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1. INTRODUCTION

This exhibit contains both historical data about the use of the transmission system for the 2001 to 2004 period and data related to the forecasting of the system requirements and revenues by type of transmission service for 2005. The rate of transmission loss is also discussed.

2. USE OF THE TRANSMISSION SYSTEM

2.1 Trend in Requirements of the Native Load

Based on the data presented in Table 1 below, it can be seen that the requirements of the native load have markedly increased between 2001 and 2004, both during the system’s coincident peak and the peak standardized for climatic conditions. For example, the native load’s coincident peak reached 35,514 MW in 2004 and the native load peak is forecast to be 34,060 MW for the projected 2005 test year, up slightly more than 2,300 MW from the peak forecast in the Transmission Provider’s 2001 rate case.

Table 1 –Requirements of the Native Load (MW)

	Year
	Forecast
	Coincident Peak
	Standardized Peak

	2001
	31,726
	29,287
	32,211

	2002
	ND
	30,413
	32,244

	2003
	ND
	34,487
	33,735

	2004
	ND
	35,514
	34,295

	2005
	34,060
	34,270*
	N/A


* Preliminary version for the January 2005 peak

2.2 Trend in Point-to-Point Service Requirements

The portrait of point-to-point service requirements has changed considerably since the presentation of the Transmission Provider’s 2001 rate case. Deliveries to neighbouring systems have undergone a marked decline, while receptions originating from these same systems have seen a major increase. This explains the significant drop in total revenues for the Transmission Provider’s point-to-point services, which fell to $162 million in 2003 and $96 million in 2004 from slightly over $300 million in 2001.

2.2.1 Decrease in Long-Term Point-to-Point Service Reservations

Table 2 below confirms the decline in long-term reservations, from 3,982 MW in 2001 to 405 MW in 2004.

Table 2 – Long-Term Point-to-Point Service Reservations (MW)

 (including 5.2% transmission losses) 

	Year
	Projected
	Actual

	2001
	3,844
	3,982

	2002
	ND
	3,307

	2003
	ND
	1,878

	2004
	ND
	405


The decrease in long-term point-to-point service reservations is mainly the result of the decrease in the volume exported by the Generator since 2001, without a compensating increase in volume of transmission emanating from third-party systems.

It is also possible that the changes in the rate structure following decision D-2002-95 and the application by the Transmission Provider of a method of proportional rate design between the rate applicable to the long-term point-to-point service and the those applicable to the short-term point-to-point services has reduced the incentive for customers to reserve long-term point-to-point services, since the unit cost, at 100% of the load factor, is the same for both short- and long-term services. Nevertheless, since the changes to the rate structure adopted in the preceding rate case occurred during a period when deliveries to neighbouring systems decreased significantly, the Transmission Provider cannot establish a direct causal relationship with this price phenomenon.

Thus, the reduction in rates of the short-term point-to-point service following decision D-2002-95 is henceforth compatible with the movement observed in neighbouring systems, where we see a trend toward the progressive reduction in rates applicable to transmission services between systems.
 In this context, therefore, maintaining the status quo with respect to the rate structure of point-to-point services seems to the Transmission Provider to be a necessity, enabling it, first, to monitor the movement in this area in neighbouring systems and second, to maintain the stability required for an effective rate structure policy.

Moreover, as the Régie itself observed on page 264 of decision D-2002-95, there is a significant incentive for customers of long-term point-to-point services to maintain their reservation priority that comes with renewing reservations on a system and interconnections in ever-higher demand. This could reverse the trend towards a reduction in long-term point-to-point reservations as the use of the system by third parties increases in the future.

2.2.2 Increase in Short-Term Point-to-Point Service Reservations

Moreover, since 2001 we see an increase in short-term reservations, which went from 1.7 TWh in 2001 to nearly 7.5 TWh in 2004. This aptly reflects the trend in markets in neighbouring systems during this period; they are increasingly turning to short-term markets, specifically, those for day-ahead and hour-ahead services.

Table 3 below shows the revenues for the Transmission Provider’s point-to-point services from customers other than Hydro-Québec Production (the Generator) for the years 2001 to 2004. It can be seen that these customers purchased between $4 and $12 million worth of point-to-point services annually during this period. Compared with the total revenues for point-to-point services, these customers’ purchases represent 4.2% for 2004, slightly up from 2001.

Table 3 – Revenues from Point-to-Point Services

	
	2001
	2002
	2003
	2004

	Reservations of customers other than the Generator (X $1 million)
	12
	2
	7
	4

	Total Reservations (X $1 million)
	305
	260
	162
	96

	Percentage of reservations from customers other than the Generator* 
	3.9%
	0.8% 
	4.3%
	4.2%


* Reservations by customers other than the Generator out of total reservations.

2.3 Use of Interconnections

The data presented in Table 4 below show that in 2001 and 2002, deliveries to neighbouring grids were over 15 TWh per year on average, while annual receptions from neighbouring grids were over 3 TWh on average. However, in 2003 and 2004, deliveries to neighbouring systems of approximately 9 TWh represented slightly over half of the volume of previous years, while the volume of receptions practically doubled, reaching 6 TWh in 2003 and 7 TWh in 2004.

Table 4 – Annual Deliveries and Receptions at Interconnections* (TWh)
	Year
	Deliveries
	Receptions**

	2001
	15
	4

	2002
	16
	3

	2003
	9
	6

	2004
	9
	7


*
Metering data at interconnections.

** 
Excluding receptions from the Churchill Falls generating station.

3. PROJECTED REQUIREMENTS AND REVENUES

3.1 Projection of Transmission Service Requirements

Table 5 below presents the requirements for the all transmission services for the year 2004, as well as the Transmission Provider’s forecast for the 2005 test year.

Table 5 –Transmission Service Requirements (Losses Included)

	
	2004

Actual
	2005

Projection

	Native Load (MW)
	35,514
	34,060

	Annual Point-to-Point (MW) – HQP
	405
	405

	Monthly Point-to-Point (MW-month)
	
	

	– HQP
	295
	-

	– Others
	478
	-

	Daily Point-to-Point (TWh)
	
	

	– HQP
	-
	0.1

	– Others
	-
	0.0

	Hourly Point-to-Point (TWh)
	
	

	– HQP
	7.5
	8.9

	– Others
	0.3
	0.4


3.1.1 Projection of Transmission Service Requirements to Supply the Native Load

The Distribution Provider gives the Transmission Provider an annual forecast of the native load, in conformity with the provisions of the Open Access Transmission Tariff. The native load consists of customers of the Distribution Provider who are connected to the system of the Transmission Provider. More specifically, the Transmission Provider specifies that the native load is made up of the total transmission requirements of the Distribution Provider’s customers (including the nine municipal systems and the Coopérative régionale d’électricité de Saint-Jean-Baptiste-de-Rouville) excluding customers of independent systems.

For 2005, the August 2004 projection was 34,060 MW. This projection reflects an increase of 2,334 MW, or 7.4% compared with the projection of 31,726 MW for 2001, which was at the time used to establish the transmission rates and the costs for the native load currently in effect. Moreover, the same projection of requirements of the native load was also submitted under Phase 1 of the current application.

3.2.1 Projection of Requirements of System Integration Transmission Service

As there are still no customer agreements for the system integration transmission service, the Transmission Provider does not foresee a load associated with this service in 2005. The same situation prevailed at the time of the 2001 rate application.

3.1.3 Projection of Requirements of Point-to-Point Transmission Services

For 2005, the Transmission Provider foresees reservations for short-term point-to-point transmission services for delivery to neighbouring systems of approximately 9.3 TWh (including losses), of which 9.2 TWh is for the hourly service and the equivalent of approximately 0.1 TWh is for the firm daily service.

In addition to these deliveries are those related to annual projected reservations for the Cedar Rapids Transmission (CRT) and New England systems. Moreover, we note that in decision D-2002-95, the Régie indicated that the requirements of the long-term point-to-point service must correspond to the projected annual reservations for this service. These reservations are for 405 MW including losses, and correspond to less than 3 TWh of additional reservations based on the previously presented use factor. This projection was also submitted under Phase 1 of the current application and corresponds to the reservations effective January 1 2005 for the long-term point-to-point service.

Furthermore, the Transmission Provider projects receptions from neighbouring systems of 3.8 TWh to meet the requirements of the Distribution Provider, as indicated by the latter in its 2005-2014 Supply Plan submitted to the Régie November 1 2004.

As for the Transmission Provider’s other customers, the Transmission Provider projects a stable volume moved through the system for them.

3.1.4 Transmission Loss Factor 

The 5.2% transmission loss factor approved by the Régie in its decision D-2002-95 has been applicable since January 1 2001 to all transmission services, in conformity with Section 15.7 of the Open Access Transmission Tariff for point-to-point services and with Section 28.5 for the network integration transmission service. Regarding the native load, the Distribution Provider is responsible at all times for providing the real losses associated with the transmission service it obtains, in conformity with Section 36.4 of the Open Access Transmission Tariff.
The observed transmission loss factors for the years 2001 to 2004 were relatively stable, as shown in the following table:

Table 6 – Transmission Loss Factors

	Year
	Loss Factor
	Deviation from 5.2%

	2001
	5.26%
	+0.0006

	2002
	5.13%
	-0.0007

	2003
	5.37%
	+0.0017

	2004
	5.16
	-0.0004

	Average
	5.23%
	+0.0003


Given the low deviation observed between the empirical loss factors and the loss factor in force, the Transmission Provider proposes that the transmission loss factor of 5.2% be maintained for 2005.

According to the provisions of the Open Access Transmission Tariff, the Transmission Provider is not responsible for compensating for transmission losses. To move energy using the system, customers of transmission services must provide at the point of receipt the load required at the point of delivery augmented by the transmission loss factor in effect. Concerning the native load, Section 36.4 of the Open Access Transmission Tariff also specifies that the Distribution Provider must at all times supply real losses associated with the service it obtains. The Transmission Provider proposes that it continue to apply the set of provisions concerning the transmission loss factors which are currently in effect under the Open Access Transmission Tariff.

3.2 Projection of Revenues of Transmission Services

According to the data presented in Table 7 below, the Transmission Provider’s projected total revenues for the year 2005 are $2,591 million, in conformity with the revenue requirements authorized by the Régie in its decision D-2005-63 relative to Phase 1 of this application.

Table 7 – Transmission Revenues ($ X 1 million)

	
	Actual
	Projected

	
	2001
	2002
	2003
	2004
	2005

	Native Load
	2,313
	2,313
	2,313
	2,313
	2,483

	Long-Term Point-to-Point
	290
	241
	137
	30
	30

	Short-Term Point-to-Point
	15
	19
	25
	66
	78

	Sub-Total Point-to-Point
	305
	260
	162
	96
	108

	Total
	2,618
	2,573
	2,475
	2,409
	2,591


3.2.1 Projection of Revenues of the Native Load Supply Service

A very large share of the Transmission Provider’s revenues is derived from the native load. For example, in the framework of the current rate case, the Transmission Provider’s revenues from the native load will increase from $2,313 million, set by the Régie in the framework of the 2001 rate case and recorded in Attachment H of the Open Access Transmission Tariff that it approved in decision D-2003-12 of January 16, 2003, to $2,483 million in framework of the current case. This represents an increase of 7.3% in the costs assumed by the Distribution Provider, while the Distribution Provider’s projected needs during this period increased 7.4%, from 31,726 MW projected for 2001 to 34,060 MW projected for 2005.

In this respect, the Transmission Provider emphasizes that the average unit price of transmission assumed by the Distribution Provider in the framework of the current rate proposal sees a decline of slightly under 0.1%.

Moreover, the reception of neighbouring markets is achieved without additional costs for the Distribution Provider, since it involves the use of resources designated by the latter following its short-term calls for tenders for the purchase of electricity, or of resources not designated by the Distribution Provider for native load supply needs, in conformity with the provisions of the Open Access Transmission Tariff.
3.2.2 Projection of Revenues of Point-to-Point Services

For 2005, the Transmission Provider is projecting revenues for point-to-point services of $108 million, $30 million of which will come from long-term reservations in effect currently totaling 405 MW.

The projection of revenues of short-term point-to-point services for 2005 is $78 million, for which the projected reservations are detailed in Table 5 above and which correspond to a volume slightly over 9 TWh projected in 2005.

Approximately 96% of the projected revenues of point-to-point services will come from the Hydro-Québec Production division, with the remainder coming from other customers using the Transmission Provider’s system in 2005.

4. Conclusion

The Transmission Provider aims to provider reliable transmission services that will meet the needs of its clientele, while closely following the trends in markets both in Québec and elsewhere.

In short, based on the needs detailed in this document, the Transmission Provider is proposing to obtain the revenue requirement authorized by the Régie in the framework of Phase 1 of the current rate case by maintaining the average unit cost of transmission services at a level practically identical, if not slightly lower, than that stemming from the rates approved by the Régie in the framework of the 2001 rate case.

� In its decision rendered March 24 2004 concerning the implementation of RTO-NE, FERC ordered the elimination of the fees between New England and New York State before the end of 2004, in order to eliminate rate pancaking within the RTO and to promote trade between systems.


� Hydro-Québec, Application for approval of 2005-2014 Electricity Supply Plan of the Distribution Provider, case R-3550-2004, November 1 2004.
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