VIA ELECTRONIC MAIL



30 September 2002

M. Luc Boulanger

Directeur exécutif
Association québécoise des consommateurs industriels d'électricité (AQCIE)

M. Pierre Vézina

Association des industries forestiéres du Québec (AIFQ)

Guy Sarault, Esq.

c/o Heenan Blaikie

1250 René-Lévesque Blvd., West

Suite 2500

Montréal, Québec  CANADA  H3B 4Y1

REFERENCE:
Régie de l'énergie du Québec, Docket No. R-3492-2002; Hydro-Québec
Dear Luc, Pierre and Guy:


Thank you for providing Industrial Economics, Incorporated (IEc) with the opportunity to submit a proposal to AQCIE and AIFQ for regulatory analysis and expert witness services in the referenced matter.  I have attached curricula vitae for myself and Chiara Trabucchi, as well as a schedule of my appearances as an expert witness in utility regulatory proceedings. 

You have asked that we review the Hydro-Québec (HQ) filing in this matter and the Act respecting the Régie de l'énergie.  From this review, we are asked to determine whether the methodology for allocating production, transmission and (to a lesser extent) distribution costs to large industrial and interruptible customers is consistent with sound economic and cost allocation principles.  You have also asked us to determine whether the revenue requirement for each rate class is consistent with the strictures of the Act in respect of maintaining the cross-subsidy to residential customers.  It is our understanding that we will not participate in any review of the overall revenue requirement or rate of return aspects of HQ's filing.

IEc proposes to offer the following services:

· Review and analysis of the Hydro-Québec filing;

· Preparation of interrogatories for HQ, and analysis of HQ interrogatory responses;
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· Preparation and defense of expert evidence as necessary;

· Response to interrogatories in respect of IEc's evidence;

· Review of intervenor evidence, preparation of interrogatories for intervenors and review of responses;

· Preparation and defense rebuttal evidence as necessary;

· Assistance to counsel in preparing argument.


For this assignment, we anticipate that the majority of professional work will be performed by Chiara and me, although we may use some research support if it is required for particular analytical topics.  Our professional rates for 2002 (which we guarantee for the duration of this proceeding) are as follows:




Robert D. Knecht

US$ 175 per hour




Chiara Trabucchi

US$ 100 per hour




Research Analyst

US$   60 per hour

Clerical costs and project expenses (travel, communications, computer, etc.) are billed at our cost.  It is our policy to invoice monthly, although in periods of low activity we may delay for a month.  In addition to these billing terms, we will observe the following conditions (consistent with M. Boulanger's letter of 23 January 2002 in respect of the R-3477-2001 matter):

· IEc is prepared to accept delay in payment of all billings in this matter until such time as the Régie grants the award for IEc's participation in these proceedings;

· Payment by AQCIE/AIFQ at the time of the cost award is not contingent upon the amount awarded by the Régie;

· IEc will make its best efforts to remain within the framework of any budget established by the Régie for our participation in this matter, and will advise AQCIE/AIFQ of any anticipated need to exceed said budget.

As a matter of practice, IEc will invoice for our professional services regularly (generally on a monthly basis), to apprise AQCIE/AIFQ of tasks performed and costs incurred.

M. Luc Boulanger

M. Pierre Vézina

Guy Sarault, Esq.

30 September 2002

Page 3.


Thank you again for providing us with this opportunity to work with you.  If I can answer any questions regarding this proposal, or about the attached materials, please do not hesitate to call.






Sincerely,







Robert D. Knecht












Principal

RDK/bk

att.

