VIA ELECTRONIC MAIL



1 October 2003

Monsieur Luc Boulanger

Directeur-exécutif

L’Association québécoise des consommateurs industriels d’électricité (AQCIE)

1010, rue Sherbrooke ouest, Bureau 1800

Montréal, Qc  H3A 2R7

REFERENCE:
Régie de l'énergie du Québec, Docket No. R-3492-2002 Phase 2; Hydro-Québec Distribution Interrogatory Responses
Dear Luc:

For the referenced proceeding, Industrial Economics, Incorporated (IEc) prepared ten interrogatories for Hydro Québec Distribution (HQD) relating to its filing.  HQD provided responses to these interrogatories on 25 September 2003.  However, some of HQD's responses do not address the questions that we posed, which will preclude IEc from completing its assignment in this matter.  Specifically, IEc requests that HQD provide more complete responses to questions 3, 4, 9, and 10, as detailed below.

Question 3:  IEc requested that HQD provide the historical revenue requirement by rate class for 1998 through 2001 on a basis comparable to that provided in the filing for 2002 through 2004.  In Phase 1 of these proceedings, the Régie determined, based on HQD's representations in its response to Undertaking 12, that the level of cross-subsidization between rate classes did not change substantially between the years 2000 and 2002, based on the cost of service study methodology proposed by HQD in that proceeding.  Undertaking 12 consisted of a document considerably short of a full cost of service study analysis for 2002, and IEc believes that the analysis should be subject to a thorough regulatory review.  For example, the Merrill Lynch study indicated that the 2002 revenue-cost ratio for the large industrial class was 113 percent, but HQD made a set of adjustments in that undertaking that caused that ratio to increase to 118 percent.  No other rate class experienced such a dramatic shift in revenue-cost ratios in HQD's adjustments.  Further, IEc notes that the Régie has modified the cost allocation methodology proposed by HQD, and therefore the analysis presented in Undertaking 12 is no longer comparable to that presented in the current filing.  IEc therefore requests that HQD provide the detailed analysis that demonstrates the historical level of cross-subsidization at the time "the Act" was passed, using the approved cost of service methodology.  To achieve that goal, IEc believes that it will be sufficient to obtain a cost of service study and revenue-cost ratios for the year 2000 using both the Merrill Lynch methodology and the proposed methodology; similar analyses for 1998, 1999 and 2001 are not necessary.  This information should be readily available to HQD, since it was presumably used to develop Undertaking 12 in Phase 1.
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Question 4:  In IEc's experience, regulated utilities will file a "proof of revenue" such as that requested in this question, under present and proposed rates, generally for both base year and test year periods.  Such an analysis is generally necessary for a utility to determine the additional revenues that will be generated by a rate increase.

Question 9:  IEc requested that HQD provide its most recent load forecast.  A utility load forecast is typically a large document prepared annually that forecasts future load and peak demand by customer class, using a variety of analytical techniques (appliance penetration and usage, econometric, surveys, etc.)  The magnitude of HQD's 2004 revenue deficiency is significantly influenced by the rate of growth in electric load expected in 2003 and 2004.  If HQD's load growth is higher than that forecast, HQD will likely over-recover its revenue requirement at the proposed rates.  In other jurisdictions, regulators typically require utilities to demonstrate that their load forecasts are just and reasonable before allowing a rate increase.  IEc believes that its interrogatory was misinterpreted by HQD, and requests that HQD provide the requested study.

Question 10:  For reasons similar to those detailed regarding Question 9, IEc requested a longer term history of electricity consumption trends by rate class.  IEc has heretofore never encountered a utility unwilling to provide a longer term trend history of load by class in a regulatory proceeding, to be used as part of the regulator's reasonable review of the utility load forecast.


Please let me know if I can answer any questions about these requests.






Sincerely,







Robert D. Knecht






cc:  Pierre Vézina, CIFQ; Guy Sarault, Esq.
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