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CC_K&R-HQD-Phase 2 IR.1

Reference: Line 22, page 3 to line 13, page 4, Accounting Conventions, HQD-05-01

(a) Please provide the number and dollar value of projects abandoned during each of the past five fiscal years ending with the year 2002 for

a. HQ.

b. HQD.

(b) Please discuss how the process that allows HQD to recoup the costs of abandoned projects provides proper incentives for HQD in its capital expenditure evaluation decisions.

(c) Please provide the criteria used by HQD when deciding on project abandonment.

(d) Please provide the criteria used by HQD when deciding on project deferment.

CC_K&R-HQD-Phase 2 IR.2

Reference: Line 1, page 8 to line 23, page 9, Accounting Conventions, HQD-05-01

(a) HQD argues that the option to include or exclude the capital under construction in the rate base is neutral in terms of its impact on value. Please comment on the value of the flexibility option from delay, that is, the value of the option associated with deferring the inclusion of the capital under construction in rate base. 

(b) HQ is involved in unregulated activities. For its unregulated activities, does HQ earn its rate of return on projects while they are under construction? Please provide a detailed explanation. 

(c) Please discuss how using the “cost of the historic debt and the cost of new debt” is consistent with finance theory.

(d) Please discuss how using the “cost of the historic debt and the cost of new debt” is consistent with the practice of well managed non-regulated firms.

(e)
Please discuss how the “weighted average rate of debt” component included in the average rate of capital cost is calculated.
(f)
Please discuss why a divisional cost of capital is inconsistent with an integrated debt management approach. 
(g)
Please provide proof that the financing of a portion of the construction costs comes from equity.
(h)
Please confirm that payments for construction costs are drawn from HQ’s working capital. If HQ is unable to confirm, please describe the sources from which these payments are drawn.

(i)
Does HQ/HQD view the construction and operation phases of an investment project as being one phase with the same rate of return requirements and risk?

(j)
Is HQ/HQD required to:

a.
Complete every construction project?

b.
Bring every construction project into operation?

c.
Maintain the originally planned scale of operations of each construction project?

CC_K&R-HQD-Phase 2 IR.3

Reference: Lines 10-14, page 10, Accounting Conventions, HQD-05-01

(a) Assume that the differences currently observed have a long-run average of zero as argued in the evidence of HQD. Would the sequencing of the plus and minus differences be important in a present value sense?

(b) Does the use of a mis-estimated weighted-average cost of capital not lead to incorrect evaluations of investment projects?

(c) Is this the same calculation that HQ uses internally for assessing the desirability of capital investment projects?

CC_K&R-HQD-Phase 2 IR.4

Reference: Table, Rate Base Rate of Return, HQD-07-01

How does the average debt rate for 2003 compare with the marginal debt rate?

CC_K&R-HQD-Phase 2 IR.5

Reference: Cost of the Integrated Debt, HQD-07-02

Please provide the derivation of the numbers in Tables 1 and 2, and confirm that these numbers are correct. If this cannot be confirmed, please provide corrected versions of the tables.

CC_K&R-HQD-Phase 2 IR.6

Reference: Cost of the Integrated Debt, HQD-07-02

Tables 1 and 2 derive the integrated cost of debt for HQD by pooling debt to obtain total debt, pooling financial expenses to obtain total financial expenses and then taking a ratio.  An alternative method of deriving the integrated cost of debt is to compute a weighted average of the costs of individual debt issues. Please apply the alternative method and reconcile the results with Tables 1 and 2.

CC_K&R-HQD-Phase 2 IR.7

Reference: Table 2, page 9, Cost of the Integrated Debt, HQD-07-02

(a) What is the justification for subtracting each item (such as cash and short-term investments) to obtain debt adjusted by the amount of deferred expenses?

(b) What are the working capital, current ratios and quick ratios for HQ for the past five fiscal years ending with the year 2002?

(c) Does HQ have credit lines and are they considered to be sufficient to meet the liquidity needs of HQ?

(d) Please confirm that based on the calculation method in Table 2 that the average debt rate would increase if funds were transferred from fixed assets to cash and short-term investments? If the answer is no, please provide the reason why this is the case.

CC_K&R-HQD-Phase 2 IR.8

Reference: Lines 2-9, page 31, and Lines 1-24, page 32,Cost of the Integrated Debt, HQD-07-02

(a) Please provide all price quotes from private-sector suppliers for a credit-enhancement guarantee for the debt of HQ. 

(b)
If HQ has not obtained any quotes from private-sector suppliers, what assurance can it provide that the 0.5% rate is a competitively determined rate? 

(c)
Please confirm that HQD pays the fee of 0.5% on all its debt. If not, please detail on what debt it does not pay this guarantee.

(d)
Does the debt guarantee from the provincial government apply to the unregulated activities of HQ?

(e)
Please provide details on the extent of the underwriting relationship between Merrill Lynch and HQ over the past five years. Specifically, provide:

a. The total number of underwritings over the past five years by HQ.

b. The number of underwritings over the past five years that Merrill Lynch participated as the Lead or Co-lead underwriter.

c. The average participation rate of Merrill Lynch in these underwritings.

d. Which underwriting negotiations occurred within six months of the report by Merrill Lynch, which is referred to in lines 5-10 of page 32 of document HQD-07-02
(f)
Please provide justification why HQD, as a stand-alone entity, “would have, without a doubt, been obliged to use foreign financial markets to a greater extent in the absence of a government guarantee”.

(g)
Please confirm that without the government guarantee that HQ would likely have a bond rating of BBB at best. 

(h)
If the statement in (g) is confirmed, please provide the basis for that confirmation.

(i)
Please provide any other third party assessments of the value of the credit guarantee from the provincial government.

CC_K&R-HQD-Phase 2 IR.9
Reference:  Rate of Return on Shareholder’s Equity, HQD-07-03
Please provide the data source for the rates presented in Table 2.

CC_K&R-HQD-Phase 2 IR.10
Reference:  Average Rate of the Prospective Cost of Capital, HQD-07-04
This document provides the percentages of fixed rate debt in Canadian dollars, variable rate debt in US dollars and variable rate debt in Canadian dollars.  Please provide a detailed breakdown of outstanding debt by issues stating maturity, fixed/floating status, currency, foreign exchange loss associated with the issue and historic interest cost for:

(a) Hydro Quebec

(b) Hydro Quebec Distribution.

CC/K&R-HQD-Phase 2 IR.11

Reference:  Average Rate of the Prospective Cost of Capital, HQD-07-04

This document provides the percentage variable rate debt in Canadian dollars.  Please provide the breakdown of HQD’s revenues between Canadian dollar and US dollar revenues for the last five years ending with fiscal year end 2002.

CC/K&R-HQD-Phase 2 IR.12

Reference:  Average Rate of the Prospective Cost of Capital, HQD-07-04

This document provides fixed and floating rate and Canadian and U.S. dollar breakdowns for debt.  

a) Please provide all studies which HQ has conducted or had conducted or is conducting on its behalf addressing the exposure of earnings to shifts in short- and long-term interest rates in Canada and the U.S. 

b) Please provide all studies which HQ has conducted or had conducted or is conducting on its behalf addressing the exposure of earnings to shifts in the exchange rate between the U.S. and Canadian dollars.

CC/K&R-HQD-Phase 2 IR.13

Reference:  General
(a) Please provide copies of all studies, reports or communiqués published or presented during the past five years by employees of HQ or those engaged by HQ dealing with:

a. Asset and liability management

b. Debt management

c. Capital structure

d. Cost of capital

e. Real options

(b)
Please provide copies of all internal communiqués during the past five years by employees of HQ or those engaged by HQ dealing with:

f. Asset and liability management

g. Debt management

h. Capital structure

i. Cost of capital

j. Real options

(c) Please provide a description of all contracted for or collaborative studies now being conducted for HQ/HQD that deal with:

a. Asset and liability management

b. Debt management

c. Capital structure

d. Cost of capital at HQ

e. Real options

CC/K&R-HQD-Phase 2 IR.14

Reference:  General

(a)
Please complete the following table for HQ by inserting the dollar values for each of the empty cells for each of the past five fiscal year ends:

	Maturity and Regional Location of Assets by Asset Category:
	Geographic

Location
	Fiscal Year:

	
	
	1998
	1999
	2000
	2001
	2002

	Current Assets
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Fixed Assets with remaining expected asset lives of >1 year to (5 years
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Fixed Assets with remaining expected asset lives of >5 years to (10 years
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Fixed Assets with remaining expected asset lives of >10 years
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Remaining Assets (i.e., assets not accounted for above)
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Total Assets
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	


(b)
Please detail what items are included in each of the asset categories used in (a) above.

(c)
Please complete the following table for HQ by inserting the dollar values for each of the empty cells for each of the past five fiscal year ends:

	Maturity and Currency Structure of Liabilities by Liability Category:
	Currency of Denomination
	Fiscal Year:

	
	
	1998
	1999
	2000
	2001
	2002

	Current Liabilities
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Debt with remaining term-to-maturity of >1 year to (5 years
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Debt with remaining term-to-maturity of >5 year to (10 years
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Debt with remaining term-to-maturity of >10 years
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Remaining Liabilities
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Total Liabilities
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	


(d) Please detail what items are included in each of the liability categories used in (c) above.

CC/K&R-HQD-Phase 2 IR.15

Reference:  General

(a)
Using the same definitions for the assets in each category used for HQ above, please complete the following table for HQD by inserting the dollar values for each of the empty cells for each of the past five fiscal year ends:

	Maturity and Geographic Location Structure of Assets by Asset Category:
	Geographic

Location
	Fiscal Year:

	
	
	1998
	1999
	2000
	2001
	2002

	Current Assets
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Fixed Assets with remaining expected asset lives of >1 year to (5 years
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Fixed Assets with remaining expected asset lives of >5 years to (10 years
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Fixed Assets with remaining expected asset lives of >10 years
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Remaining Assets
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	

	Total Assets
	Canada
	
	
	
	
	

	
	U.S.
	
	
	
	
	

	
	Other
	
	
	
	
	


(b)
Please complete the following table for HQD by inserting the dollar values for each of the empty cells for each of the past five fiscal year ends:

	Maturity and Currency Structure of Liabilities by Liability Category:
	Currency of Denomination
	Fiscal Year:

	
	
	1998
	1999
	2000
	2001
	2002

	Current Liabilities
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Debt with remaining term-to-maturity of >1 year to (5 years
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Debt with remaining term-to-maturity of >5 years to (10 years
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Debt with remaining term-to-maturity of >10 years
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Remaining Liabilities
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	

	Total Liabilities
	$CDN
	
	
	
	
	

	
	$USD
	
	
	
	
	

	
	Other
	
	
	
	
	


CC/K&R-HQD-Phase 2 IR.16
Reference: HQD-11, Document 5.3, paragraph 3.17

“The cost rates for long-term debt and preferred stock shall be the weighted average cost determined in the manner indicated in Sec.35.13 of the Commission’s Regulations Under the Federal Power Act.”

(a) Please provide a copy of Sec.35.13 of the Commission’s Regulations Under the Federal Power Act as well as all supporting and relevant regulations.

(b) Please explain how the investments covered under Sec. 35.13 compare with those undertaken by HQD in terms of size (absolute and relative dollar value), construction risk, and construction duration.

CC/K&R-HQD-Phase 2 IR.17
Reference: HQD-3, Doc. 1, p. 4; and HQD-3, Doc.2, p. 8

HQD has or might have the possibility of setting up deferral accounts for (1) modifications in the cost of heritage electricity supply, (2) price changes in transmission costs, and (3) the price differential between the cost of supplies and the price charged to customers for the BT tariff.  Please provide for each of the accounts (1), (2) and (3):

(a)
An estimate of the dollar value of these accounts for the years 2003 and 2004.

(b)
The interest rate that would be charged on each account and the rationale explaining the choice of this rate.

(c) How the rate (or rates) in part (b) of this question are or would be calculated.

(d) Whether or not the rate(s) used in part (b) of this IR is(are) equity neutral (i.e., do not favour one group of stakeholders of the utility over the others) for HQ/HQD and its customers.
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