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Question #1

 Reference: HQT-1, Document 1, page 7, lines 3-7

 HQT-4, Document 1, page 6, lines 17-20

Question:

a) Please identify the specific government rulings, regulatory principles

and Régie findings in decisions D-1999-120, D-2002-95 and

D-2005-50 that guided the development of the Application and with

which HQT considers the current Application as being in

conformance.
R1.a) In the evidence for the current application, HQT respects the sur la Régie de l'énergie (the « Act »), and specifically Article 164 thereof, which establishes the status of prudently acquired and useful assets and authorized projects before the Paragraph 1° of the first clause of Article 73 came into effect, and adopted by virtue of Paragraph 6° of Article 114 of the Act, i.e. the Règlement sur les conditions et les cas requérant une autorisation de la Régie de l'énergie (the Regulation on the conditions and cases requiring authorization by the Régie), which was adopted by Decree 970-2001, as well as the regulations resulting from the Act, as well as the regulatory principles adopted by virtue of Article 32 of the Act.

To this effect, HQT-2, Document 1, filed in Phase I of the current application, following which the Régie rendered its decision D-2005-50, resumes regulatory principles and the cost of service methodology used by HQT for setting rates in the current Phase II. This exhibit identifies the decisions related to these principles and methods, among others D-99-120 and D-2002-95, and proposes on page 12, two additional elements to its cost of service methodology, which the Régie has recognized.

Question #2

Reference: HQT-2, Document 1, page 10, lines 20-23


Question:

a) Please provide a schedule that indicates how many of the 26

customers have:

• Their points of receipt and delivery both within Quebec (i.e.,

   domestic transmission service)

• Their point of receipt within Quebec and the point of delivery

  as an interconnection point (i.e., export transmission service)

• Their point of receipt as an interconnection point and the

   point of delivery within Quebec (i.e., import transmission

   service)

• Their points of receipt and delivery as both interconnection

   points (i.e., wheel through service).
R2.a) The 26 customers each have one or several point-to-point service contracts for firm or non-firm short-term point-to-point service. In the majority of cases, these are umbrella service contracts allowing customers to make short-term reservations on OASIS in order to meet their needs, and allowing for the use of all points of receipt on OASIS.
Moreover, among the 26 clients, HQP has also two long-term service contracts with the point of receipt situated on the transmission network (HQT point) and the points of delivery are connected to neighbouring networks, of which one is located in Quebec at the Société de transmission électrique de Cedars Rapids limitée (CRT), and the other  is in New England (Highgate).
b) Please confirm that HQP is a point-to-point transmission service

customer but HQD is not. If this is not the case, please explain.

R2.b) As indicated in response R2.a, HQP has both long-term and short-term point-to-point service contracts. As for HQD, it does not currently have any contract for point-to-point transmission service.
Question #3

Reference: HQT-2, Document 1, page 12, lines 20-24

Question:

a) Please confirm that HQP “self-supplies” the five ancillary services

discussed on page 12.
R3.a) Yes, as indicated in the reference cited for the current question, only HQP has the generation facilities required to supply these ancillary services on HQT’s network.
b) Do any of the other point-to-point transmission service customers

“self-supply” any of these five ancillary services or obtain the

services from a 3rd party (other than HQT)? If yes, please specify

which services.

R3.b) No.
Question #4

Reference: HQT-2, Document 1, page 13, lines 8-10 and page 14, Table 1 &

lines 4-10

Question:

a) Please explain why all the revenues obtained by HQT for voltage

support are remitted to HQP (page 14), when, as discussed on page

13, voltage support is also provided by transmission equipment.

R4.a) As indicated in HQT-2, Doc 1, p. 13, the reactive power necessary for voltage support service is supplied at the same time by the transmission and generation equipment. Voltage support is required by HQT to supply the set of transmission services for point-to-point services and for the supply of the native load. The transmission equipment required for this purpose therefore is part of HQT’s assets within the rate base. 
The ancillary services rates described in the Rates and Conditions (R&C) are the rates applicable for the ancillary services supplied by the generation equipment. All the revenue derived from the application of ancillary services to point-to-point service customers are therefore remitted to the supplier of these complementary services, i.e. HQP.

b) Is it possible/practical to determine the amount of voltage support

provided by transmission versus generation equipment? If not, why

not? If so, please do so for 2004.

R4.b) To evaluate the voltage support on the transmission network is equivalent to continuously measuring the quantity for reactive power (Mvar) that is provided to the transmission network, or absorbed, in order to ensure that the network has an adequate voltage level to ensure its proper functioning. This voltage support can indeed be provided by generation or transmission equipment. The voltage support provided by transmission equipment can be dynamic (static and synchronous compensators) or static (shunt condensers and shunt inductors), while the voltage support provided by the generation equipment depends more particularly on the capacity factor of the generation units.

Given the planning and operating needs of the transmission network, HQT has not deemed advantageous or practical, the treatment of this significant amount of data within the context of its activities, in order to isolate to specifically compare the variation in time of the contribution of generation and transmission equipment to the voltage control.
Question #5

Reference: HQT-2, Document 1, page 15, lines 1-4

Question:

a) Are all of the revenues received by HQT for frequency control

remitted to HQP? If not, please indicate the percentage of revenues

remitted to HQP in 2004.

R5.a) HQT did not receive any revenues from the frequency control service during 2004. However, for the reason indicated in answer 4.a, all revenue that HQT would recover from this service would be remitted to HQP.

Question #6

Reference: HQT-2, Document 1, page 15, lines 10-24

Question:

a) Please clarify the application of the 30-day requirement for netting

out imbalances in actual versus planned deliveries. For example:

• How is the 30-day requirement applied, e.g., is the total

  imbalance checked on a monthly basis or is a 30-day rolling

  window used?

• What are the consequences of failing to eliminate imbalances

  within 30 days?

R6.a) An HQT customer should correct a delivery imbalance within 30 days following this imbalance. As indicated in the Rates and Conditions, any delivery imbalance within a margin of +/- 1.5% that is not compensated within the 30-day limit, as well as any hourly imbalance greater than the 1.5% margin is subject to the applicable ancillary service rate. In HQT-5, Doc 3, on the original page no. 156, HQT also proposes a slight modification to the Rates and Conditions text to avoid any ambiguity on the subject.
b) Does the energy delivery imbalance service apply to parties who are

exporting and the point of delivery is one of HQT’s interconnection

points? If not, why not?
R6.b) No. The energy delivery imbalance service applies to deliveries of point-to-point transmission services to supply a load in HQT’s control area. When the deliveries of point-to-point services are used to supply a load in another control area than that of HQT, any imbalance between energy planned by the two networks and the energy delivered is compensated in energy between HQT and the neighbouring network.
Question #7

Reference: HQT-2, Document 1, page 16, lines 8-15

Question:

a) Does the same imbalance margin (1.5%) and requirements around

eliminating imbalances within 30 days apply to the energy receipt

imbalance service?

R7.a) Yes. As indicated in the reference cited for the current question, energy receipt imbalance service is comparable in its application to the energy delivery imbalance service.
b) Does energy receipt imbalance service apply to parties who are

importing (i.e., where the point of receipt is one of HQT’s

interconnection points)? If not, why not?

R7.b) No. The energy receipt imbalance service applies only to any receipt for which the source is in the HQT control area. When the point of receipt is situated in another control area than that of HQT, any imbalance between the energy planned by the two networks and the energy delivered in compensated in energy between HQT and neighbouring network. In this case, as in the case referred to in question 6.b, the control of electricity delivery is made between HQT and the neighbouring network and not between the transmission service customer and its supplier or purchaser of electricity.
Question #8

Reference: HQT-2, Document 1, page 20, line 22 to page 24

HQT-4, Document 3, pages 38-40

Question:

a) Would discounts that are based on an approved formulae that

incorporate actual market conditions (e.g., discounts calculated

based on the actual difference between the market prices in

different jurisdictions – similar to the approach adopted by BCTC

and outlined in HQT-4, Document 3, pages 38-40) be considered a

Type 1 or a Type 3 form of discount? Please explain.

R8.a) The discount policy proposed by HQT in exhibit HQT-2, Document 5 constitutes, in the opinion of HQT, a Type 3 form of discount, that is to say the application of variable discounts as a function of pre-established parameters approved by the Régie.
Question #9

Reference: HQT-2, Document 1, page 22, lines 8-16

Question:

a) If it can be demonstrated that the existing short-term point-to-point

service rate is too high to facilitate use of any transmission path,

wouldn’t a discount policy based on ensuring that at least one path

is economic potentially lead to increased transmission service

revenues without the risk of reduced revenues from other

transmission paths?

R9.a) The discount policy proposed by HQT in exhibit HQT-2, Document 5

essentially aims to allow the application of a discount for hourly point-to-point service in the off-peak period in order to encourage transactions that would have not taken place on certain paths due to the hourly rate applied by HQT. By calibrating the discount offered based on a price difference between the markets targeted by a transaction, HQT ensures the non-application of the discount during a given period to the paths on which the discount would not be required. As such, the discounts lead to reduced point-to-point services revenues, but rather will allow for the optimization of the use of the system, which complies with the direction given by the Régie in D-2002-95, page 283.

Question #10

Reference: HQT-2, Document 1, page 22, lines 23-27

HQT-2, Document 3, page 14, lines 3-9


Question:

a) Given that (i) almost 80% of the short-term point-to-point

transactions are by HQP (HQT-2, Document 3, page 12) and (ii)

HQP’s use of short-term point-to-point service is not for purposes of

wheeling between neighbouring jurisdictions (HQT-2, Document 3,

page 14), please explain:

 1. Why is the price differential between neighbouring

      jurisdictions considered an appropriate metric for the

     value of point-to-point transmission service?
R10.a.1) All intervenors in the market, including HQP, can use HQT’s transmission services to take advance of price differentials between the markets. The market price differential between two neighbouring networks is therefore considered as an indicator of the economic value of the transmission services between these two markets.
  2. What is the appropriate metric for the value of

       transmission service to HQP to ensure that any

      discounting does not simply lead to lower unit revenues
      from HQP without an offsetting increase in usage?

R10.a.2) As there is no hourly electricity market in some networks, such as those of HQT, New Brunswick and Brascan, the discount policy proposed by HQT is applicable in the off-peak period, by using the lowest price of the interconnected markets when a transaction originates from one of the three networks, and the highest price of the interconnected markets when one of these is the destination point.

HQT submits that this method is the most appropriate to ensure that the discounts offered are not greater than the minimum required to encourage additional transactions and to improve the utilisation of the system without generating revenue losses for the hourly service.
However, as indicated in HQT-2, Document 5, page 7, lines 3 to 17, the discount policy proposed cannot be applied during the peak period because the variance between the selling price of electricity at the peak which would have been acquired in the off-peak could be possibly greater than the differential in the market price that can be observed during the peak period. If the proposed discount policy is applied during the peak period, the result would certainly be a revenue reduction for HQT without an increase in the rate of system usage.
b) Please comment on the 1 he capability of the inter-tie with Ontario to

facilitate imports and exports for purposes of wheeling between

neighbouring networks. In the response, please specify (i) how

much of the inter-tie capacity with Ontario is currently used for

imports and exports and (ii) what is the total annual import capability

and export capability in the peak and off-peak periods.

R10.b) HQT uses 6 interconnections between Quebec and Ontario. Table R10.b-3 and Table R10.b-4 below respect present details of the receipt and delivery capacities for each of the interconnections. 
The Quebec network is not connected in a synchronous manner to the Ontario network and there is no interconnection with a continuous current between the two networks. For this reason, the exchanges between the two networks take place by transferring generation blocks or load blocks from one network to the next. As a result, import and export capability is generally dependent on the capacity and availability of generation facilities and on the demand of the load blocks supplied by each network. The available exchange capacity is not entirely under HQT’s control.
i) For the year 2004, the following electricity transits were made on the interconnections:

Table R10.b-1 − Receipts en 2004 (en GWh)

[image: image1.emf]
Table R10.b-2 − Deliveries (without losses) in 2004 (en GWh)

[image: image2.emf]
ii) Interconnection capacity with Ontario varies with weather conditions and ambient temperature. Consequently, the following tables present the capacity in winter and in summer.

Table R10.b-3 − Maximum TTC receipt capacities (in MW)

[image: image3.emf]
Tableau R10.b-4 − Maximum TTC delivery capacities (in MW)

[image: image4.emf]
Question #11

Reference: HQT-2, Document 1, page 24, lines 5-13

HQT-3, Document 1, page 16, lines 8-29 and page 21, lines 1-6

HQT-3, Document 6, page 6, Table 3 and pages 17-19, Table 7

Question:

a) What are the total estimated costs (for 2005) of maintaining and

managing the OASIS?

R11.a) The costs to operate and maintain the OASIS system are approximately $0.8 million.

b) Does the cost in (a) reflect all of the activities associated with

managing the provision of point-to-point service (e.g.,

maintaining/managing the OASIS, managing and confirming

reservations, billing & collecting, etc.)? If not, what is the value of

these additional costs for 2005?

R11.b) Yes.

c) In which HQT cost centres and in which line elements of HQT’s cost

of service are the cost of OASIS and any other activities related to

managing point-to-point service included?

R11.c) There is no cost centre for OASIS, for which the costs are included in the gross direct charges. Moreover, OASIS is used for native load transmission service and for point-to-point transmission service.

d) Are OASIS and the other activities related to managing the provision

of point-to-point service also used to provide native load service? If

yes, please explain how and why.

R11.d) HQT’s OASIS system is required for all transactions requiring the use of its interconnections with neighbouring networks. It is therefore used by HQD for imports originating from neighbouring networks from both designated and non-designated resources to supply the local load, as well as by HQP for imports from non-designated resources to supply the local load, in the same way that it (OASIS) is used by point-to-point transmission service customers for wheeling and exports to neighbouring networks.
Question #12

Reference: HQT-2, Document 1, page 26, lines 13-22

HQT-2, Document 4, page 3

Question:

a) Please elaborate on what types of Transmission service requests

the proposed complaint process would apply to. For example, does

the proposed complaint process apply to:

• Requests for service under HQT’s Open Access Tariff?

• Requests for connection service/upgrades by transmission

  connected customers of HQD?
R12.a) The Accelerated complaint process for transmission service customers related to a refusal of request for service (Procédure accélérée d'examen des plaintes des clients des services de transport d'Hydro-Québec TransÉnergie en matière de rejet d'une demande de service de transport), filed as exhibit HQT-2, Document 4, applies to all service requests for HQT customers by virtue of the Rates and Conditions. It does not apply to the HQD customers requesting a connection to supply their load. In this case, the HQD complaint process for Large Enterprise complaints (Procédure d'examen des plaintes des clients Grandes

entreprises) would apply. 
Question #13

Reference: HQT-2, Document 2, page 6, Table 2 and lines 14-17

Question:

a) With respect to Table 2, please provide a schedule that breaks out

the annual reservation for short-term firm point-to-point service for

HQP and for other customers using the service for the years 2001

through 2004.

R13.a) HQT notes that the annual reservations for short-term firm point-to-point service, referred to in the question, are not admissible under the Rates and Conditions. The annual reservations can only be made in the context of long-term point-to-point transmission service.

Consequently, the following table presents the allocation between HQP and other customers of actual annual reservations for the long-term point-to-point transmission service, which are indicated in HQT-2, Document 2, page 6, Table 2.

Table R13.a – Long-term Point-to-Point Service Reservations (MW)
(with transmission losses of 5,2 %)

Year

Client 

Actual Reservation
[image: image5.emf]
b) With respect to the breakdown provided in response to part (a), for

each year, please indicate the MW of firm point-to-point service

reservations associated with:

• Transmission service where the points of receipt and delivery

   are both within Quebec (i.e., domestic transmission service)

• Transmission service where the point of receipt is within

   Quebec and the point of delivery is an interconnection point

   (i.e., export transmission service)

• Transmission service where the point of receipt is an 
   interconnection point and the point of delivery is within

  Quebec (i.e., import transmission service)

• Transmission service where the points of receipt and delivery

   are both interconnection points (i.e., wheel through service).

R13.b) The annual reservation of 105 MW in 2001 is for inter-network transit of which the point of receipt is situated in Quebec (neighbouring Quebec network) and the point of delivery is an interconnection with a network outside Quebec. All of the other reservations indicated in the table above have, as their point of receipt, the HQT point in Quebec, and, as their point of delivery, different interconnection points with other networks in Quebec (CRT) or outside Quebec (New York, New England).
Question #14

Reference: HQT-2, Document 2, page 7, lines 19-25

Question:

a) Please confirm that while existing short-term firm point-to-point

customers seeking to renew their service reservations have priority

in terms of consideration of their request, they would still be

responsible for making capital contributions (as per HQT’s maximum

allowance policy) for any network upgrades required to extend their

current service. If not, please explain how any network upgrades

required to meet their new service request are funded.

R14.a) Only short-term point-to-point service customers with a reservation of a year or more benefit from a renewal priority, as described in Article 2.2 of the Rates and Conditions. Thus, short-term point-to-point service customers (with reservation durations of less than one year) do not benefit from any renewal priority when their reservation terminates.

The short-term point-to-point transmission service is offered by HQT through the presentation on OASIS of the available capacity. As such, no modification of the system is required for the short-term point-to-point transmission services. 
Question #15

Reference: HQT-2, Document 2, page 8, lines 3-7

Question:

a) Please specify whether the 1.7 TWh and 7.5 TWh values quoted are

the reservation values (i.e., MWs reserved * delivery period) or the

actual TWh of energy transmitted.

R15.a) Both cases represent an estimate, based on the reservation values, of the transit for short-term point-to-point transmission services.
Question #16

Reference: HQT-2, Document 2, page 8, Table 3

Question:

a) Please confirm that Table 3 includes revenues from all point-to-point

services (including long-term firm point-to-point services).

R16.a) Exhibit HQT-2, Document 2, page 8, Table 3 does include revenues from all point-to-point services.

b) Please provide a schedule, similar to Table 3, which includes only

short-term point-to-point service.

R16.b) The following table presents short-term point-to-point transmission service revenues for the years 2001-2004 with a specification of the revenues from third-party customers.
Table R16.b – Revenues from short-term point-to-point transmission services 

2001 
2002 
2003 
2004

Reservations of customers other

than HQD ($million) 



  3 
  3 
  7 
 4

Total reservations ($million) 


15 
19 
25 
66

Proportion of reservations of

customers other than HQP * 


20.5% 
17.6% 
26.4% 
6.1%

* Reservations by customers other than HQP on the total reservations.
Question #17

Reference: HQT-2, Document 2, page 9, Table 4

HQT-2, Document 1, page 5, line 20 to page 6, line 8

Question:

a) Please provide a schedule similar to Table 4 that breaks down:

• The annual deliveries to the interconnections as between

   those sourced from HQP versus other suppliers.

• The annual receipts at the interconnections as among those

  for (i) HQP; (ii) HQD; and (iii) other users. As part of this

  breakdown please separate the imports from neighbouring

  networks by HQD versus HQP – as discussed in HQT-2,

  Document 1.

R17.a) The following table shows the estimates of the breakdown of annual deliveries (without loss) and receipts per customer for 2001 – 2004.

Table R17.a – Estimate of the breakdown of the deliveries (livraisons) and receipts (réceptions) per customer: 
[image: image6.emf]
Note: Tiers means Third party, as in a non-HQP customer.
b) Please provide a schedule similar to Table 4 but which breaks down

the 2001 through 2004 deliveries and receipts on a monthly basis.

R17.b) The following table presents the deliveries (without transmission losses) and the receipts per month for the years 2001 to 2004.

Tableau R17.b – Deliveries (Livraisons) and Receipts (Réceptions) Per Month from 2001 to 2004

[image: image7.emf]
Moreover, it should be noted that in HQT-2, Document 2, Table 4, the 2003 deliveries should have read 10TWh (rounded up from 9.7 TWh) instead of 9 TWh. 
Question #18

Reference: HQT-2, Document 2, page 10, Table 5 and page 11, lines 18-21.

Question:

a) Table 5 shows a total of 9.4 TWh of short-term point-to-point service

projected for 2005. Page 11 suggests that there are 9.3 TWh of

short-term point-to-point service associated with deliveries to

neighbouring jurisdictions. Please confirm if this discrepancy is due

to rounding. If not, please explain the discrepancy.

R18.a) The forecast of the short-term point-to-point service requirements for 2005 is 9.3 TWh. The total in Table 5 is consistent with this volume. However, the reader could reach a slightly different result due to rounding.

b) Please provide a schedule (comparable to Table 5) that

• Sets out the level of short-term point-to-point transmission

   service provided in each of the years 2001-2004 (inclusive)

   by type of service (i.e., monthly, weekly and daily point-to-
   point service and whether it was firm or non-firm service), and

• Separates the services provided to HQP from those provided

   to other parties.

R18.b) The following table shows the transmission needs (losses included) for the different short-term point-to-point transmission services (firm and non-firm) for the years 2001-2004.

Table R18.b – Transmission requirements (with losses) for 2001-2004
2001 

2002 

2003 

2004

Point-to-point monthly firm (MW)

- HQP 




1,780 

  750 

126 

 210

- Others 



   300 

  175 

276 

 220

Point-to-point weekly firm (MW)

- HQP 




     80 

       0 

    0 

     0

- Others 



   400 

1,057 

132 

     0

Point-to-point daily firm (MW)

- HQP 




        0 

   563 

153 

 261

- Others 



        0 

   350 

    0 

   20

Point-to-point daily non-firm (MW)

- HQP 




        0 

       0 

    0 

4,946

- Others 



        0 

     74 

    0 

       0

Point-to-point hourly non-firm (MW)

- HQP 




0.1 

1.5 

2.1 

6.7

- Others 



0.0 

0.1 

0.6 

0.3
Question #19

Reference: HQT-2, Document 2, page 10, Table 5 and page 11, line 23 to

page 12, line 10

Question:

a) Please describe the long-term point-to-point service provided to

CRT and the New England Systems (e.g., Points of Delivery and

Receipt, Term of Service, etc.).

R19.a) Four contracts for long-term point-to-point service are in effect in 2005. In all cases, the client is HQP. The following table presents the main characteristics of these contracts. The service conditions are applied by HQT by virtue of the Rates and Conditions.
Tableau R19.a – Long-Term Point-to-Point Reservations (Without Losses)

Client

Capacity (MW)
Point of
Point of

Duration






receipt
delivery

[image: image8.emf]
The capacities indicated in this table add up to 385 MW. When they are increased to account for the 5.2% transmission loss, these capacities correspond to transmission requirements of 405 MW of the long-term point-to-point transmission service.
b) Please confirm that:

• The 405 MW of short-term point-to-point service included in

  Table 5 represents the reservations for the CRT and New

  England Systems.

• The 3.8 TWh of imports to meet HQD requirements in 2005 is

  captured in Table 5 by the 34,060 MW of native load service.

  If not, please explain.

R19.b) HQT notes that this question refers to reservations of 405 MW for the short-term point-to-point transmission service. However, as indicated in HQT 2, Document 2, page 11, lines 22-26 and page 12, lines 1-6, the annual reservations of 405 MW, indicated in HQT-2, Document 2, page 10, Table 5, relate to the long-term point-to-point service on the networks of the Société de transmission électrique de Cedars Rapids limitée (CRT) and those of New England.

The annual peak of the native load transmission requirements indicated in HQT-2, Document 2, page 10, Table 5, represents the total of peak needs forecast by HQD. The forecast imports of 3.8 TWh are part of HQD’s supply and can be part of its peak needs.
Question #20

Reference: HQT-2, Document 3, page 6, lines 2-5

Question:

a) Please confirm whether HQT did or did not offer a 25% discount on

all short-term services as directed by the Régie in D-2002-95 from

May 2002 until January 2003.
R20.a) As indicated in exhibit HQT-2, Document 1, page 18, lines

19-21 and page 19, lines 12-19, HQT applied a discount policy on all short-term point-to-point services as of May 15, 2002, in compliance with Régie decision D-2002-95. The 25% discount on all short-term services ended on January 14, 2003, following the approval of the interim discount policy in D-2003-02 of January 10, 2003.
b) If all short-term transmission services were discounted from May

2002 onwards, please confirm that effective January 15, 2003

through January 14, 2004 only off-peak hour short-term services

were discounted by 25%.

R20.b) As indicated in exhibit HQT-2, Document 1, page 19, lines 12-17 and HQT-2, Document 3, page 8, lines 6-13, HQT applied a discount of 25% on off-peak hourly service from January 15, 2003 to January 14, 2004.

Question #21

Reference: HQT-2, Document 3, page 14, lines 3-9

HQT-4, Document 3, page 28, lines 12-22

Question:

a) During the 2002-2004 period, has HQP ever imported power from

neighbouring jurisdictions in order to allow for resale during higher

priced periods as Dr. Orans has suggested parties might do? (Note:

In HQP’s case such exports could be used to help fulfill its Heritage

Pool obligations in the off-peak, thereby allowing HQP to reduce the

draws on its hydro-storage and, instead, utilize the hydro production

during the subsequent peak period for purposes of making export

sales).

R21.a) As indicated in HQT-2, Document 2, page 9, Table 4, the receipts of electricity on HQT’s interconnections with neighbouring networks totalled approximately 3 TWh in 2002, 6 TWh in 2003 and 7 TWh in 2004. Excluding volumes coming from clients other than HQP who made inter-network transits, the majority of these volumes were imported by HQP as non-designated resources to supply the native load.

With respect to the reference relative to Dr Ren Orans expert report in HQT-4, Document 3, page 28, lines 12-22, HQT wishes to point out that Dr Ren Orans does not indicate that makes such transactions, but rather the reference is an evaluation aiming to establish a value for the transmission service between two markets.
b) If the answer to part (a) is yes, please indicate what HQT

transmission service charges were applied to such transactions.

R21.b) The use of non-designated resources by HQP to supply native load in the context of the Heritage Pool Supply is made without additional fees as provided in Article 36 of Rates and Conditions. This practice was recognized by the Régie in D-2002-95, page 330.

c) If the answer to part (a) is no, can HQT offer any insight as to why

not?

R21.c) When HQP carries out imports of non-designated resources to supply the native load, HQT cannot determine from this the impact on HQP’s energy situation.
Question #22

Reference: HQT-2, Document 3, page 14, lines 20-25; page 15, Table 4 and

page 16, Table 5

Question:

a) Do the price differentials calculated by HQT also take into account

the additional transmission costs in either Ontario and New England

or Ontario and New York that would be incurred by a party wheeling

energy between Ontario and New England or New York

respectively?

R22.a) The additional transmission costs on neighbouring networks were not taken into account in this analysis. However, these costs were considered in the analysis of the impacts of the discount policy in exhibit

HQT-2, Document 5, pages 11-13.
b) If not, what is HQT’s estimate of the additional transmission costs

(i.e., over and above HQT’s transmission service charges) that

would have been incurred in 2003 by a 3rd party:

• Wheeling power from Ontario to New York or New England

• Wheeling power from New England or New York to Ontario.

R22.b) The following table provides an estimate of the additional transmission costs (over and above HQT’s) for the paths indicated below.

Tableau R22.b – Additional Transmission Costs ($/MW/h)

[image: image9.emf]
De = From

Vers = To

Nouvelle-Angleterre = New England

s.o. = N/a (not applicable)
Answer of Dr Ren Orans:

The estimated costs in Table R22.b are higher than the costs

assumed in the price differential analysis (except for import

from New York to Ontario, which is the same). Figure R22.b

compares the original curve of percent of trades blocked

(Figure 2, p. 33 of Dr. Orans Direct Testimony) with an updated

curve using the costs from Table R22.b above). With the

higher transmission costs the percent of trades blocked at

each discount level increases dramatically.

Figure R22.b

[image: image10.emf]
Question #23

Reference: HQT-2, Document 3, page 12, lines 3-9; page 13, Table 3 and

page 15, lines 1-3

Question:

a) HQT has indicated that apart from HQP there was one other

customer using hourly point-to-point service on a regular basis

during the period in question. Was this customer securing HQT

transmission services for purposes of wheeling power through

Quebec? If not, what were the points of receipt and delivery for this

customer?

R23.a) No. The point of receipt generally used by this client is that of an interconnection between HQT’s network and that of a neighbouring network situated in Quebec, while the point of the delivery is that of an interconnection between the HQT’s network and that of a neighbouring network situated outside Quebec.
b) Table 3 indicates that of the total short-term point-to-point hourly

service reservations over the period, 8% were discounted

reservations for customers other than HQP. Of the GWh this

represents, what percentage involved “wheeling through”

transmission service (i.e., service where both the point of receipt

and point of delivery are interconnection points on HQT’s system)?

R23.b) All of the reservations from third party customers, for which a discount was granted during the application period of the interim discount policy, were carried out from one point of receipt to the point of delivery on the interconnection paths of HQT’s network.
c) If, as the analyses performed by HQT suggest, there was economic

benefit to be gained from wheeling power through Quebec during

this period, does HQT have any explanation as to why more

transactions did not occur?

R23.c) Even in the presence of an economic incentive to carry out transactions on the HQT network, several constraints can affect the ability of clients to carry out such transactions. This may be due to a lack of transmission or generation capacity in the neighbouring networks, or to perception gaps between the prices forecast in the markets and the actual prices.
Question #24

Reference: HQT-2, Document 5, page 7, lines 6-17

Question:

a) In those cases where the peak period energy to be sold is “acquired”

at a lower cost in the off-peak period:

  1. Would HQP and/or other parties in Quebec making such

      transactions need to purchase HQT’s short-term transmission

      service in order to acquire the power from neighbouring networks

      during the off-peak period? If not, why not?

R24.a.1) With respect to HQP, see the answer to question 21.b. With respect to a third party customer outside the HQT network, making a transaction of this type, they would have to pay the applicable point-to-point transmission tariff.
2. Would HQP and/or other parties in Quebec making such

    transactions need to purchase HQT’s short-term transmission

    service in order to deliver the power to neighbouring networks

    during the peak period? If not, why not?

R24.a.2) Yes.
b) If the response to (a-1) is yes, could the proposed off-peak

discounts simply reduce the transmission service revenues

associated with the types of peak/off peak transactions described on

lines 6-9 without any commensurate increase in volumes? If not,

please explain why.

R24.b) With respect to HQP, the answer is no because the question refers to the import of non-designated resources to supply the native load, which is done without fees by virtue of Part IV of Rates and Conditions. See also the answer to question 21.b.
With respect to a third party customer outside the HQT network, the answer is also no because, as indicated HQT-2, Document 5, the goal of the discounts offered by HQT is to optimize the use of the network by allowing the customer to undertake hourly point-to-point service transactions which would not be profitable without the application of the discounts proposed for the off-peak period.
Question #25

Reference: HQT-2, Document 5, page 7, lines 14-17

HQT-4, Document 3, pages 27-28

Question:

a) Has HQT performed any analyses (other than that presented by Dr.

Ren Orans in HQT-4, Document 3, pages 27-28) to demonstrate

that the current rate levels for short-term point-to-point service in the

peak period do not impede the types of peak / off-peak transactions

discussed. If so, please provide the analyses.

R25.a) No. Generally, HQT does not believe that the hourly rate of $8.33/MWh constitutes an impediment to the carrying out of hourly point-to-point transmission service transactions. Moreover, HQT indicates in HQT-2, Document 2, page 10, Table 5, that it projects deliveries of 9.3 TWh (with transmission losses) for the hourly point-to-point service during the year 2005.
Question #26

Reference: HQT-2, Document 5, page 7, line 22 to 24

HQT-2, Document 5, page 11, line 24 to page 12, line 8

Question:

a) Please confirm that the rebates will be based on the actual real time

energy prices for neighbouring markets. If this is not the case,

please indicate what prices will be used in the rebate formula.

R26.a) The market price to be applied will be, in the following order, the actual real-time price, the hour-ahead market (HAM) price, the day-ahead market price (DAM), depending on the existence of these markets in the neighbouring network in question, and depending on whether the market is sufficiently liquid (i.e. that it involves many transactions) to ensure the correct application of the discount policy.

b) Given that parties must anticipate the size of the potential rebate

and are at risk for any inherent uncertainty, has HQT undertaken

any analysis of the typical variance/bias between the day ahead

prices in neighbouring markets and the real time prices in the same

markets? If so, please provide.

R26.b) HQT estimated the impact for 2004 on the potential number of hours where the discount would have been applicable by using real-time prices rather than day-ahead prices. During this period, the average of the price variances between the markets was higher for real-time prices. In these circumstances, the use of real-time prices would have decreased the discount’s potential, in comparison with the use of day-ahead prices.
However, it is important to emphasize that these results are volatile and can change from one period to the next.

Question #27

Reference: HQT-2, Document 5, page 7, line 22 to page 8, line 9

HQT-2, Document 1, page 21

Question:

a) Please confirm that, in those circumstances where the rebate is to

be paid, the resulting short-term transmission rate effectively

captures all of the economic benefit associated with initiating an

energy transfer between two of HQT’s neighbouring networks.

R27.a) No. The application of the discount by HQT does not have as a goal, nor as a result, the capture of all the economic benefit associated with hourly point-to-point service transactions. See also the answer to question 27.b.

b) Subject to the confirmation in part (a) that there is no margin

remaining, what is the benefit to a third party of initiating a transfer

of off-peak energy between two of HQT’s neighbouring jurisdictions?

R27.b) Beyond the economic benefit derived from the price differential between the two markets, the customer may obtain an economic benefit from the variance between their generation costs and the market price, or also, in the case of a bilateral transaction, between the sale price to their customer and the market price. It should be understood that the discount offered by HQT is between the price of the destination market and the price of the market of origin. However, any market participant may have bid in the market at a lower price, if their generation cost was lower, or even, in the case of a bilateral transaction with a customer in a destination market, the sale price could be higher than the market price during certain periods. In all cases, the customer can obtain certain economic benefits beyond the price differential between the markets.
c) Please confirm that the rebate proposal would apply to all requests

for off-peak short-term point-to-point hourly transmission service

including:

• Those with originating points in Quebec and neighbouring

  networks as the destination point.

• Those with originating points in a neighbouring network

   and Quebec as the destination point.

R27.c) The discounts proposed will apply to all the reservations for off-peak point-to-point transmission service, regardless of whether the originating point for the generation is situated inside or outside the HQT network.

d) The adoption of the proposed rebate policy would result in different

rates for different transmission paths at the same time based on a

pre-established formula. Please confirm that the proposed rebate is

a “Type 3” form of discount, as per the definitions in HQT-2,

Document 1, page 21.
R27.d) The discount policy proposed by HQT in HQT-2, Document 5, constitutes, in HQT’s opinion, a “Type 3” form of discount, that is to say the application of variable discounts as a function of pre-established parameters approved by the Régie.

e) The adoption of the proposed rebate policy would result in different

rates for different transmission paths at the same time.

1. Please confirm that this rebate policy results in the type of rate

    that the Régie refused to authorize in D-2002-95 due to the statutory

    requirements of An Act respecting the Régie de l’énergie (“the Act”).

R27.e.1) HQT does not believe that a debate on the interpretation of a past Régie decision is appropriate in the context of the current filing, nor relevant to the current interrogatory process.

2. In HQT’s view, does the proposed rebate meet the requirements

    of the Act? If yes, please explain why?

R27.e.2) In the opinion of HQT, the proposed discount policy is in compliance with the Act for reasons that will be explained, if necessary, in final argument or in counter-argument.

Question #28

Reference: HQT-2, Document 5, page 8, lines 10-13 and page 13, Table 1

Question:

a) What is the rationale for setting $2.00/MWh as the minimum level of

revenue for off-peak point-to-point transactions?

R28.a)  In the opinion of HQT, the minimal rate of $2.00/MWh constitutes a minimum threshold, below which the transmission service customer would not contribute in a significant way to HQT’s annual fixed costs.

b) With reference to Table 1, how many more hours would the rebate

have been applicable in 2004 if the minimum level of revenue was

reduced to:

 • $1.00/MWh

 • $0.50/MWh

R28.b) See answer to question 30.b.

Question #29

Reference: HQT-2, Document 5, page 11, lines 11-19

Question:

a) What is the estimated cost to HQT of implementing the proposed

rebate policy?

R29.a) HQT estimates that the annual fixed cost to put in place and operate the necessary information systems, as well as to ensure the billing and the monitoring of the proposed rebate policy, would be about $300,000.

Question #30

Reference: HQT-2, Document 5, page 12, lines 13-22 and page 13, Table 1

Question:

a) Please clarify the use of the term “3rd party” (clients tiers) in the text

and in Table 1 (i.e., does the analysis include transactions by

HQP)? If HQP in not included in the Table, please redo Table 1

including transactions by HQP.

R30.a) The idea of  “3rd party” customers (clients tiers) includes point-to-point service customers, with the exception of HQP. For the results including transactions performed by HQP, see answer 30.b.
b) If Table 1 does not include transactions by HQP, please also revise

the response to Question 28 (b) to include HQP transactions.

R30.b) The following table provides different scenarios of the impact of the 

discount policy based on the 2004 data for 3rd party clients and for the whole customer base for hourly point-to-point services, with a minimum price of $1, $2 and $0.50.

Table R30.b – Impact scenarios of the discount policy

(1)


(2)

(3)

(4)

(5)

[image: image11.emf]
The first sub-table represents the case where the minimum price is $2.

The 2nd sub-table represents the case where the minimum price is $1.

The 3rd sub-table represents the case where the minimum price is $0.50.

In Column (1), vers = towards; Nouvelle-Angleterre = New England

Translations of Column titles:

(1) Transits = Transits

(2) Nombre d’heures où le rabais aurait été applicable = Number of hours where rebate would have been applicable

(3) Nombre d’heures où le des transactions ont été réalisées par des clients tiers  = Number of hours where transactions would have been carried out by 3rd party clients

(4) Nombre d’heures où le des transactions ont été réalisées par l’ensemble des clients  = Number of hours where transactions would have been carried out by the whole of the customer base.
c) Please provide a revised version of Table 1 that also includes:

• New York to Quebec transactions

• New England to Quebec transactions

• Ontario to Quebec transactions

• Quebec to New York transactions

• Quebec to New England transactions

• Quebec to Ontario transactions

R30.c) With respect to the first three points of the question, these are import transactions towards Quebec that are undertaken by virtue of Part IV of Rates and conditions. These transactions are not subject to the proposed discount policy.
With respect to the three last points of the question, the data requested are provided in response to question 30.d.

d) If Table 1 does not include HQP, please redo the response to part

4 (c) including transactions by HQP.

R30.d) The following table provides other scenarios of the impact of the 

discount policy based on the 2004 data for 3rd party clients and for the whole customer base for hourly point-to-point services, with a minimum price of $1, $2 and $0.50, with respect to the paths with a point of origin in Quebec and a point of destination in New York, New England or Ontario, as requested.

Table R30.d – Other impact scenarios of the discount policy
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The first sub-table represents the case where the minimum price is $2.

The 2nd sub-table represents the case where the minimum price is $1.

The 3rd sub-table represents the case where the minimum price is $0.50.

In Column (1), vers = towards; Nouvelle-Angleterre = New England

Translations of Column titles:

(5) Transits = Transits

(6) Nombre d’heures où le rabais aurait été applicable = Number of hours where rebate would have been applicable

(7) Nombre d’heures où le des transactions ont été réalisées par des clients tiers  = Number of hours where transactions would have been carried out by 3rd party clients

(8) Nombre d’heures où le des transactions ont été réalisées par l’ensemble des clients  = Number of hours where transactions would have been carried out by the whole of the customer base

Question #31

Reference: HQT-2, Document 5, page 12, lines 13-19 and page 13, Table 1

Question:

a) HQT notes (and Table 1 indicates) that transactions between

neighbouring networks have occurred even when HQT’s short-term

transmission rate exceeded the difference in the price of energy

between jurisdictions (net of additional transmission costs). Doesn’t

this suggest there’s a potential for loss of revenue under HQT’s

proposed rebate scheme?

R31.a) Even if transactions take place during the hours where the rebate would have been applicable, which leads one to believe that certain transactions may be benefiting from a non-essential rebate, there remains a potential for additional transactions to be carried out, which would compensate the shortfall.
Question #32

Reference: HQT-2, Document 1, page 10, lines 2-9

HQT-2, Document 2, page 5, Table 1 and page 10, lines 8-19

HQT-3, Document 1, page 27, lines 16-22

HQT-4, Document 1, page 10, lines 25-27

Question:

a) Please provide a simplified explanation as to the difference between

native load service and system integration service.
R32.a) The native load service is offered to HQD according to the conditions provided in Part IV of the Rates and Conditions. In addition to the fact that Part III addresses the distinct legal entities of Hydro-Quebec, while Part IV address HQD, the differences between the two services aim to specify the requirements in each of the cases and can be found specifically in Articles 28.5 and 36.4 (transmission losses), 29 and 37 (service priority, service contract and information to provide annually to HQT), 29.3 (preliminary technical dispositions), 30.8 and 30.9 (use of the interconnections and of the customer’s transmission installations), 39.1 (description of the native load), 32.2 et 40.2 (cost of the impact studies), 40.5 (HQD’s calls for tender), 33.6 et 41.6 (load-shedding), 34 (prices and fees), as well as 35.3 et 43.3 (operating committee and technical committee).
b) Please explain why HQD is considered a native load service

customer as opposed to a system integration service customer.

R32.b) HQD is a native load transmission service customer, in conformity with D-2002-95, pages 336 and 337, by which the Régie ordered HQT to modify the Rates and Conditions to include a new Part IV concerning rates and conditions applicable to the native load. In D-2003-12 of January 16, 2003, the Régie approved the text of HQT’s Rates and Conditions containing the new Part IV.
c) HQT states that HQD is currently the only native load service

customer (HQT-2, Document 1, page 10). Has HQD always been

HQT’s only native load service customer? If there was more than

one native load service customer for the period 2001-2005, please

provide a schedule that breaks down the values provided in HQT-2,

Document 2, Table 1 by native load customer.

R32.c) HQD is the only native load transmission service customer.

d) Does native load service provide HQD with all the transmission

services it will require to:

• Obtain delivery of Heritage Pool Energy from HQP,

• Obtain delivery of any imports contracted for to meet its load

   requirements,

• Obtain delivery of generation purchased from third-parties

   through CFTs?

R32.d) Yes, subject to the definition of the abbreviation CFTs being Call for Tenders (or “appel d’offres”).

e) Are there any circumstances under which HQD would require point20

to-point service to meet domestic loads? If so, please explain what

they are?
R32.e) HQT does not know of such circumstances.

f) If HQP imports power to meet its Heritage Pool obligations due to

the unavailability of sufficient native generation, is the transmission

service required from HQT considered:

• Point-to-point service, or

• Part of HQD’s contracted native load service.

Please provide the rationale for the response.

R32.f) This is related to the use of non-designated resources to supply the native load. See also answer to question 21.b.

g) If HQP imports power to meet its Heritage Pool obligations in order

to increase hydro storage and subsequently permit exports, is the

transmission service required from HQT considered:

• Point-to-point service, or

• Part of HQD’s contracted native load service?

Please provide the rationale for the response.
R32.g) See answer to question 21.c.

h) In the event that HQD were to export surplus power it had under

contract, would it be required to contract for point-to-point service or

would the transaction be covered under the existing native load

service rate? Please explain your response.

R32.h) In this case, HQD should make reservations for point-to-point transmission services in conformity with Articles 13.3 and 14.3 in Rates and Conditions.
Question #33

Reference: HQT-3, Document 1, page 11, lines 19-22

1992 NARUC Manual, pages 2-4

Question:

a) Please confirm that, as exhibited by the discussion on pages 2-4 of

the NARUC Manual, the referenced 1992 NARUC Manual was

prepared without consideration of open access transmission

systems.

R33.a) The NARUC manual for cost allocation was prepared before the opening of the transmission networks, as established by FERC orders 888 and 889 in April 1996.
b) Does the separation of transmission as required by FERC’s criteria

for open and comparable transmission access lead to the need for

additional functions to be adopted in the cost allocation

methodology? If so, please explain what additional functions are

required. If not, please explain why not.

R33.b) HQT does not believe a priori that the functional separation necessarily implies the addition or removal of functions for the purpose of cost allocation. However, in the context of the current application, HQT considers useful the distinct identification of the functions of CCR, CT and Support, in order to allow for a better identification of costs. 
Moreover, HQT takes into account Article 2 of the Act, where the Electric transmission network is defined, thus setting the whole of the assets on which the functionalization of its transmission network can be applied.
Question #34

Reference: HQT-3, Document 1, page 11 lines 19-22

Question:

a) Has HQT undertaken any review of the functions used by other

transmission service providers (in either Canada or the USA) in their

cost allocation methodologies? If so, please identify the specific

transmission providers and the “functions” used in their cost

allocations studies.

R34.a) In the first place, the efforts of HQT have been directed to specifically meeting the requests expressed by the Régie in D-2002-95 with respect to the allocation of the cost of service by function. In a complementary manner, HQT also looked at what was done in terms of allocation by function in other Canadian and American jurisdictions, but does not have a synthesis available of the results of this undertaking.
Question #35

Reference: HQT-3, Document 1, pages 13-14

HQT-1, Document 1, page 6, lines 21-22

HQT-2, Document 1, page 11, lines 2-18

HQT-4, Document 3, page 41, lines 4-12

Question:

a) Does the $2,591.0 M revenue requirement for 2005 include any of

the costs HQT will incur to provide the ancillary services outlined in

HQT-2, Document 1?

R35.a) Yes.

b) If not, please explain why not as they will be part of the cost of

HQT’s operations for the year?

R35.b) N/a.

c) If yes, then please indicate:

1. For which ancillary services have the costs been included in the

    2005 revenue requirement?

R35.c.1) The costs of service for system control is included in the required revenues for 2005. With respect to the voltage control service, its effect on the required revenues of HQT is null. Indeed, as stated in HQT-2, Document 1, page 14, lines 7 - 10, the total revenues recovered by HQT for the ancillary service of voltage control is remitted to HQT, which supplies this service in HQT’s control area.

2. What are the 2005 dollar values for the ancillary services

    included?

R35.c.2) The system control in carried out by the Direction Contrôle des mouvements d'énergie (CMÉ) (the Energy Movements Control Department), and its total cost is in the order of $100 million annually. The CMÉ acts as a network Controller and manages all the transit on the network, both those required for native load service, as well as those required for point-to-point transmission services.

3. Where are the ancillary services reflected in the revenue

    requirement?

R35.c.3) System control (« la gestion du réseau »).

4. To what functions/sub-functions are they allocated?

R35.c.4) The total costs of the CMÉ department are imputed directly to the function CCR and CT.

Question #36

Reference: HQT-3, Document 1, page 13, lines 4-28 and page 14, lines 1-10

Question:

a) Please outline the specific criteria or methodology used to establish

whether a transmission line will be categorized as a “connection

line” in the Raccordement des centrales function or a “high voltage

line” in the Réseau function.

R36.a) A transmission line is identified as a connection line in the function Raccordement des centrales if it is used to connect a generation plant to the transmission network. 

A transmission line is identified as a high voltage transmission line in the Réseau function if it allows for the transit of high voltage electricity of the transmission network and it is not dedicated to the connection of a plant or a high voltage customer.

b) Please describe the specific criteria or methodology used to establish whether a transmission line will be categorized as a “high voltage line” in the Réseau function or as a high voltage customer connection line in the Raccordements des clients function.

R36.b) A transmission line is identified as a high voltage customer connection line in the Raccordements des clients function if it is used to specifically to supply a high voltage client.
A transmission line is identified as a high voltage transmission line in the Réseau function if it is used for the transit of high voltage electricity on the transmission network and is not exclusively dedicated to the connection of one plant or of one high voltage customer.
c) With reference to the situation set out in Figure A, please indicate to

which function/sub-function transmission line segments A, B and C

would be assigned, where the HV (High Voltage) Customer is a

single large industrial customer of Hydro Québec Distribution.

[image: image13.emf]
R36.c) Lines A, B et C will be classified as follows :

Line A : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line B : connection line in the sub-function Lignes de raccordement (Connection Lines) in the function Raccordement des centrales (plant connections).

Line C : high-voltage customer connection line in the sub-function Raccordement clients haute tension (Connection of High Voltage Customers) in the function Raccordements des clients (Customer Connections).

d) For purposes of categorizing transmission lines as sub14

transmission, do the references to a “high voltage customer” mean

one single customer of HQD or is HQD as a whole considered to be

a single “high voltage customer”?

R36.d) A « high voltage customer » is an HQD customer connected at a high voltage to HQT’s network.

HQD is a customer of HQT in the context of the transmission service for the supply of the native load. HQD is not considered as a « high voltage customer ». Moreover, HQD’s distribution network is not supplied at a high voltage on the HQT network.

e) For example, with reference again to Figure A, does the

classification of transmission line segments A, B and C change if the

HV Customer is actually HQD and transmission line segment “C” is

providing service to a HV delivery point for HQD’s network system?

R36.e) See answer to question 36.d.

f) Similarly, with reference to the situation set out in Figure B, please

indicate to which function/sub-function transmission line segments

A, B, and C would be assigned where each HV Customer is an

individual large industrial customer of HQD.
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R36.f) Lines A, B et C will be classified as follows :

Line A : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line B : high voltage customer connection line in the sub-function Raccordement clients haute tension (Connection of High Voltage Customers) in the function Raccordements des clients (Customer Connections).

Line C : high voltage customer connection line in the sub-function Raccordement clients haute tension (Connection of High Voltage Customers) in the function Raccordements des clients (Customer Connections).

g) Again, with reference to Figure B, would the assignment of any of

the line segments change if:

1. HV Customer 1 is actually HQD and transmission line segment

   “C” is providing service to a HV delivery point for HQD’s network

   system?

2. HV Customer 2 is actually HQD and transmission line segment

   “B” is providing service to a HV delivery point for HQD’s network

    system?

3. Both HV Customers are actually HQD and transmission line

    segment “B” and “C” are providing service to a HV delivery points for

    HQD’s network system?

R36.g) In Case 1, Lines A, B et C will be classified as follows :

Line A : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line B : high voltage customer connection line in the sub-function Raccordement clients haute tension (Connection of High Voltage Customers) in the function Raccordements des clients (Customer Connections).

Line C : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

In Case 2, Lines A, B et C will be classified as follows :

Line A : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line B : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line C : high voltage customer connection line in the sub-function Raccordement clients haute tension (Connection of High Voltage Customers) in the function Raccordements des clients (Customer Connections).

In Case 3, Lines A, B et C will be classified as follows :

Line A : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line B : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

Line C : high voltage transmission line in the sub-function Haute tension (High Voltage) of the function Réseau.

h) Do any of the transformation stations assigned to the Step-Down

Stations (Postes abaisseurs) sub-function, provide service to a

single large industrial customer or municipal distributor? If so, how

many such stations are there and what is their projected total net

book value as of year end 2005.

R36.h) As indicated in HQT-3, Document 1, page 14, the Step-Down

Stations (Postes abaisseurs) sub-function applies to transformation stations ensuring the connection to the distribution lines. The industrial client or the municipal network referred to in the question would be HQD customers supplied on the distribution network, about which HQT does not have specific commercial information.

However, to HQT’s knowledge, a very limited number of Step-Down Stations supply a specific connection to an industrial client or a municipal network, and their value corresponds to less than 1% of the assets of the Step-Down Stations (Postes abaisseurs) function.
Question #37

Reference: HQT-3, Document 1, page 13, lines 14 to page 14, line 2 and

page 14, line 13 to page 15, line 2

Question:

a) Please provide a schematic diagram of HQT’s overall transmission

facilities that specifically identifies the HV lines that are categorized

to:

• The Very High Voltage (Transport très haute tension) sub-function,

• The 450 kV sub-function,

• The Churchill Falls sub-function,

• The Other Interconnections sub-function, and the

• The High Voltage (Transport haute tension) sub-function.

R37.a) The following figure presents a schematic diagram illustrating HQT’s facilities categorized according to the functions and sub-functions of the transmission network.

Figure R37.a – HQT Installations by Function and Sub-Function
[image: image15.emf] 

b) Please indicate the criteria 1 or methodology used to determine

whether a specific transmission line segment is to be categorized to

the High-Voltage Transmission sub-function or the Other

Interconnections sub-function.

R37.b) A high voltage transmission line is categorized to the sub-function Autres interconnexions if it is used in a specific manner to connect the HQT network with a neighbouring transmission network.
Question #38

Reference: HQT-3, Document 1, page 14, lines 6-7

Question:

a) Do all of the high voltage transformation stations assigned to the

Step-Down Stations (Postes abaisseurs) sub-function connect to

distribution lines owned by HQD? If not, please indicate whether

some of them connect to distribution lines owned by individual

customers of HQD or by other distributors in the province?

R38.a) The distribution lines connected to HQT’s Step-Down Stations (Postes abaisseurs) are the property HQD, or, in certain cases, HQD’s customers. See also answer to question 36.h.

Question #39

Reference: HQT-3, Document 1, page 15, lines 11-20

Question:

a) Please confirm whether HQT’s year end accounting records are in

sufficient detail to allow the capital assets to be directly assigned to

the various functions and sub-functions or whether additional

analyses are required to perform the assignment.

R39.a) HQD’s current accounting system does not provide the level of detail necessary to produce the allocation of assets by function and sub-function, as requested by the Régie in D-2002-95. As such, work on a scope outside the accounting system should be undertaken using information not available in the accounting records. 

b) If further detailed analyses were required, please confirm whether,

for purposes of preparing the schedules in HQT-3, Documents 2

through 6, such analyses were performed for each year or whether

the analyses were performed for a limited number of years and

results extrapolated to the remaining years addressed in the

Application.

R39.b) The analyses were performed for each of the years 2001 to 2005. 
c) If further analyses were required and undertaken for only a limited

number of years, please indicate for which years the analyses were

performed?

R39.c) N/a.
d) If no further analyses were required, please explain more fully why

monthly data on the capital assets by function is not available.

R39.d) N/a.

Question #40

Reference: HQT-3, Document 1, page 15, line 21 – page 16, line 7

HQT-3, Document 6, pages 7-8

Question:

a) Please prepare a schedule that for each of HQT’s rate base

components contrasts the method used by HQT to assign the costs

to functions with the method used by HQD in its most recent rate

filing (R-3541-2004, HQD-4, pages 73-81) to assign similar costs to

functions and provide rationale for any differences in approach.

R40.a) The comparison of HQT’s cost allocation methodology with HQD’s allowed HQT to note that the fundamentals are the same and that the attribution of similar costs to functions is performed on the same basis, with adaptations required to take into account activities specific to each division, as well as the availability of data. Moreover, the Régie specified in D-2003-93 that it favours direct attribution of costs in as much as possible and that the cost allocation methodology should reflect a sufficient level of precision, while taking into account the data availability.

In this regard, HQD’s accounting system allows in some cases, in as much as possible, a direct correspondence between the administrative units and functions. For HQT, as explained in the answer to question 39.a, the structure of the accounting data does not always allow for such a correspondence. As such, a treatment outside the accounting system is necessary. In this context, HQT ensures that the treatment is the closest possible to direct attribution and performs the functionalization with care in order to obtain reliable and satisfying results.
The following table presents the main differences between HQD and HQT with respect to the cost allocation methodologies for their respective rate bases.

Tableau 40.a − Comparison of the HQT and HQD Methodologies – Rate Base
[image: image16.emf]
	
	Distributor
	Transmission Company

	Assets
	
	

	Capital Assets in operation
	Direct attribution except for some support assets 
(actifs de soutien) 
	Direct attribution

	Intangible Assets
	Direct attribution except for some intangible assets
	Direct attribution

	Non-amortized expenses and other assets
	
	

	Future social advantages - active
	salary costs (or payroll)
	salary costs 

	Future social advantages - passive
	salary costs 
	salary costs 

	Measures for the reduction of the FTEs
	salary costs 
	salary costs 

	Development fees and other deferred fees
	Direct attribution
	Net capital assets + net intangible assets – NOTE 1

	Government reimbursement
	Direct attribution
	Net capital assets aerial lines South Terr. - NOTE 2

	
	
	

	Working Capital
	
	

	Cash balance
	Direct Gross Charges; taxes; bad credit
	Direct gross charges – NOTE 3

	Materials, fuel and supplies
	Direct attribution
	Net capital assets + net intangible assets – NOTE 4


Note 1: The deferred fees for HQD and HQT are not of the same nature. 

Note 2: Direct attribution for HQD and then allocation according to capital assets and intangible assets of the aerial distribution network. For HQT, attribution according to the net capital assets of the aerial lines of the Southern Territory.
Note 3: Allocation of HQD’s cash balance according to different line items of the cash balance, and, in the case of HQT, on the basis of gross direct charges, taking into account the insignificance of its cash balance.

Note 4: Direct attribution, for HQD as well as for HQT, and then allocation according to capital assets and net intangible assets. 
Question #41

Reference: HQT-3, Document 1, page 16, lines 8-29

HQT-3, Document 6, pages 10-16

Question:

a) Please prepare a schedule that for each of HQT’s cost of service

components contrasts the method used by HQT to assign the costs

to functions with the method used by HQD in its most recent rate

filing (R-3541-2004, HQD-4, pages 88-98) to assign similar costs to

functions and provide rationale for any differences in approach.

R41.a) See answer to question 40.a. for more detailed information on the comparison of the methods used by HQD and HQT.

The following table presents the main differences between HQD and HQT with respect to their respective methods of cost allocation.

Tableau 41.a − Comparison of HQD and HQT Methods – Expenses Necessary to the Cost of Service
	
	Distributor
	Transmission Company

	Expenses necessary to the cost of service
	
	

	Net operating expenses
	
	

	Gross direct expenses
	Direct assignment except for some support units according to average FTEs, salary costs and use of services
	Direct assignment and maintenance hours – NOTE 1

	Shared services expenses
	same
	same

	Supplier return
	Direct assignment or according to the shared services expenses
	same

	Capital costs
	Direct assignment except for some support units according to average FTEs
	same

	Facturation interne émise
	Direct assignment except for some support units according to salary costs
	same

	Other Expenses
	
	

	Transmission services purchases
	N/a
	Direct assignment

	Electricity purchases
	Direct assignment
	Direct assignment

	Depreciation and declassification of capital and intangible assets
	Direct assignment except for some support units according to average FTEs, salary costs and use of services
	Direct assignment

	Depreciation and declassification – others 
	Direct assignment except for some support units according to average FTEs, salary costs and use of services
	Net capital assets + net intangible assets – NOTE 2

	Municipal & School Taxes
	Direct assignment except for some support units according to salary costs
	Direct assignment

	Other taxes
	Direct assignment, net capital assets and intangible assets
	Net capital assets + net intangible assets

	Corporate charges
	50% gross expenses & 50% net capital assets
	50% gross expenses & 50% net capital assets

	
	
	

	Interest related to government reimbursement
	Direct assignment and net capital assets and intangible assets

aerial lines
	Net capital assets and aerial lines Southern Territory – NOTE 3

	
	
	

	Facturation externe (external billing)
	Direct assignment
	Maintenance hours – NOTE 1


Note 1: Accounting information from HQT not available by function with the exception of Corpo. Support, Corpo. CMÉ and Téléconduite (Remote Management). Allocation based on hours of maintenance or on hours to investments allow an approximation with direct attribution.

Note 2 : Difficult for HQT to directly attribute these depreciations to corresponding functions, hence the use of the best available allocator, i.e. fixed capital and net intangible assets. 
Note 3: Direct attribution for HQD and, as a result, allocation according to fixed capital and net intangible assets of the lines of the aerial network. For HQT, attribution according to the net capital assets of the aerial lines of the Southern Territory.

Question #42

Reference: HQT-3, Document 1, page 17, lines 3-8

HQT-3, Document 6, page 23

Question:

a) Please discuss the merits (i.e., the pros/cons) of re-assigning the

costs allocated to the CCR and CT functions to the four main

functions versus maintaining them as a separate function and

allocating the costs directly to customers (i.e., native load and point
to-point service).
R42.a) The cost of the CCR and CT functions is presented separately and is allocated afterwards at the pro rata of the net value of the assets of the four main functions in order to allow a more accurate estimate of the value of the transmission functions because this function supports the whole of HQT’s network. This is a necessary activity to operations because it is used for the functioning of the four main functions.

b) If the CCR and CT functions were to be maintained (e.g., as a result

of a Régie decision), what is HQT’s view as to the allocation factor

that should be used to allocate the costs between native load and

point-to-point service?

R42.b) Since the CCR and CT functions are used for the functioning of the whole of the network, HQT would use the allocation factors set according to the same method used for the other functions in the allocation of the cost of service.

Question #43

Reference: HQT-3, Document 1, page 17, lines 9-13

Question:

a) Please provide a general description as to the types of assets that

are directly assigned to the Soutien function.

R43.a) The Soutien function comprises mainly the buildings, laboratories, test areas, and vehicles.

Question #44

Reference: HQT-3, Document 1, page 19, lines 17-20 and page 21, lines

9-12

Question:

a) Is there a basic cost associated with fulfilling a request for point-to
point service (e.g., cost of processing request, account set-up,

billing, etc.)? If so, please estimate what the cost is for a typical

point-to-point transaction and indicate whether the cost would differ

for long-term versus short-term point-to-point service.
R44.a) The cost associated with fulfilling requests for point-to-point transmission services is part of the overall cost of service and HQT has not specifically isolated it.

Question #45

Reference: HQT-3, Document 6, pages 7-9

Question:

a) Please discuss what types of assets are included in:

• Autres actifs de réseau, vs.

• Actifs de soutien

R45.a) The Autres actifs de réseau include mainly the banques d'appareillage majeur (major equipment banks); the banques d'urgence ligne (emergency line banks); the centre de conduite du réseau (management centre of the network) and the centres de téléconduite (remote management centres).

With respect to the Soutien assets, see answer to question 43.a.
b) With reference to R-3549-2004 (Phase 1) HQT-8, Document 1,

page 30, are there any components of working capital that could be

allocated directly to functions?

R45.b) There is currently no direct attribution from Matériaux et combustibles (Materials and combustibles) to the different functions because these pertain to material and equipment that are not monitored by transmission network function. With respect to the Encaisse (Cash), this is a calculation assumed for the whole of HQT’s activities and it is not possible to attribute this account directly to the functions.
c) Would it not be more appropriate to allocate the working capital

attributed to taxes and purchases of transmission service to

functions in the same manner as the actual taxes and purchases

costs themselves are allocated to functions? If not, why not?

R45.c) In HQT’s opinion, it would be not be more appropriate to perform this type of attribution given that the cash balance (the proportion of the working capital attributable to taxes, as well as to direct gross charges) represents only a low value with respect to HQT’s overall assets, i.e. less than 0.4%. The work required to split up this element offers no added value and HQT did not judge it useful to go further in refining the method.
Question #46

Reference: HQT-3, Document 6, pages 10-19

Question:

a) On page 11, HQT indicates that for the Bureau du VPE, and the

four territories under its direction, Charges de services partagés are

assigned based on hours of maintenance.

1. Please describe the types of maintenance activities included and

     how the hours are tracked by function. In particular, are

    maintenance hours attributed directly to the Soutien function and if

    so for what types of activities?

R46.a.1) The hours correspond to the following different maintenance categories :

· Systematic maintenance : performed according to a schedule or according to an established amount of usage;

· Corrective maintenance : requested following a defect on equipment in operation, resulting in the loss of the primary function of this equipment;
· Conditional maintenance : undertaken following an anomaly or a defect in the equipment in which the primary function can be maintained;

· Non-recurring maintenance : performed to ensure continuity, quality improvement or compliance with environmental or other  equipment;

· Investment work (Travaux aux investissements).

For each hour, it is possible to identify the corresponding location (substation, line, etc.), thus allowing to relate it to a function.
The hours attributed to the Soutien function correspond mainly to Investment work.
2. Please explain why, on page 17, a portion of the costs for

   Charges de services partagés recorded under the VP Exploitation

   are assigned to Soutien for some of the units (e.g., Support and

   Territory O) but not for others (e.g. Territory N).

R46.a.2) The number of hours is based on forecasts made by the vice-présidence Exploitation des installations (VPEI), (Vice-presidency, Facilities Operation).
3. Please explain why maintenance hours is a more appropriate

    assignment factor than net book value by function.

R46.a.3) HQT believes that assignment of charges on the basis of net book value would cause a bias in the precision of the allocation and would be contrary to the will to find a precise allocator. For example, when a new asset is put in service in the context of a function, the function would absorb more of the costs even if this asset were new. Indeed, a new asset would only require very little maintenance. Therefore, in this case, HQT considers it preferable to use the available basis of the number of maintenance hours, which favours a more just and more precise allocation of charges.

b) On page 14, HQT indicates that for the Bureau du VPEI, and the

four territories under its direction, Coûts capitalisés are assigned

based on hours of investments.

1. Please describe the types of activities included and how the hours

    are tracked by function. In particular, are investment hours

    attributed directly to the Soutien function and, if so, for what types of

    activities?

R46.b.1) The investment hours consist of investment work. Each hour is related to a location (substation, line, etc.), itself related to a function. The hours affected to the Soutien function correspond to the investment work.

2. Please explain why, on page 18, a portion of the costs for Coûts

   capitalisés recorded under the VP Exploitation are assigned to

   Soutien for some of the units (e.g., Support and Territory S) but not

    for others (e.g. Territory N and O).

R46.b.2) The number of hours is based on forecasts made by the vice-présidence Exploitation des installations (VPEI), (Vice-presidency, Facilities Operation).

3. Please explain why, on page 14, investment hours is considered

    a more appropriate assignment factor than net book value by

   function.
R46.b.3) HQT believes that assignment of capital costs on the basis of net book value would cause a bias in the precision of the allocation and would be contrary to the will to find a precise cost allocator. For example, when a new asset is put in service in the context of a function, the function would absorb more of the costs even if this asset were new. Indeed, a new asset would only require very little maintenance. Therefore, in this case, HQT considers it preferable to use the available basis of the number of maintenance hours, which favours a more just and more precise allocation of charges.
c) Please explain why, on page 15 for Facturation interne émise, hours

of maintenance is a more appropriate factor for assigning the costs

associated with the four territories to functions than net book value.

R46.c) The full cost of services rendered by HQT to the other divisions represents mainly labour costs and few costs related to assets. The revenue is more of a cost recovery associated with labour. As such, it is preferable to use an allocation on the basis of maintenance hours.

d) Please confirm that, per page 18, for 2005 there are no Facturation

interne émise costs attributable to CME or VPEI-Support and

explain why. Are there circumstances, in future years, where such

costs could be attributed to these cost centres? If so, how would

they be allocated to functions?

R46.d) The Facturation interne émise in the case of CMÉ and VPEI7

Support (CMÉ : direct attribution to the CCR and CT function);

VPEI-Support : according to the hours of maintenance to the functions) was considered in the cost allocation. As such, a corresponding line should have occurred in the schematic diagram.
e) Please explain why, on page 16 for Facturation externe, hours of

maintenance is a more appropriate factor for assigning the costs

associated with the four territories to functions than net book value.

R46.e) The full cost of services rendered by HQT to parties outside of Hydro-Quebec represents mainly labour costs and few costs related to assets. The revenue is more of a cost recovery associated with labour. As such, it is preferable to use an allocation on the basis of maintenance hours.

f) Please explain why, on page 19, a portion of the costs for

Facturation externe recorded under the VP Exploitation are

assigned to Soutien for some of the units (e.g., Support and

Territory O) but not for others (e.g., Territory N)

R46.f) See answer to question 46.a.2.

g) In its last rate case HQD indicated that school and municipal taxes

were directly assignable to cost centres (R-3541-2004, HQD-12,

Document 4, pages 98-99 and 102). In HQT’s case, can the school

and property taxes also be broken down by cost centre? If not, why

not?

R46.g) School and municipal taxes are related almost exclusively to administrative buildings that are found in the Soutien function, as indicated in the answer to question 43.a.

Question #47

Reference: HQT-3, Document 1, pages 22, lines 12-15

HQT-4, Document 3, page 10

Question:

a) Please confirm that the electric utilities in the following Canadian

provinces offer OATT-type rates similar to those proposed by HQT:

Nova Scotia, New Brunswick, Manitoba, Saskatchewan and British

Columbia.

R47.a) Answer of Dr Ren Orans :

Yes.

b) Of these 5 utilities, please indicate which utilities experience their

highest demand in the winter. For how many of these is the higher

winter demand due to heating of buildings?

R47.b) Answer of Dr Ren Orans :

All five utilities are winter-peaking as a result of space heating

demand for electricity.

Question #48

Reference: HQT-3, Document 1, page 24, lines 13-24

Question:

a) The term “electric power” can be used in a number of different

contexts and is therefore open to interpretation – i.e., it can

specifically mean maximum demand or it may simply refer (in a

general way) to electricity as a source of power in terms of energy.

An example of the latter is the term “electric power plant”. Is

“electric power” a defined term with the NERC Planning Standards

document or is there further discussion elsewhere in the NERC

document that would confirm HQT’s interpretation of the term

“electric power”?

R48.a) The expression « electric power » is not defined in the NERC Planning Standards document of September 1997. However, in the NERC document entitled Glossary of Terms published in August 1996, despite the fact that there is no specific definition of the expression « electric power », the following definition is found :
« Transfer Capability — The measure of the ability of

interconnected electric systems to move or transfer

power in a reliable manner from one area to another

over all transmission lines (or paths) between those

areas under specified system conditions. The units of

transfer capability are in terms of electric power,

generally expressed in megawatts (MW). In this

context, “area” may be an individual electric system,

power pool, Control Area, subregion, or NERC Region,

or a portion of any of these. Transfer capability is

directional in nature. That is, the transfer capability

from “Area A” to “Area B” is not generally equal to the

transfer capability from “Area B” to “Area A.” » (our emphasis)

This definition is also found in the most recent version of the document Glossary of Terms used in Reliability Standards, that has been in effect since April 2005.
In this same definition, one can note that the expression « electric power » indeed makes reference to electric power expressed in megawatts (MW), as indicated by HQT in its evidence. 
To properly distinguish the expression electric power and electric energy, HQT points out that the two glossaries mentioned above contain the following definition :

« Electrical Energy – The generation or use of electric

power by a device over a period of time, expressed in

kilowatthours (kWh), megawatthours (MWh), or

gigawatthours (GWh). »

Electric energy is therefore defined as being the product of electric power by a period of time. It appears from these definitions that NERC makes a distinction between the expressions « electric power » and « electrical

energy ».

Question #49

Reference: HQT-3, Document 1, page 26, line 3 to page 27, line 2 and page

28, lines 12-14.

HQT-4, Document 3, page 10

Question:

a) What is the understanding of HQT and its expert (Dr. Ren Orans) as

to how the other Canadian utilities with OATT-type transmission

rates allocate the costs of transmission between native load/system

integration service and point-to-point service? Where possible

please indicate the allocation factor used by each utility.

R49.a) Answer of Dr Ren Orans:
Section 3 of "A survey of transmission tariffs in North

America" ("Transmission Tariff Survey" hereafter) co-authored

by Dr. Ren Orans indicates that the typical allocation between

native load/system integrated service (formally referred in an

OATT as network integrated transmission service (NITS) and

long-term point-to-point (LT-PTP) service under FERC's pro

forma tariff entails the following two steps:
• Find the transmission revenue requirement (TRR) for

   NITS and LT-PTP service by subtracting the expected

   short-term revenue from the total TRR;
• Allocate the long-term TRR between NITS and LT-PTP

  service based on their respective MW contribution to the

  system peak demand, which may be based on the 1-, 3-,

  4- or 12-CP method.
 Manitoba and New Brunswick both use 12-CP to allocate

 costs between Network and PTP customers. HQT uses

 1-CP and BC Hydro uses the maximum nameplate output

 of all generators connected to its transmission system.

b) What is the understanding of HQT and its expert (Dr. Ren Orans) as

to how the other Canadian utilities with OATT-type transmission

rates allocate the costs of transmission among system

integration/native load customers.

R49.b) Answer of Dr Ren Orans:
In all cases, each customer pays its load-ratio share of the

NITS TRR.
c) In those cases where there is currently only one system

integration/native load customer, what is the understanding as to

how the utility would allocate the cost if there were more than one

such customer? Where possible, please indicate the allocation

factor that would be used by each utility.

R49.c) Answer of Dr Ren Orans:

See answer 49.b above.

Question #50

Reference: HQT-3, Document 1, page 27, line 24 to page 28, line 6 and

page 30, lines 14 to page 31, one 2

HQT-2, Document 2, page 6, Table 2; page 8, Table 3 and page

10, Table 5

Question:

a) Please complete the following schedule for each of the years 2001-

2005 inclusive. For each month, report the demand (MWs)

coincident with the monthly transmission system peak including

losses. (Note: If the Table can not be completed based on the

actual monthly transmission system peak usage and the contribution

of native load, long-term point-to-point and short-term point-to-point

service to the overall peak - please indicate so and, in the

alternative, complete the table based on the peak demand for Native

Load service in each month and the short-term and short-term point-
to-point service provided at the time of the native load service peak).

[image: image17.emf]
R50.a) For the years 2001 to 2004, HQT presents in the following table the coincident power of the native load and the point-to-point services during transmission peak for each month. In addition, HQT supplies the normalized data when applicable. The power for point-to-point services includes both short-term and long-term services because HQT does not have the disaggregated data available.

Tableau R50.a − Coincident Power by Transmission Service 
[image: image18.emf]
Charge local (incluant Churchill Falls) = Native load (including Churchill Falls)

Point à point = Point-to-point
Réseau de transport = transmission network

Réel = Actual

Normalisé = Normalized

[image: image19.emf]
Charge local (incluant Churchill Falls) = Native load (including Churchill Falls)

Point à point = Point-to-point
Réseau de transport = transmission network

Réel = Actual

Normalisé = Normalized

(1) The normalized transmission network peak is established by adding the normalized peak of the native load with the actual peak of the point-to-point service. 

Question #51

Reference: HQT-3, Document 1, page 29, lines 19-24

HQT-4, Document 3, page 15, lines 2-3 and lines 20-23

Question:

a) Please provide a copy of the Edison Electric Institute paper by

Michael Small referenced on page 15 of HQT-4, Document 3.

R51.a) Answer of Dr Ren Orans:

See exhibit HQT-4, Document 3.1.

b) Please provide the necessary references from FERC Decisions

(including actual copies) that demonstrate that the cited tests are

formally sanctioned and used by FERC.

R51.b) Answer of Dr Ren Orans :

All the references are provided in Michael E. Small’s book,

pp.105-110.

c) Please provide a schedule setting out all the instances that HQT or

its expert (Dr. Ren Orans) is aware of where the referenced Tests

were used by FERC to distinguish between 12-, 4-, 3-, or 1-CP

systems. In each case, please indicate:

• The jurisdiction and utility concerned,

• The allocation parameter adopted,

• The relevant FERC Decision,

• The results of the four “Tests”.

R51.c) Answer of Dr Ren Orans :

The instances in which FERC applied the tests, including the

jurisdiction, utility, allocation parameter, FERC decision

number, and test results, are described in Michael E. Small’s

book, pp.105-110.

d) With respect to the preceding question, is HQT or its expert (Dr. Ren

Orans) aware of any jurisdictions where FERC has adopted the 1-

CP method. If so, please indicate what they are, what the results

were for the four referenced Tests and provide a copy of the

relevant FERC Decision.

R51.d) Answer of Dr Ren Orans :

FERC has accepted the 1-CP method for use in developing the

definition of the billing determinants under the OATT.

Specifically, on November 24, 2004, PJM issued its OATT to

comply with order of the Federal Energy Regulatory

Commission, Docket Nos. EL02-111-010 et al., issued

November 18, 2004, 109 FERC ¶ 61,168. To be effective as of

December 1, 2004, PJM's OATT Schedule 7 (Fifth Revised

Sheet No. 245A) for Long-Term Firm and Short-Term Firm

Point-To-Point Transmission Service states:

"In addition to other rates set forth in this schedule,

pursuant to the Commission’s November 10, 2003 Order

in Docket No. ER03-1335 (Commonwealth Edison

Company, 105 FERC ¶ 61,186 (2003) and the Settlement

Agreement in that same docket, customers within the

ComEd zone shall be charged for recovery of RTO start
up costs at the following rates, each computed to four

decimal places:

Annual Rate - $/kW/year = $1,253,787, divided by the 1-CP
demand for the ComEd zone for the prior calendar year;"

(Emphasis added)

This decision is consistent with the way that PJM defines its

billing determinants for network access charges, which are

based on a customer’s load coincident with the annual zonal

peak load (PJM OATT Fourth Revised Sheet No. 292).

In addition, both FERC and the BCUC have approved a

revenue allocation method that results in NITS charges higher

than one produced by a traditional 1-CP allocation method.

Specifically, the BCUC has approved in all three reviews of BC

Hydro and now BCTC’s transmission tariff a revenue

allocation process based on calculating the PTP revenues as a

first step in the allocation and netting them from the

transmission revenue requirement to arrive at the residual

revenues to be paid by NITS customers. In this process, the

critical allocation factor is the billing determinant used in

calculating the long-term point-to-point rate. BCTC calculates

the Long-Term PTP rate as the total transmission revenue

requirement, assuming all customers take PTP service,

divided by the nameplate capacity of all of the generators

connected to the BC transmission system. This method

effectively minimizes the PTP rate and leaves a larger share of

revenues to be paid by NITS customers.

For example, BCTC’s Net transmission revenues to be

collected from NITS and PTP customers was estimated to be

approximately $546 million for 2005. Its PTP revenues were

estimated to be approximately $76 million. Using a billing

determinant for long term point to point service of 11,000 MW,

which is the sum of the nameplate capacity of all generators

connected to the BC transmission system, produces a long

term point to point rate of approximately $4.14/kW-month.

BCTC estimates that the single coincident peak demand is

only 8,891 MW. If a 1-CP method were used to estimate BC’s

LT PTP rate, it would result in a rate that is approximately 20

percent higher ($5.12/kW-month) than the rate proposed by

BCTC and recently approved by the BCUC and by FERC. (See

BCTC Response to BCUC IR No. 1, Q. 11.2, BCTC OATT

Application, August 3, 2004).

Question #52

Reference: HQT-3, Document 6, page 23, Table 10

Question:

a) Please provide the 2005 allocation factors for Raccordements des

centrales and Réseau based on:

• 3-CP (December, January and February), and

• 12-CP.
R52.a) The following tables are based on Table 10 cited in the reference, taking into account the requested 3-CP and 12-CP. The allocation factors are presented in columns 12 and 13.

Table R52.a-1 – Scenario 3-CP

[image: image20.emf]
Column (1)

Translation of Functions (in order of Column (1):

Connection of plants


step-up stations

connection lines

Network


very high voltage


450 kW


high voltage

Customer connections


step-down stations


connection of HT customers

Interconnections

Churchill Falls


Others

Columns Titles:

(1) Functions; (2) Specific assignments; (3) CCR and CT;  (4) Soutien; (5) Sub-total; (6) Return on rate base; (7) Total cost of service; (8) % energy; (9) % power; (10) Energy; (11) Power; (12) % native load; (13) % point to point; (14) Allocation factor; (15) Native load; (16) Point to point; (17) Total cost of service.

Allocation Factors (as per footnote for column 14):
A) Proportion of the capacity excluding Churchill Falls: Native load = 28,093 MW LT point-to-point service = 405 MW

(B) Proportion of the capacity including Churchill Falls: Native load = 33 168 MW LT point-to-point service = 405 MW

(C) Direct assignment to the native load

(D) Transit capacity: Native load = Imports, Point-to-point service = Exports

Table R52.a-2 – 
Scenario 12-CP

[image: image21.emf]
Note : Exactly the same translations for Columns 1-17 apply in Table R52.a-2 as in Table R52.a-1. The allocation factors defined in Column 14 (A-D) as exactly the same definitions as in Table R52.a-1.
Question #53

Reference: HQT-3, Document 1, page 31, lines 7-14

Question:

a) With respect to the allocation of costs in the Generation Step-Up

Function (i.e., the Step-Up Substations and Connection Lines sub-
functions), please explain why the capacity of Churchill Falls is

removed from the allocation factor for Native Load Service.

R53.a) In D-2002-95, the Régie specifically requested that the interconnection with Churchill Falls be distinguished from the other interconnections, for the purposes of the cost allocation.

To follow the Régie’s request, HQT withdraws the capacity of Churchill Falls from the native load capacity in determining the allocation factor, given that the Churchill Falls capacity should not be taken into account at the level of the Raccordements des centrales function, but rather at the level of the Interconnexions function.

b) Please explain how the capacity value for Churchill Falls is

determined. For example, is it the projected output for Churchill

Falls (including losses for delivery to HQT’s network) at the time of

the transmission system peak?

R53.b) The capacity value of Churchill Falls is determined from the capacity at the Churchill Falls interconnection point of receipt at the moment of the annual system peak of the transmission network.
Question #54

Reference: HQT-3, Document 1, page 31, lines 20-21

HQT-3, Document 6, pages 22-23

Question:

a) Please describe more fully the derivation of the allocation factor

used to assign the costs of the Other Interconnections sub-function

to services.

R54.a) From the data presented in HQT-3, Document 6, page 22, HQT describes in the following paragraph the calculation of the allocation factor for the Other Interconnections sub-function, that is assigned to the native load (39.57%) for 2005 and presented on page 23, Table 10, of the same exhibit.

This allocation factor represents the weighted sum of the transit capacities in import mode for each of the five interconnection blocks on the transmission system (Ontario, Brascan, New York, New England and New Brunswick) with respect to the capital assets of these same interconnection blocks, that is :
[image: image22.emf]
The allocation factor for the Other Interconnections sub-function assigned to the point-to-point transmission service is the difference between 100% and 39.57%, which is 60.43%. This calculation is equivalent to the preceding one, but only takes into account the transit capacities in export mode for each of the five interconnection blocks.
b) Please confirm that:

1. The values shown in Table 9 (HQT-1, Document 6, page 22) are

     the basis for the allocation factors used in Table 10, and

R54.b.1) See answer to question 54.a.

2. The fact the values in Table 9 don’t produce the percentage

    allocation factors shown in Table 10 is due to rounding of the

    reported allocation factors. If the discrepancy is not due to rounding

    please explain the cause.

R54.b.2) See answer to question 54.a.

Question #55

Reference: HQT-4, Document 1, page 8, Table 1

Question:

a) Please provide the calculations (i.e., rates and loads) used to derive

Table 1.

R55.a) The following table explains the amounts in Table 1 of HQT-4, Document 1, determined by using the forecast of the transmission requirements for 2005 as shown in HQT-2, Document 2, page 10, Table 5, as well as the existing transmission rates, including the native load bill, which have been in effect since January 1, 2001.
Tableau R55.a – Determination of Additional Required Revenues 

Revenues according to existing rates

 = $2,313 million + 108 million = 2,421 million
Native load
= 2 313 million
Point-to-Point Services
= Annual point-to-point service + Daily point-to-point service + Hourly point-to-point service
= (72,91 $/kW/an x 405 MW / 1 000) + (0,28 $/kW/jour x 5 882

   MW / 1 000) + (8,33 $/MW/hour x 9,2 TWh)

= $108 million
Additional required revenues
= $2 591 million - $2 421 million = $170 million
Question #56

Reference: HQT-4, Document 1, page 9, lines 14-23

HQT-2, Document 2, page 10, Table 5

Question:

a) Please provide a schedule similar to Table 5 (HQT-2, Document 2)

with the values for the years 2001 to 2003 inclusive.

R56.a) See answer to question 18.b.

b) Please explain why HQT is forecasting no monthly point-to-point

sales for 2005.

R56.b) Contrary to reservations of a shorter duration, monthly reservations are generally made several months in advance. Given that no monthly reservation was confirmed by customers for 2005, HQT only retained a forecast of daily and hourly services in its short-term point-to-point services forecast, as indicated in HQT-2, Document 2, Table 5.

c) For 2005 year to date, have there been any monthly point-to-point to

service transactions or reservations?

R56.c) No.
Question #57

Reference: HQT-4, Document 1, page 11, lines 22-24

Question:

a) Please explain why continuing to set rates based on the approach

approved by the Régie guarantees the stability of HQT’s

transmission rates.

R57.a) HQT recommends the continuation of the rate structure approved by the Régie to offer customers continuity with respect to the price signal, while ensuring the continuity of the transmission network and its business practices. In the opinion of HQT, this approach remains appropriate specifically because it allows for the recovery of the cost of service in an equitable manner; encourages the use of the transmission system; ensures the stability of the unit costs of the transmission services; avoids upsets in customer behaviour; allows for the maintenance and development of the transmission network; favours the integration of new generation sources; and continues to adequately meet the requirements of the legislative and regulatory context. The respect of these conditions puts HQT in a favourable position to maintain rate stability.
Question #58

Reference: HQT-4, Document 1, page 12, lines 8-11

Question:

a) Please explain the basis HQT’s submission that its rate proposal is

based on generally accepted criteria for fair and reasonable

ratemaking.

R58.a) In addition to being in conformity with Loi sur la Régie de l'énergie (the Act) and with past decisions of the Régie, HQT considers that its rate proposal is also in conformity with the guidelines established by the Federal Energy Regulatory Commission (FERC), as well as with generally accepted ratemaking principles.

As indicated by Dr Ren Orans in HQT-4, Document 3, page 6, the Rates and Conditions proposed by HQT are based on the pro forma of the FERC, which meets the generally accepted ratemaking principles and is consistent with North American practice. In this context, the transmission rates proposed by HQT offer comparable and non-discriminatory access to the whole customer base; favour the use and development of the transmission network; and are equitable and practical.
Moreover, HQT’s proposal ensures the stability and predictability of the rates. This proposal is established according to the same approach with which existing rates are set. The proposed point-to-point service rates are essentially the same as for existing rates and the unit cost for the native load remains stable, in such a way as the adjustment to the native load bill reflects the growth in its requirements.
Moreover, the rate structure proposed by HQT is consistent with the cost allocation results. HQT emphasizes that its approach takes into account the fact that its main client, HQD, uses the transmission service for the native load and, in so doing, benefits the whole of the transmission network installations. However, by commercializing the transmission capacities with the point-to-point transmission services customers, HQT can obtain additional revenues that will allow for the reduction of the portion of required revenues assumed by the native load, while favouring a balanced use of the network and the transmission services.
In proposing the continuation of postage-stamp type pricing, HQT to the development and to the efficient promotion of new technologies and sources of renewable energy. As the Régie emphasizes in D-2002-95, page 247, postage-stamp type pricing includes certain benefits with respect to sustainable development because it does not disadvantage renewable energy producers and the regional development of energy sources.

In addition, the rates proposed by HQT are clear and simple, easily applicable and do not lend to ambiguity in their interpretation, specifically because the proposed rates are comparable to the existing ones, which have been in effect for four years.

This being said, HQT reiterates that its main intention in the context of the current application is to be in conformity with the Act and with the Régie’s decisions (as explained in HQT-1, Document 1, page 6 and HQT-4, Document 1, pages 6 et 7, as well as in the answer to question 1.a), and, in so doing, to ensure the stability of the rates and to recover the totality of the required revenues approved by the Régie for 2005. Consequently, HQT is of the opinion that the transmission rates that result from its proposal are just and reasonable. 
Question #59

Reference: HQT-4, Document 1, page 19, lines 1-3

R-3541-2004, HQD-12, Document 4, page 9

Question:

a) Please confirm that the transmission service cost included in HQD’s

current 2005 rates is $2,313 M.

R59.a) In HQD’s R-3541-2004 application, in exhibit HQD-16,

Document 1, page 5, dated March 17, 2005, the Distributor indicated that its cost of transmission service was $2,313 million in 2005. In D-2005-34, page 12, the Régie recognized the transmission cost as presented by HQD.

b) Given that the proposed 2005 revenues from native load service are

$2,483 M, please explain the basis for the claim that HQT’s proposal

will have no impact on native load.

R59.b) There has been significant growth in the native load requirements over the last four years. As indicated in Exhibit HQT-2, Document 2, page 5, the forecast increased by 7.4% from 31,726 MW for the year 2001 to 34,060 MW for 2005. Consequently, the increase in revenues for 2005 derived from the transmission service for the native load reflects this increase in requirements.
Moreover, the unit price for native load transmission service was $72.91/kW at the time of the 2001 rate application and it is $72.90/kW in the current application, which translates to a slight decrease in the unit price.
Question #60

Reference: HQT-4, Document 1, page 9, line 25 to page 10, line 3

HQT-4, Document 1, page 21, Table 6 and page 22, lines 8-12

Question:

a) Do the billing quantities reported in Table 6 (HQT-4, Document 1)

include the 5.2% allowance for losses?

R60.a) The transmission requirements in HQT-4, Document 1, Table 6, include the transmission losses.

b) If not, why not? Also, if not please re-do Table 6 including the

adjustment for losses.

R60.b) N/a.

Question #61

Reference: HQT-4, Document 1, page 26, lines 22-26

Question:

a) Please confirm that retroactive application of the proposed rates will

not have any impact on customers who received point-to-point

service since January 2005.

R61.a) HQT cannot confirm that the retroactive application of the proposed transmission rates will have no impact of the point-to-point service customers.

Indeed, as soon as the rates are approved by the Régie, HQT will revise the billing of all transmission services customers since January 1, 2005, including the point-to-point services customers, if the Régie approves the retroactivity.

b) Please confirm that retroactive application of the proposed rates to

native load service customers (i.e., HQD) will mean an increase in

transmission service charges for the period after January 1, 2005.

R61.b) The retroactive application of the proposed rates also implies an adjustment to the transmission services bill for the supply of the native load, which reflects the growth of the transmission requirements for the native load, as mentioned in question 59.b.

Question #62

Reference: HQT-4, Document 1, page 27, lines 17-21

Question:

a) The Application indicates that the Distributor is responsible for

providing the ancillary services it requires. Please confirm whether

the Distributor purchases system control service and or voltage

control service from HQT, self-provides or purchases these service

from a third party.

R62.a) As indicated in Article 3 of Rates and Conditions, HQD obtains the system control service from HQT. As indicated in Appendix 1 of Rates and Conditions, HQT does not impose a distinctive tariff for the system control service.

With respect to the voltage control service, as indicated in Article 3 and in Appendix 9 of Rates and Conditions, HQD must supply this service for its own needs. The voltage control service from the generation facilities is supplied to HQD by HQP in the framework of an agreement to this effect.
Question #63

Reference: HQT-4, Document 1, page 15, Table 3; page 21, Table 6; page

28, lines 5-19; page 29, lines 12-14 and page 30, Table 8

Question:

a) For the voltage control service which point-to-point service

customers are required to purchase from HQT, are all of the costs

for HQT to provide such services included in the proposed revenue

requirement for 2005 ($2,591 M)?

R63.a) No. See answer to question 4.a.

b) If not, please indicate what are the additional costs HQT forecasts it

will incur to provide the voltage control service in 2005 in order to

meet the anticipated point-to-point service requirements set out in

Table 6 (HQT-4, Document 1)?

R63.b) None because the ancillary service of voltage control is provided by generation equipment belonging to HQP.

c) Based on the proposed ancillary service rates for voltage control set

out in Table 8 (HQT-4, Document 1) and on the forecast of point-to-
point service to be provided in 2005 (per Table 6, HQT-4, Document

1), what are the anticipated revenues in 2005 associated with the

provision of voltage control service in 2005?

R63.c) With respect to the forecast of voltage control service revenues offered to point-to-point service customers other than HQP, the projected revenues can be estimated at approximately $52,000 in 2005, which represents the transit for 3rd party customers of 0.4TWh (as indicated in HQT-2, Document 2, page 10, Table 5), multiplied by the hourly voltage control service rate of $0.13/MW/h.

Question #64

Reference: HQT-4, Document 1, page 28, lines 5-19

Question:

a) For the remaining five ancillary services (Frequency Control, Energy

Receipt Imbalance, Energy Delivery Imbalance, Spinning Reserve

and Non-Spinning Reserve), please confirm that HQT does not

“self-provide” any of these services but rather obtains them from

generators. If this is not the case, please explain for which of these

services HQT self-provides part (or all) of the service.

R64.a) The ancillary services mentioned above are obtained from HQP for the point-to-point transmission services and provided by HQD for the native load transmission service. 

b) For those services that are provided by generators, please explain

the arrangements under which the services are provided. In

particular, are the prices paid to the generators the same as those

approved by the Régie?

R64.b) Yes. As indicated in answer R64.a, all revenues derived from the application of ancillary services to point-to-point services customers are remitted to the provider of these ancillary services, i.e. HQP.

Question #65

Reference: HQT-4, Document 1, page 30, Table 8; page 31, Table 9; page

34, Table 12 and page 35, Table 13

R-3501-98, HQT-10, Document 1

R-3541-2004, HQD-8, Document 2, page 5, lines 16-21

Question:

a) Please explain why it is necessary to reduce the cost of generation

by the loss factor when calculating the proposed rates for voltage

control, frequency control, spinning reserve and non-spinning

reserve.

R65.a) The cost of generation of 2,79 ¢/kWh used to set the rates for the ancillary services approved by the Régie in the 2001 application represented the cost of heritage pool electricity and was applicable at the point of delivery to the customer base. As such, in the case of services for voltage control, maintenance of spinning reserves and non-spinning reserves, this cost was adjusted for transmission and distribution losses in order to calculate it from the point of reception of the transmission network. The generation cost of 7,5 ¢/kWh, corresponding to HQD’s short-term purchases for 2005, is applicable to the point of receipt of the transmission network. It is therefore no longer necessary to perform an adjustment for losses.
b) Please confirm whether the loss factor used was HQD’s currently

estimated loss factor of 7.5% (as per R-3541-2004, HQD-8,

Document 2, page 5, lines 16-2) and, if not, why not?

R65.b) See answer to question 65.a.

c) Please provide the detailed calculations underlying the derivation of

the current cost ($M) for each of these four services, as set out in

Tables 8, 9, 12 and 13.

R65.c) The cost (in $millions) for 2005 is obtained as follows:

Voltage control service
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Frequency control service

[image: image24.emf]
Spinning reserve maintenance service

[image: image25.emf]
Non-spinning reserve maintenance service

[image: image26.emf]
d) For each of these four services, please explain why simply grossing

up the current rate by the ratio of the current cost of generation to

the heritage cost of 2.79 cents per kWh (adjusted for losses) will

yield the same result as if each rate was determined from first

principles following the methodology used in R-3401-98 (HQT-10,

Document 1).

R65.d) As indicated in HQT-4, Document 1, page 28, HQT used the same method in its R-3401-98 application in 2002, by performing an update of the generation price. Therefore the proposed ancillary service rates are established from the same basic principles as those approved by the Régie. Moreover, HQT cannot confirm that the approach suggested in the question, of grossing up the current rate by the ratio of the generation prices of the years 2005 and 2001, would produce the same results.
Question #66

Reference: HQT-4, Document 1, page 32, lines 7-13

Question:

a) Please explain why it is appropriate to use the cost of new

generation to determine the price of energy delivery imbalance

service but the cost of heritage pool energy to determine the price of

energy receipt imbalance service.

R66.a) In each the two energy imbalance services for receipt (applicable to the point of receipt on the HQT network) and for delivery (applicable to the point of delivery in the HQT control area), the ancillary service rate is calculated based on the market price of 7.5 ¢/kWh, when the quantities supplied by the customer are insufficient because it is the customer’s deficit that requires HQT to obtain the additional quantity of electricity from HQP, its provider of ancillary services. Conversely, when the customer supplies HQT with too large a quantity of electricity, or that they supply less than planned to their customer, HQT receives a quantity of electricity that is used to reduce the engagements of the provider of ancillary services to its own customer base.

In addition to adequately remunerating the costs of the ancillary services provider, this pricing is meant to be dissuasive, to ensure that the transmission services customers correctly plan their receipts and deliveries of electricity.
Question #67

Reference: HQT-4, Document 1, page 36, lines 9-14

Question:

a) For new customers requesting long-term point-to-point service, does

the assessment of the need for network upgrades consider only the

current requirements of the Distributor and other long-term firm

point-to-point service customers or does it also take into account the

forecasted growth in the Distributor’s requirements?

For example, there may be sufficient network capacity to

accommodate both the Distributor’s current demands and the new

short-term point-to-point service customer. But projections may

indicate that with the Distributor’s growing needs network upgrades

would be required to be “advanced” if the request for firm point-to-
point service was granted. In such cases, would net incremental

cost of advancing such upgrades be included in the determination of

whether a capital contribution from the new short-term point-to-point

customer was required?

R67.a) As indicated in the answer to question 14.a, HQT does not carry out network upgrades for the short-term point-to-point service requirements. The capacity available after meeting the needs of the native load and the long-term point-to-point services is commercialized by HQT on OASIS. When a request for long-term point-to-point service requires network upgrades, HQT takes account the growth in the projected requirements to supply the native load, according to the HQD’s load and resource plan, which is submitted annually to HQT, and adds the new requirement of the long-term point-to-point service customer, in order to evaluated the cost of the network upgrades required by this new request for long-term point-to-point service. Following this exercise, HQT determines if a financial contribution is required from the customer in conformity with the modalities provided in Rates and Conditions.
Question #68

Reference: HQT-4, Document 1, page 36, lines 17-23 and page 38, Table

14

Question:

a) Please confirm that the 6.8% is HQT’s “real cost capital” (i.e.,

excluding inflation)?

R68.a) HQT uses the same method as that used in its R-3401-98 application for the year 2001, as well as the rate of 6.80% corresponding to the forecast average weighted cost of capital, as established in the Régie’s D-2005-63 decision in R-3549-2004, Phase I of the current application. This is a nominal rate and therefore implicitly includes the inflation component.
b) What is the projected inflation rate over the next 20-year period?

R68.b) The forecast cost of capital is established from nominal interest rate projections supplied by the Consensus Forecast. The cost is therefore not based on a forecast of long-term inflation rates to which are added projected actual interest rates.
Without being able to deduce the long-term interest projections integrated in the Consensus Forecast projection, one can estimate that the implicit projections for the long-term inflation rates deduced from certain Canadian market data range from 2.0%-2.5%.
c) Please provide the specific calculations showing the derivation of

the $560/kW allowance and/or explain how Table 14 supports the

proposed allowance value.

R68.c) Exhibit HQT-4, Document 1, page 38, Table 14 shows the set of calculations performed to determine the $560/kW maximum allowance for network upgrades.

This method is the same as that used by HQT in the 2001 request. As indicated in HQT-4, Document 1, page 36, the amount of the maximum allocation is obtained by amortizing the annual transmission rate over a 20-year period, taking into account the maintenance and operating fees, as well as taxes on capital and applicable public services.

The cost in excess of the maximum amount is assumed by the transmission services customer for whom the network upgrade is performed. HQT notes that in the context of the R-3401-98 request, John Todd, expert for Option consommateurs, recognized the following during the hearings of May 29, 2001, volume 28, page 208: 

« And to the extent that the net present value of the

   revenues versus costs to serve that customer are

   negative, the customer would have to pay a

   contribution to cover that difference and ensure that

   the additional facility at least achieves a zero NPV, net

   present value. »

This manner of proceeding ensures rate neutrality during new connections to the transmission network. As such, the impact of the transmission network upgrade on the customer base will be, in the worst case, neutral, and, in the best case, favourable, if the connected load contributes to a reduction in the transmission rate. 

Question #69

Reference: HQT-4, Document 1, page 36, Section 6.1 and page 39, Section

6.2

Question:

a) Where in the current Open Access Transmission Tariff is the

maximum contribution for switchyards listed and how is it

determined?

R69.a) The maximum contribution for switchyards is presented on page 183 for Appendix J of the Rates and Conditions currently in effect. The method for determining the maximum contribution was explained in detail in R-3401-98, exhibit HQT-13, Document 12, pages 12-15, response 10 to the OC IR, which is available on the Régie site at the following address: http://www.regie-energie.qc.ca/audiences/3401-98/Req-revisee/Hqt-13/HQt13_document12.PDF
As indicated in Exhibit HQT-4, Document 1, page 39, HQT proposes to renew the maximum contribution amounts approved by the Régie in R-3401-98, given that HQT assumes the actual cost from the switchyard until the maximum amount is reached. Moreover, HQT emphasizes that these amounts were also used to determine the high-voltage supply credits approved by the Régie in D-2005-34, page 32, concerning HQD’s R-3541-2004 application.
b) Please explain how the maximum contribution for switchyards

applies to a particular request for transmission service.

R69.b) During a plant connection request, HQT assumes the cost from the switchyard, whether the plant belongs to HQP or to a third party. In the latter case, the third party is responsible for the construction and the operation of the switchyard; and the actual amount incurred by the construction of the switchyard, increased by a 15% fee to into account the amortized value of the operating expenses over 20 years, is reimbursed by HQT. In the case of an HQP plant connection, its costs are also assumed by HQT, who retains the ownership of the switchyard. This treatment is compliant with the provisions of Appendix J in Rates and Conditions and applies to a plant connected for point-to-point service or for any plant retained by HQD in the context of a call for tenders.
For the above provisions to be applicable, the owner of the plant must provide HQT with the following engagements proposed in Article 12A of the Rates and Conditions, for an amount equal to the amortized value of the costs assumed by HQT:

· the signature of a long-term point-to-point service contract

· the signature of a “take or pay” point-to-point service purchase agreement; or

· the reimbursement to HQT of the costs assumed by HQT.
c) Are there additional revenues accruing to HQT over and above

those used to establish the allowance for network upgrades in

Section 6.1 that would support a separate allowance for

switchyards?

If not, what is the basis for offering a contribution allowance for

switchyards?

If yes, what is the source of these revenues?

R69.c) HQT assumes the cost of the switchyards for HQP plants in conformity with Article 2 of the Act. In D-2002-95, the Régie approved the reimbursement of switchyards to non-HQP producers to ensure equitable and non-discriminatory treatment towards these two categories of producers. With respect to the distinct maximum found in Appendix J of Rates and Conditions, this is an administrative measure to ensure that the party responsible for the design and construction of the switchyard respects the pre-existing guideline. In any case, the cost assumed by HQT corresponds to the actual cost of the switchyard, without exceeding the indicated maximums.
d) Similarly, are there additional revenues from transmission

customers requiring two stages of step-up transformation that will

“support” doubling the maximum contribution?

If not, please confirm that doubling the maximum contribution means

that other transmission service customers are subsidizing the

provision of these services?

If yes, what is the source of these revenues?

R69.d) HQT proposing the doubling of the maximum of the cost reimbursed for the plant switchyards with two transformation stages because the cost of the switchyard is higher in this case and the initial maximum provided in Rates and Conditions in inadequate, specifically in the case of wind production, which must first perform step-up transformation in proximity of several wind generators, and then use the internal collector network to perform a second step-up transformation from the internal network to the HQT network. 
The principle applied by HQT in this case is the same as before, that is, HQT assumes the actual cost of the switchyard, independently of whether the plant belongs to HQP or to a third party. Only the maximum, which constitutes an administrative guideline as indicated above, can then be doubled to take into account the real costs of switchyards, which require two transformation steps.
Question #70

Reference: HQT-4, Document 3, page 5, lines 16-19

Question:

a) Does Dr. Ren Orans agree with methodologies used by BC Hydro in

the development of its 2004 OATT Application? If not, what aspects

does he disagree with and why?

R70.a) Answer of Dr Ren Orans:

Dr. Ren Orans agrees with the methodology used in BCTC's

2004 OATT Application within the BC and BCTC context.

Question #71

Reference: HQT-4, Document 3, page 9, line 22

Question:

a) Please provide a copy of the referenced paper by Lusztig, Feldberg,

Orans and Olson.

R71.a) Answer of Dr Ren Orans :

The copy is attached. See exhibit HQT-4, Document 3.2.

Question #72

Reference: HQT-4, Document 3, page 13, line 16 to page 14, lines 18.

Question:

a) Please provide a schedule that compares and contrasts the 7-step

process used by HQT with the process used by BCTC (in its 2004

OATT Application) to allocate revenues between transmission

service customers.

R72.a) Answer of Dr Ren Orans:

The table below compares the process used by HQT to the

process used by BCTC. HQT's process is based on Dr. Ren

Orans' Direct Testimony: Transmission Tariff Design for

Hydro-Québec TransÉnergie. The BCTC process is based on

Submission of BCTC filed on March 22, 2005 to BCUC: Project

No. 3698350 – Order No. G-81-04, Application for an Open

Access Transmission Tariff and BRITISH COLUMBIA HYDRO

AND POWER AUTHORITY Interconnected Operations Services

to British Columbia Transmission Corporation (BCTC

Submission hereafter).

Table R72.a − Comparison of revenue allocation process: HQT vs. BCTC
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Question #73

Reference: HQT-4, Document 3, page 15, lines 2-3 and line 23

Question:

a) Please discuss whether or not the results of the four tests are the

only factors considered by FERC in determining which allocation

factor should be used. If other factors are also considered in the

determination, please indicate what they are.

R73.a) Answer of Dr Ren Orans:

This is discussed in Michael E. Small’s book, referenced in

response 51.a.

Question #74

Reference: HQT-4, Document 3, page 16, Table 1 and page 18, Table 3

HQT-4, Document 3, page 20, line 14 to page 21, line 2

Question:

a) Was the data presented in Table 3 the same data used to determine

the values reported for HQT in Table 1?

R74.a) Answer of Dr Ren Orans:

Yes, the data for 2005 in Table 3, as well as the data in Table 2,

are the same data used to calculate the test values in Table 1.

b) If not, please provide the 2004 and 2005 HQT data used to

determine the values reported in Table 1.

R74.b) Answer of Dr Ren Orans:

See response 74.a.

c) If the HQT data used to determine the values reported in Table 1 did

not include short-term point-to-point service, please recalculate the

test values with long-term point-to-point service included.

R74.c) Answer of Dr Ren Orans:

Long-term point-to-point service is included in the data used

to calculate the test values in Table 1.
d) If the HQT data used to determine the values reported in Table 1 did

not include both short-term and short-term point-to-point service,

please recalculate the test values with these point-to-point services

included.

R74.d) Answer of Dr Ren Orans:
Monthly peak forecast for short-term point-to-point is not

available for 2005. However, note 4 relative to Table 1 indicates

the results using actual HQT data for 2004, including native

load, long-term point-to-point and short-term point-to-point

services.

e) Please provide the four4 FERC Test results based on BCTC’s

monthly system loads.

R74.e) Answer of Dr Ren Orans:
The comparable values for BCTC are 17% for FERC Test 1,

80% for FERC Test 2, and 68.5% for FERC Test 3, based on

2004 data. Test 4, which is qualitative, cannot be derived as a

simple number.

Question #75

Reference: HQT-4, Document 3, page 22 line 26 to page 23, line 2 and page

23, lines 21-23

Question:

a) Please provide a copy of the relevant sections of the referenced

FERC opinion.

R75.a) Answer of Dr Ren Orans:

See exhibit HQT-4, Document 3.3.
Question #76

Reference: HQT-4, Document 3, page 24, lines 11-12 and 19-24

Question:

a) Please explain the basis for Dr. Orans comment that HQT’s ancillary

service prices are based on the opportunity costs of providing the

service. In particular, please explain why basing the imbalance

service price for the receipt of energy on the cost of heritage pool

(see HQT-4, Document 1, page 32) reflects opportunity costs.

R76.a) Answer of Dr Ren Orans:
The basis for Dr. Ren Orans' comment is that Hydro-Quebec

updates its Ancillary Service charges to reflect wholesale

market prices.

Question #77

Reference: HQT-4, Document 3, page 25, lines 20-21

Question:

a) Please explain more fully FERC’s position with respect to the

recovery of network upgrade costs triggered by transmission service

requests.

R77.a) Answer of Dr Ren Orans :

Based on the Transmission Tariff Survey (pp.17-18), FERC

routinely approves network upgrade cost recovery via the

rolled-in method. If based on the "user pays" principle, the

amount to be recovered from the requesting party is the

party's fair share of the upgrade cost. To encourage

generation and transmission investments, FERC also

approves using the rolled-in method to recover 100% of the

network upgrade cost from all transmission users.
Question #78

Reference: HQT-4, Document 3, page 37, lines 17 to page 38, lines 6

Question:

a) For each of the following short-term point-to-point services, please

provide a table that indicates the basis used by the utilities in the

five open access Canadian jurisdictions (BC, Saskatchewan,

Manitoba, New Brunswick and Nova Scotia) to set their rates:
 • Monthly Firm Rate

 • Monthly Non-Firm Rate

 • Weekly Firm Rate

 • Weekly Non-Firm Rate

 • Daily Firm Rate

 • Daily Non-Firm Rate

 • Hourly Non-Firm Rate.

R78.a) Answer of Dr Ren Orans:
The following table shows the rate computations.

Table R78.a − Rate computations for Canadian jurisdictions
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For additional details describing BCTC’s discounting formula,

please see BCTC’s response to the BCUC IR Request No. 3 3.4

Dated : November 9th, 2004. This response can be found at

http://www.bcuc.com/ApplicationView.aspx?ApplicationId=55

Question #79

Reference: HQT-4, Document 3, page 26, lines 15-17

Question:

The Evidence of Dr. Ren Orans states that: “the rate calculation for

non-firm service is consistent with rate calculations used by other

utilities for mainly off-peak service” (emphasis added).

a) Why is it appropriate to use the rate calculation methodology for off16

peak service to set non-firm service rates?

R79.a) Answer of Dr Ren Orans:
Based on the methods described in R78.a, Manitoba, New

Brunswick, and Nova Scotia compute the hourly non-firm on
peak rate as the $/kW-year rate divided by 4160 hours (= 52

weeks x 5 days per week x 16 hours per day). The hourly non
firm off-peak rate in these jurisdictions is the $/kW-year rate

divided by 8760 hours. As is the case with these jurisdictions,

HQT does not offer hourly firm service. There is demand for

HQT's hourly non-firm service, which can be priced at (a) the

hourly non-firm on-peak rate, (b) the hourly non-firm off-peak

rate, or (c) discounted non-firm rates that a transmission

provider can change daily. HQT chooses (b) because it

balances the goals of improving capacity utilization and

maintaining a positive contribution to fixed costs for all usage,

under the constraint of not being allowed by the Régie to set

non-firm rates at HQT's discretion.

b) Is the off-peak service offered by other utilities for firm or non-firm

service?

R79.b) Answer of Dr Ren Orans:
Off-peak service with duration of one day or longer can be

differentiated between firm and non-firm, as shown in

response 78.a.
c) Do other utilities typically price non-firm service and off-peak service

using the same methods? If so, please provide examples.

R79.c) Answer of Dr Ren Orans:
See response 78.a.

Question #80

Reference: HQT-4, Document 3, page 28, lines 12-22 and page 29, lines 6-7

Question:

a) Please describe the “trading arrangements” that would allow a day

trader to take advantage of the energy price spread between the on
and off-peak hours in HQ’s three neighbouring energy markets.

R80.a) Answer of Dr Ren Orans:

A trader with the ability to store energy can buy at the off-peak

price and sell at the higher on-peak price.

b) Please confirm that one potential arrangement would be for a party

with hydro storage (such as HQP) to import power in the off-peak

and then re-sell the power in the peak period.

R80.b) Answer of Dr Ren Orans:
Yes.

c) Please confirm whether in the circumstance outlined in part (b), the

party would incur one or two HQT transmission service charges (i.e.,

one for the import of power and/or one for the export of power).

R80.c) Answer of Dr Ren Orans:
HQT’s network service provisions allow power for native load

to be imported using network service at no additional charge.

Therefore, this analysis assumed that the party would incur

only one incremental HQT transmission service charge.

d) Please confirm whether in the circumstance outlined in part (b), the

party would incur transmission charges from either the jurisdiction

where the power was purchased and/or the jurisdiction in which the

power was sold.

R80.d) Answer of Dr Ren Orans:
See answer R80.e.
e) Please confirm that these additional transmission charges are all

included in the “other transmission costs” that were netted out (page

29, lines 6-7) to yield the estimated maximum transmission value. If

not, please explain why and the impact on the conclusions

presented.

R80.e) Answer of Dr Ren Orans:
The following transmission losses and charges were included in the analysis.

Table R80.e-1 − Transmission losses and charges
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Table R80.e-2 − Transmission losses and charges
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Other charges, such as Scheduling Charges, were not

included, as they are relatively small and vary according to

factors beyond the scope of this analysis.

f) Please confirm that since the analyses involve comparing the

maximum on-peak rate with the minimum off-peak rate, the results

are likely to:

• Overstate the average value of transmission for the period

  studied, and

• Underestimate the percentage of days that the existing rate

   would have blocked trade.

If not, please explain why.

R80.f) Answer of Dr Ren Orans:
The analysis assumes the maximum possible value of

transmission that a firm with perfect foresight might be able to

realize. The value of transmission actually realized by firms

undertaking the trades considered is likely to be less due to

generation, transmission, forecasting and other real world

constraints. On the other hand, this analysis considered only

intra-day trades; other trading strategies not considered in this

analysis could result in higher values for transmission. If the

value of the transmission is overstated in this analysis, it is

likely to underestimate the percentage of time that the tariff

blocks trades.

g) Please explain why the analyses were not performed using the

average on-peak and average off-peak prices.

R80.g) Answer of Dr Ren Orans:
The analysis undertaken was a relatively simple one using

readily available historical price data. It assumed that a firm

would seek to engage in the most profitable trades available to

it.

h) Please provide, in electronic format (e.g. Excel Spreadsheet) the

following:

• The 2003 data used by HQT to perform its analyses, as

described at HQT-2, Document 3, Section 3.1.

• The 2004 data used by Dr. Orans to perform his analyses, as

described at HQT-4, Document 3, page 28, lines 14-21.

R80.h) HQT objects to the submission of files in the Excel format that do not constitute evidence as requested to support its proposal, but rather internal work tools. HQT’s burden of proof consists in providing the Régie with useful and relevant information to its decision-making regarding the setting of rates and the just, reasonable and non-discriminatory service conditions. To meet this burden, HQT must supply various information and data by using the support or technology of its choice, which respects the rule of law. However, there are no specific legal provisions that require the use of a particular support or technology in the current regulatory context. Also, the submission of Excel files would not ensure the integrity of the data transmitted. 
Moreover, the prices in the neighbouring markets are available on the Internet at the following addresses:

Ontario

http://www.theimo.com/imoweb/marketdata/marketSummary.asp

New York

http://www.nyiso.com/public/market_data/pricing_data.jsp

New England
http://www2.iso-ne.com/smd/operations_reports/hourly.php?warp=1

Question #81

Reference: HQT-4, Document 3, page 38, line 18 to page 39, line 16

Question:

a) On October 10, 2004, BCTC corrected its original response to

BCUC Information Request No. 1.27.1. Please provide the

corresponding corrected values for those shown on page 39 and

indicate whether the corrections have any impact on the conclusions

presented in HQT-4, Document 3.

R81.a) Answer of Dr Ren Orans:
Under the corrected analysis filed with the BCUC, BCTC stated

that, given the assumptions used in the analysis, its new

formula would block 8.3% of hours compared to 11.0% with

the old formula. The average transmission rate would be

$2.19/MWh under the new formula vs. $2.65/MWh under the old

formula. If the question refers to the values contained in the

sentence beginning with "If applied in Québec" (see HQT-4,

Document 3, page 39, lines 21 to page 40, line 1), these values

are illustrative only and are not affected by the technical

corrections to the formulae analyzed for BCTC.

b) Please confirm that the BCTC proposal did not call for fixed rate of

$3.05 / MWh (corrected to $2.19 / MWh) but rather established a

formula for setting the rate on a daily basis.

R81.b) Answer of Dr Ren Orans:
That is correct.

c) Please confirm that the analyses performed for BCTC and that

presented by Dr. Orans for HQT use different methodologies for

estimating the value of transmission:

• In BCTC’s case, the value was the difference between the price

  of electricity in Alberta and the Mid-Columbia pricing point for the

  same period of the day (e.g., compared on-peak prices in both

  jurisdictions for the same day)
• In HQT’s case, the value was the maximum difference in the on25
   peak and off-peak prices for the adjoining jurisdictions.

R81.c) Answer of Dr Ren Orans:
That is correct.

d) Please confirm that the difference in methodology (as described in

part (c)) will generally produce a higher value for transmission in

HQT’s case than BCTC’s case.

R81.d) Answer of Dr Ren Orans:
That is not correct. The value of transmission could be either

higher or lower, depending on market conditions. In the BCTC

case, volatility in the Alberta market causes the value of

transmission to be very high during many hours.

e) Has Dr. Orans or HQT undertaken analysis as to the

appropriateness of the proposed (non-discounted) short-term point
to-point rate based on the percentage of days blocked where the

value of transmission is based on a methodology similar to that used

by BCTC (i.e., the differences in the average energy prices across

the three neighbouring jurisdiction for the same period including

adjustments for transmissions service payments that would be

required by neighbouring networks)? If so, please provide the

results.

R81.1e) Answer of Dr Ren Orans:
Dr. Ren Orans considered such an analysis, but rejected it as

inappropriate for the HQT system. The BCTC system is

uniquely situated as the sole link between Alberta and the rest

of the WECC, and energy commonly flows between the two

markets. Thus, the estimated value of transmission mimics

how the BCTC system is actually used. HQT, by contrast, is

not a major through-path between any of the U.S. markets.

Rather, HQT is situated radially to each of the three U.S.

markets. Modeling HQT as a through path would not mimic

how the system is actually used. Hence, the values that such a

model would produce would not be very useful in

understanding how a specific rate would affect usage on the

HQT system.

Question #82

Reference: HQT-5, Document 1, page 4

Question:

a) Please confirm that for receipts and deliveries on HQT’s system

(other than points of interconnection), users of point-to-point

transmission service do not have to designate a specific point of

receipt or delivery on the HQT network but rather simply specify the

HQT system as the point of receipt or delivery. If this is not the

case, please explain what level of detail (geographic and otherwise)

is required when specifying paths for point-to-point service.

R82.a) For the purposes of using the OASIS system, a customer who exports to neighbouring networks from a generation installation situated on the HQT network, can use the HQT point of receipt.
b) If users of point-to-point service are not required to identify specific

points of receipt and delivery and the amount of power to be

“transmitted” between the two, how does HQT determine whether

investments are required in connection and network facilities to

accommodate specific service requests?

R82.b) See answer to the question 82.a. When the point-to-point transmission service requested for export to neighbouring networks implies the connection of a new plant, the request for connection should obviously specify the geographic location of the plant and more specifically that of the planned switchyard. 

With respect to the capacity to transmit on the network, this information is obviously required for the connection agreement, the long-term point-to-point service contract and all short-term reservation requests on the OASIS system, as required.
Question #83

Reference: HQT-5, Document 1, page 11, lines 9-25

Question:

a) Where is it specified that HQD is to be directly responsible for the

consequences of energy imbalances and can not rely on HQT (e.g.,

is it in the Act, a particular Regulation or an Agreement with other

HQ lines of business)?

R83.a) According to Article 52 of the Act, HQD is responsible for ensuring the supply of electricity to its customer base, which implies that it could put in place measures to fulfill this responsibility, specifically taking into account any possible variation in the electricity supply that it purchases from several sources and the electricity demand that it sells to its customer base. As for HQT, it does not have any generation source of electricity available to it. It is therefore not optimal to require that HQD purchase this ancillary service from HQT. HQD has concluded a framework agreement with HQP that was filed for the approval of the Régie in the R-3568-2005 application, to ensure the balance between electricity supply and demand at all times.

Question #84

Reference: HQT-3, Document 6, page 15

Question:

a) Please explain why the costs attributable to Achats de services de

transport are allocated to the Other Interconnections sub-function.

R84.a) The Achats de services de transport are allocated directly to the Other Interconnections sub-function because they concern transmission services that are associated with them [presumably them means Other Interconnections].
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