of production in Québec.  It's a fixed cost from the perspective of Hydro-Québec.

46
Q.
But outside Québec, in the export market, can we envisage or imagine a situation where Hydro-Québec, if you include the costs of transmission, would be the price-maker?


A.
It is technically possible.  If you're trying to sell in Florida and it costs you, you know, six or seven cents (7¢) to get it from the U.S./Québec border down to Florida in transmission cost, then it's conceivable.  But I would, you know, it's difficult to imagine situations in which the price in Florida is so much higher than the price in New York State that you'd actually want to be selling down there.  So, yes, the variable costs of production outside of Québec will include a transmission component, but I don't think it affects the basic argument here.  I think your prices are low enough so that you've got pretty much assurance of not being the plant that sets the market price in the markets in which you're active.

47
Q.
Taking into account transmission, that's your position?


A.
Yes.  As I say, if transmission, if you're trying to sell in a location where it costs, you know, a very high amount indeed to get the electricity there, then yes, but in practical terms, I know, for example, on the West Coast it's not a factor.

48
Q.
I guess I'm done with the graph, so I don't know if you want to leave it up or perhaps...  Je vais me référer maintenant aux réponses de l'AQCIE aux questions d'Hydro-Québec.  Donc, c'est la pièce AQCIE-5, telle qu'elle a déjà été cotée par mon confrère.  C'est bien ça.  Document 2, parce que je



me réfère à votre réponse à la question 2 d'Hydro-Québec.  À la page 1 de 2, le dernier paragraphe, et plus spécifiquement la phrase où vous indiquez que :




« Dans ce contexte, il va sans dire que les acquis tarifaires n'ont rien à voir avec l'interfinancement. »



Selon vous, quels sont les clients qui bénéficient d'un interfinancement?



M. LUC BOULANGER :


R.
On ne sait pas quels sont les clients en définitive qui bénéficient de l'interfinancement de façon précise, parce que les tarifs n'ont jamais été contre-expertisés.  On a toutes sortes de positions qui ont été déployées devant cette Régie, à partir du fait où le tarif L bénéficierait de l'interfinance-ment de cinq pour cent (5 %) des autres usagers, les résidentiels bénéficient aussi apparemment d'un interfinancement, alors, on n'a pas vraiment d'idée précise.  



Tant et aussi longtemps que les coûts ne sont pas mis sur la table, tant et aussi longtemps qu'on n'a pas fait une division précise entre le transport, la distribution, la production, les autres services, on est dans les nuages.



Quand on parle des acquis tarifaires ici, on ne parle pas d'interfinancement.  On parle d'acquis tarifaires dans le sens où les installations qui sont présentes ont été payées par les usagers, c'est à nous autres, et dans la mesure où on est capable de démontrer qu'on peut avoir des tarifs qui sont bas en utilisant ces structures-là par rapport à une ouverture de marché, on préférerait plutôt conserver ces acquis tarifaires-là.  C'est ça qui est la position de l'AQCIE.

49
Q.
Toutefois votre position est à l'effet que tout interfinancement devrait être éliminé?


R.
Notre position, c'est la vérité des prix, et on est prêt à assumer, pour ce qui est des usagers de tarif L, cette vérité de prix.  Et on garde présent à l'esprit que la vérité des prix est fonction d'une bonne gestion de la demande.  Alors, si les usagers paient vraiment ce qu'il en coûte, alors, on va assister évidemment à une économie qui va être nécessaire.



MR. MICHAEL MARGOLICK :


A.
Perhaps I could add something.  The existence of the acquis tarifaire, and the size of it, is independent of whether or not there is cross-subsidy or not.  A cross-subsidy relates to the allocation of the average costs, whereas the acquis tarifaire is based on a difference between the marginal costs and the



average costs among all users.  So, even if you move costs in between customer classes, it doesn't affect the size of the acquis tarifaire, and I think that's the intent of the statement there.

50
Q.
Maintenant en réponse à la question 4, toujours dans AQCIE-5, à la page 1, dans le quatrième paragraphe de votre réponse, vous référez à des investissements coûteux d'Hydro-Québec dans des mégaprojets moins rentables que par le passé.  À quels projets faites-vous référence exactement?



M. LUC BOULANGER :


R.
On pourrait peut-être, parmi les mégaprojets il y en a qui vient d'être annoncé, c'est celui de Churchill Falls.  Maintenant dans cette affirmation, au moment où on se parle, on ne sait pas qu'est-ce qu'Hydro-Québec a en tête de façon précise.  Tant et aussi longtemps qu'il n'y aura pas une expertise précise de chacun des projets, on peut présumer qu'en fait il pourrait y avoir des mégaprojets comme on a connus par le passé, qu'il y aura des impacts à la hausse.

51
Q.
Ça fait qu'en fait il n'y a aucune référence à ce qu'Hydro-Québec aurait indiqué, sauf ce que vous avez nommé, là, qui est Churchill Falls, mais il n'y a aucune autre référence que vous prenez d'Hydro-Québec, il n'y a aucun autre projet précis d'Hydro-Québec auquel vous faisiez référence à ce moment-là?


R.
Vous les gardez secrets, c'est difficile d'y référer.

52
Q.
Now, moving to question, or to your response to question 14, I guess, which was addressed to Mr. Margolick...


R.
Toujours AQ-5?

53
Q.
Oui.  AQ-5, document 14.  In that response you indicate that if costs of service have in fact increased over the period of the rate freeze, Hydro-Québec could be expected to attend to recover them through subsequent rates that are higher than the ones that would have prevailed in the same post-freeze period, but in the absence of the freeze.  Do you refer in that response to production, transportation, or distribution costs?


A.
Well, the comment could apply to any of them.

54
Q.
And while the proposal is only in respect of production, we agree on that?


A.
Well, as I understand...

55
Q.
The current proposal?


A.
Pardon?

56
Q.
The current proposal?


A.
Well, it depends on whether you consider the retail rate freeze to be part of the proposal or not.  If you're freezing retail rates for four (4) years and consider that to be part of the proposal, then it applies to retail as well as the production rate.

57
Q.
What applies, the freeze, you mean, applies to retail rates or...


A.
Yes.  If the retail rate freeze is a part of this



application, then this comment will also apply to retail rate freeze.

58
Q.
But for production costs, based on the proposal, by what means could the Régie accept such an increase when Hydro-Québec is asking that the production not be based on its cost?  If you know what I mean, you're saying if production costs increase during the freeze, Hydro-Québec might be attempting to have the tariff increased?


A.
Yes.  If you...  Yes, that's right.  I mean, if you simply freeze the rate at two point eight one (2.81) forever, and then you go out and build major projects that cost substantially more than that, such that the average cost of production increases above two point eight, one (2.81), you're gonna have to get the money from somewhere.  



So, you could get it from the rate payers, or in principle you could get it from the shareholder as well.  So, it is possible, it is possible that the two point eight, one (2.81) could be frozen for a very long time, even though the average cost of generation service would increase well above that, and the difference would be extracted, if you like, from the actionnaire, from the shareholder.

59
Q.
Isn't that your understanding of the proposal?


A.
Yes, that's what you've said in the proposal.

60
Q.
Now, moving to the next answer, document 15 in AQCIE



5, and I guess you've confirmed that, you are saying in that answer that the cost of marginal plants sets the market price?


A.
Yes.  It's a repeat of the acetate that I presented.

61
Q.
And then you, and then, I guess, you are concluding or saying that market prices are always the reflection of costs?


A.
Well, in a competitive market, yes, the price is basically set by the variable costs of the marginal plant.  Now, there will be variations around that, I mean, nothing is absolutely perfect.  But that's a pretty good approximation, and in fact it is the basis of formal power pools in which the market price is set formally, as the highest bid price among people making offers to the pool.

62
Q.
You've commented earlier on the deregulation of the natural gas market.  I guess you are aware of the variation in prices in the natural gas market since deregulation back in nineteen eighty-five (1985)?


A.
Yes, generally.

63
Q.
And would you say that those variations were always tied to variations in production costs or in costs?


A.
Principally, yes.  I mean, price is set jointly by demand and by supply, and supply is based on production cost.  So, if demand varies, the price varies.  You move farther up that staircase.  If demand goes up, then you move farther down the staircase if demand goes down.  So, the price is in



fact set jointly by supply and demand conditions.

64
Q.
So, basically variations in the natural gas prices could have also been prompted by things other than variations in cost?


A.
Yes.  Specifically demand.  And sometimes deliverability constraints.  But those are usually removed.

65
Q.
If we can get back to electricity and leave natural gas and back to market prices, would you agree that the level of reservoirs may have an influence on market prices?


A.
No, not in the export market.  If Hydro-Québec is a price taker in the export market, then it is basically able to sell whatever it can produce at the market price.  You know, if you could conceive of a situation where Hydro-Québec could flood, if I can use the word, the market, just by exporting huge amounts of electricity at one time, then it could conceivably be the plant that sets the market price, but you have a 5,000 megawatt transmission constraint going across the border.  So, I cannot imagine a situation quite frankly where you would be setting the market price.

66
Q.
Excusez, je vais retourner à la pièce AQCIE-1, le mémoire de l'AQCIE, et à la page 30, où vous indiquez que la preuve de l'AQCIE en la présente instance inclut le témoignage d'un représentant de la société Powerex, filiale de BC Hydro; vous référez évidemment



au témoignage de monsieur Peterson qu'on entendra plus tard, mais vous dites que ce témoignage démontre que la divulgation de l'ensemble du coût de service de BC Hydro n'a aucunement compromis ses activités sur les marchés de l'exportation.  



Et je me suis référé à ce témoignage écrit de monsieur Peterson et à la page 3, à la toute fin, il indique plutôt :  "And to the best of Powerex knowledge, this disclosure has not harmed Powerex in the export markets"...



Me GUY SARAULT :



Madame la Présidente, ici, j'ai beaucoup de difficulté avec des questions demandant au témoin de commenter le témoignage d'un tiers, monsieur Peterson, qui va de toute façon être ici le vingt-deux (22) juin pour être contre-interrogé par maître Morel.  Alors, je pense que cette question devrait être adressée à monsieur Peterson.



Me JEAN MOREL :



Il faudrait peut-être que je la complète avant pour qu'on sache.  En fait, ce que j'allais demander, Maître Sarault, c'est plutôt au témoin de l'AQCIE de commenter ce qui est dans le mémoire de l'AQCIE, en se référant, comme eux l'ont fait et non moi, au témoignage du représentant de la société Powerex, et



en concluant que la divulgation de l'ensemble du coût de service de BC Hydro n'a aucunement compromis ses activités sur les marchés de l'exportation, alors que la référence qu'on fait à la preuve de monsieur Peterson est nuancée, et je voulais savoir pourquoi l'AQCIE n'avait pas fait la même nuance et concluait de façon plus définitive.



LA PRÉSIDENTE :



Cette question est permise.



M. LUC BOULANGER :


R.
Bien, c'est peut-être seulement une façon d'exprimer le concept.  Nous avions eu des discussions verbales lorsque nous avons préparé le mémoire et puis c'était en fait une question de dosage.  Mais comme disait maître Sarault, je pense que la question serait probablement mieux posée à monsieur Peterson.  



Et de toute façon, on pourrait aussi se référer au témoignage de monsieur El-Ramly d'hier qui est aussi avec Powerex, et je pense qu'il a fait un témoignage sur la confidentialité des coûts qui était particulièrement éloquent.  Alors, on pourrait certainement tenir aussi en compte ce fameux témoignage.



Me JEAN MOREL :

67
Q.
Merci, ça répond.  Je vais plutôt garder, à la suggestion de maître Sarault, continuer avec le témoin Peterson et possiblement lui faire faire les nuances requises.  Je pense que monsieur Margolick...



M. MICHAEL MARGOLICK:


A.
No, not at this time.

68
Q.
I am now referring to AQCIE-2, which is Mr. Margolick's evidence, written evidence in this case.  And first of all, at page 2, section 2, starting at line 21, you state:  




"The three Hydros of Quebec, Manitoba and BC share characteristics that provide them with distinctive challenges and opportunities within the context of electricity restructuring in North America" 



and then you go on to I guess describe more fully the characteristics.  But I would like you if possible to expand on the opportunities which are being shared by these Hydros?


A.
Well, hydro-electricity or at least hydro-electricity that has a substantial reservoir has a unique characteristic among all electricity generation types, in the sense that it can effectively store energy for future use.  You cannot do this with



thermal or nuclear plants.  So, given that, the prices in the increasingly competitive market south of the border are becoming more sensitive to time as a result of competition, which is in turn based on the supply curve that I presented earlier.



I believe that there is a significant possibility for those utilities to use their hydro-electric storage assets to greater advantage than they could have before when prices were less time-differentiated.  So, that is a specific opportunity I think they have.

69
Q.
Would you like to describe others or is that it?


A.
Well, plus, I guess, the other one would be their very low operation cost which enables them to sell as much as they want at the market price.

70
Q.
Can all three Hydros that you have described compete in the same markets eventually?


A.
No, there is some significant transmission... I mean you cannot... because electricity transmission is expensive, it is difficult to compete very far away from the source of generation.  So, for Powerex to compete with Hydro-Québec in the New York State market would be very unlikely in my opinion. 



Furthermore, North America is sort of separated into East Coast and West Coast grids with not a lot of transmission capacity in between them.  So, the West Coast and East Coast markets and also the market into



Manitoba Hydro generally sells are quite distinct.

71
Q.
You go on when you describe the characteristics that some are government policies and government policies include in your view long-standing policies and those arising more recently from restructuring.  Could such more recent government policies include statutory provisions or guidances such as sub-section 167, sub-paragraph 1 of the Régie de l'Énergie Act, which is basically the starting point for Hydro-Québec's proposal?


A.
I am not sure I understand the question.  Are you saying is it possible for the British Columbia or Manitoba governments to introduce legislation whose thrust is the same as article 167 of the law here?

72
Q.
No, I am asking you, when you are referring to government policies, not necessarily comparable government policies between the three provinces, but when you are referring here to government policies affecting Hydros or the activities of Hydros, such as Quebec's, Manitoba's and BC's, if a statutory provision, such as section 167 of the Régie de l'Énergie Act, which seeks the establishment or guidance from the Régie for the establishment of a production tariff, is such government policy, as you would be referring in that paragraph?


A.
There is no government policy that I know of in BC or Manitoba which is similar to that of section 167 of the Act, I do not know.  All I know categorically in



BC that there is none and I would be very surprised if there were in Manitoba.

73
Q.
That is not really my question.  Let us forget 167 if you are concerned about that.  When you are talking about government policies in that Section, I guess you are talking about provincial government policies, O.K.?


A.
Yes.

74
Q.
In general, and you are not describing any such policies.  I am asking you if any statutory provision in a provincial act that sort of guides the establishment of a tariff for a public utility, is that the kind of government policy you are referring to there?


A.
That would be among possible government policies, yes.

75
Q.
That was it?


A.
O.K.

76
Q.
Thank you.  Now, at page 4 of your written testimony, Mr. Margolick, you refer to the export made by Hydro-Québec in nineteen ninety-six (1996) and then you state:




"The value of these export sales in 1996 was 601 mio., a significant amount of money by any standard".  



Do you think that these revenues could even be



increased or increased even more?


A.
Yes.

77
Q.
And what are the conditions so that they could be increased even more?


A.
Volume of sales goes up, or price received goes up.

78
Q.
And in what circumstances could that be better achieved?


A.
Price could go up by virtue, in the short term, of the storage capability of the hydro reservoirs.  For example, I described buying low and selling high.  If you bought energy at peak times back from customers, for example, through demand side bidding which is described later in my testimony or even through the current real time pricing tariff that you have, it makes water available to you for sale at times when the market price is high.  So, that could be one effect under which the average price would go up. 



The amount sold could go up if you increased the amount of water available for export, for example, for diversion projects or new facility construction of any kind, or if domestic demand goes down for example.

79
Q.
Thank you.  Now, at page 14, and more specifically footnote 25, to which I realize you have made corrections this morning, but I do not believe the changes, the dates are alright now, but it changes the thrust of my questions.  I do not intend to



reread footnote 25, or read it out with you, I guess you are familiar with its contents, I would just want to ask you if you could say that since the price freeze in BC, rates are no longer based on costs?


A.
For the period of the freeze, yes.

80
Q.
And then at page 16...


A.
But I must say that is not a regulatory issue.  The government, you know, passed a law which overrides the rate-making authority of the Utilities Commission in this particular instance.  So, it is not... I mean, governments are going to do what they are going do and they can pass laws, so this was a law, this is a law, and to my way of thinking, it is not a regulatory issue.  In other words, the regulator itself may still favour regulation on the basis of cost, but it has no say in the matter given that the government passed this law.
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Q.
Are you at page 16?  O.K.  And then starting at line 3, you say:  




"In particular, if the energy supply price is to have economic meaning, it must be based on cost to Hydro-Québec as a whole or Québec as a whole, and not internal transfer prices as proposed."


What do you mean by "internal transfer prices"?


A.
A price at which the electricity is transferred from



one division of the company to another.

82
Q.
How are such transfer prices usually set from one division of the company to another?


A.
It is usually not that big an issue for the regulator, because the regulator is regulating the company as a whole.  I mean if you... you know, the regulator has to be ensured that the company is being managed efficiently and therefore should have, you know, certainly a substantial say over how the company is structured, but what a regulator basically has to look at is the utility as a single entity and it looks at what it charges the customers that buy from that entity and what the costs of providing that service are to that entity as a whole.  So, it is not usually the central topic of a regulatory proceeding as it appears to be in this case.

83
Q.
But can we really qualify, I guess, the Hydro-Québec proposal as merely internal transfer prices, when the price is derived from an existing rate from which will be deducted a transportation cost that will be approved by the Board?


A.
It is still an internal transfer price.

84
Q.
And further on, on that page, at lines 11 and 12, you say:  




"Collectively, the rate should collect an amount equal to the given revenue requirement."


Are you aware of the rate of return presently earned by Hydro-Québec?


A.
Not exactly.  I understand it is considered low.  No, I do not... the answer is no, I do not.

85
Q.
So, I guess you would not be aware either of the rate increase that would result or would be required so that Hydro-Québec could earn a reasonable rate of return?


A.
Typically, what is determined to be a reasonable rate of return is a regulatory decision.  So, I am not in a position to say that Hydro is now earning below a reasonable rate of return.  There are criteria for what that reasonable rate of return might be.  If the reasonable rate of return is higher than the rate of return that Hydro is now earning, then the revenue requirement should be higher.

86
Q.
Thank you.  Now at page 22 of your written testimony, line 21, you indicate:  




"Any two purchasers buying at the same time pay the same amount per kilowatt-hour after adjusting for line loses."


Is this always true?


A.
In a fully competitive commodity market, that is a conclusion you can draw, yes.
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Q.
So, you are sure of that in the sense that is there any actual data that would support that statement



or...


A.
I think it is common practice in commodity trading that you've got market clearing prices that are announced on a regular basis and that everybody who buys buys at that market clearing price.
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Q.
Sorry, Mr. Margolick, if I could bring you back in your written evidence to page 9, and at Sub-section 3.1, starting at line 12, you say:  




"The principal markets with which Hydro-Québec trades are becoming increasingly competitive.  And any pricing model used in Québec must take this into account."  


Could you please expand on this statement?


A.
If we look at the government policy quoted on page 2 of my evidence, it asks that rates that customers pay evolve towards a better integration of marginal costs.  One of the factors that determines what that marginal cost is, is the price in the export market and so, your knowledge, Hydro-Québec's knowledge of the pricing trends and competitive aspects of those markets is a necessary input into the determination of what those marginal costs are.
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Q.
Also, I believe that you share the view that competition is an incentive for efficiency?


A.
In general, it is.
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Q.
And to that effect, could we say that if Hydro-Québec



wants to compete in the U.S. markets, it should result in incentives toward efficiency for the company?


A.
I am sorry, it should result in incentives for efficiency?
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Q.
Towards efficiency for the company?


A.
Well, no, you are always trying to minimize... I mean if you are a profit-maximizing firm, you always try to minimize your cost of production, specifically your variable cost regardless of who you are selling to.  So, there is no... you know, if you are selling a kilowatt-hour domestically or on the export market and you are a profit-maximizing firm, you are still trying to produce that at the lowest possible cost.  So...
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Q.
I agree, but competition being a further incentive, if Hydro-Québec is competing on the export market, it is a further incentive for efficiency, that was my point?


A.
But not if it is already trying to maximize its profits.
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Q.
O.K.  Now, if I can bring you to pages 30 and 31 of your written evidence, starting at the bottom of page 30, line 24, you say:  




"Hydro plants' variable costs are so low that hydro would rarely if ever be competing at the margin."



We have heard that.  




"In this case, competitors' knowledge of hydro plants' costs could not affect the volumes the hydro plants could sell, nor the price received in the market."


Is that position exactly the same if we are talking about total costs of hydro plants, not only the variable costs?


A.
This statement does not apply to the fixed costs of the existing hydro plants, it does apply to the full costs of hydro plants which may be built in the future.
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Q.
Now, if we go back to page 24 of your written evidence in your "Market sensitive rate options" which include at number 4, starting at line 14, "long term wholesale contracts fo renergy from the major hydro plants."  And you say:  




"This option has greater scope.  It essentially transfers a fixed block of energy, representing most, or all of the output (under specified streamflow conditions) of the large hydro assets providing the entitlement, to transmission owners/distributors at embedded cost, while leaving the remainder of generation (say the




top 10 - 20%) to be sold fully competitively."


Could we say that Hydro-Québec's current proposal in these hearings is of a similar nature?


A.
No.
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Q.
And why not?


A.
I just do not see any parallels in the mechanism.  And what this would be, this envisions a situation in which you have got... and this is something that has been discussed at length in British Columbia, this particular option, you simply require as a matter of law, and I would expect that the "acquis tarifaires" form most of the output of the existing system be transferred to a distribution entity at a fixed price representing average cost.  



So, it is taken off the competitive table, if you like, and then you allow the remainder of generation, typically a small amount, you allow Hydro-Québec to do basically whatever it wants, to sell to the highest bidder.  And what that does is it prevents the condition described in Section 3.1.  



In Section 3.1, I described the consequences of in effect letting Hydro-Québec go and charge whatever price it wants.  And in that case, it would move everything up to marginal cost or even above it



because it has a transmission market power.  So, the entitlement contracts, as these wholesale contracts are called, are means of controlling that market power by obligating the majority of the electricity sold by the utility to be transferred to domestic customers at average cost.  So, it is a different mechanism from what you propose and I cannot really see how it relates.
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Q.
Why I thought they could be similar, I guess, was that you describe it as long term wholesale contracts for energy from major hydro plants.  I guess in the Hydro-Québec proposal, it is a long-term proposal, it is a proposal by which Hydro-Québec, or the Production Unit or Division or whatever of Hydro-Québec would sell to the service énergétique for distribution within Quebec production from the major hydro plants, because we agree that Hydro-Québec is basically Hydro.  



And it essentially, as you say, transfers a fixed block of energy representing most or all of the output under specified streamflow conditions of the large hydro assets providing the entitlement to transmission owners/distributors, Hydro-Québec the distributor or the distribution unit, at embedded costs while leaving the remainder of the generation to be sold fully competitively, as Hydro-Québec is proposing to do on the export market.  It seemed to



me to be similar, maybe...


A.
As I see it, there is a couple of differences.  First of all, we do not know that it is based on embedded costs because the costs have not been presented before the regulator.  



Secondly, if it is based on embedded costs, it transfers one hundred percent (100%) of domestic load of that embedded cost instead of just a large proportion of the hydro plants output.  



And thirdly, the Hydro-Québec proposal does not envision that Hydro-Québec would be able to sell competitively within Québec as this one does.  The top ten percent (10%) would be available to Hydro-Québec to sell to anybody including domestic customers on a competitive basis and your proposal does not include that provision.

97
Q.
O.k., thank you.  En conclusion... je réfère à la pièce AQCIE-1 maintenant, le mémoire de l'AQCIE là, j'y reviens avec quelques questions pour terminer.  Et j'aimerais porter votre attention, Messieurs, sur la page 6, le paragraphe i), ou petit i), où vous indiquez:




« Tous les investissements futurs effectués par Hydro-Québec aux fins de desservir les marchés de l'exportation devraient être




assumés par l'actionnaire sur une base marginale (incremental).  De façon générale, la communauté des usagers ne devrait pas assumer le risque associé à des investissements ou autres dépenses encourues aux fins spécifiques de desservir des usagers à l'extérieur du Québec.  L'Association est toutefois favorable à ce que des ventes hors Québec, effectuées à même le véritable surplus de capacité qui existe déjà aujourd'hui, soient imputées à l'activité réglementée. »



Donc, si je comprends bien l'AQCIE ne veut pas assumer les risques des exportations, mais qu'elle souhaite quand même profiter des bénéfices.



M. LUC BOULANGER :


R.
Non, pas vraiment.

98
Q.
Non?


R.
Ce qu'on dit là-dedans là, si les marchés américains sont intéressants, et Hydro-Québec veut maximiser les différents permis qu'elle a obtenus du FERC, et puis pour ce faire elle doit construire des installations additionnelles pour y aller, qu'elle le fasse.  C'est son choix.  Mais que ce soit à la charge de l'actionnaire.  



Cependant, ça n'empêche pas Hydro-Québec qu'elle doit se comporter et gérer les actifs qui sont payés par l'usager en bon père de famille, et dans l'éventualité où il y aurait des excédents au niveau du Québec qui seraient produits à même les actifs qui ont été payés par les usagers, qu'Hydro-Québec aille aussi les vendre sur le marché américain, mais que les revenus qui sont afférents soient dans l'activité réglementée.



Alors, le principe ici, c'est que dans la mesure où il y a du développement qui se fait pour le marché de l'exportation, c'est au risque et à la charge de l'actionnaire, et dans la mesure où il y a des ventes qui se font à l'exportation, qui sont en fait possibles pour maximiser l'utilisation des structures existantes, bien qu'on le fasse.  On n'est pas contre ça, mais qu'on en ait des bénéfices.  C'est nous autres qui les avons payés.
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Q.
Très bien.  À la page 20 finalement, toujours de AQCIE-1, au bas de la page vous citez la politique du gouvernement là:




« Il faut que les tarifs du gaz naturel et de l'électricité se rapprochent le plus possible du coût de desservir chaque catégorie de consommateurs. »



Si je comprends bien, vous voulez dire que les tarifs ne devraient pas contenir d'interfinancement?


R.
C'est exact.

100
Q.
Vous l'avez déjà indiqué, o.k.  Or à ma connaissance, à notre connaissance, lors de la dernière commission parlementaire à la conclusion des travaux portant sur le plan stratégique d'Hydro-Québec, le ministre Chevrette avait indiqué plutôt sa volonté ou sa satisfaction que les tarifs, pour que les tarifs d'Hydro-Québec continuent d'assurer l'interfinance-ment.  Êtes-vous d'accord avec le nouveau point de vue tel qu'exprimé par le ministre?


R.
La façon que j'ai compris les commentaires du ministre et de la commission parlementaire était à l'effet qu'ils étaient contents de voir que le plan stratégique d'Hydro-Québec ne touchait pas à l'interfinancement.  



Mais que je sache, dans la mesure où le chapitre 4 de la loi est en application, dans la mesure où les consommateurs industriels sont en mesure de demander à la Régie de regarder l'interfinancement, je ne vois pas pourquoi est-ce qu'on ne le ferait pas.  



Quand on parle d'acquis tarifaire, quand on parle de pacte social qui a vu le jour en mil neuf cent soixante-deux (1962), dans un contexte de restructuration de l'industrie de l'électricité à



l'échelle de la planète, il serait peut-être aussi même le temps, à un moment donné, qu'un groupe initie une réflexion sur l'ajustement potentiel de ce pacte social dans le contexte énergétique actuel qu'on vit. 



Alors, cette recommandation du ministre, ou cette position de la commission parlementaire, dans mon esprit, je ne pense pas que ça lie les parties comme l'AQCIE ou d'autres intervenants qui aimeraient voir la Régie initier un débat là-dessus.

101
Q.
Non.  Ce n'était pas mon but de vous lier à ça, monsieur Boulanger.  Non, c'était juste que...



M. GUY SARAULT :



Pardon, je m'excuse, Maître Morel, dans la mesure où on fait référence à un document émanant du ministre Chevrette, pour les fins du contre-interrogatoire, il y aurait peut-être lieu de le déposer au dossier comme référence pour les transcriptions sténogra-phiques.



Me JEAN MOREL :



Je n'ai pas d'objection, en fait c'est une transcription de ce qui a été dit.  Ce n'est pas en fait un document émanant du gouvernement.  C'est la transcription des remarques en conclusion de la...  Et je vais en produire des copies.  Pas de problème.  Parfait.
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Q.
Non, la raison pourquoi je l'avais souligné, pour revenir à vous, Monsieur Boulanger, c'est que votre mémoire faisait état d'une politique gouvernementale, et j'avais l'impression qu'il y avait peut-être des modifications dans cette politique, et je voulais vous le souligner.  C'est tout.  Merci.



M. LUC BOULANGER :


R.
Alors vous en avez eu plus que vous en aviez demandé?

103
Q.
C'est souvent le cas, oui.  Surtout avec vous.


R.
Réjouissez-vous-en.



Me JEAN MOREL :



Alors, c'est tout, Madame la Présidente.



LA PRÉSIDENTE :



Merci bien.  Alors, Maître Théroux?



PRIVE 
CONTRE-INTERROGÉ PAR Me PIERRE THÉROUXte  \l 2 "CONTRE-INTERROGÉ PAR Me PIERRE THÉROUX"


PROCUREUR DE LA RÉGIE

104
Q.
Messieurs, je vais vous amener à différentes questions, et je vais...  I will invite Mr. Margolick to intervene at any time if you wish to complete any question, you're welcome.  Je vais vous amener à AQCIE-4, document 7 pour commencer.



M. LUC BOULANGER :


R.
C'est quoi, ça, AQCIE-4?

105
Q.
Oui, ce sont, Monsieur Boulanger, les réponses de l'AQCIE aux demandes de renseignements de la Régie, donc la question 7?


R.
Ah o.k., d'accord.

106
Q.
AQCIE-4, document 7.


R.
O.k., je l'ai.

107
Q.
Donc, ici la question portait sur les investissements futurs imputés à l'actionnaire, et puis vous avez une réponse, et sans rejoindre la question de maître Morel tantôt, ici je voudrais savoir est-ce que vous avez une idée à savoir que le client du Québec pourrait avoir accès sur une base non discrimatoire à ces surplus dont vous faites mention.  



En troisième avant-dernière ligne, là, le devoir d'écouler ces surplus de capacité sur les marchés extérieurs.  Avant de les écouler sur les marchés extérieurs, est-ce que le client du Québec pourrait avoir un accès non discriminatoire, est-ce que c'est dans un objectif de l'AQCIE?



M. GUY SARAULT :



Pour une meilleure compréhension de la part des témoins, est-ce que je pourrais demander à mon confrère de préciser sa notion de « surplus de capacité »?



Me PIERRE THÉROUX :



Je vais lire la réponse ici.



M. LUC BOULANGER :


R.
Voulez-vous attendre un instant, s'il vous plaît?
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Q.
Vous l'avez la réponse?


R.
Non.  O.k., allez-y Maître Théroux.
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Q.
La question ici porte sur une extraction de votre réponse pour vous amener à voir l'énergie électrique produite aux seules fins de l'exportation, c'est votre dernier paragraphe, et de cette énergie électrique produite aux seules fins de l'exportation, il y aurait des surplus.  Et de ces surplus vendus à l'étranger, vous préconisez une imputation à l'entreprise des revenus.  



Ce que je vous dis, avant d'aller aux revenus, j'aurai d'autres questions plus tard, est-ce qu'à ce stade-ci les surplus devraient faire l'objet d'un droit de premier refus à des Québécois?



M. GUY SARAULT :



Bien, écoutez, Maître Théroux là, je ne veux pas être malcommode là, mais je pense que pour rendre justice aux témoins, il faut peut-être préciser que la réponse que vous lisez, là, vous ne la lisez pas complètement.  On dit:




« Il est important de distinguer l'énergie électrique produite aux seules fins des marchés de l'exportation, des véritables surplus de capacité qui peuvent demeurer à même les équipements de production existants après épuisement de la demande domestique pour laquelle ils ont été construits. »



Alors, c'est pour ça que je vous ai demandé de préciser la notion de surplus de capacité, parce que j'ai de la misère à comprendre comment ça peut être offert sur le marché domestique si la demande est épuisée.  C'est ça le sens de ma question.



Me PIERRE THÉROUX :

110
Q.
On va aller à deux questions, Monsieur Boulanger, à ce moment-là l'énergie dédiée à l'exportation serait complètement déréglementée, et j'imagine dans une colonne séparée si on parle de la même entreprise consolidée.  C'est ce que vous dites, entre...  La production dédiée à l'exportation, c'est non réglementé, à ce moment-là c'est de A à Z, il n'y a pas de droit de premier refus?



M. LUC BOULANGER :


R.
C'est exact.  Sauf que dans la mesure où il y aurait des besoins additionnels québécois, à ce moment-là les Québécois auraient la possibilité d'avoir accès à



cette production supplémentaire.

111
Q.
Vous voyez ça où, si ce n'est pas par l'interprétation du mot «surplus» que je veux vous questionner...


R.
Bien, là on pourrait faire des échanges longtemps là, mais la position est très simple là.  Quand ce sont des actifs de production qui sont construits pour l'exportation, ce n'est pas réglementé.
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Q.
Et à partir du moment...


R.
Dans la mesure où la demande augmente, puis qu'il y a des besoins québécois à satisfaire, puis que les installations québécoises qui sont dans la réglementation ne sont pas adéquates pour les satisfaire, les Québécois devraient avoir la possibilité d'acquérir, même s'il le faut, les installations qui ont été dédiées au marché de l'exportation.
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Q.
À ce moment-là la colonne étanche de la séparation des activités dédiées n'est pas aussi étanche, parce qu'il peut y avoir des surplus qui reviennent aux Québécois, et qui retournent, réembarquent en stade réglementaire?


R.
C'est exact.  Ce n'est pas une chose qui est facile, je le conçois, mais je pense que dans les différents débats qu'on va avoir, lorsque le temps viendra, on sera certainement capable de mettre en place un mécanisme à partir duquel on pourra évaluer la valeur de ces installations-là puis de les mettre dans la



base réglementée.

114
Q.
Et ces informations-là vont viser les taux et les coûts de transport, j'imagine, de cette exportation dédiée, il faudra déduire...


R.
Bien, là à ce moment-là on va le traiter comme si c'était une activité réglementée, puis on va faire le travail qu'il faut faire pour que ce soit réglementé.
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Q.
Puis on ferait ça au stade où on constaterait un surplus?


R.
Bien, dans un premier temps, j'imagine que le surplus n'arrivera pas demain matin à neuf heures (9 h 00).  Alors ce qui veut donc dire que dans le plan de ressources, dans les différents mécanismes qui sont à la disposition de la Régie, on va être en mesure, dans l'appariement de l'offre et de la demande, de prendre les décisions en bonne et due forme pour s'assurer que les Québécois sont sécurisés en termes d'approvisionnement.

116
Q.
Et retournant au surplus de la question-réponse 7, on est au surplus dans la production d'électricité pour les fins domestiques au Québec, et à ce moment-là...


R.
Dans la mesure où il y a des besoins québécois, c'est "Québec first".
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Q.
Et dans ce dossier-là donc, dans ce sujet, production québécoise, fins québécoises, il peut y avoir des surplus qui là sont exportés, auquel cas les revenus risquent, les profits, revenus, dépenses, tout ça s'en va au réglementé?


R.
Dans l'éventualité où ce sont des ventes qui émanent des structures ou des installations qui sont dans l'activité réglementée.
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Q.
Mais dans le contexte où, dans la proposition d'Hydro-Québec, on exclurait toute la production, on ne parle plus du tout de ça, là.  Tout ce qu'on vient de dire?


R.
On n'a jamais soutenu cette thèse-là.  On ne la soutiendra pas, ni demain, ni après demain.
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Q.
Ça va.  Êtes-vous d'avis général, Monsieur Boulanger ou Monsieur Bergeron, que Hydro-Québec posséderait plus ou moins d'information par rapport à ses compétiteurs étrangers?


R.
On n'a pas d'opinion là-dessus, Maître Théroux.

120
Q.
C'est beau.  Monsieur Boulanger, dans votre mémoire, page 49, dans le premier paragraphe, donc, de la page 49, vous demandez à la Régie de considérer toutes les divisions ou unités comme si elles étaient des entités distinctes traitant à distance.  C'est-à-dire, vous dites que la Régie demande, c'est-à-dire Hydro-Québec demande à la Régie, d'accord, premier paragraphe, et tout en insistant par ailleurs à demeurer une entreprise intégrée, qui par surcroît refuse de divulguer ses coûts ou même le prix et les conditions auxquelles transige sa prétendue division. 



Sur ce constat que vous faites de la proposition d'Hydro-Québec, et sans aller aux acétates que vous



avez lues au début des audiences sur la structure administrative et les différents groupes, là, quelles seraient les mesures à prendre si sa proposition devait être acceptée pour garantir qu'il y ait une certaine transparence dans les opérations?


R.
Bien, une première mesure qui me vient à l'esprit, ça serait qu'il y ait d'abord un code d'éthique.  Il semble qu'il n'y en a pas.  À la place de parler d'une unité d'affaires, on pourrait peut-être parler de filiales à part entière, qui contractent entre elles avec des contrats formels, et même en assumant qu'on arrive avec une filiale Production, on ne règle pas le problème de la prédominance dans le marché, du "market power".  Mais on retrouve encore un monopole qui est intégré, puis on revient encore avec la nécessité de faire tout ça sur les coûts.  Alors, on tourne en rond.  On vient tout le temps à la même conclusion.  Indépendamment de ce qu'on fait, indépendamment de la façon dont on le structure, c'est un monopole, et ça nécessite une réglementation qui est basée sur les coûts.

121
Q.
Mais en conclusion, si le chapitre production était exclus au terme revenus, profits, gains, pertes, risques au complet par une filiale distincte, ça vous apparaît concevable?


R.
Ça ne nous apparaît pas conce...  Bien si ça nous apparaissait concevable, ça serait peut-être plus facile du point de vue réglementaire là, mais ça ne



règle pas le problème fondamental du monopole.  Même si, à la rigueur, vous poussiez encore l'exercice plus loin, vous fonctionnalisez ça, puis vous tentez de diviser horizontalement les actifs de production, vous allez vous rendre compte que vous avez encore un problème parce qu'il y a encore un qui va avoir un "market power".  



Ça serait intéressant par exemple de faire l'exercice avec le modèle dont faisait allusion monsieur Levitan hier, le modèle qu'utilise le FERC, avec les différents pourcentages.  Alors, on doute que ce soit possible, même en morcelant horizontalement les actifs de production, d'en arriver à une situation qui ne serait pas de monopole.



MR MICHAEL MARGOLICK :


A.
Can I add something to that?

122
Q.
Yes?


A.
You know, during the course of the electricity market structure review and the subsequent electricity market reform task force in British Columbia, we looked at many different possibilities for introducing a competitive structure within the province itself.  



But given that the vast majority of production is from three very large hydroelectric complexes which



lie on river systems, we felt, or sorry, in British Columbia there is just two of them.  For one thing, you can't, one of the basic requirements of the competitive market is that each seller in the market be able to determine their own levels of production. 



Well, if you have two dams on the same river and one is downstream of the other, then in effect the upstream dam controls the fuel supply, if you like, for the downstream dam.  So, that independence of operation, or that competitive condition that requires independence of operating decision simply doesn't exist when two dams share the same river system.  



So, in effect, the maximum horizontal deintegration that you could have in British Columbia is two, because the rivers are the Peace and the Columbia, and the maximum horizontal deintegration that you could have in Québec would likely be three, plus a few of the smaller plants, either separately or lumped into one firm.



That's not, by most criteria for generation market power, that's not a sufficient number of players in the market in order to create competitive conditions.  In addition, you have to balance your transmission grip, and so the generation from Bay James and the



generation from Manic, Outardes and so on, and from Churchill, have to be balanced in order to keep the system, to keep the lights on basically, to make sure that there is no voltage instability and so on.  



So, once again, there is a degree of central coordination of the generation in this province and in British Columbia, which is far greater than is required in the denser networks with many smaller plants that exist in the United States.  



So, for these reasons, we generally concluded that it's simply not possible.  Even if you had the political or policy intention to horizontally deintegrate Hydro-Québec into competing generation units, for these reasons I don't think it would be in effect, it would not be possible to introduce sufficient competition that way.

123
Q.
Thank you.  Je vous amène l'AQCIE-6, document 1.  C'est une réponse à une question du RNCREQ, question 1.  Et on discute de l'imputation des dépenses à la composante transport plutôt qu'à la composante production.  Je demande ici, vous référez en réponse au docteur Margolick, donc je vais le faire en anglais.  



Do you think that if the Hydro-Québec proposal was accepted, the only way to get to that solution would



be to make the transfer from generation cost to transmission cost, and it would not be necessary to complete the allocation cost of both units?  Could it be possible to transfer cost by some way without that full allocation of cost of both units?


A.
No.

124
Q.
Could it be possible to do that by the length of the network, by the assumed value of the network?


A.
Yes...

125
Q.
Is there a way like this, an assumption that it could be made without going to the full allocation of cost?


A.
The issue of generation related transmission assets is one of functionalization.  In other words...  The separation of the total cost of service among generation, transmission and distribution, and the issue behind the generation related transmission assets is whether those assets should be included as a generation cost or as a transmission cost.  You have to know what the costs are in order to be able to determine, you know, where they should go.  



I mean, you could make the abstract statement that certain transmission costs should be allocated to generation, but unless you know in dollar terms what those costs are, you can't define numerically the dollar value of the generation costs.

126
Q.
Mr. Margolick, have you any idea, with your experience, how much it would be necessitated to make



this full allocation of cost, including the rate base for the production?


A.
It would probably take quite a bit of time.  I don't know exactly.  It would probably take quite a bit of time if you had to start from nothing, but from the evidence of Hydro-Québec, given that they're already talking about cross-subsidies, it's clear that they have some notion of what their allocated costs are. 



So, I think that that would be the basis from which you'd want to start.  I mean, I think a period of three months would be perfectly adequate to come up with a fully allocated cost of service study appropriate for review by the regulator.  That's just off the top of my head.  I don't know.



M. LUC BOULANGER :


R.
D'ailleurs, si vous vous souvenez, monsieur Chéhadé vous a bien dit qu'ils ont discuté beaucoup avec les fonctionnaires du gouvernement de toute la question des coûts, alors, je présume qu'il y a beaucoup beaucoup de documents qui sont déjà pas mal prêts à être contre-expertisés.



Me PIERRE THÉROUX :

127
Q.
Je vous amène, Monsieur Boulanger, à la page 6 de votre mémoire principal qui est l'AQCIE-1.  Et au petit i), vous dites : 




« Tous les investissements futurs effectués par Hydro-Québec aux fins de desservir les marchés de l'exportation devraient être assumés par l'actionnaire sur une base marginale. »


Pouvez-vous expliquer comment les investissements futurs pourraient être assumés sur une base marginale?


R.
Je pense que dans le domaine du gaz on a des activités de type non réglementées.  Il y a déjà des modèles qui existent, alors, il s'agirait de se baser sur... il ne s'agit pas de réinventer la roue.  Alors, on pourrait regarder ce qui existe présentement dans le gaz, puis voir dans quelle mesure on peut l'appliquer dans le domaine de l'électricité.



M. MICHAEL MARGOLICK:


A.
If I can also add, in British Columbia, the government created the Columbia Power Corporation which is a distinct crown-owned corporation to do exactly that.

128
Q.
Thank you.  Monsieur Boulanger, on parle d'interfinancement, vous en avez parlé très brièvement tantôt, vous êtes allé jusqu'au pacte social; j'aimerais vous demander simplement si la production était exclue de la réglementation, est-ce



qu'il pourrait y avoir quand même certaines mesures réglementaires pour minimiser l'interfinancement sur ce qui resterait, transport et distribution, à l'avantage des consommateurs du Québec?


R.
Maître Théroux, on a pris position que c'est une formule qui ne tient pas debout, qui nous met dans les nuages, alors, on est dans les nuages.  Alors, la réponse, c'est non.

129
Q.
En page 59, Monsieur Boulanger, et au paragraphe central où on dit : 




« Toute décision gouvernementale d'aller de l'avant avec certaines sources d'énergie nouvelles devrait comme incidence rendre une imputation au public en général et non pas aux consommateurs d'énergie par la tarification. » 



C'est ce que je conçois de votre opinion ici.  Comment, en pratique, voyez-vous un tel mécanisme, à partir du moment où on parle d'un Hydro-Québec, réglémenter production, énergie nouvelle, est-ce qu'on exclurait à ce moment-là par une colonne réglementaire d'étanchéité tout ce qui est de ces domaines éolien, biomasse, énergie solaire?


R.
La position qu'on prend là encore, ce serait la même que sur les activités non réglementées.  Alors, il y a des postes que tu crées et il y a une surveillance



que tu exerces toujours en reconnaissant que ça ne sera pas un exercice facile.  Alors, on connaît l'expérience du gaz, on sait que les activités non réglementées ne sont pas faciles à suivre.  Et dans certains cas, même les activités réglementées sont difficiles à suivre.

130
Q.
Et c'est le même mécanisme que vous mettez de l'avant?


R.
Bien, ça serait un mécanisme similaire.  Je ne sais pas précisément quel mécanisme, puis je ne pense pas que c'est opportun à ce stade-ci de commencer à décrire quelles modalités on va mettre en place, mais je pense qu'éventuellement on va devoir s'asseoir, on va devoir consulter des experts, tenir des audiences, puis regarder des formules qui sont adaptées.

131
Q.
Monsieur Boulanger, vous avez une grande expérience dans le gaz, vous dites, à quelques reprises, je vous amène en page 4 et dans le dernier paragraphe, dernière ligne, vous dites : 




«... véritable concurrence au Québec, il sera nécessaire de réglementer les tarifs et autres conditions de fourniture d'électricité d'Hydro-Québec. »  



Qu'aviez-vous en tête par le mot « conditions »?


R.
Bien, je pense qu'on pourrait peut-être se référer au mémoire de Gaz Métropolitain.  On pourrait peut-être



regarder les craintes qu'ils ont.  Quand Gaz Métropolitain parle de "level playing field", ça ne vous rappelle pas, Maître Théroux, des débats qu'on a eus très souvent dans l'industrie du gaz...

132
Q.
J'étais dans la même position pour vous questionner, Monsieur Boulanger.


R.
Et voilà.  Alors, ce qui veut donc dire qu'une des préoccupations que nous avons, ça va être de s'assurer que les deux Titans vont se faire une concurrence entre eux et puis qu'il va y avoir un "level playing field".  Et nous allons être à l'affût des deux côtés de la médaille.

133
Q.
On a devant nous, Monsieur Boulanger, votre présentation et on a une proposition d'Hydro-Québec, on entend d'autres intervenants, est-ce qu'il y a d'autres méthodes que ces deux-là, c'est-à-dire les prix et les coûts, courts ou moyens, coûts marginaux, coûts évités, coûts et les prix, est-ce qu'il y a autre chose que ça?


R.
La position qu'on a prise, c'est qu'il y a une seule méthode qui est éprouvée, qui est basée sur les pratiques généralement reconnues dans le monde de la réglementation de monopole intégré verticalement, et c'est les coûts.

134
Q.
Mr. Margolick, is it your opinion that there is no other method that could be useful to fix supply rates in Quebec?



M. MICHAEL MARGOLICK:


A.
I am sorry, could you repeat the question?

135
Q.
Is it your opinion that there is no other method useful to fix supply rates in Quebec, other methods than cost and price?


A.
No.

136
Q.
There is none?


A.
No.

137
Q.
On PBR, Mr. Margolick, is it possible to imagine a PBR method for Hydro-Québec, in short, medium or long term?


A.
As I said, I do not think it is possible to consider one realistically at the outset for the simple reason that you have to have your cost of service reviewed by the regulator, in order to provide a basis from which you can count prices or revenues.  So, in the short term, definitely not.  



For the medium and longer terms, yes, it is possible.  There is no fundamental logical flaw in using performance-based regulation to control the costs, to regulate Hydro-Québec.  



However, it really does not make very much sense to me in light of the considerations that I provided in my evidence, specifically the concept that a price cap is not a price freeze, in other words, that the price that earns a normal rate of return could go



down as the assets depreciate over time, that Hydro-Québec is subject to very large and uncontrollable costs and revenues, which means that the exogenous factors within the revenue or price cap formulation would in effect swamp the controllable cost aspect.



Thirdly, I think that in the initial stages, and one of the reasons that performance-based regulation was created in the first place was in effect to extend the time period between rate cases.  In other words, you know, the deal was that "we will not review your rates for a period of four or five years, if you agree to cap them at such and such a level".  



I think in the initial stages of regulation, it would be appropriate to have frequent review of rates until you have a very solid understanding of the costs of the utility and how they are allocated among the customer classes, and if you were to do performance-based regulation, it would only be at that time that I would think it would be a reasonable thing to do.

138
Q.
In the proposal as made by Hydro-Québec, would it be possible to add such a PBR method at short term, in the same proposal?


A.
It would be theoretically possible, but I do not think it would be an effective way of regulating it.  As I say, you have to start at the bottom line, you have to start with the cost of service in all



regulations.

139
Q.
Will you take your page 24 of your written evidence, AQCIE-2.  Page 24, lines 7 and 14, "Market sensitive rate options include long term wholesale contracts."  Would you give more details on these contracts?


A.
Yes, I mean, there are a number of ways of doing it.  For example, in Alberta, the current Alberta pool, there is a method called "Contracts per differences with respect to the price that is set in their competitive power pool" that effectively transfers the average or the fixed costs of the coal-fired plants of the utilities there to the distribution utilities, as I say, at an average cost.  



So, contracts per differences is one methodology.



There is a number of financial mechanisms, you know, which I cannot go through in detail at this point, but the fundamental idea is that the jargon that we use is to say "you are going to let the utility become competitive, but you are going to tie it down in entitlement contracts as these are called".  In other words, you are going to take away its ability to appropriate the "acquis tarifaires".  



And that ability to appropriate the "acquis tarifaires" comes from the fact that it is able to set its own price.  You are going to take that away



from it and you are going to transfer that "acquis tarifaire" by some financial means to the customers.  And then there will be a top portion of the generation capability where you say fine, no matter what you do with that, you can charge domestic customers what you want for that, you can charge export customers what you want for that, but on average, the rates charged to domestic customers will be much lower because the vast majority of those costs will have been transferred at average costs.

140
Q.
Would you take page 21, at line 7, and would you define the "opportunity cost of electricity"?


A.
It is the highest value of the electricity that you have at any given time.  Now, as I say, that could be an export price.  If you are at the absolute winter peak, for example, and you are using thermal generation whose fuel cost is higher than the export price, then you would choose that as the opportunity cost.  



In other words, the value of electricity is the cost of operation of that thermal peaking plant.  Or if you are looking at a shortage of capacity, then you would use a long run marginal cost which would be the cost of building a new facility.  



Let me go back a little bit, the opportunity cost of electricity is by definition the highest of these



three.  It is the highest value thing, it is the value of the highest value thing that you could do with the electricity that you have at any given time.

141
Q.
On your acetate, I am not an expert in mathematics, but a simple question, about all the acetates and the conclusion on a basic problem about the inconsistency.  Following your presentation, my question is what if the government, as shareholder, is responsible for all risks of production, exports and special contracts, as the proposed form by Hydro-Québec?  Is there any problem?  Is there still an inconsistency if we deregulate completely the production?


A.
It is completely irrelevant.  I mean, this is a basic algebra problem with the rates as they are proposed.

142
Q.
If the proposal was to be accepted by the Board, following your acetate, would it be necessary to make an amendment to rate L of Hydro-Québec?


A.
No, not on the basis of what... not on the basis of my discussion of the internal inconsistencies of the rates.  It has nothing to do with rate L, it has to do with the fact that if you actually charge...  imagine if you had Hydro-Québec production as a completely arm's length company and it's sold, you know, to various customer classes at the rates specified in Annex F.  Then it is exceedingly unlikely that its average revenue would be two point eight one cent ($0.0281) per kilowatt-hour.  So, it



is a basic mathematical inconsistency in the rates as proposed in Annex F.

143
Q.
Monsieur Boulanger, en page 67, vous avez au petit i), AQCIE-1, dernier paragraphe, ce sont vos recommandations et constats de conclusion.  Vous dites : 




« La formule ne propose aucune méthode ou mécanisme précis permettant le respect sur une base permanente de l'engagement d'Hydro-Québec d'imputer à l'actionnaire les risques associés dont on fait mention ici. »  



S'il y avait, Monsieur Boulanger, et vous avez entendu certaines questions depuis le début des audiences, s'il y avait une disposition précise dans un décret, dans un règlement ou dans la loi même sur cette assumation de responsabilité, est-ce que ça correspond à vos voeux sur la présence d'un certain mécanisme?


R.
Moi, je dirais que non. 

144
Q.
Pourquoi?


R.
Je ne pense pas que ça règle les problèmes de la colonne compensatoire non plus, là.  Alors, la position, c'est très clair, c'est qu'on rejette cette proposition d'Hydro-Québec.  On estime qu'on fait face à un monopole intégré verticalement qui, par définition, doit être réglementé sur la base des



coûts.  Il y a pas d'autre possibilité que ça.  Si le gouvernement, évidemment, en arrive avec un décret à des conclusions semblables, j'oserais dire, là, qu'on a un problème.

145
Q.
Comme vous le dites là, c'est clair.  Monsieur Boulanger, une autre question, je vous amène à AQCIE-5, document 4, donc réponse aux questions d'Hydro-Québec...


R.
Voulez-vous attendre un instant, s'il vous plaît...  Si vous me permettez, pour la question précédente, je pense qu'il faut insister sur « précis ».  C'est d'un mécanisme précis dont on parle ici, puis je pense que le mécanisme est encore à développer.  



Je ne pense pas que dans le cadre de cette audience, on peut arriver avec des critères précis, mais il va falloir s'asseoir, puis parmi nos membres, il y en a qui ont des contrats spéciaux.  Et la position de l'Association a toujours été qu'il y a des imputations qui vont devoir être faites pour exclure ça de la base, pour s'assurer que les coûts sont imputés aux bons endroits.  



Présentement, il n'y a pas de mécanisme qui nous le permette, il n'y a pas de transparence, on ne connaît pas les coûts, on est dans les nuages.  Sortons des nuages, asseyons-nous, bâtissons une méthode.  Il faut que ce soit suffisamment précis et transparent



pour qu'on puisse s'y retrouver.  Je m'excuse de nous avoir fait perdre votre...

146
Q.
Aucunement.  Je réfléchis à votre réponse, mais je n'ajoute pas de question, là.  AQCIE-5, document 4, Monsieur Boulanger, donc réponse à la question 4 d'Hydro-Québec.  Donc, vous avez été questionné avec l'avant-dernier paragraphe par maître Morel il y a quelques minutes, et ma question va dans un autre sens.  Vous dites « on peut concevoir », et :




«... l'implantation de nouvelles technologies de production moins coûteuses aux États-Unis d'une part, combinée avec des investissements coûteux d'Hydro-Québec dans des méga-projets moins rentables que par le passé, d'autre part, pourrait avoir des conséquences. »



Les mots « moins rentables que par le passé », selon les réponses données à maître Morel, ce sont des mots qui sont du domaine de la présomption, c'est bien ça?


R.
Bien, on ne les connaît pas, c'est secret, c'est ce que j'avais répondu à maître Morel.

147
Q.
Puis à partir du moment où l'actionnaire prendrait le risque de tout ça, ça serait son problème?


R.
Ce n'est pas la position qu'on soutient...



Me PIERRE THÉROUX :



Non, je comprends bien, merci; thank you, Mr. Margolick.



ET LES TÉMOINS NE DISENT RIEN DE PLUS


----------------



LA PRÉSIDENTE :



Alors, vu l'heure, il y aurait eu des questions du banc effectivement, mais vu l'heure, il faut s'appliquer nous-mêmes la médecine qu'on applique aux autres.  Alors, nous allons ajourner jusqu'à deux heures (14 h 00).



SUSPENSION DE L'AUDIENCE


---------------------------



REPRISE DE L'AUDIENCE



PRIVE 
DISCUSSIONSte  \l 2 "DISCUSSIONS"


Me JEAN MOREL :



Comme d'habitude, j'aurais une question préliminaire, une seule, je n'ai rien à vous donner ou à déposer, sauf pour aviser la Régie que Hydro-Québec a effectivement confirmé à l'AREQ la situation, suite aux représentations qu'ils nous avaient faites à l'effet que nous n'avions plus de questions orales pour les témoins et que comme nous étions les seuls à



avoir indiquer en avoir, et que le procureur de l'AREQ et ses témoins avaient de la difficulté à venir aux audiences pour cette fin, j'ai confirmé donc qu'il n'était plus nécessaire pour eux de le faire, comme je l'avais indiqué.



Aussi, l'AQPER qui devait suivre l'AREQ dans le calendrier fixé en après-midi vendredi prochain, non demain, mais le vendredi prochain, serait disponible à faire entendre ses témoins vendredi en matinée à la place de l'AREQ et maître Marion n'est pas ici pour confirmer le tout.  Il devait s'absenter cet après-midi, mais il m'a mandaté de vous faire ce message. 



Alors, et Hydro-Québec et l'AQPER proposent donc à la Régie que l'AQPER soit entendue vendredi matin, le dix-neuf (19), à la place de l'AREQ et, à moins que des objections sérieuses proviennent de la salle...



LA PRÉSIDENTE :



Mais tout le monde n'est pas arrivé, alors, j'aimerais peut-être laisser un délai et, si vous voulez, on va laisser le temps aux intervenants qui nécessairement... tous ne sont pas présents lors des présentations de leurs collègues, alors, à ce moment-là, on va leur laisser le temps par le biais de leurs confrères d'en avoir des nouvelles...



Me JEAN MOREL :



Très bien.



LA PRÉSIDENTE :



... et puis on peut,je vais dire comme on dit, vous nous reviendrez avec cela peut-être comme mardi prochain, de telle sorte qu'on sera fixé à ce moment-là s'il y a des observations à cet égard.



Me JEAN MOREL :



Très bien, merci beaucoup.



LA PRÉSIDENTE :



Alors, le Grand Conseil des Cris.



PRIVE 
PREUVE DU GRAND CONSEIL DES CRISte  \l 2 "PREUVE DU GRAND CONSEIL DES CRIS"


Me JOHANNE MAINVILLE :



Oui, Madame la Présidente, Messieurs les régisseurs, en premier lieu, je crois que ce ne sera pas une surprise, je désire vous faire part officiellement de mon désaccord avec la décision qui a été rendue hier par la Régie sur ma requête pour précisions et j'entends aussi réserver les droits de mes clients sur cette question-là, même si nous allons continuer de procéder cet après-midi.



En deuxième lieu, je désire déposer trois documents. 



Premièrement des acétates qui vont être utilisées par monsieur Robert McCullough pour la présentation de son témoignage.  Je vais les déposer sous la cote GCCQ-03.

PRIVE 



PIECE GCCQ-03 :
Acétates utilisées


PIECE GCCQ-03 \:
Acétates utilisées"





pour la présentation





de M. Robert McCullough.



J'ai cinq copies couleurs, je vais en donner une à chacun de vous, au procureur de la Régie et maître Morel, même si vous ne me donnez pas copie de mes documents que je demande, je vous aime bien aussi quand même, alors vous allez avoir la cinquième copie.



Me JEAN MOREL :



Merci beaucoup.



Me JOHANNE MAINVILLE :



Alors, deuxième document déposé sous la cote GCCQ-04 est un document d'Hydro-Québec daté de quatre-vingt-douze (92), Analyse économique des contrats à l'exportation.  Les deux autres documents, celui-ci et le prochain, ce sont des documents auxquels va référer monsieur McCullough dans sa présentation.

PRIVE 



PIECE GCCQ-04 :
Analyse économique des contrats à l'exportation, en date de 1992, préparée par Hydro-Québec


PIECE GCCQ-04 \:
Analyse économique des contrats à l'exportation, en date de 1992, préparée par Hydro-Québec"
.



Et le troisième, GCCQ-05, Analyse prévisionnelle des contrats à partage de risques et bénéfices.

PRIVE 



PIECE GCCQ-05 :
Analyse prévisionnelle des contrats à partage de risques et bénéfices


PIECE GCCQ-05 \:
Analyse prévisionnelle des contrats à partage de risques et bénéfices"
.



Alors, pour débuter, je voudrais vous présenter les témoins du Grand Conseil des Cris.  A ma gauche, monsieur Allen Penn qui est Conseiller scientifique pour le Grand Conseil des Cris; au centre, monsieur Roméo Saganash qui est le Directeur des relations avec le gouvernement du Québec pour le Grand Conseil des Cris, et à ma droite, monsieur Robert McCullough, de Robert McCullough and Associates.  



Alors, je pense qu'on peut procéder à l'assermenta-tion, s'il vous plaît.


--------------------------



L'an mil neuf cent quatre-vingt-dix-huit (1998), ce onzième (11e) jour du mois de juin, ONT COMPARU :

PRIVE 



Mr. ROBERT McCULLOUGH


Mr. ROBERT McCULLOUGH"
, Economist, present business adress, 6123 South East Reed, College Place, Portland, Oregon, U.S.A; 



PRIVE 
ROMÉO SAGANASH, Director Grand Council of Crees of
 te  \l 1 "ROMÉO SAGANASH, Director Grand Council of Crees of
 "


Quebec, present business adress, 2 Lakeshore Road, Nemaska, Quebec;



PRIVE 
ALLEN PENNte  \l 1 "ALLEN PENN", Grand Council of Crees, 277 Duke, Montreal, Quebec. 



LESQUELS, après avoir fait une affirmation solennelle, déposent et disent ce qui suit :



PRIVE 
INTERROGATOIRE PAR Me JOHANNE MAINVILLEte  \l 2 "INTERROGATOIRE PAR Me JOHANNE MAINVILLE"


PROCUREURE DU GCCQ :

148
Q.
Alors, Monsieur Saganash, je vais commencer avec vous, est-ce que vous avez le mémoire du Grand Conseil des Cris en mains?



M. ROMÉO SAGANASH :


R.
Oui.

149
Q.
J'attire votre attention sur la partie du mémoire qui ne comprend pas les onglets, est-ce que ce document a été préparé à votre demande ou sous votre supervision?


R.
Ça n'a pas été fait sous ma supervision, par contre, comme n'importe quelle démarche de ce genre-là au Grand Conseil des Cris, le Directeur des Relations du Québec est tenu informé de tout ce qui se prépare.

150
Q.
Alors, est-ce que vous avez pris vous-même connaissance du mémoire du Grand Conseil des Cris?


R.
Oui.

151
Q.
Est-ce que ce mémoire constitue la position officielle du Grand Conseil des Cris?


R.
Oui.

152
Q.
Et faites-vous vôtre ce témoignage comme étant votre témoignage?


R.
Oui.

153
Q.
Mr. McCullough, I draw your attention to the Annex A of the submission of the Grand Council which is the testimony of Mr. Robert McCullough, on behalf of the GCCQ.  Do you confirm that this report has been prepared by yourself, under the supervision of the Grand Council of the Crees?



MR. ROBERT MCCULLOUGH


A.
Yes.

154
Q.
Do you make this report your evidence today?


A.
Yes.

155
Q.
And do you have any change or correction that you would like to make to the document?


A.
There is a typographic error on page 8 of the report, timely pointed out by the Régie, that simply change the column titles, one colum to the right, we made a correction in response to the Régie...

156
Q.
Thank you.  Mr. Allen Penn, je vous réfère à l'Annexe B du mémoire du Grand Conseil des Cris, à savoir le témoignage de monsieur Allen Penn pour le Grand Conseil des Cris, êtes-vous l'auteur de ce rapport?



M. ALLEN PENN :


R.
Oui.

157
Q.
Est-ce que ce rapport a été préparé sous la supervision du Grand Conseil des Cris?


R.
Oui.

158
Q.
Est-ce que ce rapport constitue votre témoignage pour les fins de la présente audience?


R.
Oui.

159
Q.
Puis est-ce que vous avez des changements ou des corrections à apporter à votre témoignage?


R.
A la page 2, au paragraphe 6, il y a une faute d'épellation et le mot "tons" devrait se lire "tens".

160
Q.
Merci, Monsieur Penn.  Alors, Monsieur Saganash, pourriez-vous nous faire part en quelques mots du message du Grand Conseil des Cris, s'il vous plaît?



M. ROMÉO SAGANASH :


R.
Merci, Maître Mainville.  Madame la Présidente, Messieurs les régisseurs, le Grand Conseil des Cris et l'Administration régionale Cri sont deux organismes Cris qui représentent les neuf communautés Cris vivant sur le territoire de la Baie James : Whapmagoosti, Chisasibi, Wemindji, Eastmain, Waskaganish, Mistissini, Nemaska, Waswanipi et Oujé-Bougoumau.



Tel que nous l'avons mentionné dans notre mémoire, notre participation à ces audiences est sans préjudice à nos droits et ne doit pas être interprété



comme une reconnaissance de la juridiction de la Régie sur les projets de développement présent ou à venir sur le territoire régi par la Convention de la Baie James et du Nord québécois.



Les Cris ont été particulièrement affectés, comme vous le savez sans doute, par les politiques énergétiques du gouvernement du Québec.  Récemment, nous apprenions qu'Hydro-Québec considérait la possibilité du détournement partiel de la Grande rivière de la Baleine et de la Rivière Rupert vers le réservoir Robert-Bourassa pour fins d'exportation, rivières toutes deux situées sur notre territoire.



Ce sont nos terres qui sont utilisées pour répondre aux besoins énergétiques du Québec et à la politique énergétique du gouvernement.  À cet égard, Hydro-Québec propose que la production d'électricité soit réglementée sur la base du prix de la production calculée à partir du tarif L.  La grande question qui sous-tend l'établissement des modalités des tarifs est celle du développement économique du Québec.



Mais comment relancer l'économie du Québec tout en étant respectueux de l'environnement et des communautés locales qui sont appelées à subir directement les impacts importants des projets hydro-électriques?  



La question est complexe et implique l'analyse de plusieurs composantes.  Une de ces composantes est certainement la façon dont les modalités des tarifs d'électricité sont établis.



L'intention de la proposition d'Hydro-Québec fait en sorte de favoriser la destruction de nouvelles rivières en territoire Cris pour vendre l'électricité aux Américains, sans que la Régie puisse exercer quelque droit de regard sur les coûts réels qui résultent de cette décision, qui sont assumés en bout de ligne par les consommateurs, mais aussi par la population dans son ensemble et certainement par les Cris qui devront encore subir les conséquences.



Comprenons-nous bien.  Comme nous l'avons dit à plusieurs reprises, nous ne nous opposons pas au développement économique du Québec.  Au contraire, à ce jour, nous avons signé de nombreuses conventions avec Hydro-Québec et le gouvernement du Québec pour permettre l'utilisation de nos territoires pour les fins du développement hydro-électrique.



Toutefois, nous ne croyons pas que le développement économique futur du Québec passe nécessairement par la destruction d'autres rivières pour des fins d'exportation ou pour subventionner les alumineries. 



Nous croyons qu'une formule de tarifs devrait refléter la prise en compte du développement d'autres sources d'énergie, de nouvelles filières d'énergie, définitivement de la gestion de la demande.



Nous croyons qu'une formule de tarifs ne devrait pas faire subir aux consommateurs les pertes résultant des contrats avec les alumineries et les risques des exportations.  



Actuellement, la formule proposée par Hydro-Québec s'inscrit à l'encontre de cette position.  Elle tend plutôt à favoriser le développement hydro-électrique par la destruction de nouvelles rivières et à décourager la création de nouvelles filières électriques.  Elle tend à décourager toute compétitivité avec d'autres formes d'énergie et semble ignorer complètement la prise en compte de la gestion de la demande, ainsi que les coûts reliés aux externalités.



Si l'ensemble des éléments se reflètent entièrement dans la proposition tarifaire d'Hydro-Québec, il nous est impossible de les vérifier, n'ayant pas accès, comme vous le savez maintenant, aux données de base détenues par Hydro-Québec.  De plus, la proposition d'Hydro-Québec vise à faire payer par les consommateurs les pertes des ventes aux alumineries



et à leur faire assumer tous les risques des exportations.



Si Hydro-Québec cache ses dossiers, est-ce parce qu'elle ne peut justifier ses choix?  Prétendre que les consommateurs sont protégés car l'actionnaire assume les risques des exportations, des contrats de bénéfices et de partage de risques, ou encore de la production du parc d'équipements, c'est uniquement faire de la réthorique lorsqu'on est en présence d'une société d'état.



Si des pertes résultent des décisions qu'Hydro-Québec prétend faire assumer par l'actionnaire, elles se refléteront, selon nous, éventuellement de trois façons sur le consommateur, soit par une augmentation des impôts, soit par une diminution de services publics ou soit encore par une augmentation des tarifs.



Nous sommes convaincus que la politique de tarifs d'Hydro-Québec a des répercussions sur le développement hydro-électrique situé sur nos territoires et nous sommes aussi convaincus que l'établissement des modalités tarifaires qui reflètent les coûts réels des opérations d'Hydro-Québec favorisera une meilleur utilisation de l'énergie électrique et ainsi qu'un meilleur



équilibre entre l'électricité et les autres sources d'énergie disponibles, incluant, bien sûr, la gestion de la demande.



Par conséquent, nous croyons que l'établissement des tarifs sur la base du coût de service amoindrira les risques de destruction de nos rivières et permettra par là la tenue d'un débat intelligent et transparent sur l'ensemble de la problématique, dans la mesure où bien sûr toute l'information est fournie aux participants.
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Q.
Merci, Monsieur Saganash.  Mr. McCullough, could you give us an overview of your testimony, please?



M. ROBERT McCULLOUGH:


A.
Thank you very much for this opportunity to testify on behalf of the Crees and I would like to thank the Régie for being tolerent and understanding of my weak language skills.  I am afraid my colleague French would not be equal to such a technical exercise.  



Our comments today pertain to the proposal by Hydro-Québec.  Our basic comments are going to address five items.



The first, hunting the snipe, I apologize for that humour, there is a children's game, something you do with your kids when you are camping, which is, you



say, we are going to hunt the snipe.  And that comes from a Lewis Carroll poem.  



Well, of course, there is no such thing as a snipe and one of the challenges we have had here in this proceeding is trying to pin down exactly what Hydro-Québec's objectives are.



Secondly, a small discussion of the problem before the Régie.  And the Régie has a major responsibility, many challenges in front of it as the first regulatory board in this province, it has to create the philosophy and establish the solutions.  And it is much harder work to do it the first time than it is to do it again and again.  So, we have some recommendations on the problems and some solutions.



Third, we address the missing facts in the case.  And to be quite blunt, all of the facts are missing.  This is unique an experience in North America as being the only regulatory proceeding in which all data has been restricted from the parties.



Fourthly, we address assigning losses to the rate payers and the profits to Hydro-Québec.  Years ago, the contracts of the aluminum industry were called the risk- and profit-sharing contracts.  This is not a risk- and profit-sharing proposal, this is a



proposal in which the losses have been reserved for existing rate payers and the profits, if there are any, reserved for Hydro-Québec and the province of Québec.



Finally, we will address our recommendations.  The first, hunting the snipe.  Quite simply, this is a very very preliminary proposal.  Not only does it not have numbers, it does not have a firm basis and a philosophy of regulation.  It is not at all been clear to us what Hydro-Québec's objectives are.  It says that its objectives are to address competition, but nothing in this brings competition to Québec. 



It is clear that they would like to maintain the current high level of rate L as a transfer payment for generation.  We find this very surprising, as the Régie knows, and I am sure every participant in this case, electric rates are falling all throughout North America.  In almost every service territory, we are seeing a rapid decline in electric rates.  



Two reasons for this.  One, the continent is very surplused on electricity.  Often, when I am public-speaking, I note that the surplus on the West Coast to the U.S. and Canada is now greater than the total generation for the continent of Africa.  Why is this? 



Because DSM programs and efficiencies have outpaced the need for new plants.  And what does that mean in terms of the cost of electricity?  It means we are not building new plants.  The natural process of depreciation means that great increases are being granted to customers across the continent.  



Secondly, in both the U.S. and Canada, competition is being embraced.  Alberta is now proposing to break apart the utility generation equipment and sell it to independent entrepreneurs.  We have similar proposals in other provinces.  Those proposals occur in some U.S. States, other U.S. States have far more aggressive proposals, but in almost every U.S. State, we now have a regulatory regime which is exorting, encouraging competition, and showing immediate benefits.



We believe that Hydro-Québec plans to keep the difference between the assumed values and the actual cost.  Why do we know the actual costs are declining?  Well, with little evidence we have in the case come from documents like the Strategic Plan, which indicates a rapidly increasing level of profits at Hydro-Québec.  So, we have a presumption that there is value to be captured by rate payers.  We have not been able to get additional data to illustrate that.



When Hydro-Québec releases its annual financial statements for Wall Street which has been delayed, we hope not because of this proceeding, we will be able to then tell you exactly what the costs are.  Because whereas these documents are secret in Canada, they are not secret on Wall Street.  



So, the circumstance is an alarming one where we will have more information on Wall Street soon than we will have in this proceeding.  Clearly, secrecy is critically Hydro-Québec.  We are not certain why and we will address that in a moment.



The Régie is a regulatory board founded on the same basic principles as regulatory boards elsewhere in Canada and the United States.  It basically addresses a fundamental problem.  If we have a monopolist, how do we assure that its actions are equitable and efficient.  In a sense, I am less worried about equity than I am of efficiency.



We have learned through many many years in all of the countries of Europe, of North America, that a monopoly without review becomes inefficient.  Why is that?  Because the costs are simply passed on.  It does not always make the right decision.  This is not because the management of the monopoly is poor, it is not because the staff are poor.  To the contrary, the



staff of a monopoly can be excellent.  It is because the incentives are wrong.



And we have addressed this problem consistently for a hundred (100) years by establishing regulatory boards that test the decisions of the monopolist for efficiency and equity.



How does the Régie guarantee efficiency and equity of Hydro-Québec?  The same way you have to in any other monopolistic situation.  The Régie has an enormous responsibility.  You have to dwelve carefully into the issues, you have to test their assumptions and conclusions against open discourse and common sense.  This is not a perfect solution, but it is the best solution that a hundred (100) years of Canadian, U.S. and European law have developed.



What rules need to be adopted to fulfill the Régie's role?  I think the easiest one is simple, open discourse.  That is close to universal in North America.  In fact, if the rules as proposed by Hydro-Québec are passed, this will be the only place with rules such as this.  Why does open discourse work?  Simply because intelligent people talking and arguing together end up with better answers, we know that.



If we do not have that situation, we do not have the



better answers.  If mistakes are made, they are not identified and not cured.  Quite bluntly, Hydro-Québec was out negotiated in the early nineties in the aluminum contracts.  I do not say that with a hostility, I am negotiating with aluminum companies all over the continent.  I have represented alunimum companies, these are brilliant individuals, they are very well-run multinational corporations.  But because Hydro-Québec did not have that open discourse, the had disadvantages in their negotiations that other utilities did not have.



We are in an interesting contrast on this one point.  Ten years ago, Hydro-Québec gave the wrong price to some customers, it turned out to be too low.  Now, we discover with this proposal they will probably give another wrong price to their existing customers, but it will probably be too high.  As I made this point several times in my testimony and in response to questions from the Régie, provided detailed information, contracts, summary of rates and even the phone numbers of your fellow regulators to call in Canada and in the U.S.



The rates outside of Québec are falling so dramatically that industrial rates in Québec are no longer lower than the comparable industries.  In point of fact, for forestries on the West Coast, the



closest competitor for that major industry in Québec, the prices are now lower.  And they are facing full competition step by step, which Québec will not, which means the prices will continue to fall.



Let's address the missing facts in the case.  Hydro-Québec has attempted to confuse this issue by arguing that the regulatory approval must take place without facts.  They're demanding special treatment.  They have drafted an expert witness who has stated that some debate has taken place elsewhere in the continent on this issue.  



Absolutely true.  Remember the Cree's position is that open debate is the key to efficient process.  Under U.S. law, you have those debates every three years.  It's built in to our law.  It doesn't mean we've changed our philosophy, it simply means those issues are raised.



Everywhere at the moment, if we proposed a formula such as this without the data, it would simply be summarily rejected.  It doesn't mean that people do not trust Hydro-Québec, it does not mean that anyone at Hydro-Québec is less than totally ethical.  It simply means that good business involves a careful review of the facts.  We should approach these issues of the missing facts the same way we would approach



any business deal.  And quite bluntly, none of those would do business with an individual that refused to provide, even the most common sense, numbers in support of the business transaction.



As far as I can understand Hydro-Québec's argument, most of it pertains to the export market.  Now, to an extent a little bit of this is now attained.  Hydro-Québec is the dominant player in a very large part of North America.  Québec, an enormous province, has only two major producers of electricity, the Alcan aluminum company and Hydro-Québec, and Hydro-Québec, by any standard, is the vast majority.  



But for all of that, Hydro-Québec's exports to the U.S. and the rest of Canada are very small.  This is a million megawatt (1,000,000 MW) market.  This is the largest electric market by far, of any in the world.



And the simple fact is Hydro-Québec is not a monopolist in the market, quite bluntly, it's not even a major player.  There are brokers with more external sales than Hydro-Québec.  People without even resources.  And it argues that somehow, it will be disadvantaged by having the same information available from it as other players have available from them.  



And that presumes two points.  One, Hydro-Québec is accounting data to evaluate export profitability, and two, it plans to base bids on cost rather than market value.  Both assumptions are simply incorrect.



The first thing is that Hydro-Québec uses marginal cost to evaluate exports.  We know this.  We know this because the Cree have had an ongoing dialogue with Hydro-Québec that goes back at least a decade.  The Cree have literally hundreds and thousands of pages of Hydro-Québec documents.  Frankly, until this proceeding, most of these documents were simply open documents.  We received them simply by requesting them.  



One of the documents that we received is a detailed analysis of export profitability.  How do you price exports, how do you evaluate whether they should be done, how do you evaluate whether they succeeded or not?



This document, the economic analysis of export contracts, concepts and methods, is simply a Hydro-Québec document that we received.  And we handed it out today, but the bottom line here is very simple.  To evaluate the cost, you compare the changes in the construction program.  These are going-ahead costs.  These, by the way, are not rate-making costs.  I do



not believe that we need these costs in a rate-making circumstance.  



Rate making is fundamentally a question of equity.  Who should pay the cost.  We look to historical cost, we look to accounting data.  These are marginal costs.  Some parties to this proceeding have made an excellent argument that perhaps we should use marginal costs in rate-making as well.  That's a good argument.  But traditional rate making doesn't.  These are two different sets of costs.  Quite bluntly, Hydro-Québec's own document never once refers to these rate-making costs in this calculation.



If Hydro-Québec is worried that its role in the market will be so great that it will in fact pay other parties to analyze its costs, it's hiding the wrong costs.  The costs they use are marginal costs, future marginal costs, changes in future construction programs.



Anyone who uses accounting data to guess on those will just get flat the wrong answer.  Frankly, and I'll speak directly to our colleagues at Hydro-Québec, you'd be well advised to give them these costs, you're doing it the right way.  They'd make a terrible mistake, you'd just wipe them out.  If



you're gonna find someone this dumb, let's take advantage of him.  Call me up, I'll be glad to help. 



Keeping accounting data secret to project marginal costs is just useless.  It simply isn't the right answer.



Now, let's move to the next issue.  Fundamentally, we believe Hydro-Québec's argument is that in nineteen ninety-six (1996), Parliament and the government accepted a rate L level, and they are now going to take part of the rate L level and retroengineer that to develop some sort of generation-cost level.  



The problem is, no one carefully understood rate L.  The Cree follow these issues very closely.  We do not have the fundamental accounting data behind rate L in nineteen ninety-six (1996).  Furthermore, nineteen ninety-six (1996) was a terrible year to choose.  Why is that?  Nineteen ninety-six (1996), unfortunately, through the actions of the world aluminum markets, was a year in which Hydro-Québec took massive losses in aluminum.  



Once they took those losses, that became a financial issue that would certainly have to be considered in the establishment of their targeted profitability, and when all said and done, the only prices they



could change were the by-law prices.  



Because they had to change the by-law prices, cover those costs, we have a strong presumption that the nineteen ninety-six (1996) rate L is probably not cost-based.



Again, this is not a question of ethics.  There is nothing wrong with that step.  It's that it's the wrong number to use for this purpose.  If we were going to take this step, we would want to use a cost-based number.  But we have a fairly good sense that nineteen ninety-six (1996) was the wrong year to get a cost-based number.



How do we know that?  Well, as it happens, again Hydro-Québec supplies detailed forecasts of the risk and profit sharing contracts.  We've provided that to the parties and to the Régie today.  It's a Hydro-Québec document, we've made no changes.  



If you'll notice, nineteen ninety-six (1996) showed some significant differences between rate L and the risk- and profit-sharing contracts.  To be quite exact, they lost their shirt.  Why did they lose their shirt?  Well, simply because aluminum prices were not high enough.



Now, here is part of that document, and you can see simply in nineteen ninety-six (1996), walking along this process, that we are looking at prices of a dollar two U.S. ($1.02 US).  Were the prices a dollar two ($1.02)?  No, not at all.  



In point of fact, you can build a complete green field aluminum smelter for seventy-five cents U.S. ($0.75 US).  It's almost impossible for the price of aluminum to stay above seventy-five cents ($0.75) for any prolonged period.  Why is it lower than what Hydro-Québec assumed?  Frankly, changes in technology have enhanced the aluminum industry at a more rapid rate than anyone expected.  



So, what we ended up with was a very large difference.  And you can see that difference goes on for many years in their forecast.



Now, we also know this was the wrong price.  We know aluminum prices were nowhere near that.  And just for the illustration, this shows the difference between their forecasted aluminum prices and the actual aluminum prices for ninety-six (96) and ninety-seven (97).  



In case anyone wants to check, the aluminum prices are about ten cents (0.10¢) lower than this today. 



We, at the moment, have very aggressive world commodity prices.



What this did was it contributed to a forecasting error.  And what it meant was that for nineteen ninety-six (1996), Hydro-Québec's assumptions in the chart I just showed you were off by a vast amount.  Because the aluminum prices were nowhere near those forecasted.



Now, it's easy enough to make that adjustment.  We actually all know all about the risk- and profit- sharing contracts, they're not terribly secret.  Just in case anyone wonders, aluminum, like electricity, is a world commodity market.  The information gets dissimulated at an enormously rapid rate. 



Discussions of Québec's risk- and profit-sharing programs have shown up in regulatory proceedings elsewhere.  Anyone who is an aluminum client probably requested those tariffs back in the early nineties (90's), and you can simply get a copy of them if you ask politely.  And that's very similar to what we see in electricity.  



As you know, I have copies of your offers in the U.S.  Simply because I represent clients in the U.S. that you sometimes can call on.



Information in a competitive business is very, very accessible.  That's one of the benefits of competition.  It's one of the strengths of the market.  So, by applying that information, we can get a very good idea of what really happened.  



Sorry, the technology however is more advanced than my fingers.  I pressed the wrong button there, I apologize.  



So, by simply applying this simple formula, you can get an idea of what the real differences were in nineteen ninety-six (1996).  And they're actually something more in the order of three hundred and forty-nine million dollars ($349,000,000).



Now, let's be blunt.  There is no way for even a large entity like Hydro-Québec, or a large province like the province of Québec, to surmount a three hundred and forty-nine million dollar ($349,000,000) shortfall.  That three hundred and forty-nine million dollar ($349,000,000) shortfall had to be considered in the construction rates of nineteen ninety-six (1996).  It was an actual dollar outflow that someone had to pay, the difference between costs and revenues.  



Our concern, our very common sense concern is in the



calculation of rate L, and the other three by-law rates.  That those losses were taken into account.  If they were not taken into account, the province wouldn't have been at the low level they were in nineteen ninety-six (1996).  They could have been driven much, much lower.



How do we deal with this issue?  The same, our answer by the way, the Crees' answer in each case will be:  we need an open and honest dialogue.  Nothing more nor less.  Could this data possibly be secret?  No, it's now historical.  How could nineteen ninety-six (1996) be secret?  I mean it's past.  What damage could nineteen ninety-six (1996) cause?  It's only of importance to the people in this room.  To the Régie, to the Régie's staff, to Hydro-Québec and the interveners, because it enables us to determine whether or not this proposal is equitable.



Who paid for the three hundred and forty-nine million dollars ($340,000,000) in losses?  I can tell you that I honestly don't know.  I suspect it was aportioned among all of the by-law customer classes in some form.  But we do not know at the moment.  That data is not available.  



Do we care?  We care enormously.  If we're about to charge five years at that level, we could be



recovering the losses from nineteen ninety-six (1996) for five years, from one of the large companies we had up here earlier today.  One year's losses extended out for five (5) years?  How could that possibly be equitable?



Worse than that, it's not efficient.  If those companies fall behind in their business against competition in western Canada or the U.S. simply because losses are ascribed to them through this formula that have no basis, we'd never get those industries back.  Those jobs don't reappear.  They're simply gone.  So, we care about whether it's the right number or not.



In a sense, what's occurring is that if Hydro-Québec wins its gamble on the aluminum contracts under this formula, it gets to keep the money.  If it loses, it's covered.  It's already in the rates being charged.  This is not a risk- and profit-sharing by any standard.



Let me address one short point having to do with this issue as well.  I had listened to an excellent presentation by the Hydro-Québec staff, in which they said this proposal protects consumers from competition.  There was a chuckle a little at one point, and I apologize for participating in it.



Protection from competition is a pretty odd idea.  We don't need protection from competition.  Competition means that we have additional choices.  In a perfect world, a customer would have the right to buy from Hydro-Québec or from Anron or Louville Gas and Electric, or Ontario Hydro.  Why does he need protection?  He already has all of the offers.  If he doesn't like the offers, he'll stay with Hydro-Québec.  You're not protected by losing your right of choice.  



The only protection here is if Hydro-Québec abandoned the province and sold all of its power to a higher-priced market elsewhere.  Now, this is of course unlikely.  It's inconceivable.



We believe that it's the Régie's responsibility to protect the consumers in Québec by making sure that the monopolist does not make more money than a fair return.  This is the logic of regulatory protection.  In this sense, this proposal doesn't protect consumers.  This proposal only protects Hydro-Québec from their consumers.



Let me close with our recommendations.  They're exceedingly moderate.  Number one, Hydro-Québec should file the same standard cost and rate information as every other utility in the U.S. and



Canada does.  There is no a priori reason why Hydro-Québec should be different than B.C. Hydro, or Edmonton Power, or Texas Utilities, or Idaho Power, wherever.  This is a large utility, these are other large utilities.  



Why do we need this information from people with monopolistic local service territories?  We need it to make sure that equity and efficiency is guarded by regulators.  By open discussion.  All of those principles are the same.



I think it is important, considering the central role of Hydro-Québec to the economy of Québec, that we reject the request for secrecy.  This is a strong personal appeal.  And I will tell you exactly where it comes from.  I'm usually regarded as a father of the aluminum rates that Hydro-Québec currently serves the aluminum under.  I was one of the people who had them first implemented.  



They are difficult rates to implement.  They are very difficult rates to negotiate.  They are almost impossible to get the right answer and without open discourse.  It would be like trying to build a spaceship in secret without asking anyone for help.



Fundamentally, when you have an agency this important



and this central, open discourse simply helps get the job done right.  That is the practice of democracy, it's certainly the tradition in both Europe and North America, and there is a reason for it.  It's not arbitrary.  It's because it works.  It works throughout all of our ancestors' experience and it's certainly going to work in our future.



We also recommend that you reject Hydro-Québec's fixed transfer price until we have the appropriate data.  That simple.  If they want to use nineteen ninety-six (1996), and they've put no reason on the table why nineteen ninety-six (1996) is secret.  



Is it because they're afraid they're going to go back and make export contracts in nineteen ninety-seven (1997)?  If so, don't do this, it's past.  You can't make export contracts in the past.  Nineteen ninety-six (1996) is important only in the discussion of equity between these parties.  When that information has been tabled, then this issue of a fixed transfer price could be discussed in an open and sensible way.  If it turns out to be the right answer, so be it.  If it turns out to require adjustment, so be it.



The Crees' proposals are that simple and common-sensed.  And all of them are directed in a very straight forward objective, which is to have the best



possible decisions and answers for Québec.  And that will help all of the citizens of Québec, and all of the people who live here in Québec.  Thank you, Mr. McCullough.



Bon, j'avais annoncé à la Régie que monsieur Penn ne serait pas ici, mais comme vous pouvez voir, il est ici.  Il y a eu beaucoup de changements à son agenda.  Je ne sais pas s'il teste mon niveau de stress ou non.  Alors, j'ai demandé à monsieur Penn quand même de faire une brève présentation, parce que même si je comprends que ni Hydro-Québec, ni la Régie ont des questions à lui poser, monsieur Penn s'adresse à une préoccupation qui est très présente pour les Cris qui



subissent les effets des décisions en matière d'énergie du gouvernement.  Alors, Monsieur Penn, s'il vous plaît, soyez bref, merci.



M. ALLEN PENN:


R.
Merci, Maître Mainville.  I would like to use this opportunity to provide the Régie with a brief synopsis of my written testimony on behalf of the Grand Council of the Crees and I would like to make the following points.  Québec possesses an exceptionally large hydro-electric production system capable of generating more than 150 terrawatt-hours and projected to increase between 200 terrawatt-hours in the next few years.  



Such a system requires the control of run off from a very large land area of the order of half a million square kilometres and the operation of reservoirs with a combined area comparable to the total amount of agricultural land in Québec.  And a volume equivalent to a year's run off from the managed water sheds in question.  These numbers are approximate and intended to convey a sense of the scale of Hydro-Québec's operation for it is Hydro-Québec which controls the major part of this system.



The production of energy and the variability of capacity from such a system depends on precipitation and its timing and on the relationship between precipitation and run off.  An hydro-electric system on such a scale is necessarily vulnerable to bother inter and intra annual fluctuations of precipitation province wide and regional scales and to the influence of the hydro-electric system itself on the regional water balances.



The combined uncertainties are significant in relation to Hydro-Québec planned system expansion and they have none trivial implications for the cost of production per kilowatt-hour produced or the capacity available at any one time.  The vulnerability of the Hydro-Québec system in this regard appears to have received limited attention and we have been



unsuccessful ourselves in the context of this hearing in obtaining even the most basic information relevant to these questions.  We also should not ignore the fact that the cumulative of high voltage transmission lines creates additional sources of vulnerability in such a system.  



The price charged to consumers, whether based solely on production costs or otherwise, from such a system, should reflect the relationship between the physical plant, Hydro-Québec's parc d'équipement and the amount of water available to the production equipment.  Without an understanding of the hydro logical constraints on such a system, it appears to us impossible to evaluate true production costs and therefore the price system which Hydro-Québec is now advocating.  



There are numerous and important ecological implications which flow from the scenario I have just described.  Many of the major water bodies in Québec function as reservoirs and many of the major river systems are subject to diversion or flow regulation for energy production purposes.



Ultimately, it is the management of water level in reservoirs which determines the ecological characteristics of these man-made water bodies and of



the managed river systems which lie below them.  Hydro-Québec, regardless of the importance which the company itself attaches to this issue, bears a major responsibility for the state of aquatic ecosystems in Québec as a whole.



My own testimony is drawn mainly from experience with the La Grande complex, but I believe that the general observations are applicable to the system as a whole.  As far as we are able to determine, Hydro-Québec's criteria for system optimization are based strictly on objectives relating to the economic value to Hydro-Québec, of the combination of energy produced over a given time period and the capacity available during that same time period.



There are ecological costs associated with such optimization procedures and they should be facted into an overall assessment of production costs, because we are dealing with Québec's aquatic resources at large, there is a public interest in knowing what these costs are and how they are distributed.



A regulatory system which is price based and avoids disclosure of costs has the major disadvantage that it will make considerably more difficult the public disclosure of the overall costs of production and of



the environmental costs associated with them.  The unique characteristics of Hydro-Québec's production system would appear to make it especially important that there be an opportunity for public disclosure and debate about the ecological cost associated with system operation.



In this respect, Hydro-Québec's proposal to the Régie regarding the establishment of tariffs is disturbing.  There are important ecological issues for the Québec population as a whole which need to be addressed and there is a real danger that the opportunity now available to the Régie to facilitate this review will in fact be lost.  Thank you.



Me JOHANNE MAINVILLE :



Alors, les témoins sont disponibles pour le contre-interrogatoire, Maître Morel.



PRIVE 
CONTRE-INTERROGATOIRE PAR Me JEAN MORELte  \l 2 "CONTRE-INTERROGATOIRE PAR Me JEAN MOREL"


PROCUREUR D'HYDRO-QUÉBEC :



Je vois qu'on brasse des papiers à côté de moi, si c'était possible, ça m'irait...



LA PRÉSIDENTE :



Parfait, alors, on va ajourner pour quinze (15) minutes.  Merci bien.



SUSPENSION DE L'AUDIENCE


-----------------------------



REPRISE DE L'AUDIENCE



Me JOHANNE MAINVILLE :



Alors, juste... je sais que monsieur Saganash a un petit commentaire à faire avant que monsieur Morel ne débute ses questions.



M. ROMÉO SAGANASH :


R.
Peut-être juste apporter une petite correction à ma présentation d'ouverture, à la phrase où j'ai dit : 

« Actuellement, la formule proposée par Hydro-Québec s'inscrit à l'encontre de cette position et tend plutôt à favoriser le développement hydro-électrique par la destruction de nouvelles rivières et à décourager la création de nouvelles filières électriques  ».  J'aurais dû plutôt dire « de nouvelles filières énergétiques ».  Alors, c'est une petite correction que je voulais amener.  Merci. 



Me JEAN MOREL :

162
Q.
Merci bien, j'ai quelques questions essentiellement pour le témoin expert, monsieur McCullough, mais je vais quand même en avoir au moins une pour débuter pour monsieur Saganash.  Monsieur Saganash, dans vos remarques introductives, vous avez indiqué à la Régie premièrement ne pas admettre que la Régie aurait autorité sur des projets hydro-électriques dans les



territoires conventionnés et, d'un autre côté, vous demandez toutefois que la Régie réglemente à partir des coûts des projets; ne voyez-vous pas là une certaine contradiction?



M. ROMÉO SAGANASH :


R.
La Régie existant, créée par une loi, étant là, elle a certainement un rôle à jouer vis-à-vis cet aspect-là de la question, mais d'autre part, et j'aimerais insister là-dessus, d'autre part, on sait tous qu'il y a dans le territoire de la Baie James, à tout le moins, un Traité qui avait été signé en dix-neuf cent soixante-quinze (1975) entre les différents gouvernements et les Cris et les Inuits d'autre part et que ce Traité, en quelque sorte, donne un statut distinct au territoire qui est couvert par cette convention-là.  Donc, on va probablement dans un avenir, si jamais lorsque l'article 113 de la loi sur la Régie de l'Énergie va entrer en fonction, on va probablement être confronté à cette question juridictionnelle éventuellement. 



Me JOHANNE MAINVILLE :



J'aimerais faire un commentaire sur la question qui a été posée qui soulève une question d'interprétation de la loi de la Convention de la Baie James.  Alors, évidemment, on fera les commentaires qui s'imposent, l'argument qui s'impose lors de notre argumentation



finale.



Me JEAN MOREL :



Ça va, très bien, je le reconnais... merci, Monsieur Saganash.

163
Q.
Mr. McCullough, I am now moving on to you and rather than go to my script as prepared, I will bring you back to some of your comments in your introductory remarks and will ask you first why in your presentation and as well on the overheads or acetates, you have referred to the nineteen ninety six (1996) rate L, rather than some other year or nineteen ninety-eight (1998) or the current one?



MR. ROBERT McCULLOUGH:  


A.
It is my understanding that that was the last extensive discussion that we have had.  And we have not had a fundamental revisitation of the balances since then.

164
Q.
You have pointed out however that in nineteen ninety-six (1996), there was this shortfall of 349,000,000 on the special contracts and assumed or intimated that rates would have... rates for nineteen ninety-six (1996) would have recovered such losses.  Are you aware of the rate of return for Hydro-Québec for nineteen ninety-six (1996)?


A.
I don't have it in front of me, but it was quite low.

165
Q.
If I were to say to you, subject to check, it was four point three percent (4.3%), would you accept a number of that magnitude?


A.
Yes.

166
Q.
Would you agree then that the 349,000,000 shortfall impacts on this rate, actual rate of return?


A.
I do not know.  Let me clarify.  I believe that a decision was made between Hydro-Québec and the government to make a choice between a rate increase and a reduced rate of return, but we do not have those documents or numbers in front of us.  So I could only speculate what the discussion looked like and what the results of it were.  But we would very much like to hear it if you brief us on it.  And that was not humour, I meant seriously those are issues that would be of great interest to the Crees and to the other interveners and I am sure to the Régie.

167
Q.
If we could look at your written testimony together at this time which is part of the submission of the Grand Council of the Crees as appendix or annex A, and more specifically at page 10...  And in the fourth paragraph towards the end, you say:  "In a world where recent McCullough Research long term purchases for the same period of ranged from 16 mills U.S. to 20 mills U.S."  Those are the numbers that you quote there.  



And then in response to question 5.1 of the Régie's



information request to the Grand Council of the Crees, you indicate that these values apply to actual transactions, not estimates and you state states, and the province of Alberta, states where it would have occurred or would be applicable and Massachussetts is one of those states.  It's at page 16, it's answer 5.1 to the Régie information request to the Grand Council of the Crees.  You have both references?


A.
Yes, Sir.

168
Q.
I would like to know from you if you know at what rate was the Massachussetts standard offer set at?


A.
Your offer in Massachussetts was under a request of confidentiality which was agreed to by the Health and Education Financing Authority.  And though it is certainly not secret in the broader sense, I think I am not able to disclose such a document without their specific permission, I apologize about that.  If you went through each one, it will not be true in every case, but in this case, as I remember, Hydro-Québec specifically requested them to keep it confidential.  And it is not within my power as a consultant to violate a commitment they would have made.  I am bound by their commitment.

169
Q.
I am not sure we are necessarily discussing the same thing here.  I am talking about the Massachussetts standard offer, not the reference to the... it is another answer...


A.
My apologies, I must have misunderstood you.

170
Q.
I think you were referring to the Health and Education Financing Association.  I am referring to the State standard offer service or procedure?


A.
I understand, you are talking about the published standard offer.

171
Q.
Yes?


A.
I am sorry, I do not have the number in my head today.

172
Q.
I am afraid I do not have copies available for everyone here, I just put my hands on a copy of the Energy Informer, I will make copies available.  Again or I can provide you with my copy if you wish.  This Energy Informer, the April nineteen ninety-eight (1998) edition shows projected standard offer price of energy in Massachussetts for nineteen ninety-eight (1998) at $0.028 U.S. per kilowatt-hour.  Subject to check and I will provide you with my copy, would you agree that that is well possible?


A.
I think that is correct for nineteen ninety-eight (1998).

173
Q.
And then the numbers stated there go up to two thousand and four (2004) and up to $0.051... sorry, nineteen ninety-eight (1998), there are two prices, $0.028 which is the current price as of the publication of the information Energy Informer, and then there is a nineteen ninety-eight (1998) price of $0.032 after the sale of generating assets.  As I said, Madame Chairman, I will have copies of this



excerpt of Energy Informer available, I am sorry if I do not have them right now...



Me PIERRE THÉROUX :



Il faudrait aussi le coter, Maître Morel.



Me JOHANNE MAINVILLE :



Je vous avoue que j'aimerais ça voir le document, là, moi-même, Maître Morel.



Me JEAN MOREL :



Ma seule copie est entre les mains de votre témoin présentement.  J'aimerais suggérer HQ-18 document 7 comme cote ou la réserver.



LA PRÉSIDENTE :



Est-ce que votre consoeur a pu en prendre connaissance?



Me JOHANNE MAINVILLE :



Est-ce que je peux avoir une copie?



Me JEAN MOREL :



Comme j'ai dit, malheureusement je n'en ai pour l'instant qu'une seule copie, et c'est le témoin qui l'a.



Me JOHANNE MAINVILLE :



O.k.



Me JEAN MOREL :

174
Q.
Mr. McCullough, I guess you've indicated to me that you weren't aware or familiar with the standard offer price of two point eight cents per kilowatt-hour (2.8¢/kWh).  I had a few other questions that I was going to follow up on, on the assumption that you would have known.  Nevertheless, can I bring also to your attention what's in the excerpt of the energy informer to the effect that experts quoted in their, are under, or have the view or are of the view that such prices are under normal market prices?



MR. ROBERT MCCULLOUGH:


A.
No, I wouldn't agree with that.  If you followed the usual approach, which was to package the spot price including a risk management premium, you could certainly beat that level.  Let me explain, if I've changed language from English here into mathematics.



Most of the brokers have been gambling on the spot market, and when you gamble on the spot market, the usual approach is to assemble a database on the spot market and then go forward, in attempt to add a premium for risk.  The general rule on that is two standard deviations.  And as it happens, we've done



this analysis, and you can probably beat this price by about two mills on that standard broker approach.



The Massachusetts situation is complex.  The article you're quoting says that many people have not taken a choice for nineteen ninety-eight (1998), that's true, but that pertains to the complexity of the process, not necessarily to its economics.  By same comparison, we haven't seen many changes in California, even though the spot market in California is less than ten mills today.  Because of the complexity of the regulatory process.



By the way, if you're interested, I have the spot prices for Massachusetts here on the computer.  Let me bring one up, just 'cause I think it'll help.  Every morning, the market prices across North America are delivered to most of the market participants over the Internet.  I picked these up this morning at my hotel, and so we have an exact idea of what we're facing NEPOOL area.  Off-peak was in the nineteen (19) mills U.S. range, on-peak was in the twenty-seven (27) mills on-peak range.  



A broker, speculating on buying devise spot and then beating the standard offer would have made money this morning.  The question of whether a broker should do this has to do with some complex statistical tools



that they would apply to it.



As it happens, we've been asked to undertake that analysis for some of the brokers, and it appears that this two point eight (2.8) may be a little high.  But we'll see that proven in the market or not.  And it's just, it's really a fundamental and mathematical question at the moment.

175
Q.
Correct me if I'm mistaken here, but spot prices such as those that you've shown on the screen right now are for short term sales, right?


A.
These are one-day prescheduled prices, which means these are the prices you would commit for tomorrow.

176
Q.
But the standard offer is for a longer term?


A.
Exactly.  But when you in fact are a broker, when you're Anron or when you're Illinova, or when you're Morgan Stanley, or when you are the Kennedy's operation that's now owned by the bank, Lemmon Brothers, you actually don't necessarily own a power plant.  You would buy in the spot market and package it financially in order to make an offer.  



And when you ask do I think that the standard offer is a good idea of what we'll see in Massachusetts, the answer is no.  And in fact, if you look to the bottom of the second column, you'll notice that this author, and I don't see the author's name, but I think almost everyone would agree with him, they say



as time passes the standard offer will rise, competitors will be able to beat the standard offer prices over the next couple of years.  I think most people simply perceive this as being a regulatory estimate.



What they did in Massachusetts, and this is a point I tried to make earlier was they in effect said that the utilities, we want competition in here, but we don't want the customers to lose, so, here is a standard offer that you can get.  But they didn't forbid other people to come in and beat it.  There have been a few people willing to beat it, but it's not been very large scale lately.

177
Q.
So, you're saying it hasn't been beaten on a large scale, right?


A.
No.  There have been some transactions less than this, but I don't think they're significant.  It's simply a new process and it's a complex implementation process.  There is a saying in the U.S. that when the legislature is in session, no man's body or animal's are safe.  That might correctly describe the Massachusetts and California implementation.  They're relatively complicated.

178
Q.
I'll just have to recuperate my only copy of...


A.
Oh, my apologies.

179
Q.
... Energy informer, if I want to have copies available for everyone later.  Thank you.  Still at



page 10 of your written testimony, and then I'm moving up in the same paragraph, where you say a full GE frame 7F combined cycle turbine is currently available at twenty-five mills U.S. including both capital costs and the cost of natural gas.  First of all, what exactly, or could you describe what is a full GE frame 7F combined cycle turbine; I've heard the expression combined cycle gas turbine, but never with a tradename or features as a sportscar?


A.
It is a very popular sportscar, avocat Morel, and it the most common gas-fired unit currently in use.  The unit I'm referring to is the unit just completed called the River Road Unit, positioned in Vancouver, Washington.  It was built by a public agency, and it's all in prices twenty-five (25) mills including a long-term supply of natural gas from Alberta.

180
Q.
It's, I guess you'd describe it as the latest model, or would that explain, or how could you explain the difference in those numbers, the twenty-five (25) mills U.S., with the numbers quoted by other expert witnesses; I'm referring to Mr. Levitan, whose combined cycle gas turbine costs were, if I remember correctly, three point six six cents per kilowatt-hour (3.66¢/kWh), and Maclaren, in their written evidence, citing a Reed Consulting Group report or numbers, came up with three point three cents per kilowatt-hour (3.3¢/kWh) for a combined cycle gas turbine in New England.  How do you explain the



difference with the twenty-five (25) mills U.S. number you're giving us?


A.
We have to know exactly which unit they were specifying, which is why I gave you both the location of the unit and the origin of the gas.  But let's walk through the gas-fired units step by step.  Number one, we've had a massive technological improvement in gas fired units over the last decade. 



In fact, since I entered this business, the efficiency of gas-fired units has increased by almost a hundred percent (100%).  Over the last few years, the technology rate of change has increased.  This is a nineteen ninety-three (1993) vintage unit, which means it gets seven thousand (7,000) heat rate.  It takes seven thousand MMBTU (7,000 MMBTU) of gas to make a kilowatt-hour.  The new ones, the ones we're expecting now, will be sixty-three hundred (6,300), which is another ten percent (10%) increase.  That's item one.



Item two, approximately one third (1/3) of the cost is capital costs.  Capital costs differ from ownership to ownership.  The ownership of this particular plant was a public agency that does not pay taxes.  It would be more comparable to Hydro-Québec than it would be to Consolidated Edison.  So, its capital costs are low.  And generally, we expect



to see about a two-mill advantage.  It could be different, but it's an honest guesstimate, there is a two mill advantage for the difference between public ownership, governmental ownership, and private ownership.



The most important issue is location.  The closer you are to an existing gas pipeline, the better.  It's certainly true that gas units throughout most of the U.S. and western Canada are very, very cheap.  Such a unit positioned right at the wellhead in Alberta could even be another five or six mills cheaper.



You cited a Reed Consulting report.  As a rule of thumb, it's assumed about an eight mill differential to transport the gas to New England.  And that's the presumption that will be expanding gas pipelines from either Texas or Alberta.  



And so, one can in fact go ahead and add eight mills for a position to a specific place.  The alternative would be of course to build a unit next to a gas pipeline so you wouldn't have to make that increase, and then simply transmit the power.  And that is where the science of the new competitors lie.  In making those choices in the best and most efficient fashion.

181
Q.
Thank you.  I'm moving on to page 12 of your written



testimony, and where you're referring to the need or Hydro-Québec's argument with respect to the need for secrecy or confidentiality of cost information, and you say:




« This idea is made even more bizarre when one considers that Hydro-Québec releases detailed forecasts to Wall Street even while keeping them secret from this proceeding in Québec. »



And you've alluded to that in your opening remarks, and got a chuckle from the audience.  As part of your response to Régie IR, being the question or response 7.1, you've attached, I'll let you get to that, it's at page 20 of the responses to the Grand Counsel of the Crees responses to the IR's from the Régie. 



You've attached appendices or annexes, annex 5, which is the most recent Hydro-Québec formed 18K file in the U.S. Securities and Exchange Commission.  And you've also attached Hydro-Québec's nineteen ninety-seven (1997) financial profile.  Those are included under the tabs 5 and 6 in the...


A.
Yes, Sir.

182
Q.
So, I guess you are familiar with those documents.  Could you indicate to me or to us which information may be found in those two annexes that you've



attached to your response, that Hydro-Québec has refused to provide to the Régie in these proceedings?


A.
We specifically requested the current document.  And I believe that it was refused to us.  And I'd have to yield the legal debate to avocate Mainville, but the draft request of the specific forecast behind the strategic plan and the specific updated forecast behind the financial profile.

183
Q.
I can tell you right now, I guess, that the current or the financial profile is being prepared, not held up for any notorious reasons, and will be made available as soon as possible, as soon as it's ready, hopefully before the conclusion of these proceedings, but I'm not referring to any other back-up information or back-up cost information that you would want, or that the Grand Council of the Crees would want.  I'm referring to information specifically indicated or specifically filed in form 18K, or in the financial profile.


A.
I don't understand your question.

184
Q.
Maybe I misunderstood your remarks when you said that you did not understand why Hydro-Québec would be withholding information from the Régie, which could be found on Wall Street, and you were referring to the 18K, filed before the U.S. Securities and Exchange Commission.  Specifically because you were referring to Wall Street, and as well to the financial profile.  



Now, I'm asking you which information, which is provided in the 18K form, and/or in the financial profile, which has been refused in this particular hearing?


A.
We asked for the specific materials, we wanted the up-to-date profile and its back-up materials, and those were refused.

185
Q.
I'm not referring to back-up materials, I'm referring to information that is provided.  You've indicated that this is the information that is provided publicly elsewhere.  I'm not referring to back-up material right now.  I'm referring to this.  I don't want to pursue it, and I don't want to argue the point at this time, Mr McCullough.  I'm just asking you which information is provided in the two documents that you are referring to in your response.  I'm not referring to, you've referred to those documents, that haven't been provided, if available, at this time, to this Board.


A.
We asked for the specific cost and revenue breakdown by by-law of rate category.  Those materials can be in reverse engineered from four documents.  The missing document that stops us from presenting the materials you maintain are not available in this proceeding, will come from the up-to-date Hydro-Québec financial profile.  



Given the up-to-date Hydro-Québec financial profile,



we can reverse engineer the rates and costs information and get an honest estimate of the cross-subsidy interfinance of the different classes.  That would also give us a sense of how to answer a question you asked just a few moments ago, which was why are you working on nineteen ninety-six (1996). 



The answer is, we don't have enough information to work on nineteen ninety-eight (1998), because it's of course not, all that data is not ready.  We were unable to work on nineteen ninety-seven (1997) because the documents were not ready. 



Now we received the annual report, one of the four documents, what was it, a week ago that finally was released, and we received the SEC filing which is very useful.  But we in fact, even though this document was available last year, I believe on April seventeenth (17th), it's now June, and we've been unable to view it.



Now, why is it that I would state that you've not made that cost and revenue table available?  It's because we have requested it.  Why is it relevant to the proceeding?  Because it goes to the central issue of cross-subsidies, and it goes to whether the rate L would be appropriate.  Why would I prefer to use the most up-to-date data?  Because of course the most up



to-date data is always the most useful for this dialogue.  



The best circumstance, avocat Morel, is to actually simply provide the same data you have provided in previous rate proposals.  Failing that, when you make this financial profile available, I will be able to provide my client with that analysis, which is something we've done for many years.  And which, with your permission, the Cris would be happy to provide to the Régie in this proceeding.

186
Q.
Well, one thing I'm sure is that the nineteen ninety-eight (1998) financial profile will be made available as soon as it is ready.


A.
We have a request in.

187
Q.
O.k. I am moving on to another area and for the purpose of this particular question, let us assume that prices are in fact established by the market, their market prices.  Can we agree, I guess, that if costs are not relevant for the buyer who is comparing different offers made to him, I guess he will be comparing prices and not the underlying costs, nevertheless, these information on these costs would be important and significant for competitors who are themselves preparing a similar offer; do you agree with that?


A.
No, absolutely not.  In fact, I would really take a rather strong objection to this theory.  The first



thing is Hydro-Québec does a good job of evaluating actual economic long term costs of exports.  And at the break, it turned out that the unknown author of the document sitting before us, and I said that is a very good document, it is the same sort of document that we used in our analysis when I was an officer of an utility.



The accounting data will only tell us what old costs were.  Our future exports are going to have to be based on future costs.  Those are not specifically relevant to a traditional rate proceeding.  If in fact we found a company so foolish as to think the cost of the old plants would drive your decisions for the future, quite bluntly Hydro-Québec staff would be able to consume them and I am not simply talking economically.  I mean they would simply be destroyed.



I think everyone in the market knows that long term contracts are based on long term marginal costs.  The reason we focus on accounting costs in rate-making is because we are also looking at this issue of equity.  We want to make sure that the rates were fair to the different rate payers.  So, these are very very different parts of the business.



I think that you might have an argument about secrecy if it pertained to a new technology that you had and



someone else did not.  I could see that argument made, it would fit well into the methodology that we table today from Hydro-Québec and it would match the economic theory elsewhere in the economy.  But so long as Hydro-Québec is simply going to use the accounting data in this proceeding for rate-making, I honestly can't think of a reason why I would report that my other utility clients.  



Why is it important to the Crees?  Because the Crees are concerned about issues of equity.  But the Crees, the last time I checked, I have never asked whether or not they could beat Hydro-Québec in the export markets.  And I can add something.  We currently work for a half dozen major utilities and not one of them has ever asked for this type of analysis.

188
Q.
Can I ask you why it would be important for new technology?


A.
Pardon me, Sir?

189
Q.
Can I ask you why it would be important for new technology?  You said if it were new technology, I would agree or perhaps I would agree that it would be important.  Why is that?


A.
Well, let us think of a scenario where it would work.  Let us say that Bombardier or some other Québec company invented a brand new technology for windmills or natural gas or whatever.  And they approached you and they said we need an electric partner.  And



suddenly, Hydro-Québec was going to exploit this new technology.  Certainly, you would have some advantages in the market, they would be legitimate, because you are taking a gamble.  You are introducing it.  



If we approached the maker of a turbine, whether the European makers or the U.S. makers and asked them how their science was on a turbine, they would, say, they'd have a legitimate reason to hold that secret because they developed it.  But at the moment, what we are talking about here, in this proceeding is a far simpler issue.  We are trying to figure out is this specific proposal prudent and equitable.  And nothing in that would require the investigation into a new technology.

190
Q.
I am just pursuing this or thinking outloud here.  If the production costs resulting from this new technology were to be made public, as soon as you had it, or to be known, would not the market adjust itself to match the costs of this new technology?


A.
Actually, if Hydro-Québec was able to make offers in NEPOOL at $0.015, the market would adjust itself soon after the first offer.  As you know, in competitive markets, the flow of information is amazingly rapid.  And the different parties would adjust almost immediately.

191
Q.
I am not talking about the price offer, I am talking



about cost information.  I am not saying that you would offer the energy at the production cost that your new technology would provide.  I mean you would be offering a market price with the production cost that the new technology is providing to you unknown.  Is that correct, is that my understanding or am I wrong here?


A.
Traditional economic theory says you would offer the energy at the market price, and then you would simply show up with profits due to your entrepreneurial ability and that is an excellent answer.  And what would occur over time is because Hydro-Québec had this entrepreneurial activity and this success, it would change the entire supply curve for energy and we would lower the market price eventually to the fully allocated cost of the new technology.



The one thing that it would not be interested in is the accounting cost of one of the over dams.  That would be totally irrelevant to this discussion.  And yet, for the Régie, those are the issues we are interested in.  We are interested in the total costs and how they are allocated between customers.  And the point I am making simply is that the area of secrecy that you have tabled is probably not the area of secrecy under discussion in this proceeding.

192
Q.
Hydro-Québec has made earlier references as well as filed evidence, written evidence, material with



respect to some representations made by a good number of electric producers before the FERC in order to reduce the form 1, greatly reduce the form 1 filings before FERC, based on confidentiality concerns.  Are you aware of that, first of all?


A.
Yes.

193
Q.
And do you agree that that confidentiality is being sought with respect to information relating to the cost of production by these concerned reporting companies?


A.
These utilities have requested changes in form 1 and, among other issues, they have cited the fact that certain other classes of generators in the U.S. economy are not subject to the same level of reporting.  I should also note that they requested a change in the spreadsheet.  Under U.S. law, you have to revisit these forms every three years.  And every time that comes up, everyone comes in and proposes to change this.  



One of the favourite changes the utilities always propose is they would like to have their executive salaries removed from, I think it is page 10.  And this is again an issue.  It has less to do with confidentiality and more to do with embarrassment.  It's assumed some of these gentlemen are paid too highly, but the bottom line is this is part of the on-going debate that you have in any democracy.  And



certainly, other parties would like more information, some would like less.  I think the answer is that we are not going to eliminate the information flow, case in point.  That would not cover the IA data, as you know the IA prepares a table.  



In fact, Stephan, would you hand me my briefcase.  The IA prepares a table that has every power plant in North America available on it.  And they simply send it ou on a CD-Rom.  I am certain Hydro-Québec has a copy.



When you propose a change in these rules, it is part of an enormous flow of information and the reason I brought this for Hydro-Québec today was simply because on a CD-Rom, the U.S. government publishes every power plant in the United States.  It is part of the data here.  All the financial statements of the utilities supervised, even the public ones where they do not have immediate responsibilities.  And yes, there is an on-going dialogue, that is appropriate.  Some people would like more information, other people would like less.



But we see nothing that would indicate that we are about to eliminate state regulation and detailed review or federal regulation and detailed review.  This CD-Rom gets bigger every year.  In fact, I think



this year... no, it is still just one this year.  I think next year, it will be two CD-Roms publicly available on every utility in the United States. 



So, if anything, I would argue that the flow of information in a competitive market is enhanced, not diminished.  And the people who are providing this information are growing in importance, not diminishing.  And I was serious, I did bring you one.  I think we will see this debate go back and forth and I do not know where it will end up.  I have only one minor comment on it.



The leading utility CSW that made the proposal also believes it is not subject to FERC.  So, its next filing is the one where it says we do not talk to FERC at all.  This is an issue about Texas politics, the Texans do not like Washington, D.C.  So, in that context, it is part of an old debate.

194
Q.
This will be my last area of examination.  I see everyone looking at their watches.  I guess I will want you to go back to page 3 of your written testimony, Mr. McCullough.  And I was just wondering, after making the calculations, in the fifth full paragraph starting with "inefficiency", the first sentence starting with:  "In states with industries competing with those in Québec, industrial rates have fallen to the 20 to 25 mil (US) range --



corresponding to Canadian prices in the 26 to 33 mil range".  My calculations of these numbers, and then perhaps you can correct me, but tell me that you have used an exchange rate of 1.3.  Can you tell me what is today's exchange rate?


A.
I am sorry, if you have it in front of you, please inform me.

195
Q.
I do not have a service like this, I should.  But, subject to check, my estimate or my information for today is 1.45, subject to check, would you accept that?


A.
Not only will I accept it, I am exceedingly upset about it.  I will have to speak to my employer here. Clearly, what are we seeing here?  I think what we are seeing simply is part and parcel of this whole process.  We know the forestries range from five to ten percent (10%) of production cost for energy.  We know the metals range from fifteen (15) to thirty percent (30%).  We know that those are two of Canada's major exports.



And quite frankly, what we are seeing here is an adjustment.  I mean this is the way international trade works, but it is not a pleasant adjustment.  And as someone with business in both the U.S. and Canada, I don't feel happy about it.  It is a circumstance where we are saying that for people to compete, the balance of trade has to adjust, but it



has enormous economic costs.  And as you remember, Hydro-Québec forecasted for many years that we would be at 0.8 in the long term.  And it is a terrible departure for today.  But subject to check, yes, I should change these numbers every day.

196
Q.
Every day, maybe not, but it is... the result then is twenty-nine (29) to thirty-six (36) mil range, again subject to check, if we change to 1.45.  



Me JEAN MOREL :



Ça sera tout, Madame la Présidente.



LA PRÉSIDENTE :



Maître Théroux.



Me PIERRE THÉROUX :



Maître Mainville, on me demande de requérir de vous une copie un peu plus claire de ce qui est de l'annexe 3 aux réponses à la Régie.  C'est un exemplaire qui est très pâle, si c'est possible éventuellement.



Me JOHANNE MAINVILLE :



Oui, je vais faire mon possible pour en avoir une pour vous, mais on a eu nous aussi certaines difficultés à le recevoir.
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197
Q.
Mr. McCullough, are you interested to file the document on your computer?  Are you interested to file it in this case?



Mr. ROBERT McCULLOUGH:


A.
Pardon me, Sir?

198
Q.
Are you interested to file this document in this case?


A.
This document?

199
Q.
No, what is on the computer?


A.
I apologize, I was listening to the French and then I lost English.  Please start in English again.

200
Q.
Would you be interested to file this document that is on the document for thirty (30) minutes and file it in this case?  What is on the computer?


A.
Oh this is the Current Megawatt Daily, it is a Newsletter.

201
Q.
It is up to you?


A.
I am sorry, would you like us to provide it to you?

202
Q.
If you are interested to file it, yes?


A.
Of course, we will print it out for you at the end of the day.  I would recommend simply in the interest of copyright that you purchase your own subscription, Sir.  But I believe you, as a governmental authority, can request one and I am happy to provide it.

203
Q.
Following your discussion with Mr. Morel about the answer 7.1, page 20, the financial profile and also the form 18-K, just one thing I would like to know.  Is there something else that you did not discuss with Mr. Morel, that is kept secret in this file in Québec and is official on Wall Street?  Is there something else that you would like to add?


A.
Hydro-Québec files numerous official documents and we go through all of them as part of our reverse engineering.  So, yes, we would include of course each of the filings for each of the financing.  They aren't all identical.  These are the public documents filed for the SCC except for the financial profile.  It is simply a voluntary document of Hydro-Québec's. We also receive at some intervals private communications that come through the financial agencies from Hydro-Québec and that is because Hydro-Québec has its own communications with the bond rating and banks and we also have relationships with some of those.  But we would not table those here because they come to us in our professional context and they are not publicly available.  They are not secret per se, they simply are not distributed.



Actually, just in passing, avocat Morel distributed a, sheet of paper and things that he thought might be secret, and I was amused to find that among those, the investment costs are detailed in these financial



documents.  So, it was clear that if that sheet becomes Hydro-Québec's policy, they will have to change these filings, I believe.

204
Q.
Mr. McCullough, under the actual system or method for establishing rates for Hydro-Québec in Québec, do you think that Hydro-Québec gets more or less information than its competitors in U.S.?


A.
Hydro-Québec...

205
Q.
Yes.


A.
... gives or gets.  I think Hydro-Québec gets about the same amount as its competitors in the U.S.  It attempts to give a little bit less, but effectively Hydro-Québec has not provided less information.  They don't file a Form 1, and they don't file a manual rate case.  But they've traditionally issued an enormous number of supplemental documents, so that it was always possible to get back to a fairly good idea of what they were up to on a year-to-year basis.  So, I'd say roughly comparable at the moment.

206
Q.
Would it be changed with the approval of its proposal, or following the proposal to make an allocation of cost for the supply rate.  Would it be changed?


A.
Oh, very much so.  We're talking about removing a whole set of numbers.  Remember, traditionally every second year we got the rate proposal.  In the rate proposal, they specifically addressed the cross-subsidy issue.  We had a table on each rate proposal,



that took a look at each of the rate by-laws.  



Out of the parliamentary debates, we often had discussions of export and risk-and profit-sharing losses.  In fact, the most important risk-and profit-sharing lost documents came out of parliament.  And so, when you ask is the flow of information equitable, yes, at the moment it's roughly equitable to the neighbours, but only if one goes to the extra effort of accumulating the materials from parliament, and Wall Street, and Québec.  



If in fact we removed the most important cost area from discussion, then in fact Hydro-Québec would have a very different cost situation than everyone else.  And that would be a major change.

207
Q.
It would be an advantage for Hydro-Québec?


A.
I'm not certain it would be an advantage.  In fact I make a pretty strong argument as an economist it would be a disadvantage.  One of the advantages at the moment is that we have some give-and-take on the generation plan.  And that give-and-take has been valuable.  I was amused when the discussion of the current CEO when he said, well, these new... some of the old projects were higher than the cost, and we shouldn't do them.  



As you probably remember, that was the position



raised by the Cree.  And given that give-and-take, I think that there was some benefit that we actually realized, that some of the additional huge projects simply weren't cost-effective.  If we remove that from public discussion, I don't think we will have as effective a level of decision making.



And I say that not because Hydro-Québec is anything less than competent.  I'm saying that in a complex society with massive decisions being made, having a give-and-take is valuable.  Quite bluntly, I'm supposed to be an expert on many of these things and I learn things by discussion and dialogue.  I've learned things in this proceeding.  And if we don't have that dialogue, I think that we'll all be disadvantaged.  Certainly, I don't think Anron is waiting around to find the information.  But I think the people of Québec might be very interested.

208
Q.
Did you make an opinion on the administrative structure of Hydro-Québec divided into business sections from supply, transmission, production; have you made an opinion on this search?


A.
Yes.  Generally these internal divisions are not terribly relevant.  It's difficult to have an effective division responsibility when you have the same boss.  And fundamentally, asking two men at neighbouring desks to keep secrets when they report to the same gentleman, or gentlewoman, is almost



impossible.  



If they were going to make these administrative choices, it would be in part of breaking Hydro-Québec into separate and possibly competing entities.  This is known in English, I'm not sure if it's the same phrase in French as the "Chinese Wall Problem", and as you know the Mongols always crossed the Chinese wall.

209
Q.
Would it be possible to make some changes that could render the proposal useful and acceptable?


A.
That's why I said this was hunting the snipe.  I have yet to see the actual benefits laid out for us here.  Certainly the secrecy doesn't a priori suggest itself.  Is there a benefit to the citizens of having a freeze in cost for generation when we have a very strong presumption from the financial statements that we're having a reduction in generation cost? 



Overall, my sense is that we're on the wrong track here.  I think that it's important for the Régie to take as strong and responsible a position as possible, simply because I think that will be a good move for Québec.



And the last issue that this has anything to do with exports, I haven't understood.  I don't see anything in this dialogue that affects exports whatsoever.  



So long as the methodology set out of the document we put together today is operational, and I think that is the correct methodology.  That's not data that is on the table here, and certainly will not be, not immediately, obvious to me, should be on the table.  And therefore I don't see any of the issues as affecting their export performance.  Quite bluntly, the market is perfectly adequate in that direction, and it will dominate Hydro-Québec's success or failure with or without a rate study.

210
Q.
Monsieur Saganash, dans votre présentation au départ, vous avez établi la recommandation de faire une tarification de fourniture sur la base des coûts, et je vous demande, indépendamment des procès que vous avez, qu'on laisse de côté, indépendamment de vos questions d'allégations de compétence et de juridictionnelle, là, vous dites à la Régie :  la Régie devrait considérer la notion des coûts, elle devrait regarder un juste équilibre entre l'électricité et les autres ressources, devrait faire une étude de la gestion de la demande, vous avez dit un débat intelligent sur l'ensemble de la problématique.  Ça va.  Comment, par quel mécanisme est-ce qu'on arrive à faire la gestion de la demande, tel que vous le voulez?



M. ROMÉO SAGANASH :


R.
C'est une question qui est plus technique, et je



préférerais que monsieur McCullough réponde à cette question-là.  On l'a engagé pour ça.

211
Q.
Vous reconnaissez bien quand même les extraits que je faisais de votre présentation?


R.
Oui, oui.

212
Q.
C'est ce qui vous intéresse devant la Régie de l'Énergie?


R.
Oui.

213
Q.
C'est bien ça?


R.
Oui.

214
Q.
Merci.  Mr McCullough, did you understand?



MR ROBERT McCULLOUGH :


A.
I did.  And I think that the recommendations from the Cris will be to bring actual prices as close to markets as possible.  As you know the Cris have long supported an aggressive DSM program.  The most important part of a DSM program is customer information.  



Currently, we've got rates that are not as aggressive in that direction as some parties would request, and so, I think the Cree would have a lot of interest in supporting a shift in rate design that would aggressively protect that.  I think the Cris have philosophically some belief in the values of competition, and they would like to see institutional changes that would expand those.  



Frankly, if they ask my opinion, and they've certainly not approved all of the things that I believe in this, I think that the Cris would believe that as much competition as possible in Québec would be good for all parties, because we would therefore validate a variety of different technologies.  



And one of the concerns the Cris have always had was that the true costing of hydroelectric in Québec has not been done consistently with those costs in other areas.  So, they'd like to see that information open and free, and of course that was one of Allen's points.



Me JOHANNE MAINVILLE :



Quitte à me répéter, parce que nous l'avons dit souvent là, je veux quand même préciser que pour la gestion de ma demande, ça demeure toujours sous réserve de ce que nous avons indiqué, de la question de la compétence de la Régie versus les comités créés en vertu de la Convention de la Baie James.



Me PIERRE THÉROUX :



Je voulais quand même inviter vos clients à venir nous voir souvent, Maître Mainville.

215
Q.
Monsieur Saganash, dans votre mémoire, vous citez l'article 5 de la Loi sur la Régie, et dans cet



article on parle de différents éléments là, dont les externalités et développements durables.  Est-ce que vous croyez que la Régie doit, dans toute hypothèse, conserver un pouvoir sur l'approbation d'investissements dans la production, est-ce que c'est possible de fonctionner dans la tarification de la production sans regarder les investissements?



M. ROMÉO SAGANASH :


R.
Je ne suis pas certain d'avoir compris la question.  Est-ce que vous pouvez la répéter?

216
Q.
Est-ce que la Régie doit avoir le pouvoir d'approuver tous les investissements qui se font dans le domaine de la production?


R.
Écoutez, ça revient essentiellement à ce qu'on a dit partout dans les réserves que nous avons émises un peu partout dans nos documents.  Cette question-là, elle sera débattue éventuellement.  Mais comme je l'ai dit, je tiens à le rappeler à nouveau, ces éléments de juridiction de compétence des différents comités créés en vertu de la Convention de la Baie James, les compétences qui sont prévues pour la Régie en vertu de sa loi constituante, ce sont des questions qui éventuellement devront être débattues lorsque le temps viendra, et une des occasions que nous aurons par rapport à ça, c'est lorsque la Régie sera appelée à étudier des nouveaux projets.  C'est évident.  



C'est des choses, historiquement, auxquelles nous avons été confrontés.  Je pourrais vous donner de multiples exemples à cet égard-là.  Lorsque le Bureau d'audiences publiques en environnement a tenu des audiences génériques sur la gestion des déchets, ces questions-là se sont posées à ce moment-là aussi.  



Et le Bureau d'audiences publiques, dans ce cas-ci, a eu, je crois, l'intelligence d'approcher les comités qui sont prévus dans la Convention de la Baie James, dont notamment le comité consultatif pour l'environnement, qui joue essentiellement le même rôle que le BAPE pour le nord du Québec, et on s'est entendu sur un processus comment pour tenir ces audiences-là.  Donc, c'est des questions qui vont être là, je ne peux pas tout de suite m'engager à quoi que ce soit dans ces questions-là avant d'avoir consulté le Grand Conseil des Cris en premier lieu.

217
Q.
Très bien, Monsieur Saganash.  Une autre question :  est-ce que vous percevez, dans votre présentation sur la proposition d'Hydro-Québec, est-ce que vous percevez, avec le témoignage que vous nous faites aujourd'hui, qu'il y aurait une certaine urgence à adopter une procédure de tarification sur la base des prix avant le gel, avant la fin du gel des tarifs, deux mille deux (2002).  Vous êtes-vous fait une opinion là-dessus?


R.
Non.

218
Q.
Non.  Est-ce que vous êtes d'avis que sur la structure administrative déposée, il y aurait des séparations, puisque c'est un même groupe consolidé, il y aurait des séparations d'activités réglementées et non réglementées.  Avez-vous un commentaire sur ces éléments?


R.
Non plus.

219
Q.
Non plus.  Mr McCullough, any comment?



MR. ROBERT McCULLOUGH :


A.
Yes.  I think it's well within the Régie's responsibility to deal with the various affiliated interest issues, that's the English term for that, and certainly Hydro-Québec has proposed an aggressive international role, and it also has a variety of different subsidiaries, and I think that there needs to be an explicit regulatory solution, and certainly such solutions have been proposed in many different circumstances, and good models are available from both the U.S. and Canada.

220
Q.
We have a proposal based on allocation of cost, and we have firstly a proposal from Hydro-Québec for a supply rate based on price.  Have you any experience on any other method from price, cost, other method going to financial ratios or something else?


A.
Your witness this morning answered the same question.  I'm afraid I can't answer better than the witness this morning.

221
Q.
Your answer would be what?


A.
It would be that, yes, I can think of many innovative ideas, and all of them are excellent, performance-based rate-making has a lot of interest to me.  But we happen to need some data to go from.  It's awful hard to make the car run without gas.

222
Q.
Would it be possible to imagine a special, a specific method for rating and have enough time to make all the calculations on a rate-base of production, an interim temporary method?


A.
See, I don't think it's that difficult.  We heard this morning three months, but I don't believe that.  I've now worked with Hydro-Québec in one context or another for a decade.  These are not unsophisticated people; in fact, quite frankly, they're very smart, they work very hard.  



We know that the accounting system is in place, we don't have to create it.  We know that they had very detailed cost studies mentioned in the ninety-six (96) rate proposal, and they even had reforms they had in mind.  I think that frankly we would find that we have enough accounting data to proceed almost immediately.  Whether or not it would take us a week or a month, I don't know, but it certainly would not take us very long.



What we need to do is simply to adopt a



straightforward methodology, certainly either the Bond bright monograph or the "Fredakon" monograph, which are the standards in the trade, would give us a good model for that.  And I think it could be implemented very expeditiously.

223
Q.
Monsieur Saganash, est-ce que je peux vous demander, sans me faire objecter la question de la juridiction, je fais un essai, là, vous êtes libre de répondre.  Toutes les notions environnementales sont-elles au coeur d'une proposition basée sur les coûts, comme vous le faites?



M. ROMÉO SAGANASH :


R.
Pas uniquement ces questions-là, tous les impacts sociaux également aussi qui sont d'une importance capitale, je dirais, pour la nation Cris.  Nous vivons dans ce territoire-là, nous avons des droits qui ont été reconnus en vertu d'un traité qui s'appelle la Convention de la Baie James, depuis près de vingt-cinq (25) ans maintenant, et donc il y a toutes sortes d'autres considérations au-delà des questions environnementales bien sûr dans l'établissement des coûts.

224
Q.
Mr McCullough, on page 4 of your written evidence...



MR. RICHARD McCULLOUGH :


A.
Yes sir?

225
Q.
"The final component, Net Income From External



Markets, reflects the net income that may be available from off-system sales."



Do you mean that since revenue from external markets is the result of investments paid by the consumers, all the proceeds from such sales should be necessarily accrued to consumers.  Is it the same relation?


A.
Yes.  And you asked a very detailed question in your data request, and I attempted to answer it well.  I'm not sure I did well enough.  We had two different groups of utilities in the U.S., who have used this netting process.  



The first are the small thermal utilities on the East Coast and through the Mid-West, who almost never build resources for export, have no transmission for export.  Their entire export market is simply selling inexpensive energy to reduce the field cost of the neighbouring utility.  And in that case, all of the revenues are netted off, and it's called sales for resale, and it's simply a line in the rate case.  



But we also have a different set of utilities who are very different in kind, that Hydro-Québec is much closer to.  In a utility like my old utility, who is still a client of ours, Portland General, had actual



assets dedicated to export markets, and had actual transmission lines dedicated to export markets.  And these assets, actually, showed up in cost calculations.  And so we had a comparison of revenue to cost at that basis.



FERC has a whole set of rules that apply to utilities of that situation, with large off-system wholesale sales, that propose that you actually allocate some costs to those firm sales.  Traditionally, those sales are firm sales in the market.  And as Hydro-Québec's attorney noted a moment ago, well,there is a difference between a one-day sale and a long-term sale.



Hydro-Québec's forecasts make it very clear that they're proposing sales much more significant than simply one-day spot sales.  They're talking about a massive increase in their exports, they're talking about receiving relatively good prices.  Much better than spot.  And therefore my suspicion is that they will have some dedicated resources and transmission, and that traditional rate making theory would mean that there would be allocated costs and apply it against revenue.  



And certainly, I'd recommend the calculations used for that purpose in any number of other examples, and



I believe I supplied both some utility and regulatory phone numbers and addresses, if the Régie wants to compare notes with its sister agencies in the U.S. and Canada.  I'm sure you already have.

226
Q.
Would it be the same with the storage contracts?


A.
With the?

227
Q.
Storage?


A.
Yes.  That's a more complex issue, because as we know, storage is virtual.  It's very hard to go identify specific kilowatt-hour behind the dams.  But to the degree that we're making commitment of storage, and that it's part of the value of a dam, then certainly that should be allocated to the export market.  And I'm trying to think of a simple case in which that's occurred, and I don't have one immediately in my mind.  



When some of our large-scale exports back in the early eighties had some storage applications, and some of those allocation issues were raised, the storage issue is a taxing mathematical issue, which is one of the reasons why Mr, Penn is attempting to get some information on it.



By the way, for the Régie, as it happens, it's a lot easier to run a thermal utility than a Hydro utility.  So, these are issues that require far more



application for a utility like Hydro-Québec than it would for a simple thermal utility.

228
Q.
And following this document, it is « analyse prévisionnelle des contrats à partage de risques et bénéfices »?


A.
Yes.

229
Q.
It's from April twentieth (20th), nineteen ninety-three (1993).  Would it be something special at the end of the freeze of these rates, Mr. McCullough, two thousand two (2002), is there something special to be remarked on this document?


A.
No.  Because the screen was not so large, I didn't show the full document, but I'll be glad to do so.  The forecasts go all the way out to twenty sixteen (2016), and it's my understanding the last of the risk- and profit-sharing contracts occur at twenty sixteen (2016).  According to the forecasts, this document, I believe, is a nineteen ninety-two (1992) document.  Hydro-Québec was probably facing losses relative to rate L all the way out to two thousand and seven (2007).  And of course we know that now, that aluminum prices in the dollar two (1,02$) through a dollar seventeen (1,17$) range are very unrealistic.

230
Q.
Thank you very much.  Merci au témoin.


A.
Merci beaucoup.



LA PRÉSIDENTE :



Alors, les questions du régisseur, monsieur Pierre Dupont.
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Q.
Oui, bonjour monsieur.  Ma première question s'adresserait à monsieur McCullough.  À votre connaissance, Monsieur McCullough, avec l'expérience que vous avez, est-ce qu'il y a un organisme de régulation en Amérique du Nord qui a déjà mis en place, à l'égard d'un quasi-monopole, un mode de réglementation autre que le coût de service, sans avoir fait au préalable un coût de service?



MR RICHARD McCULLOUGH :


A.
No.  I don't believe there is any.

232
Q.
Merci.


A.
In almost every service territory, cost of service is the rule.

233
Q.
Merci.  Alors, ma deuxième question s'adresserait également à vous, Monsieur McCullough.  Hydro-Québec évoque dans sa proposition que le prix de référence pour l'acquisition de la fourniture qu'elle établit, à titre illustratif, à deux cents virgule huit, un cents par kilowattheure (2,81¢/kWh), correspond également à son coût évité à long terme.  Est-ce que



vous êtes d'accord avec cette affirmation-là d'Hydro-Québec?


A.
Absolutely not.  This is an issue where informal debate really is critical to us.  We don't have a clue what the avoided cost is going to be.  We certainly don't think rates taken from the past, with some accounting adjustments, are a good guide.  



We know the technology is changing enormously.  We know that the perception of environmental costs is changing enormously.  We certainly know that the options in the market are changing enormously.  



Last year I was asked to give a presentation to a U.S. representative, the Indian tribes, National Marine and Fishery Service, Department of Environmental Quality and a variety of other government agencies, on the Cushman dam outside of Tacoma, Washington.  Tacoma is an interesting area because it's a utility whose costs are quite a bit lower than Hydro-Québec's.  



And the problem was, they couldn't afford to run the Cushman dam.  The shifts in technology and environmental costs and markets had made a hydroelectric facility that had been in operation for many years not cost-effective.



And the moral of this story is that we can't simply adopt these values willy-nilly and expect them to give us the right answer.  If a whole hydroelectric facility can become non cost-effective, and I'm not saying that Hydro's projects are anything like the Cushman project, but I'm just saying, this is a large utility run project.  We need to really discuss each one of these to make sure we make the right choice.

234
Q.
Une autre question toujours pour vous, Monsieur McCullough.  Si j'ai bien compris votre présentation, vous nous dites que faire un coût de service sur la base d'un coût historique ne devrait pas nuire d'aucune façon à Hydro-Québec, le fait de révéler ses coûts, que ce soit pour les ventes sur les marchés externes ou... mais, principalement sur les marchés externes, mais est-ce que vous avez la même conclusion pour les coûts futurs; le fait de dévoiler les coûts futurs d'Hydro-Québec sur l'analyse d'un projet futur, est-ce que selon vous ça peut créer un préjudice commercial à Hydro-Québec pour ses ventes à l'exportation?


A.
Certainly, if I believe that the cost basis is going to drive the market, it would be far more relevant.  But I don't.  Fundamentally, Hydro-Québec, for all of its importance to this province, is not a large player outside.  I mentioned the one RFP where Hydro-Québec had responded.  They were one of, I think, twenty (20) responses.  And anyone of those parties



had wasted their time trying to reverse-engineer a Hydro-Québec's bid would have been very disappointed because there were a lot of other bids.  Some of them were better than Hydro's.  



And so the upshot is, is that we need to know about Hydro if we live here.  But in the broader market, where entities like Illinova, which is a utility based in Decatur, Illinois, is likely to sell more power in New England this year than Hydro.  It's just not an issue that is going to drive the market.  



That sort of reverse engineering is only relevant if you have very few players.  We have more than three hundred (300) registered electric brokers at FERC now.  Now, of course most of them are not even remotely comparable to Hydro-Québec in experience or assets or capability.  But that's an awful lot of competitors.  And we are ending up with a pure competitive market.  And the moral of a pure competitive market is that the market drives the prices and not your cost.

235
Q.
J'aurais une dernière question pour monsieur Penn, vu que vous êtes avec nous aujourd'hui, je vais profiter un peu de votre présence.  Je crois comprendre de votre témoignage, qui porte principalement sur les externalités, est-ce que la prise en compte des externalités, ou selon, ou les préoccupations



environnementales, doit se faire à l'égard des projets futurs d'Hydro-Québec, puis là je fais le lien avec une tarification qui serait basée sur un coût de service historique, autrement dit avec le parc actuel, si on faisait un coût de service avec le parc actuel, est-ce qu'il y aurait lieu de tenir compte d'externalités selon vous, ou ça s'adresse davantage pour les projets futurs, les projets à venir de la prise en compte des préoccupations environnementales?



MR. ALLAN PENN :


A.
The bulk of my testimony was directed at underlying the importance of understanding the nature of the existing system -- the bulk of my testimony dealt with the operation of the existing system and it was an attempt to explain the environmental components of the determination of the costs associated with the operation of the existing system.  



With respect to future developments, and particularly the devotions involved in future, well, as reflected in the strategic plan, many of the same arguments apply.  The river diversions of course involve decisions about full maintenance in the, below the point of diversion, and they involve decisions about the structures in the full they require for the diversion itself.  And I think that my concerns about



the management of aquatic ecosystems with respect to the existing system apply mutatis mutandis to future diversion schemes.  Or to future diversion to capacity.



M. PIERRE DUPONT :



Je vous remercie, ça complète, Madame la Présidente.



M. ANTHONY FRAYNE :
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Q.
Bonjour messieurs.  Une question qui s'adresse à une remarque de vous, Monsieur Saganash, mais peut-être ça concerne aussi les remarques des autres.  On va voir.  Vous avez dit au début que vous avez parlé de la destruction des rivières qui arrivent avec les produits hydroélectriques, ce sont les impacts environnementaux, et j'aimerais que vous essayiez d'expliciter un peu plus quel est l'impact de ça, ou les implications de ça pour le mode de tarification qui est le thème de l'article 167, et cetera, quel lien est-ce que vous voyez là, je crois aussi la même question se pose à monsieur Penn, qui, disons, a décrit les impact environmentaux, je ne suis pas sûr que je comprends comment tout ça devrait être réflété dans le mode de tarification.



MR. ALLAN PENN:


A.
Again, it would have been easier to address this question with the kind of information we had sought



about the operating criteria applied for, applied by Hydro-Québec to the operation of its reservoirs.  



The problem, as we understand it, is that the relationship between production costs and environmental cost is very much site, very site-specific, and that's true for future additions to capacity or for future additions to energy production, but it's also true for the existing equipment, so that in order to understand the allocation of cost within the environmental costs, in both classical and non-classical senses within the system, it would be necessary to decompose the system into its different components, probably watershed by watershed, perhaps, and analyze the cost associated with that.  That, it seemed to us, was a necessary preliminary step in order to understand the basis under which one would might justify a price-determined system.  
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Q.
Monsieur Saganash, vous avez quelque chose à ajouter ou je passe à la prochaine question?



M. ROMÉO SAGANASH :


R.
J'ai pas grand-chose à rajouter à ce que monsieur Penn vient de dire.  Do you have any additional comments to that?



M. ROBERT McCULLOUGH:



No.
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Q.
One thing, profiting from your presence here, Mr. McCullough.  In the States today, are external costs these sort of impacts reflected in the tariffs somewhere?



M. ROBERT McCULLOUGH:


A.
That is a very rapidly evolving issue and what has occurred is that the Federal Energy Regulatory Commission, in a sense, legally owns the hydro projects.  And a utility in the U.S. leases the hydro project so to speak for fifty (50) years.  



The Federal Energy Regulatory Commission has now internalizing those external costs, which is why the Cushman dam may be removed, because when they went through to make those environmental changes, it simply was not worthwhile to produce power at that area as the "Skikoumish" Indian Chief said; it is no fun to fish in the river once they put it in a pipe.  And I thought that was a pretty good point.



I think over the next few years, we are going to see that develop very strongly and we are seeing it pretty much on a dam-by-dam basis at the moment.  And I think we will see most of the environmental costs recaptured on the hydro.  On the thermal costs,



because so much of the Eastern part of the U.S. is thermal, and there are so many voters in the East, this is very controversial.  



As you know, the U.S. Federal Government proposed a carbon tax, it was absolutely defeated and they keep proposing that they will put another one in.  Most industry pundits propose that we probably will see a U.S. carbon tax in the next five years and that would recapture a large number of those other environmental benefits.  I don't believe anyone has proposed putting it in rates before those official steps.
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Q.
Thank you.  Switching now to all of this rather thorny question of confidentiality, and I wonder if you can clarify my thoughts a little bit on this, from what we have been told here, the utilities are typically filing an awful lot of information, particularly about historical costs, etc.



On the other hand, in response to some of our questions, you said well, these are special contracts, they are secret contracts, they are confidential contracts, so, information is being kept confidential.



I guess my two questions: a) why is confidentiality being sought, what is the motivation for this?  Let us start with that one in fact?


A.
There are two very different classifications that occur, the first has to do with wholesale bulk power contracts, they are almost universally public in the United States and they are generally public in Canada, but for very different legal reasons.  In the U.S., it is because every bulk power contract that involves the transfer of a kilowatt-hour from your utility to someone else, need be filed at FERC and that is under the Federal Power Act and it has been the letter of the law for many many years.



In Canada, of course, it is the NEB.  We have an NEB expert here, so I will not speculate on the legal issue, but I know that the NEB investigates such issues as well.  It was judged that that was in public policy because that flow of information would make a more efficient market.  And it was also judged that it was important for FERC to review it in the U.S. because certain areas might be subject to market power.  



For example, if we were in the United States, FERC would be very interested in the relationship between Hydro-Québec and the municipalities for fear that Hydro-Québec was just too large, compared to the municipalities for that to be an arm's length transaction. 



The second area is contracts between utilities and large industrial customers.  Those are sometimes, but not always secret.  For example, most of the large industrial contracts in the Pacific North West are available.  Some are not.  And an example of why one might not be available is that, it would be feared that that information was critical to an industrial customer so that the risk was not the risk to the utility, but to the industrial customer.  And an example of that is quite straightforward.  



Industrial gases are seventy percent (70%) electric rates and industrial gases are identical.  One tanker full of oxygen or hydrogen looks exactly like another tanker.  So theoretically if Air Liquide knew the electric rate to Oxichem it would price its nitrogen one dollar less and wipe out Oxichem.  In that case, Oxichem might apply to its utility for a confidentiality order.



That would not mean that the data was secret from the regulator or in fact the interveners, it would simply mean that that dialogue was covered by a legal contract.  And the parties to that contract would be forbidden to discuss that.  A case in point, I have worked on the Oxichem contract and I could not discuss that with you because I have signed such a sheet of paper.  But the regulators had access to all



the information, were able to make an informed decision about the correct allocation of cost and then simply relied on the law to make sure that there was no harm to Oxichem.



And that is very very common and it is quite appropriate in certain circumstances.  I do not believe that it would be objectionable if Domtar, in its relationship with Hydro-Québec approached you and said; we are very worried that we have a production process where we will be at a disadvantage vis à vis the Georgia Pacific plant across the border in Maine.  And I do not have any knowledge whether that is true in Maine, but I would not be surprised if they had that same dialogue.



Again, it does not affect your responsibilities in terms of equity and efficiency, it is simply another step you would take to protect the interest of a legitimate customer here who might have a business problem.  It is not granted to every customer, it is not even appropriate for every customer.  We do not use much electricity in some production processes, but it might be appropriate for Domtar.
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Q.
If I understand correctly though, this information is all available to the regulatory agencies in any case?


A.
And the interveners are parties to the confidentiality agreement.  The only case in which an



intervener might be excluded from the part of the case was if in fact, it was Air Liquide who is litigating in a case against its competitor and then the regulator would have to make a hard choice and their choice would be, pardon me, Mr. Oxichem, we are going to recuse you from this part of the case simply because there is a direct conflict of interests.  And again, that is something that can be handled by the law.
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Q.
I think this is my last question, but noting you come from Portland, Oregon, and I know you have a background at Portland General Electric, it is also the headquarters of Bonneville Power.  What are the main differences in the regulation and information disclosure, in practice, perhaps not in theory so much as in practice, between Portland General Electric or an investor-owned utility and a publicly-owned utility such as Bonneville?


A.
The U.S. Federal Government owns six, well five, because they've gotten rid of Alaska, large utilities.  And two of them are comparable to Hydro-Québec in scale and sophistication.  The others are less so.  They are generally exposed to all of the FERC requirements.  And I say "generally" because there are some specific issues, but for example, they have had to file the same transmission tarifs, they in fact do report to FERC, you can object to FERC about their rates.  Information at Bonneville and



WAMPA is generally available, though if there is a specific issue, there might be a confidentialy issue.  That is very rare at the Bonneville level, but it is possible.



Traditionally, all Bonneville contracts were public and all export contracts were public.  And in the case where that's not true, there has to be a showing and again you go through the appropriate legal steps to deal with that.  Portland General Electric -- which as Hydro-Québec pointed out, has now been acquired by Enron -- was a private utility operating under both state of Oregon and FERC and all of its information was public.  Some of its industrial contracts were in fact kept confidential.



There are five large paper companies -- paper plants served by Portland General with energy components of five (5%) to fifteen percent (15%) and therefore Portland General would not release this MURF and newsprint power contract for fear that the neighbouring papermill might take advantage of it in some way and that seems like a good option.  All of Bonneville's -- Portland General's export contracts and bulk power contracts are public. 



In both cases, they have frequent, not every year, but every few years, rate cases and any party with



standing can intervening and if there are any issues, then they would have to signed a confidentiality agreement and work through it.
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Q.
Thank you, I think that replies -- that responds to my question, thank you.


A.
Thank you, Sir.



LA PRÉSIDENTE :



Alors, cela semble compléter, Maître Mainville.  J'imagine que vous réservez vos droits?



Me JOHANNE MAINVILLE :



Absolument. 



LA PRÉSIDENTE :



Étant donné que la preuve d'Hydro-Québec, tout n'a pas encore été produit.  Alors, la Régie va ajourner à demain matin, à neuf heures trente (9h30).  Merci bien tout le monde.
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